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ORIGINAL

UNITED STATES BANKRUPTCY COURT
FOR THE DISTRICT OF DELAWARE

In re
:  Chapter 11
ADVANCE MARKETING SERVICES, :  Case No. 06-11480 (CS8S)
INC., a Delaware comporation, ct al.', :
:  Jointly Administered
Debtors. :  Re: Docket No. 375

ORDER PURSUANT TO SECTIONS 105(a), 363 AND 365 OF THE
BANKRUPTCY CODE (A) AUTHORIZING THE SALE OF SUBSTANTIALLY
ALL OF THE DEBTORS’ ASSETS, FREE AND CLEAR OF LIENS, CLAIMS,
ENCUMBRANCES AND INTERESTS, (B) APPROVING ASSET PURCHASE
AGREEMENT, AMENDMENTS THERETO AND RELATED TRANSITION
SERVICES AGREEMENT, AND (C) AUTHORIZING THE ASSUMPTION AND
ASSIGCNMENT OF CERTAIN EXECUTORY CONTRACTS AND UNEXPIRED
LEASES IN CONNECTION WITH SUCH SALE
Upon the “Motion of the Debtors and Debtors in Possession Pursuant to Section 105(a),
363 and 365 of the Bankruptey Code and Bankruptcy Rules 2002, 6004 and 6006 for an Order
Approving the AMS Sale and Granting Related Relief” dated February 16, 2007 (the “Sale
Motion”) filed by the above-capiioned debtors and debtors-in-possession (collectively, the
“Debtors”™) sccking entry of an order authorizing, inter alia, the Debtors to (i) scll substantially
all of their assets, free and clear of all licns, claims, encumbrances and interests, (1) enter into an
assct purchase agreement(s) with a prospective purchaser(s), and (iii) potentially assume and
assipn certain executory contracts and unexpired leases in connection with such sale; and this

Court, after giving effect to the Debtors® “Notice of Designation of Stalking Horse and

Modification of Bid Procedures™ filed hercin on February 13, 2007, having issued its “Order

' The Debtors are the following entities: Advanced Marketing Services, [nc., a Delaware corporation; Publishers

Giroup Incorpurated, a California carporation, and Publisher’s Group West Incorporated, a Califormia
corporation,
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Pursuant to Scetions 105(a), 363 and 365 of the Bankruptcy Code Approving Qualified
Transaction Procedures,” dated February 16, 2007, authorizing the Debtors to conduct, and
approving the terms and conditions, of an auction (the “Auction”) and approving the bidding
procedures to consider higher or otherwise better offers for the Debtors’ assets (the “Bid
Procedurcs Order™), and therein providing that Baker & Taylor, Inc. (hereinafter referred to as
the “Buyer™), having cntered into an Assct Purchase Agreement dated as of February 16, 2007
(as amended by “Amendment No. 1 to Asset Purchase Agreement” dated February 16, 2007 and
“Amcndment No. 2 to Asset Purchase Agreement” (substantially in the form attached hereto)
dated March 9, 2007, as may be further amended, collectively, the “APA")E, copies of which are
annexed hereto and collectively marked as Exhibit “A™ hereto, be designated the “stalking horse™
and be granted various bidding protections; and the Court having jurisdiction to consider the Sale
Motion and the relief requested therein in accordance with 28 U.5.C. § 157(b)(2) and 1334; and
consideration of the Sale Motion, the relief requested therein, and the objections and responses
thereto, if any, being a core proceeding in accordance with 28 U.S.C. § 157(b), venue hefore this
Court is proper pursuant to 28 U.S.C.§ 1408 and 1409; and notice of the Sale Motion having
been provided to, intcr alia, the Office to the United States Trustec for the District of Delaware;
the Securities and Exchange Commission; counsel to Wells Fargo Foothill, Inc., as agent for the
Debtors” senior secured lender (“Wells Fargo Foothill”); the United States Department of Justicc;
all persons known to the Debtors that have asserted a lien on, or security interest in, all or any
portion of the Debtors” assets, all potential buyers of the Debtors’ assets known to the Debtors;
counsel to the Official Committee of Unsecured Creditors; all parties to all executory contracts
with the Debtors; and all parties who have timely filed requests for notice under Bankruptcy

Rule 2002; and the Court having determined that due notice of the Sale Motion and hearing

? Terms otherwise not defined herein shall have the meanings ascribed to them in the APA.

2
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thereon has been given und no other or further notice need be given; and that the legal and
factual bascs sct forth in the Sale Motion and by the evidence adduced in support thercof at the
March 5, 2007 hearing thereon (thc “S8ale Hearing™), establish just causc for the relictf granted
herein; and the Court having determined that the relief sought in the Sale Motion is in the best
mnterests of the Debtors, their creditors and their estates; and the appearance of all interested
parties and all responses and objections to the Sale Motion having been duly noted in the record
of the Sale Hearing; and upon the record of the Sale Hearing, and, except as set forth herein, all
objections having been resolved or overruled pursuant to this Order; and upon all other pleadings
and proceedings in these cases, including the Sale Motion; and after due deliberation and
sutficient cause appearing therefor,

IT IS HERBY FOUND AND DETERMINED? THAT:

A The findings and conclusions set forth herein constitute the Court’s findings of
fact and conclusions of law pursuant to Bankruptcy Rule 7052, made applicable to this
proceeding pursuant to Bankruptcy Rule 9014,

B. To the extent any of the following findings of fact constitute conclusions of law,
they are adopted as such. To the extent any of the following conclusions of law constitute
findings of fact, they are adopted as such,

C. The Court has jurisdiction to consider the Sale Motion and relief requested therein
pursuant to 28 U,5.C, Sections 157 and 1334, and this matter is a core proceeding pursuant to 28
U.5.C. Section 157(b)(2). Venue of these chapter 11 cases and the Sale Motion in this district is

proper pursuant to 28 U.8.C. Sections 1408 and 1409,

*  Staterments made by the Court from the bench at the Sale Hearing (as continued) shall constitute additional

conclugions of law and findings of fact as appropriate,

3-
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L. The statutory predicates for the relief sought in the Sale Motion are sections 363,
365 and 105(a) of the Bankruptey Code. In addition, the relief requested in the Sale Motion is
appropriatc under Bankruptey Rules 2002, 6004 and 6006.

E. Notice of the Sale Motion, the Auction, and the Sale Hearing was served, in
accordance with Bankruptey Rule 2002 and 6004, the local rules of this Court and the Bid
Procedures Order (the “Salc Notice™), upon (i) the Office of the United States Trustee for the
District of Dclaware; (i) counsel to the Official Committee of Unsecured Creditors, (ii1) counsel
to Wells Fargo Foothill; (iv) the Securities and Exchange Commission; (v) the Internal Revenue
Service; (vi) the Departments of Justice; (vii) all entities who have asserted any interest in or lien
upon or security interest in the Debtor’s asscts, (viii) all counter-parties to the Debtors® executory
contracts and uncxpired leases; (ix) all parties who filed requests for notices under Bankruptcy
Rule 9010(b) or were entitled to notice under Bankruptcy Rule 2002; and (x) all cntitics that
expressed to the Debtors an interest in purchasing or liquidating all or substantially all of the
Debtors’ assets. The Sale Notice constitutes good and sufficient notice of the Sale Motion and
the Sale Hearing, and no other or further notice of the Sale Motion or the Sale Hearing or the
entry of this Order need be given,

F. The Debtors have demonstrated a sufficient basis and the cxistence of cxigent
circumstances requiring them to scll the Purchased Assets and agsume and assign any Assigned
Contracts under scctions 363 and 365 of the Bankruptey Code, and such actions are appropriate
exercises of the Debtors® business judgment and in the best interests of the Debtors, their
creditors and their estates.

G. The Debtors atforded interested potential buyers a full, fair and reasonable

opportunity to make a higher and better offer to purchasc the Purchased Assets, and provided

RLF1-31250%0-1

TRADEMARK
REEL: 003712 FRAME: 0008




potential buyers, upon request, sufficient information to enable them to make an informed
Judgment on whether to bid on the Purchased Assets.

H. At the Auction, no other party submitted a competing bid to the APA.

L The offer of the Buyer, upon the terms and conditions set forth in the APA, is the
highest and best offer received by the Debtors, is fair, is in the best interests of the Debtors’
creditors and estates, and constitutcs full and adequate consideration and reasonably equivalent
value for the Purchased Assets.

I. The Buyer is not an “insider™ or otherwise an “affiliate” of the Debtors (as such
terms are defined in section 101 of the Bankruptcy Code). The Buyer is a buycer in good faith, as
that term is used in the Bankruptcy Code and the decisions thereunder, and is entitled to the full
protections of sections 363(m) and (n) of the Bankruptcy Code with respect to the Purchase of
the Debtors’ assets, including all of the Purchased Assets and Assigned Contracts. The APA was
ncgotiated and entered into in good faith, based upon arm’s length bargaining, and without
collusion. Neither the Debtors nor the Buyer has engaged in any conduct that would prevent the
application of section 363(m) of the Bankruptey Code or that would cause the application of or
implicate section 363(n) to the APA or to the consummation of the sale transaction and transfcr
of the Purchase assets to the Buyer. The Buyer is cntitled to all the protections and immunities
of § 363(m) of the Bankruptcy Code.

K. The Debtors have full corporate power and authority to execute the APA and all
other documents contemplated thereby, and the sale of the Purchased Assets has been duly and
validly authorized by all corporate authority necessary to consummate the transactions
contemplaled by the APA, No consents or approvals, other than as expressly provided for in the

APA, are required by the Debtors to consummate such transactions.

RLFI-31250%6-1
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L. In connection with the APA and the transactions contemplated thereby, and with
duc regard to (i) the previously Court-approved “Amended and Restated Purchase Agreement”
among the Deblors, Perscus Books, L.L.C. and Client Distribution Services, Inc., (ii) the
Debtors’ duties and obligations to the Buyer with respect to the implementation and
consummation of the APA, the transfer to the Buyer of the Purchased Assets, and the rights,

interests and entitlements of the Buyer arising under the APA and transactions contemplat

thereby, and (iii) the Debters continuing dutics and obligations to administer the Debtor:

remaining asscts and estatcs, the Debtors and the Buyer have entered into that certain T

Services Agreement” dated March 2007 (the “TSA")W which is annexed hereto
and marked as Exhibit “B* hereof, to address certain transitional assistance and logistical
procedures that the Debtors and the Buyer require in connection with and in furtherance of the
ATA and its implementation and ¢consummalion.

M. The Debtors have advanced sound business reasons for seeking to enter into the
APA and to sell the Purchascd Asscts and assume and assign any Assigned Contracts, as more
fully set forth in the Sale Motion and as demonstrated at the Sale Hearing, and it is a recasonable
cxercise of the Debtors’ business judgment to sell the Purchased Assets and to execute and
deliver the APA to the Buyer. |

N. The terms and conditions of the APA, including the total consideration to be
realized by the Debtors pursuant to thc APA, arc fair and rcasonable, and the transactions
contemplated by the APA are in the best interest of the Debtors, their creditors and their cstates.

0. A valid business purpose exists {or approval of the transactions contemplated by
the Sale Motion pursuant to section 363(b) of the Bankruptcy Code. Notwithstanding any

requirement for approval or consent by any person, the transfer of the Purchased Assets to the

RLF1-3125094-1
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Buyer and the assumption and assignment of the Assigned Contracts is a legal, valid and
effective transfer of the Purchased Assets and any Assigned Contracts.

P ‘The Debtors and the Buyer have, to the exient necessary, and subject to the terms
and conditions set forth herein, satisfied the requirements of section 365 of the Bankruptcy Code,
including sections 365(b)(1) and 365(f}(2), in connection with the sale and the assumption and
assignment of any Assigned Contracts. The Buyer has demonstrated adequate assurance of
future performance with respect to all Assigned Contracts.

Q. In the absencc of a stay pending appeal, the Buyer will be acting in good faith
pursuant to section 363(m)} of the Bankrptey Code in ¢losing the transactions contemplated by
the APA at any time on or atler entry of this Order, and cause has been shown as to why thig
order should not be subject to the stay provided by Bankruptcy Rule 6004(g) and 6006(d).

R. The sale of the Purchased Assets outside of a plan of rcorganization pursuant o
the APA neither impermissibly restructures the rights of the Debtors” creditors, impermissibly
dictates the terms of a liquidating plan of reorganization for the Debtors, require creditors to vote
for any plan, or attempts to circumvent disclosure requirements of chapter 11.

S. All entities who assert liens against or interests in the Purchascd Assets have
either consented to this Order, or (i) the purchase price for the Purchased Asscts is greater than
the aggregate value of all liens against and interests in the Purchascd Asscts, (ii) applicable
nonbankruptcy law permits the sale of the Purchased Assets free and clear of such liens or
interests; (i1i) such interest is in bona fide dispute; or (iv) such entity could be compelled, in a
legal or cquitable proceeding, to accept a money satisfaction of such interest, and therefore,
scction 363(f} of the Bankruptcy Code has been satisfied.

T. Except as otherwisc provided in the APA, the Purchased Assets shall be sold free

and clear of all Liens, with such Liens to attach to the consideration to be rcecived by the

-
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Debtors in the same priority and subject to the same defenses and avoidability, if any, as before
the Closing, and Buyer would not enter into the APA to purchase the Purchased Assets otherwisc.

uU. The transfer of the Purchased Assets to Buyer will be a legal, valid and effective
iransfer of the Purchased Asscts, and, cxcept as may otherwisc be provided in the APA, shall
vest Buyer with all right, title and interest of the Debtors to the Purchased Assets free and clear
of all (i) Liens, including any such Liens (A) that purport to give to any party a right or option to
etfect any forfeiture, modification, right of first refusal, or termination of the Debtors’ or Buyer's
interest in the Purchased Assets, or similar rights, or (B} relating lo taxes or any other liabilitics
rclating to the Purchascd Asscts, the Debtors’, or their Business, other than the Assumed
Obligations, and (ii) reclamation claims under section 546(c) of the Bankruptey Code or similar
rights and claims that have been or could be asserted against any of the Purchasced Asscts.

V. Pursuant to section 365(k) of the Bankruptey Code, the Debtors and their estales
shall be relieved {rom any liabilily lor any breach of the Assigned Contracts occurring after the
effective date of the assignment and assumption of such Assumed Conlracts to and by the Buyers.

W.  Buyer shall have no obligations with respect to any liabilitics of the Debtors other
than the Assumed Obligations and its obligations under the APA and the Collateral Agreements.

X The Debtors have demonstrated both sound business purposes and compelling
business circumstances in support of the transaclions contemplated in the Sale Motion and within
the timeframe requested by Debtors. There can be no assurance that the value of the Debtors’
assets would be maintained, if any undue dclay in consummation of the transactions
contemplated by the Sale Motion were to occur. There can be no assurance that Buyer would be
willing to complete the transactions if delay in consummation of the transactions were to occur.

NOW, THEREFORE, IT IS HEREBY ORDERED, ADJUDGED AND DECREED:

RLF1-3125056-1
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1. The Sale Motion is granted in its cntirety, subject to the terms and conditions
contained herein,

2. (a) The APA, the TSA, and the transactions contemplated thereby be, and
hereby are, approved, and the Debtors are hereby authorized and empowered and directed to
enter into, and to perform their obligations under, the APA and the TSA and to execute and
perform such agreements or documents, including any Collateral Agreements, and take such
other actions as arc necessary or desirable to effectuate the terms of the APA and the TSA.

(b) The Debtors and the Buyer are hereby authorized, pursuant to section
363(b) of the Bankruptcy Code, to takc such actions as may be nccessary and appropriate to
implement and effectuate the APA, the TSA and the Collateral Agreements, without the
neccessity of a further order of this Court. In connection therewith, the Debtors are hereby
authorized and directed to instruet, direct and causc their directly and indirectly owned foreign
subsidiaries and affiliates to take any and all actions, issue such documents and resolutions,
cause such filings, and do such things as may be necessary and appropriate to implement and
cffectuate the APA and the transactions contemplated therein and thereby, without the necessity
of further order of this Court.

3. All objections, responses, and requests for continuance conceming the Sale
Motion are resolved in accordance with the terms of this Order and as set forth in the record of
the Sale Hearing. To the extent any such objection, response or request for continnance was not
othcrwise withdrawn, waived, settled, or otherwise provided herein, it, and all reservations and
rights contained therein, is overruled and denied.

4, The Debtors shall be, and hercby are, authorized, empowered and directed,
pursuant to sections 105 and 363(b} and (f) of the Bankruptcy Code, to sell the Purchased Assets

to the Buyer upon delivery of the consideration specified in the APA and completion of all other

0.
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deliverics required at the Closing under the APA. The sale of the Purchased Assets shall vest the
Buyer with good and sole title to the Purchased Assets, and, and, except as may otherwise be
provided in the APA, the Purchased Assets shall be transferred to Buyer free and clear of any
and all Liens, claims, encumbrances, liabilities, obligations, licenses, covenants, pledges,
security interests, charges, reclamation rights, judgments, mortgages, conditional sales or title
rctention agreements, pledges, hypothecations and interests of any kind (including, without
limitation, any and all “claims” as defined in §101(5) of the Bankruptcy Code), whether secured
or unsecured, choate or inchoate, filed or unfiled, scheduled or unscheduled, noticed or
unnoticed, recorded or unrecorded, contingent or non-contingent, liquidated or unliquidated,
matured or unmatured, disputed or undisputed, or known or unknown, whether arising prior to or
subsequent to the Petition Date, whether imposed by agreement, understanding, law, equity or
otherwise (collectively, the “Claims”™), except us may be provided in the APA. All such Claims
on or against the Purchased Assets shall attach to the consideration to be received by the Debtors
under the APA, with the same force, validity, priority and cffect as they now may have and
subject to the same defenses and avoidability, if any, as before the Closing.

5. If any person or entity that has filed financing statements or other documents or
agreements evidencing liens and encumbrances or other Claims on the Purchased Assets shall
not have delivered to the Debtors prior to the Closing, in proper form for filing and executed by
the appropriatc partics, termination statements, instraments of satisfaction, or releases of all such
licns, encumbrances, or other Claims which the person or entity has with respect to the
Purchascd Asscts, the Deblors are hereby authorized and directed to execute and file such
statcments, instruments, relcases and other documents on behalf of the person or entity with

respect o such Purchased Assets prior to the Closing.

-10-
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6. Thig Order shall be binding upon and govern the acts of all persons or entities,
including without limitation, all filing agents, recording agencics, scerctarics of state, utility
providers, providers of telephone and/or telecommunication services and all other persons and
entities who may be required by operation of law to accept, file, register or otherwise record or
release any documecnts or instruments.

7. Subject to the delivery of the consideration specified in the APA and completing
all other deliveries required under the APA, effective as of the Closing, (a) the sale of the
Purchased Asscts by the Debtors to the Buyer shall constitute a legal, valid and effective transfer
of the Parchased Assets notwithstanding any requircment for approval or consent by any person,
and shall vest the Buyer with all right, title and interest of the Debtors in and to the Purchased
Assets, free and clear of all Liens and Claims pursuant to section 363(f) of the Bankruptcy Code,
and (b) the assumption of any Assumed Obligations by the Buyer shall constitute a legal, valid
and eflective delegation of any Assumed Obligations to the Buyer and shall divest the Debtors of
all hability with respect to any Assumed Obligations.

8. All persons or entities, presently or on or after the Closing Date in posscssion of
some or all of the Purchased Asscts are directed to surrender possession of the Purchased Assets
to the Buyer on the Closing Daie or at such time thereafier as the Buyer may request.

9, The sale of the Purchased Assets to the Buyer under the APA will constitute a
transfer for reasonably equivalent value and fair consideration under the Bankruptey Code and
laws of all applicable jurisdictions.

10. The Buyer is hereby granted and is entitled to the protections provided to a good
faith buyer under section 363(m) of the Bankruptcy Code, including with respect to any transfer
of any Assigned Contracts as part of the sale of the Purchased Assets pursuant to section 365 of

the Bankruptcy Code and this Order.
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11. Pursuant to sections 105(a) and 363 of the Bankruptcy Code, all Persons and
Governmental Units (as defined in sections 101(27) and 101(41) of the Bankruptey Code) arc
hereby enjoined from taking any action against the Buyer or the Purchased Assets to recover any
Claim which such Person or Governmental Unit has or may assert against the Debtors (as such
Claims exist immediately prior to the Closing).

12, The Dcbtor is authorized to assign and transfer to the Buyer all of the Debtors’
rights, title and interest (including common law riphts) to all of the Debtors® tangiblc and
intangible property to be assigned and transferred to the Buycer under the APA.

13 ‘The Buyer has not assumed, nor shall the Buyer otherwise be obligated for, any of
the Debtors™ liabilitics other than as set forth in the APA, and the Buyer has not purchased any of
the Excluded Assets (as defined in the APA). Consequently, all holders of Claims based upon or
arising out of liabilities retained by the Debtors are hereby enjoined from asserting or
prosecuting any Claim or cause of action against the Buyer or the Purchased Assets to recover on
account of any labilities other than Assumed Obligations pursuant to the APA or other than
pursuant to this Order. All persons holding or asserting any Lien against or interest in the
Excluded Assets are hereby enjoined from asserling or prosecuting any claim or cause of action
against the Buyer or the Purchased Assets for any liability asseciated with the Excluded Assets,

14, Subjcct to the terms of the APA and the closing of the sale transaction, the sale,
assurnption and assignment ol the Assigned Contracts is approved pursuant to section 363 and
365 of the Bankruptcy Code.

15.  The Dcbtors are hereby authorized and directed to assume and assign the
Assigned Contracts as set forth in Schedule B as amended to the APA, subject only to (i) Buyer’s
confirmation of its election to take an assignment of any of the Assigned Contracts, (i) payment

of all cures and/or other payments or actions required to assume and assign the Assigned
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Contracts to Buyer, and (iii) Buycr’s right to cxclude Contracts from, or add Contracts to, the
definition of Assigned Contracts in accordance with the terms of the APA. To the extent Buyer
cxcludes any Contracts from the definition of Assigned Contracts, the Debtors shall file a revised
Schedule B to the APA with this Court and provide proper and adequate notice thercof.

16.  The Buyer has provided adequate assurance of its future performance under the
Assigned Contracts and the proposed assumption and assignment of the Assigned Contracts
satisfies the requirements of the Bankruptey Code including, sections 365(b)(1) and (3) and 365(f)
of the Bankruptcy Code to the extent applicable.

17.  Pursuant to section 365(b)(1)(A) and (B) of the Bankruptcy Code, and except as
otherwise provided in this Order, the Buyer, upon the assignment thereto, shall promptly pay to
the partics to any Assigned Contract the requisite pre-Petition Date “cure”™ amounts (“Cure
Amounts™), it any, set forth in that certain “Notice of Clarification Concerning Debtors” Notice
of (A) Debtors’ Request For Authority To Assume, Assign And Sell Certain Contracts And (B)
Proposed Cure Amounts [DKT. NO. 384]” dated February 21, 2007 and the Schedule annexed
thereto as Exhibit “A” thereol previously filed with the Couri, or such lesser amount as may be
agreed upon between the Buyer and the counter-party to an Assigned Contract, following the
assumption and assignment thereof. Any amounts due that arose and became payable after the
Petition Date with respect to any non-debtor party to an Assigned Contract shall be promptly
paid by the Dcebtors immediately following the assignment to the Buyer of the Assigned Contract,
failing which such post-Pctition Datc amounts shall be paid by the Buyer and such payment
amount shall be a credit, dollar-for-dollar, in Buyer’s favor against the Purchase Price.

18. The Assigned Contracts arc valid and binding, in full force and cffect, and
enforccable in accordance with their terms, Any provision in any Assigned Contract that

purports 1o declare a breach or default as a result of a change of control in respect of the Debtors
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is uncnforceable, and all Assigned Contracts shall remain in full force and effect, without
existing default, subject only to payment of the appropriate Cure Amount, if any. No sections or
provisions of any Assigned Contract that purport to (i) prohibit, restrict, or condition the
Debtors’ assignment of the Assigned Contract, including, but not limited to, the conditioning of
such assignment on the consent of the non-debtor party to such Assigned Contract; or (ii)
provide ftor additional payments, penalties, charges, or other financial accommodations in favor
of the non-debtor third party to the Assigned Contract shall have any force and effect with
respect to the salc transaction and assignments authorized by this Order, and such provisions
constitutc unenforceable anti-assignment provisions under section 365(f) of the Bankruptcy Code
and/or are otherwise unenforceable under section 365(e) of the Bankruptcy Code.

19.  Except as may be provided in this Order, upon the assumption and assignment
thercof, and cxcept for allowed claims for Cure Amounts payable by the Buyer (or the Debtors,
a4 the case may be) under an Assigned Contract, each non-debtor party to an Assigned Contract,
shall be {orever barred and enjoined from asserting against the Debtors, their bankruptcy estates
or the Buyer: (a) any default, monetary or non-monctary, existing as of the Closing Date, or (b)
any objcction to the assumption and assignment of such non-debtor party’s Assigned Contract,
whether or not such non-debtor party filed a proof of claim.

20.  This Court shall retain exclusive jurisdiction to enforce the provisions of this
Order and the APA and the TSA, and to resolve any dispute concerning this Ordcr, the APA, the
TSA, or the rights and dutics of the partics hercunder or thereunder or any issues relating (o the
APA, the TSA and this Order, including, but not limited to, the interpretation of the terms,
conditions and provisions hereof and thereof, the status, nature and extent of the Purchased
Asscts and any Assigned Contracts and all issues and disputes arising in connection with the

relief authonzed herein.
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21.  Notwithstanding Bankruptey Rules 6004(g) and 6006(d), this Order shall be
effective and enforceable immediately upon entry pursuant to Rule 9006(c¢)(1). In the absence of
any entity obtaining a stay pending appeal, the Debtors and the Buyer are free to c¢lose under the
APA at any time. In the abscnce of any entity obtaining a stay pending appeal, if the Debtors
and the Buyer close under the APA, the Buyer shall be deemed to be acting in “good faith” and
shall be entitled to the protection of scction 363(m) of the Bankruptey Code as to all aspects of
the transactions contemplated by the APA, rcgardless of whether this Order or any authorization
contained herein is reversed or modified on appeal.

22, The sale approved by this Order is not subject to avoidance pursuant to Scction
303(n) of the Bankruptey Code.

23, The provisions of this Order are non-severable and mutually dependent.

24, This Order shall inure to the benefit of the Buyer, the Debtors, and their
respective successors and assigns, including but not limited to any chapter 11 or chapter 7 trustee
that may be appointed in the Debtors’ cases, and shall be binding upon any trustee, party, entity
or fiduciary that may be appointed in connection with these cases or any other or further case
involving the Debtors, whether under chapter 7 or chapter 11 of the Bankruptcy Code.

25.  Each and every federal, state, and local governmental agency or department is
hereby directed to accept any and all documents and instruments necessary and appropriate to
consummate the transactions contemplated by the APA and this Order.

26. The provisions of this Order authorizing the sale of the Purchased Asgsets free and
clear of Claims shall be self-cxccuting, and neither the Debtors nor the Buyer shall be required to
exceute or file releases, termination statements, assignments, consents, or other instruments in
order to cffectuate, consummate and implement the provisions of this Order. However, the

Dcbtors and the Buyer, and each of their respective officers, employces and agents arc hercby
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authorized and empowered to take all actions and execute and deliver any and all documents and
instruments that either the Debtors or the Buyer deem necessary or appropriate to implement and
effectuate the terms of the APA and this Order.

27. The Buyer is not a “successor™ to the Debtors or their bankruptcy estates by
rcason of any theory of law or cquity, and the Bayer shall not assume, nor be decmed to assume,
or in any way be responsible for, any liability or obligation of any of the Debtors and/or their
gstates, Including but not limited to any bulk sales law or similar liability, except as otherwise
expressly provided in the APA.

28.  Pursuant to sections 105 and 363 of the Bankruptcy Code, all persons and entities,
including, but not limited to, all parties holding any Claims against the Debtors, their estates or
their assets, the Debtors® employees, former employees and sharcholders, administrative
agencies, governmental departments, secretaries of state, federal, state and local officials,
including such officials maintaining any authority relating to environmental, labor and health and
safely laws, and their respective successors or assigns, are hereby permanently and forever
barred, restrained and enjoined from commencing or continuing in any manner any action or
other proceeding of any kind or the employment of any process or any act to collect, offset or
recover any Claim against the Buyer, or that seeks to imposc liability upon the Buyer or any
affiliate, successor or assign thereof, or against the Purchased Assets or the Assigned Contracts,
under the laws of the United States, any state, territory or possession thereof or the District of
Columbia based, in whole or in part, directly or indirectly, on any theory of law, including,
without limitation, any theory of successor or transferee lizbility or any liability for pre- or
postpetition Claims against any of the Debtors by reason of the transfer of the Purchased Assets
to the Buyer, cxcept for the Assumed Obligations, including, without limitation, pre- and

postpetition Claims any federal, statc or local governmental entities, of any current or former
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employee for claims arising out of cmployment and termination of employment, including,
without limitation, claims for wages, bonuses, commissions, accrued vacation, severance,
continuation of coverage under COBRA, or pension, welfare, fringe benefits or any other
benefits of any kind including, without limitation, obligations in respect of retiree medical
coverage or benefits.

29, The provisions of the APA, the TSA and any Collateral Agreements may be
walved, modified, amended, or supplemented by agreement of the Debtors and the Buyer and,
where and if applicable, any third partics matcrially cffected thereby and specifically identified
in this Order, without further action of the Clourt; provided, however, that any such waiver,
maodification, amendment, ot supplement is not material and substantially conforms to and
effectuates the APA and any related agreements. Any modification, amendment or supplement
to the APA, the T'SA or any Collateral Agreements as may bc agreed upon by the Debtors and
the Buyer (a “Chanpe”) shall be delivered to counsel for the Committee no later than five (5)
business days prior to the effective date of such Change. The Committee shall have the right to
raise objections to any such Change on the grounds that it is material or does not substantially
conform to the APA, the TSA and Collatcral Aprcements.

30.  The failurc spccifically to include any particular provisions of the APA or any
rclated agreements in this Order shall not diminish or impatr the effectiveness of such provision,
it being the intent of the Court, the Debtors and the Buyer that the APA and any related
agresments are authonzed and approved in their entirety with such amendments thereto as may
be made by the parties in accordance with this Order.

31 Except with respect to the Assumed Obligations, nothing in this Order or the APA
shall require the Buyer to (i) continuc or maintain in effect, or assume any Hability in respect of
any employee pension, welfare, fringe benefit or any other benefit plan, trust arrangement or
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other apreements to which the Debtors arc a party or have any responsibility therefor, including,

without limitation, medical, welfare and pension benefits payable after retirement or other
termination of employment, or (i1) assume any responsibility as a fiduciary, plan sponsor or
otherwise, for making any contribution to, or in respect of the funding, investment or
administration of any cmployec pension plan or the termination of any such plan.

32, Subject to and upon the Closing, a payment in an amount sufficient to satisty the
obligations of the Debtors (the “Closing Payoff Amount™) to the Lender and Senior Lender (cach
as defined in the “Final Order under 11 U.S.C. §§ 361, 362, 363 and 364, Fed. R. Bankr. P.
4001(b), and Dcl. Bank. L.R. 4001-1, (A) Authorizing Dcbtors to Incur Postpetition
Indebtedncss, (B) Granting Sccurity Interests and Supcrpriority Expense Claims, (C) Authorizing
Using of Cash Collateral and (D) Granting other Relief” entered by this Court (the “Final DIP
Order™)} under the Loan Agrecment and the Scnior Loan Agreement (cach as defined in the
Final DIP Order) shall be paid to Wells Fargo Foothill by Buyer via wire transfer concurrently
with the Closing and shall be applied by Wells Fargo Foothill to, and be deemed to be, the
satistaction in full of all obligations under the Senior Loan Agreement and the Loan Agreement;
provided that Wells Fargo Foothill shall have provided Buyer and the Debtors a payoff demand
letter and wire instructions at least three (3) business days prior to the Closing Date. The
foregoing payment of the Closing Payoft Amount shall be part of and not in addition to Buycr’s
obligations (o pay the purchase price, such that any amounts paid by Buyer to Wells Fargo
Foothill for application to the obligations under the Senior Loan Agreement and the Loan
Agreement shall be credited in full against Buyer's oblipations to deliver the purchase price to
the Debtors.

33.  Notwithstanding anything to the contrary contained in this Order or the APA, no

accounts receivable of the Debtlors from Leisure Arts, Inc., Meredith Corporation and Barron’s
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Educational Series, Inc. are being sold or purchased pursuant to the APA, nor are any executory
contracts, 1 any, with such parlies being assumed and assigned pursuant to the APA.

34, Subject to the Closing of the APA, in resolution of the Joint Objection of County
Denton, City of Carrollton and Lewisville Independent School District (collectively, the “Texas
Taxing Authorities™) to the Sale Motion, the amount of $100,000.00 shall be reserved in the
Debtors’ general operating account as sdequate protection for the claims filed on behalfl of the
Texas Taxing Authorities (the “Reserved Funds™). The liens of the Texas Taxing Authorities, if
any, shall attach to the Reserved Funds with the same validity, to the same extent, and with the
same priorily as any such liens now hold in the property being sold. The Rescrved Funds shall
be in the nature of adequate protection and shall neither be a cap on the amounts recoverable by
the Texas Taxing Authorities, nor shall the Reserve Funds be an allowance of their ¢laims, said
claims to remain subject to any rights of any party to object to the validity, extent or priority of
such claims. No portion of the Reserve Funds will be distribuled apart from the agreement of the
Debtors and the Texas Taxing Authorities (on notice to the Committee) or upon subsequent order
of the Court duly noticed to the Texas Taxing Authorities.

35. Subject to the Closing of the APA, the objections of Manhattan Associates, Inc.
has been resolved in accordance with the terms sct forth on the record at the Sale Hearing and the
Buyer and Manhattan Associates, Inc. agree to memorialize promptly, and execute prior to
assumption and assignment, an amendment to the license agreement consistent with the
agreement set lorth on the record at the hearing.

36. Subject to the Closing of the APA, the objection filed by Hewlett-Packard
Financial Scrvices Company (“"HPFS™) [Dkt. No. 434] is resolved. HPFS, the Debtors, and the
Buyer agrce that the Buyer shall pay to HPFS as the cure under the Lease Agrecment (as that

term is used in the objection), through February 28, 2007, the sum of $12,083.03. The Buyer
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shall pay HPFS timely in accordance with the terms of the Lease Agreement all amounts under
the Lcasc Agrecment that come duc after the Closing Date but before a final decision on
assumption and assignment of the Lease Agreement has been made. The Debtors and the Buyer
agree that none of the equipment subject to the Lease Agreement shall be considered part of the
Purchased Assets under the APA. 11PFS, the Debtors, and the Buyer further agree to confer
promptly to identify the documentation that comprises the Lease Agreement subject to the
agsumption and assignment hereunder. 1f the parlies cannot agree with respect to the
identification of the assumed and assigned contract or on the correct amount to be paid by the
Buyer in connection with the proposed assumption and assignment of the Lease Agreement, the
Court shall hear any outstanding disputcs at the then next available scheduled omnibus hearing
or at a hearing to be scheduled by the Court for such purpose.

37. Subject to the Closing of the APA, the objection filed by Hewlett-Packard
Company (“HP™) | Dkt. No. 435] is resolved. P, the Debtors, and the Buyer agree that the
Buycer shall pay to HP as the cure under the Support Agrecment (as the term is used in the
ohjection) through February 28, 2007, the sum of $19,700,67. The Buyer shall pay HP timely in
accordance with the terms of the Support Agreement all amounts under the Support A greement
that come duc after the Closing Date but before a final decision on assumption and assignment of
the Support Agreement has been made. HP, the Dcbtors, and the Buyer further agree to confer
promptly to identify the documentation that comprises the Support Agreement subjcct to
assumption and assignment hereunder. Tf the parties cannot agree with respect to identification
of the assumed and assigned contract or on the correct amount to be paid by the Buyer in
connection with the proposed assumption and assignment of the Support Agreement, the Court
shall hear any outstanding disputes at the then next available scheduled omnibus hearing or at a

hearing to be scheduled by the Court for such purpose.
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38, Subject to the Closing of the APA, the objections filed by The Quarto Group, Inc.
on behalf of Quarto Publishing ple, Quarto, Tnc., Quintet Publishing, Quantum Publishing, QED
Marshall Editions, Global Book Publishing Pty Limited, Design Eve Limited and Walter Foster
Publishing (collectively, the “Quarto Group™) are resolved as follows: (1) the Buyer, absent the
consent of the Quarto Group, shall not take an assignment of any executory contracts to which
the Debtors and the Quarto Group may be parties, and (2} in connection with the Buycr’s
purchase of Sclected APG Inventory and APG Product Prepayments from the Debtors published
and derived {rom the Quarto Group, the Buyer shall have and be granted a limited, non-exclisive
license and full rights to sell any and all such inventory published and derived from the Quarto
Group selected and purchased by the Buyer only to wholesale clubs, such as Costeo, Sams and
B.).’s.

39.  Subject to the Closing of the APA, the objection filed by The Templar Company,
PLC (“Templar”) has been resolved. The Debtors are hereby authorized to assume and assign
the executory contracts between Templar and the Debtors to the Buyer, and the Buyer waives
any right to exclude the cxceutory contracts with Templar from the definition of Assigned
Contracts in accordance with the terms of the APA. The Cure Amount has been agreed among
Templar, the Buyer and the Debtor’s to be the sum of $481,707.96. The Buyer, subject to
paragraph 17 of this Order, has agreed to pay said Cure Amount on or promptly following the
Closing.

40.  Subject to the Closing of the APA, and further subject to the cxccution of a
mutually acceplable Amendment between the Buyer and the landlord for the Debtors’
Distribution Center facility in Building 140, Park 100 Business Park, 5045 West 79% Street,
Indianapolis, Indiana (the “Landlord™) supplementing and modifying that certain Lease

Agreement dated October 10, 2000 between AMS and the Landlord, as amended (the “Leasc™),
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the Debtors are hereby authorized to assume and assign the Lease to the Buyer. No “cure”
payment under section 365(b)(1)(A) of the Bankruptey Code need be paid as none exists, and the
Buyer has complicd with section 365 of the Bankruptcy Code as set forth in paragraph “16™ of
the Order, and the Lease (upon the satisfaction of the above conditions) shall be in full force and
effect without any outstanding enforceable default(s) thereunder. Notwithstanding anything to
the contrary in this Order, in the Bankruptey Code or the Bankruptcy Rules, or other wisc, the
Landlord shall have the right, in connection with the assignment of the Lease, to assert a claim
for damages, in the amount, and subjcct to the himitations set forth in section 502(b){(6) of the
Bankruptcy Codc, as if the Debtors had rejected the Lease on and effective as of the date the
Lease is assigned to and assumed by the Buyer, without prejudice to the Debtors’ and the
Committee’s right to object 1o the amount of any such claim. The rent due to the Landlord for
the month of March, 2007 shall promptly be paid by the Debtors, and, subject to the Closing of
the APA, the Buyer shall reimburse the Debtors for the period commencing with the date of the
Closing through March 31, 2007.

41. The Debtors, their officers, employees and agents, arc authorized to take or
refrain from taking such acts as are necessary and appropriate to implement and cffectuatc the
relict pranted herein.

Dated: March ¢ , 2007
Wilmington, Delaware
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EXHIBIT A

Asset Purchase Agrecment and Amendments
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ASSET PURCHASE AGREEMENT

By and Between

ADVANCED MARKETING SERVICES, INC.

and

BAKER & TAYLOR, INC.

Dated a5 of February 16, 2007
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ASSET PURCHASE AGREEMENT

This ASSET PURCHASE AGREEMENT is made and entered into as of the 16th
day of February, 2007 (the “*Agreement”) by and between {i) BAKER & TAYLOR, INC.,,
a Delaware corporation (“Buyer™), and (ii) ADVANCED MARKETING SERVICES,
INC., a Delaware corporation and a debior and deblor in possession under Chapter 11 of
the Bankruptcy Code (“Seller™).

Recitals

WHEREAS, Seller and certain of ils Subsidiaries filed voluntary petitions under
Chapier 11 of the United States Bankruptcy Code (the “Bankruptcy Code™) in the United
States Bankruptcy Court for the District of Delaware (the “Bankruptey Court”),
designated  Case No. 06-114B0 (C5S) (Jointly Administered) (collectively, the
“Bankruptey Case™), on December 29, 2006 (the “Petition Date").

WHEREAS, Seller is operating as a debtor in possession, no trustee or examiner
having been sought or appointed, and has therefore continued in the possession of its
assets and in the management of its business under Section 1107 and 1108 of the
Bankruptey Code.

WHEREAS, Seller desires to sell and Buyer desires to purchase ali right, title and
interest of Seller in, to and under the Purchased Assets (as defined in Section 1.01{(a)
herein), on the terms, provisions and conditions set forth in this Agreement, pursuant to
Sections 363 and 365 of the Bankruptey Code.

Agreement

NOW, THEREFORE, in consideration of the premises and of the mutal
covenanis contained herein, the parties agree as follows:

ARTICLE L
SALE AND PURCHASE OF ASSETS

1.01 Sale and Puichase of Assets.

(a)  Purchaged Assets. On the terms and provisions and subject to the
conditions of this Agreement, at the Closing referred to in Section 2.01 hereof, pursuant
to Sections 363 and 365 of the Bankruptcy Code, Seller shall sell, convey, assign, transfer
and deliver to Buyer and Buyer shall purchase, acquire and accept, free and clear of any
and all liems, claims, encumbrances, mortgages, security interests, pledges, claims,
equities and other restrictions or charges of any kind or nature whatsoever, including
without limtation sli “interests” as such term is defined in Section 363(f) of the
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Bankrupicy Code (collectively “Liens”) except as expressly set forth in Schedule A, all of
Seller’s right, title and interest in, to and under the assets set forth in this Section 1.01
existing on and as of the Closing Dafe (the “Purchased Assets™), and the Purchased
Assets shall consist of and shall include only the itemns set forth in this Section 1.01 (but
shall exclude such of the same as are held by Seller in trust or for the benefit of parties
pther than Seller and its Subsidiaries (which are not property of Seller’s bankruptcy
estate)):

(i) the Contracts set forth on Schedule B hereto (the “Assigned
Contracts™), subject to the additional rights of Buyer pursuant to Section 7.03;

(i)  all supplies, equipment, computer hardware, printers, servers,
machinery, furniture, fixtures, leasehold improvements, and other tangible property
owned or used by Seller in connection with the conduct of the Business and (A)
located at the Assumed Facilities, other than the iterns listed on Schedule C heretfo,
which are Bxcluded Assets, (B) located at the Baltimore, Maryland facility or San
Diego, California facility of Seller, but specifically excluding leasehold
improvements and fixtures located at such facilities, which are Excluded Assets, or
(C) used as of the Closing Date by the Assumed Facilities although loceted outside
the Assumed Facilities or the Baltimore and 8an Diego facilities, other than any
leasehold improvements and fixtures {collectively, the “Purchesed Equipment”);

(iif) all trade accounts receivable (including unbilled accotnts
receivable) of the Business (for avoidance of doubt, not including those invoiced
by PGI/PGW) (the “Accounts Receivable”);

(iv) [Reserved];

(v)  that certain Inventory of APG selected by Buyer and listed on
Schedule D hereto (the “Selected APG Inveniory™);

(vi) the capital stock of AMS Investments, AMS Mexico and
AMS UK provided, however, Buyer reserves the right in its sole discretion to
instead acquire certain assets and selected liabilities of AMS Mexico and AMS
UK, provided that the Foreign Asset Transfer Conditions are satisfied at or prior to
Closing, and provided further that the parties acknowledge and agree that in such
case they shall enter into an amendment which reflects the purchase of assets
1ather than stock, and such amendment shall reflect (among other things) that such
assets are and shall be sold to Buyer subject to Liens and shall contain appropriate
modifications to the terms contained in Sections 3.10, 1.01, 4.06 and 7.01(b) and
which 1elate to Liens (or the absence ther¢of) on the Purchased Assets,
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(vii) subject to Section 1.01(b)ii), all Intellectual Property of
Seller, provided that such Intellectual Property will remain subject to any
Intellectual Property License Rights;

(viii) all office and packaging supplies owned or used by Seller in
the conduct of the Buginess and located at the Assumed Facililies or the San
Diego, Califonia or Baltimore, Maryland facilities of Seller,

(ix) Permits, business licenses, and other authorizations of
Governmental Authorities and third parties of Seller, to the extent transferable to
Buyer, that are necessary to (A} the occupation of the Assumed Facilities, or (B)
the operation of the Business from the Assumed Facilities (but not any facilities of
the Business not being assumed by Buyer hereunder),

(x}  any warranties of third parties on any Purchased Assets;

(xi} any books of account, ledgers, financial, accounting and Tax
records and all general and personne! records, files, invoices, customers’ and
suppliers’ lists, other distribution and mailing lists, price lists, reports, plans,
advertising materials, catalogues, billing records, sales and promotional literaturs,
manuals, and customer and supplier correspondence of Seller, in each case that
pertain to the Purchased Assets (the “Records™), subject to the rights of Seller
pursuant to Section 2.02(c); provided, further that Records do noi inclade any
confidential or proprietary information, or trade secrsts, contained in any form or
medium, that Seiler or any Assigned Subsidiary is prohibited from transferring to a
third party under applicable Legal Requirement (if any) or any information
(including attorney-client communications) related to the Bankrupicy Case or any
liabilities not assumed by Buyer (“Excluded Confidential Information™),

(xi) the APG Product Prepayments;

(xil) certain lock boxes and other bank accounts of Seller
necessary for the operation of the Business, provided, that Seller shall execute any
and all documents necessary to tansfer title to such accounts to Buyer at the
Closing; provided further that the cash and cash equivalents in such accounts as of
the Closing are Excluded Assets;

(xiv) all goodwill associated with the Purchased Assets; and

(xv} all other assets relating to or necessary to conduct of the
Business (other than the Excluded Assets); provided, however, that to the extent
any Purchased Assets are required so that Seller may complete the transition
services arrangement involving Seller and PGW, Seller shall have access to such
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Purchased Assets fiee of charge (other than for long distance calls and other fees
to third parties incurred as a result of Seller’s use of such Purchased Assets) for a
period of five (5) months after the Closing, provided further that Seller shall use
commercially reasonable efforts in connection therewith to avoid adversely
impairing the 1ights of Buyer to the use of the Purchased Assets.

(b) Excluded Assets. Notwithstanding the foregoing, Seller is not
selling and Buyer is not purchasing pursuant o this Agreement, and the Purchased Assets
shall not include, any assets not specifically listed in Section 1.01(a) (such assets not
specifically so listed, the “Excluded Assets™), provided, however that (i) at any time prior
to the entry of the Procedures Order, or (i) with the reasonable consent of Seller within
two (2) days after the entry of the Procedures Order, Bayer iay, by written notification to
Selier, provide to Seller a Scheduie 1.01(b) which specifically lists certain assets (other
than Assigned Contracts which are exclusively addressed in Section 7.03) to be excluded
from purchase hereunder, which Schedule 1.01(b) shall be deemed to the extent necessary
to amend such ofher Schedules or Sections hereof that may have listed such assets as
Purchased Assets, and such assets shall become Excluded Assets, provided, further that in
no event will the Purchase Frice be reduced with respect to any such deletions or
exclusions, nor shall any such deletions or exclusions, individually or in the aggregate,
give Buyer a night to terininate this Agreement or not close the fransaction contemplated
hereby. The Excluded Assets shell include, but not be limited to:

(i)  The Purchase Price.
(1)  The assets listed on Schedule C and Schedule E.

(i)  Any bids or deposits 1eceived from any Person other than -
Buyer or its agents or representatives in connection with the proposed sale of any
of the Purchased Assets or Business and any analysis prepaied by or on behalf of
Setler of any bids for the Purchased Assets or any portion thereof, or any materials
relating to the negotiations with any potential bidder.

(iv) All avoidance actions arising under Chapter 5 of the
Bankruptcy Code and all proceeds thereof.

(v)  All capital stocl (other than the capital stock of the Assigned
Subsidiaries, in the event of a sfock acquisition of the Assigned Subsidiaries).

(vi)  Seller’s interest in Raincoast.
{vii) The Excluded Confidential Information.

(viti) Any cash, cash equivalents, securities and investments (for
clarity, not including any equity interests in the Assigned Subsidiaries in the event
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of a stocl acquisition of the Assigned Subsidiaries) owned or held by Seller,
including, but not limited to, any and all cash, checks, money oiders, wire transfers
or other deposits and all deposit and securities accounts, other than certain lock
box and other bank accounts necessary for the operation of the Business, provided
that the cash and cash equivalents in such accounts shall be an Excluded Asset and
shall be withdrawn by Seller at or prior to Closing.

(ix} Insurance policies and Contracls, coverage, and claims owned
by or payable to Selier (whether or not also payable to any of the Assigned
Subsidiaries), and any proceeds therefrom, reserves thereunder, and other rights
with respect thereto.

(x)  Any assets of any employee benefit plan held or administered
by Seller and/or the Excluded Subsidiaries, and any rights under any such plan or
any Contract, agreement, or arrangement between any employee or consultant and
Seller and/or any Excluded Subsidiary.

(xi)  Other than in connection with the APG Product Prepayments,
any claims, deposits, security deposits (provided that such security deposits to
landlords of assumed real propeity leases shall be refunded to Seller and Buyer
shall provide a new security depasit to each landlord of each assumed real property
lease) and other security, prepaid expenses and other prepayments (including
Product Prepayments), and prepaid assets, noles receivable and other
miscellaneous receivables, refunds, causes of action, rights of recovery, rights of
setoff, and rights of recoupment as of the Closing Date owned or enforceable by
Seller andfor the Excluded Subsidiaries (even if relating to Purchased Assets or
Agsumed Obligations), including, without limitation, (A) accounts receivable from
vendors, (B) prepayments and deposits with respect to freight costs, rent,
cooperative adverlising, compuier and telecommunications costs, and occupancy
costs, and travel advances, (C) claims or rights for refund or return of Taxes, (D)
any litigation claims, rights, and causes of action (including without limitation
stockholder derivative claims), and (E) any inter-company loans (o1 other inter-
company claims) between or among Seller and any Excluded Subsidiaries;
provided that, for clatity, the Accounts Receivable and rights with respect thereto
are not within the scope of this Section 1.01(xi).

(xii) All Inventary other than the Inventory expressly defined as a
Purchased Asset purstant to Section 1.01{a)(v).

{xili) Subject to the rights of Buyer under Section 7.03, all
Cantracts other than the Assigned Contracts

{xiv) AH assets used solely in the business of PGI/PGW.

5
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(xv) Al supplies, equipment, computer hardware, printers, servets,
machinery, furniture, fixtures, leasehold improvements, and other tangible property
owned or used by Seller and located at facilities of Seller other than the Asswned
Facilities and the Baltimore and San Diego facilifies.

{xvi) All assets held by Seller in trust or for the benefit of parties
other than Seller and its Subsidiaries (which are not property of Seller’s
bankruptcy estate)

(xvii) All goodwill of Seller not associated with the Purchased
Assets.

(c) Method of Convevance. The sale, transfer, conveyance, assipnment
and delivery by Seller of the Puichased Assets to Buyer in accordance with Section
1.01(a) hereof shall be effected on the Closing Date by Seller's execution and delivery to
Buyer of (i) a bill of sale and assignment to transfer title to Buyer of the Purchased
Assets, without representation, recourse, or warranty, express or implied, and (i) such
other duly executed assignments and other conveyance instruments with respect to
Seller’s transfer of intangible and Iniellectual Property rights, real property interests,
including, without limitation, assipnment of leases, and other Purchased Assets as shall be
reasonably necessary to be delivered by Seller tp effectuate the purchase and sale of the
Purchased Assets as contemplated by the terms hereof, in eacl case in form reasonably
acceptable to Buyer (collectively the “Conveyance Documents™)

(d)  Assumed Obligations. Subject to the terms and conditions of this
Agreement, at and as of the Closing, Buyer shall assume and agree to pay, perform,
discharge and satisfy when due in accordance with their terms:

(1)  all Liabilities under the Assigned Contracts accruing, arising
out of, or to be performed during periods from and after the Closing;

(ii)  the obligations of Buyer pursuant fo provisions of this
Agreement other than this Section 1.01(d), to the esxtent such obligations constitute
Liabilities to be performed by Buyer,

(i) all credit and other oblipations and related Liabilities with
respect to retwrns of products or other claims by customers of the Business
oeeurring following the Closing, regardless of whether the corresponding sale of
product was made by Seller or Buyer; provided, however, that such returns
received prior to the Closing, but where credit has not been issued prior io the
Closing, shall reduce the amount of the Accounts Receivable and consequently the
Accounts Receivable Purchase Price; and
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(tv) those liabilities and obligations of Seller expressly identified
on Schedule F hereto. '

((1}-(iv), collectively, the “Assumed Obligations™)

{e) Excluded Liabilities. Except for the Assumed Obligations, Buyer

shall nof assume, and shall have no responsibility for, any other Liabilities of Seller, as a
successor in interest or otherwise, including, without limitation (except to the extent
expressly incloded in the Assurned Obligations):

{iy any obligation of Seller to any employee or consultant of
Seller; any Liability with respect to or arising from any "employee benefit plan" of
Seller {as defined in section 3(3) of the Employee Retirement Income Security Act
of 1974, as amended) or other amangement providing compensation or benefits to
employees or consultants, including but not limited to, the Advanced Marketing
Services, Inc. 401(k) Profit Sharing Plan, the Advanced Marketing Services, Inc.
Flexible Benefits Plan, the Advanced Marketing Services, In¢. Executive Deferred
Compansation Plan, the Advanced Marketing Services 2005 Deferred
Cotnpensation Plan, the Advanced Maiketing Services, Inc. 1987 Stock Option
Plan, the Advanced Marketing Services, Inc. 1995 Stock Option Plan, the
Advanced Marketing Services, Inc. Diseretionary Severance Guidelines, the
Retention Bonus Plan for Eligible Employees, the Advanced Marketing Services,
Inc. Comporate Incentive Plan for Eligible Employees of AMS Corporate and
PGW, the Advanced Marketing Services, Inc. Relocation Policies and any
incentive, retention, severance and comumission plans and further including pre-
and post-petition health insurance, employee benefits and similar liabilities, in
each case accrued or incurred in the ordinary course of business or otherwise; any
accrued pre- and post-petition galaries, wages (and related withholdings and
payroll Taxes) and vacation/sabbatical/PTO, business expense reimburssments,
and other ordinary course or olherwise employee expenses and liabilities, in each
case accrued or incurred in the ordinary cowse of business or otherwise; and
Liability of Seller with respect to the Worker Adjustment and Retmining
Notification (WARN) Act or any analogous state or local law, regulation or
ordinance; and any liability with respect to any collective bargaining agreement
with any labor organization to which Seller may be party, including but not limited
to that certain agreemeni with National Union of President Adolfo Lopez Mateos
of Workers and Employees fiom general Commeice, Private Schools and Siniles
of the Mexican Republic; and any Liability with respect to COBRA coverage for
employees or comsultants of Seller terminated prior to or as part of the
consummation of the transactions set forth in this Agreement;

(1)  Liabilities for costs or expenses incurred in connection with,
or related to, the administration of the Bamloupley Case, including without

7

TRADEMARK
REEL: 003712 FRAME: 0039



limitation, any accrued professional fees and expenses of attorneys, accountanis,
financial advisors and other professional advisors related to the Bankruptey Case,

(iii) Liabilities under any warranty or zuaranty obligation of Seller
arising from o1 relafing to any acts or transactions prior to the Closing;

(iv)  Subject to Section 7.03, Liabilities of Seller arising at any
time under any and all Contracts other than the Assigned Contracts;

(v)  Subject to Section 7.03, Liabilities of Seller arising under the
Assigned Contracts which accrue, atise out of, and are to be performed at any time
or times prior to the Closing;

(vi) Liabilities of Seller in respect of notes payable of Seller and
indebtedness of Selier under credit facilities;

{vil) accounts payable of Selles;

(vili) Liabilities of Seller relating to subscription or other service
fees that are uneamed a3 of the Closing;

(ix} Liabilities of Seller for customer rebates o other promotional
allowances:

(x)  Liabilities of Seller relating to Taxes assessed or due prior fo
the Closing;

(xi) Liabilities of Seller relating, arising, or accruing to periods of
time prior to the Closing,

(xii) Leasehold liabilities associated with the San Diego,
California, and Baltimore, Maryland facilities;

{xiii) Fines, penaltics, and other costs of Seller in connection with
litigation proceedings brought by Governmental Authorities against Seller in
connection with acts or omissions of Seller commitied prior to the Closing.

(xiv) All Liabilities of Seller or any of Seller’s Affiliates to any
third party arising out of, resulting from or relating to any infringement, vielation,
or migappropriation of the Intellectual Properly or any third party’s Intellectual
Property, to the extent arising prior to Closing or from actions occurring prior to
Closing.

1.02  Payment for Assets
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(@)  Purchase Price. As payment in full for the Purchased Assets being
acquired by Buyer hereunder, Buyer shall pay to Seller, in the manner set forth in this
Section 1.02, the following amounts (collectively, and as finally determined pursuant to
ihis Section 1.02, the “Purchase Price™):

(1}  $20.0 million;

{(ii)  the Selecied APG Inventory Price;

(iii) the APG Product Prepayment Price; and

(iv} the Accounts Receivable Price; plug or minus

(v}  the net proration of the Apportioned Obligations determined
in accordance with Section 9.01.

{b)  Determination Procedures—at Closing,

(i)  Not later than February 28, 2007, Buyer shall deliver to Selier
Schedule D. Buyer shall be penmitted to update such Schedule D until the time of
the Closing, provided that the Selected APG Inventory Price shall not be less than
$7.5 million. .

(i) Not later than three (3) business days prior fo the Closing
Date, Seller shall deliver to Buyer a statement showing Seller's good-faith estimate
as of the date thereof of (A) the Selected APG Inventory Frice, (B) the APG
Product Prepayment Price, (C) the Accounts Receivable Price, {I)) the Closing
Payoff Amount and (E) the Purchase Price, together with Seller’s calculations in
support of each such amount in reasanable defail (the “Closing Estimated Price
Statement”). '

(iiiy The Closing Estimated Price Statement may be adjusted prior
to Closing as mutually agreed to by Buyer and Seller, in each case in iis sole
discretion (and neither party shall be under any obligation of any kind to consider
or agree to any such adjustment). For purposes of Closing, the Closing Estimated
Price Statement (a5 50 adjusted, if at ail) shall set. forth the Purchase Price.

()  PostClosing Adjustment.

(it Not later than ten (10) days after the Closing Date, Seller shall
prepare and deliver to Buyer a statement showing its final determination of each of
(A) the Selected APG Inventory Price, (B) the APG Product Prepayment Price, (C)
the Accounts Receivable Price, (D) the Closing Payoff Amount and (E) the
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Furchase Price, together with Seller’s calculations in support of each such amount
in reasonable detail (the “Final Piice Statement”).

{(if)  The Final Price Statement and the corresponding calculation
of the Purchase Price {(and each of the components thereof) shall be binding upon
the parties unless Buyer given written notice of its disagreement therewith within
ten (10) days following its receipt of the Final Price Statement in accordance with
Section 1.02(c)(iii) below.

(iii) The Final Price Statement shall not be binding upon the
parties if Buyer gives written notice of ifs disagreement to Seller within ten {10)
days after its receipt of the Final Price Statement, specifying in reasonable detail
the nature and extent of such disagreement (and contzining Buyer’s own
determination of the Purchase Price and any disputed components thereof,
including supporting calculations in reasonable detail)

(iv) If Buyer and Seller resolve any such disagreement to their
mutual satisfaction within thirty (30) days after Buyer’s receipt of such notice, that
agreement shall be binding upon Buyer and Seller, and the Final Price Statement,
with such changes, if any, as are so muivally agreed, shall become the Final Price
Statement.

(v} If Seller and Buyer are unable to resolve any such
disagreement within such thirty {30} day period, the disapreement shall be referred
for final determination to an independent public accounting finm of national
standing, mutually acceptable to both Buyer and Seller, that is not the independent
auditor of either of Buyer or Seller (the “Selected Finm™), and in connection
therewith Buyer and Seller shall each provide the Selected Firm with their
respective determinations of the Purchase Price and any disputed components
thereof. In accordance with subsection (A} below, the resolution of such
disagreement and the Selected Firm's calculations of any disputed compenents of
the Purchase Price shall be final and binding upon the parties and shall, fogether
with those aspects of the Final Price Statement as to which no objection was made,
be the Final Price Stateinend.

(A)  The parties will cooperate with the Selected Firm
during the terin of its engagement. Without limiting the foregoing, each of
Seller and Buyer shall during nonnal business hours and upon reasonable
advance notice, provide the Selected Firm with such access to the books
and records, including accountants’ work papers and like documents, and
personnel of Buyer and Seller as may be requested by the Selected Firm, [n
resolving any such disputed item or mmount, the Selected Firm shall be
functioning as an expert and not as an arbitrator and may not assign a value

10
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to any item or amount that is higher than the hiphest value for such item or
amount claimed by either party or lower than the Jowest value for such item
ar amouni claimed by either party. The Selected Finn shall determine only
those itemns or amounts in dispute. The Final Price Statement and the
determination of the Purchase Price shall become final and binding on the
parties on the date the Selected Firm delivers its final resolution in writing
{0 the parties. The parties shall request that such final resolution be
delivered by the Selected Finm as expeditiously as possible, but not more
than thirty (30) days following submission of such dispuled matters, The
costs, fees and expenses of the Selected Finn shall be borne by Buyer and
Seller based on the percentage that the portion of the contested amount not
awarded to such party bears o the amount actually contested by such party.

{vi) 1f the Purchase Price as finally determined and set forth on the
Final Price Statemen! exceeds the Purchase Price set forth on the Closing
Estimated Price Statement, then the amount of such excess shall be paid by Buyer
to Seller, not more than five (5) days after the Final Price Statement becomes final
pursuan! fo the foregoing clause (v), via wire transfer to Seller’s account (whicl
account number shall be provided to Buyer by Seller at least two (2) business days
prior to such payment).

{(vii) If the Purchase Price as finally determined and set forth on the
Final Price Statement is less than the Purchase Price set forth on the Closing
Estimated Price Statemen! (a “Puchase Price Shortfall™), then the amount of such
Purchase Price Shortfall shall be offset by Buyer against the Final Payment and
retained by Buyer, and such right of offset shall be Buyer’s sole remedy with
respect to any Purchase Price Shorifall.

{d) Timine of Payment of Purchase Price.

(i) On the Closing Date, Buyer shall make payment of 50% of
the Purchase Price, subject to Section 1.02(d){iv} (such netted amount, the
“Closing Date Payment"), via wire transfer to Seller’s account {which account
numnber shal! be provided to Buyer by Seller at least two (2) business days piior to
the Closing Date).

(i)  No later than sixty (60) days following the Closing Date,
Buyer shall make payment of 23% of the Purchase Price, subject to Section
1.02{d)(iv), via wire transfer to Seller’s account (which shall be the same account
referenced in the Foregoing clause (i) unless otherwise provided to Buyer by Seller
at least two (2) business day prier to such date)
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(ill) No later than ninety (90) days following the Closing Date,
Buyer shall make payment of the remmaining 25% of the Purchase Price, subject to
Section 1.02(d)(iv) (the “Final Paymnent”), via wire transfer to Seller’s account
{which shal! be the same account referenced 1 the foregoing clause (i) unless
otherwise provided to Buyer by Seller at least two (2) business days prior to such
date); provided that, (A) the amount of the Final Payment is subject to offset to the
extent provided in Section I.02(c)(vii) and (B} in the event that, as of the date of
the Final Payment, the Purchiase Price has not been finally deteimined, and Buyer
is claiming a Purchase Price Shortfall, Buyer may withhold from the Final
Payment the amount of such claimed Purchase Price Shortfall, provided further
that Buyer shall, within thwee days following the date on which the Final Price
Statement becomes final, pay via wire transfer to Seller’s account (as provided
above in this clause (iii)} any such withheld amount which is not fimally
determined to constitute a Purchase Price Shortfall.

(iv) Notwithstanding the foregoing, if the amount of the Closing
Date Payment as calculated pursuant to Section 1.02(d)(i) shall be less than an
amount equal to the Closing Payoff Amount, the percentage of the Puschase Price
payable on the Closing Date pursuant to Section 1.02(d)(i) shall be adjusted
upwards to the extent necessary to cause the Closing Iate Payment o equal the
Closing Payment Amount, and in such event, the perceniages of the Purchase Price
payable pursuant to Sections 1.02(d)(ii} and (iii) shall be reduced accordingly.

1.03 Tax and Related Mafters.

(a) The Purchase Price shall be allocated, apportioned and adjusted
among the Purchased Assels in the manner specified in a proposed IRS Form 8594 to be
provided by Buyer within sixty (60} days following the Closing Date, subject to any
materizl and reascnable cbjections thereto by Seller which shall be provided to Buyer
within thirty (30) days following Seller’s receipt thereof and provided that such allocation
shall not, if this Agreement is amended to provide that there is a sale of assets rather than
stock of any of the Assigned Subsidiaries, canse a breach or failure of any of the Foreign
Asset Transfer Conditions. The parties agree that (i) in case of any such objection by
Seller, they shall negotiate in good faith to promptly resolve such dispute, (ii} in any event
the allocation will be agreed to by the parties no later than ninety (90) days following the
Closing Date, and (iii) the parties shall abide by such allocation for all Tax reporting
PULPISES.

(b}  Subject to the Sale Order, Buyer will pay all sales, transfer,
recording or similar Taxes that inay be imposed by reason of the sale, assignment, transfer
and delivery of the Purchased Assets. Buyer will timely file all Tax Returns required to
be filed in connection with the payrent of such Taxes
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(c) Buyer shall pay any costs incurred in removing, disassembling or
relocating the Purchased Assets.

ARTICLE I,
CLOSING

2.01 Closing. Subject to the conditions stated in Article VI of this Agreement,
the closing of the transactions contemplated hereby (the “Closing”) shall be held at 11:00
am. EST, on March 13, 2007, or, such earlier date as the parties may agree to, or if the
conditions set forth in Section 6.02 have not been satisfied or waived on such date, on the
secand (2nd) business day after all such conditions shall have been satisfied or waived, at
the offices of O'Melveny & Myers, LLP. The date upon which the Closing ocours is
hereinafter referied to as the “Closing Date.”

202 Deliveries by Seller. At or prior to the Closing, Seller shall deliver to
Buyer;

(a) the Conveyance Documents;

(b) & certificate executed by Seller to the effect that the conditions set
forth in Section 6.02(a) have been satisfied; and

(¢} the Records; provided, however, that, following the execution by
Seller of a reasonable confidentiality agreement, Seller may make and retain copies of any
such Records (and the equivalent records with respect to the Assigned Subsidiaries) for
administrative, business, or legal purposes, and provided further that following the
Cloging and during the period 12quired to complete the administration of the Bankrupicy
Case, Buyer shall provide Seller with reasonable electronic access to the Records (and the
equivalent records with respect to the Assigned Subsidiaries), as well as reasonable in-
person access during ordinary business hours fo or any copies of any such records as
reasonably requested by Seller, provided that in no event shall Buyer be required to allow
such aceess to the extent such access wonld adversely impair the rights of Buyer to the
use of the Purchased Assets.

2.03 Deliveres by Buyer. At or prior to the Closing, Buyer shall deliver to
Seller;

()  the amount and form of Purchase Price required 1o be paid at Cloging
pursuant to Section 1.02 hereof; and

(b)  a certificate execuled by an authorized officer of Buyer, on behalf of
Buyer, to the effect that the conditions set forth in Section 6.01(b) have been satisfied.

2.04 Termination in Absence of Closing.
13
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(a) Termination.  This Agreement may be tlerminated and the
transactions contemplated hereby abandoned at any time prior to the Closing Date:

(i) by mutual written consent of Seller and Buyer;,

(ii) by either Buyer or Seller, if on or before March 15, 2007, the
Closing has not occuned, provided that the terminating party is not in material
breach of any of its representations and warranties contained in this Agreement
and has not failed in any material respect to perform any of its obligations
hereunder and the delay in closing has not been caused by any actien or inaction on
the part of the terminating party;

(i) by Seller, if there shall have been a material breach by Buyer
of any of its representations, warianties, covenants or agreements contained in this
Agreement, which breach would result in the failure to satisfy one or more of the
conditions set forth in Section 6.01, and such breach shall be incapable of being
cured or, if capable of being cured, shall not have been cured within ten (11) days
afler wiitlen notice thersof shall have been received by Buyer,

(iv) by Buyer, if theie shall have been a material breach by Seller
of any of its representations, warmanties, covenants or agreements contained in this
Agresment, which breach would result in the failure to satisfy one or more of the
conditions set forth in Section 6.02, and such breach shall be incapable of being
cured or, if capable of being cured, shall not have been cwed within ten (10} days
after written notice thereof ghall have been received by Seller;

(v) by Buyer, provided that Buyer is not in material breach of any
of its representations and warranties contained in this Agreement and has not
failed in any material respect to perfonn any of its obligations hereunder, at any
time after February 16, 2007, if the Procedures Order shall not have baen entered
by such date;

{vi) by Buyer, provided that Buyer is not in material breach of any
of ifs representations and warranties contained in this Agreement and has not
Failed in any material respect to perform any of ils obligations hereunder, at any
time after March 2, 2007, if the Sale Order shall not have been entered by such
date;

{vii) by Buyer, in the event that the Bankruptcy Court approves a
transaction with any person or persons other than Buyer to purchase all or any
material portion of the Purchased Assets (whether or mot any such alternative
transaction contemplated by such bid or bids shall be consummated); or
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(vili) Dby either Seller or Buyer, if there shall be any law or
regulation that makes conswmmation of the purchase and sale transaction
contemplated by this Agieement illegal or otherwise prohibited or if any judgment,
injunction, order or decree permanently restraining, prohibiting or enjoining Buyer
or Seller from consummating such transaction is entersd, and such judgwment,
injunction, order or decree shall become final and applicable.

()  Notice of Termination. In the event of any termination pursuant to
this Section 2.04, writien notice thereof setting forth the reasons therefor shall promptly
be given to.the other parties and the transactions contemplated by this Agreement shall be
terminated, without further action by any party.

(c) Abandonment. If this Agreement i5 terminated and the ransactions
contemplated hereby are abandened as described in this Section 2.04, this Agreement
shall become void and have no Further force or effect, except for the provisions of this
Agreement regarding expenses. Notwithstanding the preceding sentence, nothing in this
Section 2 04 shall be deemed to release any party from any liability for any breach by
such party of the terms and provisions of this Agreement or to impair the right of any
party to compel specific performance by any other party of its obligations under this
Agreesment, provided however that, in the event that Buyer receives the Break-Up Fee or
the Breach Fee in connection with a termination of this Agreement, such Break-Up Fee or
Breach Fee (plus the Expense Reimbursement payable to Buyer pursnant to subsection (d)
below) shall be Buyer’s exclusive remedy with respect to any and all breaches by Seller
prior to such termination of this Agreement.

(d) Payments. Notwithstanding anything in this Agreement to the
contrary, in the event of a termination by Buyer of this Agreement pursuant to subsections
(if), (iv), (v}, (vi), or (viii) above, Seller shall promptly pay to Buyer the Breach Fee plus
the Expense Reimbursement; and in the event of a tesmination by Buyer of this
Apreement pursuant to subsection (vii) above, Seller shall promptly pay to Buyer the
Stalking Horse Protections

ARTICLE HIL
REPRESENTATIONS AND WARRANTIES OF SELLER

Seller hereby represents and warrants to Buyer as follows:

3.01 Organization and Standing. Seller is a corporation duly organized, validly
existing and in good standing under the laws of Delaware. Seller has all corporate power
and authority necessary to enable it to own, Jease or otherwise hold its properties and
assets and to carry on its Business as presently conducted. Seller is in good standing and
duly qualified to do business in each jurisdiction in which the nature of the Business or
the ownership, leasing or holding of ifs assets makes such qualification necessary, except
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where the failure ta be so qualified would not reasonably be expecied to result in a
material adverse effect on the Business.

302 Authorization. Subject to the entry of the Sale Order, Seller has all
requisite power and authority to execute, deliver and perform this Agreement and each of
the Collateral Agreements to which it is a party Subject to the entry of the Sale Order, all
corporale acts required to be taken by Seller to authorize the execution, delivery and
performance of this Agreement and each of the Collateral Agresments and the
consummiation of the transactiops contemplated hereby and thereby have been duly and
properly taken. Subject to the eniry of the Sale Order, this Agreement constitutes, and
each of such Collateral Agreements when executed and delivered by Seller will
constitute, a valid and legally binding obligation of Seller (assuming that this Apgreement
and such Collateral Agreements constitute valid and legally binding obligations of the
other parties thereto), enforceable in accordance with its terms (except as limited by
bankrupicy, insolvency and other laws of general application relating to the enforcement
of creditors' 1ights and by general equitable principles).

3.03 Brokers. Except for Persons set forth in Schedule 3.03, all negotiations
relative to this Agreement and the transactions contemplated hareby have been carried out
by Seller directly with Buyer without the intervention of any Person on behalf of Seller in
such manner as to give rise to any valid claim by any Person against Buyer for a finder’s
fee, brokerape commission or similar payment.

3.04 Litigation. Except for matters commenced in connection with the
Bankrupicy Case, other than those matters disclosed on Schedule 3.04, and other than
matters arising after the date of this Agreement that could not reasonably be expected to
result in a material adverse effect on the Business, there are no actions, suits, or
proceedings pending ar, to the knowledge of Seller, threatened against Seller or any of the
Assigned Subsidiaries.

3.05 No Subsidiaries. Except ag set forth on Schedule 3.05, Seller owns no stock
or oiher equity interest, directly or indirectly, in any corporation, partnership, joint
venture, trust or other entity involved in the Business.

3.06 Employee Benefits. None of Seller or any of its Subsidiaries or any of their
ERISA Affiliates is an “employer” (as defined in Section 3(5) of ERISA) in relation to
any Benefit Plan. Within seven (7) days after the date hereof, Seller shall provide Buyer
witlt copies of all Employze Plans.

307 Absence of Environmental Liabilities. To the nowledge of Seller, Seller
has complied at all times with, and ar all times prior to the Closing Date shall comply
with, all applicable environmental laws, orders, regulations, rules and ordinances adopled,
imposed or promulgated by any Governmental Authority relating to the Business, except
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for such violations that could not reagonably be expected to result in a materia) adverse
effect on the Business.

3.08 [Inteliectual Property. Seller is the record owner of all Intellectual Froperty
registered in its name and either owns or holds a license or other right to use all
Intellectual Property and licenses that are reasonably necessary to the conduct of the
Business as currently conducted, and, to the knowledpe of Seller, (i) the use of such
Intellectual Property by Seller does not infringe upon or otherwise violate the rights of
any other Person and (ii) there are np fhreatened actions by any Perscn seeking damages
from or an injunction against Selier’s use of such Infellectual Property. Attached hereto
as 9chedule 3.08(a) is a tue, comect, and complete listing as of the date of this
Agreement of all malerial patents, patent applications, trademarks, trademark
applications, domain names, copyrights, and copyright registrations as to which Seller is
the owner or is an exclusive licenses. Except as set forth on Schedule 3 08(b), Seller is
not party (o any coniract pursuant to which it has granted any license or option to any of
the items listed on Schedule 3.08(a).

309 Leases. Seller does not own any real property. Seller and the Assigned
Subsidiaries enjoy peaceful and undisturbed possession under all real properly leases
material to their businesses (in the case of Seller, the Business) and to which they are
patties or under which they are operating and all of such real property leases are valid and
subsisting and no material defavlt by Seller or the Assigned Subsidiaries exists under any
of them, except for such defaults that individually, or in the aggregate, could not
reasonably be expected to result in a material adverse effect on the Business. Except as
set forth in Schedule 3.09, each of such real property leases, including, all amendments
thereto, as provided to Buyer, is true, correct, and complete. Each of such real property
leases has not been tenminated and Seller has not delivered any notice of termination
which such notice terminates any such lesse al any time in the future.

3.10 Title to Assets, Except as set forth on Schedule A, at the Closing, Buyer
shall acquire the Purchased Assets free and clear of all Liens. To the knowledge of
Seller, the tangible personal property included in the Purchased Assets is in functional
working order (ordinary wear and tear excepted), subject to Purchased Assets under repair
in the ordinary course.

311 Compliance with Laws. Except as set forth in Schedule 3.11, to the
knowledpe of Seller, Seller has fully complied with, and is not in default under, any laws,
repulations o1 orders applicable to the Purchased Assets or the Business, except to the
extent that any such noncompliance or default would not have a material adverse effect
on the Purchased Assets or the Business, as the case may be, or is otherwise excused or
stayed by the operation or as a result of the Banlauptey.
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312 Taxes. Seller has withheld and paid all applicable withholding {axes
relating to its employees (and shall continue to do the same through the Closing).

3.13 Updates. From the date hereof, until the Closing, Seller shall promptly
notify Buyer by written update to its representations and warranties contained herein
(including the Schedules hereto) of any matter occwring after the date hereof which, if
existing or occuiring on the date hereof would have been required to be set forth on a
Schedule to this Agresment or which would render inaccurate any of the representations,
warranties or statements of Seller set forth in this Apreement (each, a *Suppleinent”).
Upon Buyer's receipt of such Supplement, such representations and warranties shall be
deemed to be automatically updated as sct forth therein; provided, however, that no
Supplement provided pursuant to this section shall be deemed to cure any breach of any
representation, warranty or covenant in this Agreement existing as of the date hereof.

314 Disclosure. To the kmowledge of Seller, no representation or warranty by
Seller contained in this Agreement and no statement by Seller contained in the Schedules
hereto or in any certificate, list or other writing furnished to Buyer by Seller pursuant to
any provision of this Agreement, contains any untrue statement of a material fact.

ARTICLEIV.
REPRESENTATIONS AND WARRANTIES OF BUYER

Buyer hereby represents and wairants to Seller as follows:

401 Organization and Standing. Buyer is a corporation duly orpanized, validly
existing and in good standing under the laws of the State of Delaware.

402 Authorization. Buyer has full right, power and authority to enter inte this
Apreement and the Collateral Agreements and to perfonm its obligations hereunder and
thereunder. All corporate and other proceedings required to be taken by Buyer to
authorize the execution, delivery and performance of this Agresment and the Collateral
Agreements and the consummation of the transactions contemplated hereby and thereby,
hiave been duly and properly taken. This Agreement and the Collateral Agreements have
been duly and validly executed and delivered by Buyer and constitute a legal, valid and
binding obligation of Buyer, enforceable in accordance with their terms (except as limited
by bankruptey, insolvency and other laws of general application relating fo the
enforcement of creditors’ rights and by genersl equitable principles). Subject to the
approval of the Bankiupicy Count, the eniry of the Sale Order, and applicable bankruptcy
law, the execution, delivery and performance of this Agreement and the Collateral
Agreements by Buyer: (i) does not viclale or constitute a breach of or default under any
contract, agreement or comumitment to which Buyer is a party, under which it i5 obligated
or to which Buyer is subject; and (i) does not violate any judgment, order, statute, rule or
regulation to which Buyer is subject or the certificate of incorporation or by-laws of
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Buyer. Subject to the approval of the Bankruptcy Court, the entry of the Sale Order, and

“applicable bankruptcy law, no consent, approval, license, pennit or authorization of, or
regisiration, declaiation or filing with, any Governmental Authority or any third party is
required to be obtained ar made by or with respect to Buyer in connection with the
execution and delivery of fhis Agreement or the Collateral Agreements or the
consurmmation by Buyer of the transactions contemplated hereby and thereby. Buyer is
solvent, has adequate capital, and has the financial wherewithal or committed financial
resources to meet Buyer’s obligationg hereunder and perform the Assumed Obligations.

403 Litigation. There are no actions, suits, proceedings or investigations
pending in any court or before any (Governmental Authority {or, to the knowledge of
Buyer, threatened) against Buyer which might result in a material adverse effect on the
ability of Buyer to consummate the transactions contemplated hereby and fulfill all of its
obligations hereunder.

4.04 Brokers. Except as set forth in Schedule 4.04, all negotiations relative to
this Agreement and the transactions contemplated hereby have been caried out by Buyer
directly with Seller without the intervention of any Person on behalf of Buyer in such
manne1 as to give rise to any valid claim by any Person against Seller for a finder's fee,
brokerage comunission or similar payinent.

4,05 No Application of FISR. WNo filing will be required under the Hari-Scott-
Rodino Antitrust Improvements Act of 1976 in connection with the transactions
conternplated hereunder, and this representation and warranty shall survive until the one
(1) year anniversary of the Closing.

406 “AS 18" Transaction. Buyer hereby acknowledges and agrees that, except
ag otherwise expressly provided in this Agreement, Scller makes no representations or
warmanties whatsoever, express or implied, with respect to any matter ielating to the
Business or to the Purchased Assets (including, without limitation, income to be derived
or expenses to be incurved in connection with the Business or the Purchased Assets, the
physical condition of any personal or real property comprising a part of the Purchased
Assets or which is the subject of any Assigned Coniract to be assumed by Buyer at the
Closing, the envirommental condition or other matter relating to the physical condition of
any real property or improvements which are the subject of any assigned lease to be
assumed by Buyer at the Closing, the zoning of any such real property or improvements,
the value or transferability of the Purchased Assets {or any portion thereof), the terms,
amount, validity or enforceability of any Assumed Obligations, or the merchantability or
filness of the Purchased Assets). Without in any way limiting the foregoing, other than as
expressly set forth in Article II7 of this Agreement, Seller hereby disclaims any warranty
(express or implied) of merchantability or fitness for any particular purpose as to any
portion of the Purchased Assets. Buyer further acknowledges that Buyer has had an
opportunity to conduct an independent inspection and investigation of the physical
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condition of the Purchased Assets, as Buyer deemed necessary or appropriate.
Accordingly, if the Closing occurs, Buyer will accept the Purchased Assets at the Closing
Date “AS 18,” “WHERE IS,” and “WITH ALL FAULTS," subject to the provisions of
this Agreement and the Sale Order providing that the sale of the Purchased Assets is free
and clear of all Liens except as expressly set forth in Schedule A.

ARTICLE V.
OBLIGATIONS PRIOR TO CLOSING

From the date of this Agreement through the Closing:

5.01 Buver's Access to Information and Properties. Seller shall pemit Buyer
and its authorized employees, agents, accountants, legal counsel and other representatives
to have full access upon written request during ordinary business hours of Seller to the
books, records, employees, counsel, accountants, engineers and other representatives of
Seller as reasonably requested by Buyer for the purpose of fulfilling its obligations
hereunder and consuminating the transaction contemplated hereby. Seller shell make
available fo Buyer upon written request during ordinary business hours for examination
and 1eproduction (or electronically) copies of all documents and data of every kind and
character relating to the Business in possession or control of, or subject to reasonable
access by, Seller, including, without limitation, all files, records, data and information,
relating to the Business and the Purchased Assets (whether stored in paper, magnetic or
other storage media) and all agreements, instruments, contracts, assignments, certificates,
orders, and amendments thereto. Also, Seller shall during ordinary business hours allow
Buyer upon written request full access to, and the right to inspect, the Business and the
Purchased Assets. Notwithstanding anything to the contrary in this Section 5.01, Seller
shall not be required to grant Buyer access (i) to any Excluded Confidential Information,
(ii) to any other confidential information relating exclvsively to Excluded Assets and/or
Excluded Liabilities, or (iil) as prohibited by any Legal Requirement.

502 Seller’s Conduct of Business and Operations. Seller shall keep Buyer
reasonably advised, to the extent penmitted by Legal Requirements, as to all changes to
material operations and proposed material operations relating to the Purchased Assets.
Seller shall comply in all material respects with the terms, provisions and conditions of
the Bankrupicy Code. Except (1) as otherwise conteniplated in this Agreement and (i1} for
the termination of employment of any or all Employees of Seller other than the Hired
Employees, Seller will use its commercially reasonable efforts to preserve the
relationships of Seller existing as of the date hereof with Persons having significant
business relations with Seller with respect to the Business or the Purchased Assets.

5.03 Buyer Notifications. Buyer shall give prompt notice to Seller of any
representation or warranty made by Buyer contained in this Agreement becoming
materially untrue or inaccurate or any failure of Buyer to comply with or satisfy in any

20

TRADEMARK
REEL: 003712 FRAME: 0052



material respect any covenant, condition, or agreement to be cornplied with or satisfied by
it under this Ameement

5.04 Removal of Excluded Equipment. The assets listed on Schedule C shall be
remaved by Seller from the applicable Assumed Facilities within thirty (30) days after the
Closing Date.

505 Employee Cooperation: Selected Fmmployees. Buyer, in consultation with
Seller, shall determine those employees and independent contractors of Seller employed
or engaged in connection with the Business to whom Buyer will offer employment (or
engagement as an independent contractor) prior to or at the Closing, and shall provide
Selier ane or more lists collectively setting forth all such employees and mdependent
contractors (the “Selected Employees™)  Seller shall not take any action, direcily or
indirectly, to prevent or discourage any employee or independent contractor previously so
identified to Seller by Buyer as a Selected Employee from accepting employment {or
engagement as an independent contractor, as the case may be) with Buyer, provided that
Seller may offer Selected Employees part time employment as consultants in connection
with the winddown of Seller’s operations, and Buyer shall reasomably cooperate in
accommunodating such Selected Employees’ consultation. Notwithstanding the foregoing,
nothing herein shall obligate Seller to incur any expenses relating to its cooperation heieto
(and pursuant to Section 8.01). Additionally, to the extent reasonably necessary in
connection with the disposition of inveniory and fulfillment of outstanding purchase
orders retained by Seller following the Closing, for a period of thirty (30) days following
the Closing Date, Buyer shall allow Seller to utilize on a part-time basis the services of
inventory managers who are Hired Einployees, provided that Seller shall reimburse Buyer
for a portion of the salary of each such Hired Employee during such period corresponding
to the percentage of such Hired Employee’s time spent performing services for Seller (as
opposed to Buyer) Buyer shall in no way be liable for the acts or omissions of such
invenlory managers in connection with their performance of services for Seller. In
addition, Seller shall use commercially reasonable efforis to cause Buyer to be added as
an additional loss insured on its insurance policies (to the extent applicable to the actions
taken by such employees) on or prior to the Cloging. Seller shall provide Buyer with
reasonable access to comynunicate with the employees and independent contractors of
Seller (with respect to the Business) from the date hereof through the Closing.
Notwithstanding the foregoing, at Seller’s request, Buyer shall hold open, for a peried of
not more than three (3) weeks, a position of employment for those Selected Employees to
whom Seller offers employment during a winddown phase (subject to such Selected
Employees® acceptance of such position)}.

506 Transitional Access.

(a) Notwithstanding anything to the contrary in this Agreement, for a
period of twenty (20) days after the Closing Date, or such other number of days as
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mutually agreed by Buye: and Seller, Buyer shall allow Seller to store, without any charge
but at Seller's sole risk of loss, the Excluded Assets at the Assumed Facilities and the
facilities of the Assigned Subsidiaries where such Excluded Assets were located on the
Closing Date and Buyer shall reasonably cooperate with Seller (including, without
limitation, to allow Seller, without any charge, for a period of twenty (20} days following
the Closing Date, or such other number of days as mutually agreed by Buyer and Seller,
reasonable access to the Asswned Facilities, the facilities of the Assipned Subsidiaries,
the inventory tracking and other software and computer systems historically used by
Seller or any of the Assigned Subsidiaries in connection with the Business, and the other
Purchased Assets and assets of the Assigned Subsidiaries, in each case to the extent
reasonably required and requested by Seller) in order to allow Seller to remove the
Excluded Assets (including, without limitation, Inventory) within twenty (20) days afier
the Closing Date, or such other number of days as mutually agreed by Buyer and Seller,
from the Assumed Facilities and the facilities of the Assigned Subsidiaries and to transfer
such Excluded Assets to Facilities relained by Seller and the Excluded Subsidiaries and/or
sell or otherwise dispose of such Excluded Assets.

(b) Notwithstanding anything to the contrary in this Agreement, for a
period of twenty (20) days afler the Closing Date, or such other number of days as
mutually agreed by Buyer and Seller, Seller shall allow Buyer to store, without any charge
but at Buyer’s sole risk of loss, the Purchased Assets at the facilities not assumed by
Buyer where such Purchased Assets were located on the Closing Date and Seller shall
reasonably cooperate with Buyer {(including, without limitation, to allow Buyer, without
any charge, for a period of twenty (20) days following the Closing Date, or such other
number of days as mutually agreed by Buyer and Seller, reasonable access to the facilities
not assumed by Buyer to the extent reasonably required and requested by Buyer) in order
o allow Buyer to remove such Purchased Assets (including, without limitation,
Inventary) within twenty (20) days after the Closing Date, or such other number of days
as mutually agreed by Buyer and Seller, from the facilities not assumed by Buyer and to
transfer such Purchased Assets fo the Assumed Facibties.

507 Returns. Seller shall usé commercially reasonable efforts to, as of
immediately prior to Closing, have processed all retums it has received to such time, and
sha!l adjust the Accounts Receivable accordingly.

5.08 Regulatory Filings; Commercially Reasonable Efforts.

(a)  Regulatory Filines. Buyer and Seller shell coordinate and cooperate
with one annther and shall each use comumercially reasonable efforts to comply with, and
shall each refrain from taking any action that would impede compliance with, all Lepal
Requirements, and as promply as practicable after the date hereof, Buyer and Seller shall
make all filings, notices, petilions, statements, registrations, submiissions of information,
application or submission of other docurnents required by any Governmental Authority in

22

TRADEMARK
REEL: 003712 FRAME: 0054



connection with the Uansactions contemplated hereby, including, if applicable: (i)
Notification and Report Forms with the FTC and DOJ as required by the HSR Act, and
(ii) filings under any other comparable pre-mesger notification forms required by the
merger notification or control laws of any applicable jurisdiction, as agreed by the parties
hereto. Buyer and Seller shall comply as promptly as practicable with any request for
additional infonnation, documents or other materials received by such party hereto or any
of its Subsidiaries or Affiliates from any Goverymental Authority. Buyer and Seller will
cause all documents that they are responsible for filing with any Govermnental Authority
under this Section 5.08(a) to comply in all material respects with all applicable Legal
Requirements.

{b)  Exchange of Information. Buyer and Seller sach shall promptly
supply the other with any information which may be required in order to effectuate any
filings or application pursuant to this Section 5.08. Except where prohibited by
applicable Legal Requirements, and subject to the Confidentiality Agreement, Buyer and
Seller shall consult with outside counsel to the ather prior to taking a position with
respect to any such filing, shall perinit outside counsel to the other to review and discuss
in advance, and consider in good faith the views of the other in connection with any
analyses, appearances, presentations, memoranda, briefs, white papers, arguments,
opinions and proposals before making or submitting any of the foregoing o any
Governmental Authority by or on behalf of any party hereto in conmection with any
investigations or other proceedings in connection with this Agreement or the transactions
contemplated hereby (including under any antitrust laws or other fair trade Legal
Requirement), coordinate with outside counsel to the other in preparing and exchanging
such information and promptly provide outside counsel to the other with copies of all
filings, presentations or submissions (and a swmmary of any oral presentations) made by
such party to any Govermmental Authority in connection with this Agreement or the
fransactions contemplated hereby, provided that with respect to any such filing,
presentation or submission, Buyer and Seller need not supply outside counsel to the other
with copies (or in case of oral presentations, a summary) to the extent that any Legal
Requirement requires such party or its Subsidiaries to restrict or prohibit access to any
such properties or information.

(¢} Notification. Buyer and Seller will notify the other promptly upon
the receipt of any comments from any officials of any Governmental Authority regarding
this Agreernent or the transactions contemplated hereby, including any filings made
pursuant hereto and information provided to comply with any Legal Requirements.
Whenever any event occurs that is required to be set forth in an amendment or
supplement to any filing made pursnant to Section 5.08(a), Buyer and Seller, as the case
may be, will promptly inform the other of such occurrence and cooperate in filing with
the applicable Governmental Authotity such amendment or supplement.

23

TRADEMARK
REEL: 003712 FRAME: 0055



(d) Commercially Reasonable Efforts. Upon the terms and subject to the
conditions set forth herein, each of the parties agrees to use commercially reasonable
efforts to take, or cause {o be taken, all actions, and to do, or cause to be done, and (o
assist and cooperate with the other parties in doing, all things necessary, proper or
advisable to consumnmate and make effective, in the most expeditious manner practicable,
the transactions contemplated by this Agreement. Notwithstanding the foregoing or
anything to the contrary herein, Buyer acknowledpes and agrees that the transactions
provided for herein are and shall be subject to highsr and better offers and that Seller
shall not be in bieach of this Agreement, including any implied covenant of good fajth
and fair dealing, in soliciting, evaluating, or pursuing any competing offers for a
competing sale, either alone or in connection with any other organic transactions or
apresments 1o sell or transfer some or all of their operations or assets, or in taking any
other actions as may be required to fulfill their legal and/or fiduciary duties to their
creditors and stakeholders or maximize their own values, provided that such actions of
Seller are in accordance with the applicable procedures set forth in the Procedures Order.
Buyer acknowledges and agrees that in the event Seller takes such actions the Stalking
Horse Protections, when and to the exient payable pursuant to the terms of the Procedures
Order and/or Section 2 04(d), shall constitute its sole 1emedy and protection.

500 Conduct of Buginess. From the date hereof through the Closing Date,
Seller shall not sell or otherwise transfer or dispose of any APG Inventory to any existing
customers or any other partiss except to the extent that such sale(s), as of the date hereof,
are currently the subject of existing purchase orders or necessary to fulfill existing
delivery schedules.

5.10 Transition Services Agreement. The parties agree thal, to the extent either
party determines that the conduct of its business following the Closing requires eny
transitional services not provided for in this Agreement or requires additional deteils with
respect to transitional airangements not specified in this Agreement, the parties agree to
mutually negotiate in good faith prior to Closing to reach a mutually acceptable
Transition Services Agreement, which would be executed and delivered by each party at
Closing. ‘

511 Operating Expense Reductions Asg and when practicable and for the
information of Seller in connection with Seller’s overall cost-reduction scheme, Buyer
shall from time to time identify to Seller such aspects or elements of Seller’s business
which Buyer does not contemplate will be used by Buyer in the operation of its business
on and after the Closing
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ARTICLE VL
CONDITIONS TO SELLER’S AND BUYER'S OBLIGATIONS

6.01 Conditions to Obligations of Seller. The obligations of Seller to carry out
the transactions contemplated by this Agreement are subject, at the option of Seller, to the
satisfaction, or waiver by Seller, of the following conditions:

(@)  All representations and warranties of Buyer contained in this
Agreement shall be true and correct at and as of the Closing, excepl to the extent all such
insccuracies have not had, and could not reasonably be expected to have, a Material
Adverse Change with respect to Buyer. Buyer shall have performed and complied with
all of its covenants hereunder in all material respects flwough the Closing, except to the
extent that such covenants are qualified by terms such as “material”, in which case Buyer
shall have performed and complied with all of such covenants in all respects through the
Closing.

()  Buyer shall have furnished Seller with a certified copy of all
necessary corporate action on its behalf approving its exerution, delivery and
performance of this Agreement.

(¢) As of the Closing Date, no suit, action or other proceeding
{excluding any such matter initiated by or an behalf of Seller or any stockholder of Seller)
shall be pending or threatened before any Governmental Authority seeking to restrain
Seller with respect to the transaction contemplated hereby or prohibit the Closing.

{d)  Buyer shall have delivered at Closing all documents required to be
delivered by Buyer pussuant to Section 2.03 hereof.

(e)  An order approving this Agreement and the transaction provided
herein shall have been entered by the Bankruptcy Courl by March 2, 2007, and such order
sha!l be in compliance in all material respects with the requiremnents with respect thereto
gsel forth in Article VII hereof that materially affect the transaction provided for herein,
and shall be final and non-appealable.

()  If Buyer does not purchase all of the stock of AMS UK and AMS
Mexico at Closing, the Foreign Asset Transfer Conditions shali have been satisfied.

602 Conditions to Oblipations of Buyer. The obligations of Buyer to carry out
the transactions contemplated by this Agreement are subject, at the option of Buyer, to the

satisfaction, or waiver by Buyer, of the following conditions:

() All representations and warranties of Seller contained in this
Agreement shall be true and correct at and as of the Closing, except to the extent ali such
inacenracies have not had, and could not reasonably be expected to have, 2 material
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adverse effect on the Business or the value or condition of the Purchased Assets. Seller
shall have performed and complied with all of its covenants under this Agreement in all
material respects through the Closing, except to the extent that such covepants are
qualified by terms such as “material”, in which case Seller shail have performed and
complied with all of such covenants in all respects through the Closing.

(b)  Seller shall have furnished Buyer with 2 cerified copy of all
necessary corporate action on its behalf approving its execution, delivery and
performance of this Agreement and Buyer and its counsel shall have received all such
counterpart origingls or copies of such actions as it or they may reasonably request
including, without Jimitation, duly authorized corporate resolutions of the board of
directors of Seller.

(¢) As of the Closing Date, no suit, action or other proceeding
(excluding any such matter initiated by or on behalf of Buyer) shall be pending or
threatened before any Governmental Authority seelang to resirain Buyer with respect to
the transaction contexnplated in this Agreement or prohibit the Closing.

(@) The Procedures Order shall have been entered by the Bankrupicy
Court by February 16, 2007, shall be in compliance in all material respects with any
applicable requirements with respect thereto pursuant to Article VII hereof, and shall be
final and non-appealable.

(&) An order approving this Agreement and the {ransaction provided
herein shall have been entered by the Bankruptcy Court by March 2, 2007, and such order
shall be in compliance in all material respects with the requirements with respect thereto
set forth in Article VII hereof that materally affect the transaction provided for herein,
and shall be final and non-appealable.

(fy  There shall not bave been a Material Adverse Change with respect to
Seller since the date of this Agreement.

(g)  Seller shall have delivered at Closing all documents required to be
delivered by Seller pursuant ip Section 2.02 hereof.

ARTICLE VIL
BANKRUPTCY COURT APPROVAL

7.01 Bapkmuptey Apnroval Necessary. The approval of the Bankruptey Court is
required for the transactions contemplated by this Agreement to be enforceable. As soon
as reasonably practicable but in no event more than three (3} business days following
execution of the Agreement, Seller shall file or shall have filed a notification of Stalking
Horse Bidder pursuant to the Motion of Debiors and Debtors in Possession Pursuant to
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Sections 105(a), 363 and 364 of the Bankruptcy Code For an Order Approving Qualified
Transaction Procedures filed by the debtors with the Bankruptey Court on January 8,
7007 so that such motion is modified to seek the sale procedures and break-up fee
outlined hereinbelow (the “Procedures Motion™), and (ii) a motion with the Bankrupicy
Court seeking approval of this Agreement (the “Sale Motion”), each in form and
subgtance consistent with fhis Agreemnent and materially and reasonably acceptable to
Buyer.

(8)  Procedures. The Procedures Motion shall seek entry of an order
(the “Procedures Order”) providing, in substance, for, and approving in their entirety, the
bidding procedures listed an Schedule 7.01.

{b)  Sale Order. The Sale Motion shall seek entry of an order (the “Sale
Order™), in form and substance muiually and reasonably acceptable to Buyer and Seller,
approving and authorizing this Apreement and the transactions contemplated hereby and
implementation thereaf and providing for all necessary and customary findings and
holdings, including but not limited to the following:

(i)  Seller has extensively and for a substantial period marketed
the Purchased Assets, and all interested parties, potential bidders and parties who
hold Liens in the Purchased Assets have received proper and adeguete notice of
the sale in accordance with the Bankruptey Code and applicable orders of the
Rankruptcy Court, including the Procedures Order and any other related arders;

(i)  Seller is aunthorized and directed to consummate and
implement the transaction contemplated under this Agreeinent;

(iii) the terms of this Agreement are fair and reasonmable and
provide fair value for the Purchesed Assets, Buyer's bid is the highest and best
offer for the Purchased Assets, and the sale of the Purchased Assets to Buyer is in
the best interests of Seller and its creditors and Seller’s chapter 1) estate;

(iv) except as may be provided in this Agreement, the Purchased
Agsets are being sold free and clear of any and all Liens, with any such Liens to
attach to the sale proceeds to be received by Seller in the same priority and subject
to the same defenses and avoidability, if any, as before the Closing, and Buyer
would not enter into this Agreement or purchase the Purchased Assets otherwise,

(v)  the transfer of the Purchased Assets to Buyer will be a legal,
valid and effective transfer of the Purchased Assets, and will vest Buyer with all
right, title and interest of Seller to the Purchased Assets free and clear of any and
all Liens, including any such Liens (A) that purport to give fo amy patty a right or
option to effect any forfeiture, modification, right of first refusal, or termination of
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Seller’s or Buyer's interest in the Purchased Assets, or similar rights, or (B)
relating to Taxes or any other liabilities relating to the Purchased Assets, Seller, or
the Business, other than the Assumed Obligations;

(vi) Seller's assignment and Buyer’s assumption of the Assigned
Contracts is approved on the terms provided in this Agreement, and Buyer has
provided adequale assurances of future performance thereunder;

{vii) Buyer is a good faith buyer entitied to the protections afforded
by Bankrupicy Code section 363(in) such that the reversal or modification on
appeal of the Sale Order shall not affect the validity of the sale of the Purchased
Assets as contemplated hereunder, negotiations have been fair and atms’ length,
and no party has engaged in eny conduct that would cause the sale to be avoided
under Banlruptcy Code section 363(n); and

(viii) Buyer shall have no ebligations with respect to any Liabilities
of Seller other than the Assumed Obligations and its obligations under this
Agreement and the Collateral Agreements.

(ix) Upon the Closing of the Agreement and the transaclions
conlemplated thereby, Buyer shall not be deemed to (i) be the successor to Seller,
(ii) have, defacto or otherwise, merged with or into Seller, ot (iii) be & continuation
or substantial continuation of Seller or the enterprise of Seller.

()  The Closing Payoff Amount shall be paid as directed by Wells
Fargo Foothill for application to the obligations under the Prepetition Credit
Agresment and the DIP Credit Agreement.

Additionally, and without in any way limiting the effect of Sections 2.01
and 6.02(e), the Sale Motion shall request that the Sale Order provides that it shall
become effective immediately and that the provisions of Federal Rules of Bankmiptcy
Procedurs 6004(h) and 6006(d) shall be waived for causge.

7.02 Waiver of Conditions. Seller may waive any or all of the conditions
precedent in Section 6,01 of this Agreement, and Buyer may waive any and all of the
conditions pracedent in Section 6.02, in either case by written nofification to the other

party.
7.03 Executory Contracts.

(@) Subject to the terms and conditions of this Agreement, and in
reliance on the representations, waranties and covenants set forth in this Agreement,
Seller shall, pursuant to Section 365 of the Bankruptcy Code, with the approval and
pursuant to order of the Bankruptcy Court, assume and then sell, assign, transfer and
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convey to Buyer all Assigned Contracts, to the extent executory. Nothing herein shall
constitute an admission that any Assigned Contract i an executory contract.

(b) Buyer shall be responsible for any and all monetary cures or other
payments required under Banlauptcy Code Section 365 to assume and assign the
Assigned Contracts to Buyer, and Buyer shall be responsible for providing evidence as to
the adequate assurance of future perfonmance required under Section 365 of the
Bankruptcy Code  The Sale Order shall provide that the assurnption and assignment to
Buyer of the Assigned Contracts is approved, subject only to (i) payment of all cures or
other payments or aclions required fo assume and assign the Assigned Contracts to Buyer
and (ii) Buyet's right to exclude any Contract from the definition of Assigned Contracts
in accordance with the tenns of this Section 7.03.

(c)  Should Buyer or Selier, following the date hereof and prior to the
Contract Determination Date, identify any executory contract of Seller that (i) is not listed
on Schedule B, (ii) relates to the Business, (iil) is not an Excluded Asset (and does not
relate exclugively to Excluded Assets), and (iv) a copy (true and corect in all substantive
respects) of which was not made available to Buyer at least one (1) business day prior to
the date hereof, Seller shall, as and if requested in writing by Buyer, take commercially
reasonable efforts, and in compliance with Section 365 of the Banlguptcy Code, to
assume and assign such executory contract pursuant to the terms of this Agreement.

(d)  Buyer shall have the right to designate any Contract that would
otherwise be a Purchased Asset as an Excluded Asset by written notice to Seller at any
time prior to the date that is sixty (60) days following the Closing Date or, if such date
does not fall on a business day, the next succeading business day (the “Contract
Determination Date™). Such Contracts shall be deemed Excluded Assets for all purposes
hereunder upon such notice to Seller.

(&) In the event Buyer elects after the Closing Date to exclude any
Contracts from the Assigned Condracts in accordance with the preceding Section 7.03(d),
then notwilhstanding anything to the contrary herein, Buyer shall indemnify Seller and
Seller’s bankruptcy estate for all amounts that arise under each such Contract (including
ammounts due, damages, and reasonable attorney’s fees and costs with respect thereto), if
any, during the period from and including the Closing Date to the date such Contract is
excluded from the Assigned Contracts.

(D) If any non-debtor party 1o an executery contract objects to the
assumption and assignment of such Coniract, and such party’s consent is recuired under
Section 365(c) of the Bankruptcy Code for the asswmption and assignment of such
executory contract to Buyer, Buyer agrees that such executory contract shall be deemed
an Excluded Asset, without any adjustment to the Purchase Price (and no such
circumstance shall, individually or in the apgregate constitute a Material Adverse Change
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with respect to Seller or otherwise give Buyer & right o tenninate this Agreement or not
close the transaction contemplated hereby), unless such consent is obtained.

ARTICLE VIIL
PQST-CLOSING OBLIGATIONS

8.01 Employees.

(3)  Effective as of the end of business on the Closing Date, Buyer will
offer to employ certain employees and independent contractors of Seller. Seller shall
provide commercially reagonable cooperation and assistance to Buyer in transitioning
such employees who accept such offers to employment with Buyer.

(b)  To the extent permitied under the benefit plans of Buyer in which the
Hired Employees are enrolled (the “Buyer Plans™), Buyer shall take all necessary actions
to provide that Hired Employees will receive full credit for years of service with Seller
under the Buyer Plans to the extent faken into account for such purposes under the benefit
plans of Buyer.

(c) To the exteni permitted under the Buyer Plans, Buyer shall give
credit under those of its Buyer Plans that are welfare benefit plans for all amounts
credited toward deductibles and out-of-pocket maximums, and time accrued against
applicable waiting periods, by Hired Employees (including their eligible dependents), in
respect of the calendar year in which the Closing occurs. For any Hired Employee or
dependent of a Hired Employee who has satisfied Seller's pre-exisling condition
exclusion and/or who has creditable coverage from another group plan or individual plan,
such Hired Employee or such dependent would rot be subject to Buyer's pre-existing
condition exclugion. If a Hired Employee or dependent of a Hired Employee has partially
satisfied Seller’s pre-existing condition exclusion, the amount of time credited to the
completion of that pre-existing condition exclusion will be honored by Buyer.

{d}  Buyer shall be responsible for making continnation coverage undeyr
IRC Section 4980B and Sections 601-608 of ERISA (*COBRA™) available to any Hired
Employee and any eligible spouse or dependent who experiences a “qualifying cvent,” as
defined in IRC Section 4980B{f)(3), afier the Closing Date

8.02 Further Assurances. Following the Closing, Seller and Buyer shall execute
and deliver such documents, and take such other aclions, as ghall be reasonably requested
by the other party to carry out the trapsactions contemplated by this Agreement,
Following the Closing and upon reasonable notice, both Buyer and Seller shall provide
any and all documentation relating to the Purchased Assets that is reasonably requested by
each other.
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8.03 Maintenance and Disposition of Records. Buyer will preserve and maintain
the Records for a peried of two {2) years following the Closing Date.  Afier such two-
year period, Buyer will provide at least 60 deys prier written notice to Seller, c/o
O’Melveny & Myers LLP, of their intent to dispose of any such Records, and Seller and
its Affiliates will be given the opportunity, at their cost and expense, to remove and retain
gll or any part of such Records as they may select.

8.04 Intellectual Property. Buyer hereby grants Seller a non-exclusive,
~perpetual, royaliy-free license (or sublicense, as the case may be), exclusively in
connection with the disposition of the Inventory not purchased by Buyer hereunder and
the performance of the Excluded Liabilities, in and to the Intellectual Property and all
rights in, to and under the Assipned Contracts as in cach case are embodied in such
Inveniory, are otherwise necessary to the disposition of the Inventory, or are necessary to
the performance of the Excluded Liabilities, in each case without breach of any Contract
or Legal Requirement. 1f Buyer is unable fo provide such license or sublicense without
breach of any Contract or Legal Requirement, then, Buyer shall cooperate with Seller in
any reasonable arrangement designed to provide to Seller the benefits of such a license or
sublicense, whether directly or through Buyer acting as an agent for Seller.

ARTICLE IX.
MISCELLANEQUS

9.01 Proralions. The parties agiee that financial responsibility for (i} all water,
gas, electricity and other utilities, sewer, apd other municipal charges, common area
maintenance reimbursements to lessors, local business or other license fees, merchants’
association dues, rental payments, and other similar periodic charges and assessments
(including such of the foregoing which have or may become a lien thereon, whether or
not recorded, prior to the Closing Date) for which Buyer shall be respansiblz under the
Assumed Facilities and the facilities of the Assigned Subsidiaries and other real property
interests and interests in related improvements acquired by Buyer hereunder (whether by
fee ownership or as the result of an Assigned Contract), and (ii) any real estate and
personal property Taxes thereon or otherwise respect to the Purchased Assets that are due
or become due without acceleration for any Straddle Peried ({i) and (ji) collectively, the
“Apportioned Obligations™), and any refund, rebate or similar payment received by Seller
or Buyer for any Taxes that are Appertioned Obligations, will be apportioned between
Seller and Buyer by dividing (A) the number of days in the applicable Straddle Period
falling on or before the Closing Date and the number of days in the applicable Straddle
Period falling afler the Closing Date by (B) the total number of days in such Straddle
Period, and multiplying the result by the total amount of such Apportioned Obligations
for such Straddle Period. Seiler will be respoensible for the amount apportioned fo days on
or before the Closing Date and will pay any Appertioned Qbligations which are due and
payable prior to the Closing, and Buyer will be responsible for the amount apportioned to
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days after the Closing Date and will pay any Apportioned Obligations which are due and
payable afier the Closing. The Purchase Price shall be adjusted up or down as appropriate
based on the amount of the Apportioned Obligations. The proration of the Apportionsd
Obligations made pursuant to this Section 9.01 shall be final and in no event shall Seller
be responsible for any Apportioned Obligations attributable to any period after the
Closing Date.

9.02 Confidentiality. The parties acknowledge that Seller and Buyer have
previously executed a confidentiality agreement dated July 12, 2006 (the “Confidentiality
Agreement”), which Canfidentiality Agreement will continue in full force and effect in
accordance with its terms (subject to any modification thereof that has occurred or may
subsequently occur as a matter of Legal Requirement as a result of the Bankruptey Case).

903 Costs_and Expenses Except as otherwise expressly provided in this
Apgresment, each of fhe partics to this Agreement shall bear its own expenses incurred in
connection with the negotiation, preparation, execution and closing of this Agreement and
the transactions contemplated hereby. Withouot limiting the foregoing, each party shall
bear the expenses of any finder, broker, agent or other intermediary who acted for or on
behalf of such party in connection with the negotiation or consumunation of the
transactions contemplated hereby.

904 Noticess Any notice, request, instruction, comrespondence or other
document to be given hereunder by any party hereto to another (herein collectively called
“notice”) shall be in writing and delivered personally or mailed by registered or certfified
mail, postage prepaid and refurn receipt requested, or by facsimile, as follows:
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IF TO BUYER:

IF TO SELLER:

IMr. James Melicn

Baker & Taylor, Ine

2550 West Tyvola Road
Charlotie, North Caroling 28217

With a copy to:

Schulte Roth & Zabel LLP
010 Third Avenue

New York, New York 10022
(212) 593-5955

And

Troutman Sanders LLP

405 Lexington Avenue

MNew York, New York 10174
Mitchel H. Perkiel, Esq.
(212} 704-5915

Advanced Marketing Services, Inc.
5880 Oberlin Drive

San Diego, California 92121
Attention:  Chief Executive Officer
Facsimile:  (858)452-2237

With a copy to:

O’ Melveny & Myers LLP

610 Newport Center Drive, Suite 1700
Newport Beach, California 92660-6429
Attention:  Garyl Singer, Esq.
Facsimile:  (949) §23-6994

and

O’Melveny & Myers LLP

Bmbarcadero Center West

275 Battery Street

San Franecisco, CA 94111-3303

Attention: Suzzanue 5 Uhlland, Esq.
Facsimile: (415)984-8701

Each of the above addresses for notice purposes may be changed by providing appropriate
notice hereunder. MNotice given by personal delivery or registered mail shall be effective
upon actual receipt. Motice given by facsimile shall be effective upon actual receipt if
received during the recipient’s ordinary business hours, or at the beginning of the
recipient’s next nornal buginess day after receipt if not recetved during the recipient’s
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prdinary business hours. All notices by {acsimile shall be confimned by the sender thereof
promptly after transmission in writing by registered mail or personal delivery. Anything
to the conbary contained herein notwithstanding, notices to any party hereto shall not be
deemed effective with respect to such party until such notice would, but for this sentence,
be effective both as to such party and as to all other Persons to whom copies are provided
above to be given.

905 Governing Law. This Agieement shall be governed by, and construed in
accordance with, the laws of the State of Delaware without reference to the choice of law
principles thereof, that defer to or result in the application of the substantive laws of
another jurisdiction. Venue and junsdiction for any legal action concsrning this
Apreement will be exclusively in the Bankruptcy Court.

9.06 Entire Agreement: Amendments and Waivers. This Agreement, together
with all Schedules attached hersto and all Collateral Agreements and the Confidentiality
Agreement, constitutes the entire agreement between and among the parfies hereto
pertaining to the subject matter hereof and supersedes all prior agreements,
understandings, negotiations and discussions, whether oral or wiitten, of the parties
(including, without limitation, that certain Letier of Intent between Buyer and Seller dated
February 12, 2007), and there are no warranties, representations or other agreements
between the parties in connection with the subject matter hereof except as set forth
specifically herein or contemplated hereby. No supplement, modification or waiver of
this Apreement shall be binding unless executed in writing by the party to be beund
thereby. No waiver of any of the provisions of this Agresment shall be deemed or shall
constitute a waiver of any other provision hereof (regardiess of whether similar), nor shall
any such waiver constinute a continuing waiver unless otherwise expressly provided.

9.07 Binding Effect and Assignment. This Agreement shail be binding upon and
inure to the benefit of the parties hereto and their respective peunitted successors and
assigns; but neither this Agreement nor amy of the rights, benefits or obligations
hereunder shall be assigned, by operation of law ar otherwise, by any party hereto without
the prior written consent of the other party, provided, however, that nothing herein shall
prohibit the assignment, whether prior to or after Closing, of all (but not less than all) of
Buyer’s righis and obligations {o one or more direct or indirect Subsidiaries or other
Affiliates of Buyer (including Subsidiaries or Affiliates to be formed after the execution
of this Agreement) or financing sources of Buyer solely for purposes of collateral
security, each of which shall be a “Buyer” hereunder (for purposes of clarification, Buyer
may opt to create one or more Affiliates or Subsidiaries for purposes of taking title to one
or more subsets of the Purchased Assets at the Closing, and such transfers shall for all
purposes be and be deemed to be sales and transfers hereunder and under the Sale Order),
provided that notwithstanding any such assignment Buyer shall rernain liable for all
performance requited of Buyer under this Agreement; and provided further that nothing
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herein shall prohibit the assignment, whether prior to or after Closing, of this Agreement
or any rights or obligations hereunder by Seller to a successor to Seller to the extent
provided by operation of the Bankruptey Code (ot other laws or Legal Requirements).
Nothing in this Agreement, express or mplied, is intended to confer upon any Person
other than the parties hereto and their respective permitied successors and assigns any
rights, benefits or obligations hereunder.

9.08 Remedies. The rights and remedies provided by this Agreeiment are
cumulative, and the use of any one right or remedy by any party hereto shall not preclude
or constitute a waiver of its right fo use any or all other remedies. Such rights and
remedies are given in addition to any other rights and remedies a party may have by law,
statute or otherwise.

909 Schedules. The Schedules referred to herein are attached hereto and
incorporated herein by this reference.

5.10 Multiple Counterparts. This Agreement may be executed in one of more
countterparts, €ach of which shall be deemed an original, but all of which together shall
constitite one and the same instrument.

911 Construction. The provisions of this Agreement shall be construed
according to their fair meaning and neither for nor against any party hereto irrespective of
which party caused such provisions to be drafted. Each of the parties acknowledge that it
has been represented by an attormey in connection with the preparation and execution of
this Agreement.

912 Survival. Provided the Closing occurs, the representations and warranties
and the covenants required to be performed prior to the Closing Date contained in this
Agieement shall terminate as of the Closing Date (other than the representations and
warranties contained in Section 4.05). All covenants and other obligations required to be
performed after the Closing Date shall survive the Closing Date.

9.13 Attorneys’ Fees, In the event any suit or other legal proceeding is brought
for the enforcement of any of the provisions of this Agreement, the parties hereto agree
that the prevailing party or parties shall be entitled to recover from the other party or
parties upon final judgment on the merits reasonable attorneys’ fees, including attorneys’
fees for any appeal, and costs incurred in connection with such suit or proceeding

914 Severability. The provisions of this Agreement shall be deemed severable
and the invalidity or vnenforceability of any provision shall not affect the validity or
enforceability of the other provisions hereof. If any provision of this Agreement, or part
thereof, not essential to the commercial purpose of this Agreement, or the applicaiion
thereof o any Person or any circumstance, i illegal, invalid or unenforceable, (i) a
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suitable and equitable provision shall be substituted therefor in order to carry out, so far
as may be valid and enforceable, the intent and puipose of such invalid or unenforceable
provision and (ii) the remainder of this Agreement and the application of such provision
to other Persons or circumstances shall not be affected by such invalidity or
unenforceability. |

9.15 Benefit. Risk of Loss. Upon consummation of the Closing, Buyer will
receive the benefits of the Purchased Assets and accrue the obligations of the Assumed
Obligations (including with respect to the Assigned Contracts) from and afier 12:01 a.m.
EST on the Closing Date, and as of such time, the risk of loss of the Purchased Assets
shall be deemed iransierred from Seller to Buyer.

ARTICLE X.
DEFINITIONS

(Capitalized terms used in this Agreement are used as defined in this Article X or
elsewhere in this Agreement.

10.01 Definitions.

(a)  Accounts Receiveble Price. The term “Acconnts Receivable Price”
shall be an amount equal to 77.5% of the net agpregate face amount of the Accounts
Receivable as of the Closing Date, as set forth on the books and records of Seller. For the
avoidance of doubt, Accounts Receivable shall equal the gross amount of the Accounts
Receivable less any and all allowances, reserves or deductions for doubiful accounts as
set forth on the books and records of Seller.

{(b) Affiliate The term “Affiliate” shall mean, with respect to any
Payson, any other Person controlling, controlled by or under common control with such
Person. The term “Control” as used in the preceding sentence means, with respect 1o a
corporation, the right to exercise, directly or indirectly, more than 50% of the voting
rights attributable fo the shares of the controlled corporation and, with respect to any
Person other than a corporation, the possession, directly or indirectly, of the power to
direct or cause the direction of the mmanagement or policies of such Person.

(c)  AMS Investments The term “AMS [nvestments” means Advanced
Marketing Services Investments, Inc., a wholly-owned direct Subsidiary of Seller.

(d) AMS UK. The term “AMS UK" shall mean Advanced Marketing
(Europe) Limited, a wholly-owned direct Subsidiary of Seller.

() AMS Mexico. The tenn “AMS Mexico” shall mean Advanced
Marketing §. de R.L. de C.V, a wholly-owned Subsidiary of Seller in which Seller holds
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a 99% cquity interest directly and the remaining 1% equity interest indirectly through
AMS Investments.

() APG. The term “APG" shall mean Advantage Publishers Group, a
division of Selier,

(g) APG Product Prepavments. The {erm “APG Product Prepayments”
shall mean Product Prepayments with respect to APG.

() APG_Product Prepayment Price.  The term “APG  Product
Prepayment Price” shall mean an aggregate amount that is equal to 57.5% of the APG
Product Prepayments.

(i)  Assigned Subsidiaries. The term “Assigned Subsidiaries” shall
mean AMS UK, AMS Mexico, and AMS Investments.

(j) Assumed Facilities. The term “Assurned Facilities” shall mean,
callectively, the following facilities of Selier:

(1)  Indianapolis, Indiana Returns Center
{ii}  Sacramento, California -

(i)  Ashland, Oregon

{(iv) Bentonville, Arkansas.

(k) Benefit Plan. The term “Bepefit Plan™ means a “defined benefit
plan” (as defined in Section 3(33) of ERISA).

()  Breach Fee. The term “Breach Fee” means a payment equal to $1.0
million. -

(m) Breal-Up Fee. The term “Break-Up Fee” means the amount equal to
2% of the sum of (i) $20.0 million, (i) the minimum Selected APG Inventory Purchase
Price, (iii) the Seller’s and Buyer's jointly established pood faith estimate of the APG
Produci Prepayment Price, and (iv) the Seller's and Buye:’s jointly established good faith
estimate of the Accounts Recelvable Price.

(n)  Business. The term “Business” shall mean the business conducted
by Seller as of the date hereof, consisting of (i} wholesaling and contract distribution of
general interest books and other media (and the provision of certain related supply chain
and other services) to membership warehouse clubs and other retailers, and (ii) through
APG, publishing and repackaging books and marketing such books through Seller’s
separate wholesale and distribution product sales channels, but, for avoidance of doubt,
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not including the business conducted by PGI/PGW or any other Subsidiary or Affiliate of
Seller (or any Subsidiary of any such Subsidiary or Affiliate).

{0) Closing Payoff Amount. The term “Closing Payoff Amount™ shall
mean an amount equal to ali debts outstanding as of the Closing Date pursuant to (1) that
certain Loan and Security Agreement dated April 27, 2004, by and among Sellet,
PGI/PGW, certain lenders, and Wells Fargo Foothill, Inc., as amended (the “Prepetition
Credit Agreement™ and (ii) that cerfain Amended and Restated Loan and Security
Agreement (Debtor in Possession), dated as of Janvary 3, 2007 by and among Seller,
certain of its Subsidiaries, Wells Fargo Foothill and certain other lenders (the “DIP Credit
Agreement™). Such amounts shall be paid as directed by Wells Fargo Foothill for
application to the obligations under the Prepetition Credit Agreement and the DIP Credit
Agreement.

(p) Collateral Agreements. The term “Collateral Agreements” shall
mean any or all other agreements, instruments or documents required or expressly
provided under this Agreement to be executed and delivered in connection with the
transactions contemplated by this Agreement.

(@) Contragts. The term “Contracts,” when described as being those of
or applicable to any Person, shall mean any and all contracts, agreements, franchises,
understandings, arrangemenis, leases, licenses, registrations, authorizations, easemnents,
servitudes, rights of way, morigages, bonds, notes, guaranties, liens, or other instruments
or undertakings to which such Person is a party or to which or by which such Person or
the property of such Person is subject or bound, and (except with respect to pre-Closing
Contracts of Buyer) relating in any manner to or associated with the Business or the
Purchased Assets.

(1)  Employee Plan. The tenm “Employee Plan™ means, as of the Closing
Date, all written plans, practices and arrangements, formal or nformal, whether
applicable to a group of individuals or a single individual, and whether active, frozen or
terminated, currently providing compensation (other than salary or wages) or other
benefits of any type or nature with respect io the employees of the Business, including but
not limited to all plans providing benefits for such employees that are empleyee benefit
plans as defined in Section 3(3) of ERISA.

(s)  ERISA. The term “ERISA"” means the Employee Retirement Income
Security Act of 1974.

() ERISA Affiliate. The term “ERISA Affiliate” means (a) any Person
subject to ERISA whose employees are treated as employed by the same employer as the
employees of Seller or a Subsidiary of Seller under IRC Section 414(b), (b) any trade or
business subject to ERISA whose employees are treated as employed by the same
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employer as the employees of Seller or a Subsidiary of Seller under IRC Section 4]4(c),
(¢} solely for purposes of Section 302 of ERISA and Section 412 of the IRC, any
organization subject to ERISA that is a member of an affiliated service group of which
Seller or a Subsidiary of Seller is @ member under IRC Section 414(im), or (d) solely for
purposes of Section 302 of ERISA and Section 412 of the IRC, any Person subject to
ERISA that is a party to an arrangement with Seller or a Subsidiary of Seller and whose
employees are aggregated with the employees of Seller or a Subsidiary of Seller under
IRC Section 414(o}.

()  Excluded Subsidiaries. The ienn “Excluded Subsidiaries” means all
Subsidiaries of Seller other than (i) the Assigned Subsidiaries and (i} the wholly-owned
Subsidiaries of the Assigned Subsidiaries (and any wholly-owned Subsidiaries of such
Subsidiaries).

(v}  Expense Reimbursement. The term “Expense Reimbursernent™
means reasonable and documented ont-of-pocket fees and costs, including costs of
counsel, ip an amount not to exceed $300,000

(w) Govemmental Authorities. The ferm “Governmental Authorities”
shall mean any nation er country (including but not limited to the United States) and any
commonwealth, tertitory or possession thereof and any political subdivision of any of the
foregoing, including but not limited to courts, deparfments, commissions, boards,
bureaus, agencies, ministries or other instrumentalities.

(x) Hired Emplovess. The term “Hired Employees” shall mean all
employees and independent contractors of Seller prior to the Closing who accept (and
commence) employment (or the performance of services as an independent contractor, as
the case may be) with Buyer.

(v) Intellsctua! Pioperty. The term “Intellectual Property” means, with
respect to Seller, (a) all trademarks, service marks, trade names, trade dress, product
names and slogans both registered and unregistered, and any common law rights and good
will appustenant thereto, and all applications and registrations thereof; (b) all copyrights
in copyrightable works and all other ownership rights in any works of anthorship, any
derivations thereof and all moral rights appurtenant thereto and all applications and
registrations thereof, (¢} all registered, reserved and unregistered domain names, vniform
resource locators and keywords; (d) all computer and electronic data, documentation and
software, including both source and object code, computer and database applications and
operating programs; (e) all Trade Secrets; (f) the right 1o sue both in equity and for
damages occurting after the Closing of any or all of the foregoing; {g) all existing copies
and tangible embodiments of any or ali of the foregoing, in whatever form or medium; (b}
all right, title and interest (free and clear) in and to Seller’s wabsite(s), including withoul
limitation, the framework and infrastructure of such web site(s), the layout design and the
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“look and feel” thereof, all related software, source code and object code, all CGl,
HTML, XML or other coding, all sciipts and applets, 2ll web graphics and data, all
navigational buttons, all server configurations, and any and 2ll atiendant intellectual
properly rights therein; (i) all AMS customer data collected in the ordinary course of the
Buginess; and {j) all other intellectual property rights relating to any or all of the
foregoing including any renewals, continuations or extensions thereof, in each case as
owned by Seller.

(z)  Imtellectual Property License Rights. Intellectual Property License
Rights means any rights of a non-debtor party in, to or under any Intellectual Property of

Seller as such rights existed on the Petition Date, to the extent such rights would be
enforceable against Seller or Seller's bankquptcy estate under section 365(n) of the
Bankruptcy Code.

(pe) Inventory. The tenn “Inventory” of a Person shall mean finished
goads inventory, including inventory in transit in which title has been transferred to such
Person (but not including works-in-process, inventory on order, or other inventory in
transit and not yet delivered or rights with respect to any thereof) to which such Person
haolds title that is used or held for use in the conduct of the business of such Person {in the
case of Seller, the Business).

{bb) IRC. The term “IRC” means the Internal Revenue Code of 1986, as
amended.

(c¢) Lemal Reguivernentss The term “Legal Requirements,” when
described as being applicable to any Person, shall mean any and all laws (statutory,
judicial o1 otherwise), ordinances, regulations, judgments, orders, directives, injunctions,
writs, decrees or awaids of, and any Contracts with, any Governmental Authority (foreign
or domestic), in each case as and to the extent applicable to such Person or such Person’s
business, operations or properties.

(dd) Liability. The term “Liability” shall mean any debt, liability,
commnitment and guaranty, warranty or obligation of any kind, character or nature
whatsoever, whether known or unlmown, secured or unsecured, acerued, fixed, absolute,
potential, contingent or otherwise, and whether due or to bacome due,

(ee) Material Adverse Chanpe. The term “Material Adverse Change”
means (i) with respect to Seller, (A) a change in (or effect on) the condition (nancial or
otherwise), properties, assets (including intangible assets), liabilities (incleding
contingent liabilities), rights, obligations, operations, or business, which change (or
effect) is materially adverse to the financial condition, properties, assets, Habilities, rights,
obligations, operations, or business of Seller taken as a whole; or (B) a material adverse
change in the ability of Seller lo consummate the transactions contemplated by this
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Agreement and fulfill, in all material respects, ull ils obligations hereunder, and (b) with
respect to Buyer, a material adverse change in the ability of Buyer to consummate the
transactions contemplated by this Agreement and fulfill, in all material respects, all of its
obligations heieunder. Notwithstanding the foregoing, the following factors and events
(snd changes or effects arising therefrom) shall not be desined to be (or to be a partial
cause of} a Material Adverse Change with respect to Seller:

(iy  the rate of orders and material terminations or reductions or
statements of intent to terminate or materially reduce any material customer
relationships of Seller; and

(if)  the rate of orders and material terminations or reductions or
slatements of intent to termipate or materially reduce any material supplier
relationships.

(ff) Permits. The term “Permits” shall mean any and all permits, rights,
approvals, licenses, authorizations, legal status, orders or Contracts under any Legal
Reguirement or otherwise granted by any Governmental Authority.

(zg) Person. The term “Person” shall mean any individual, partnership,
joint venture, finm, corporation, association, limited liabjlity company, trust or nther
enterprise or any governmental or political subdivision or any agency, depariment or
instrumentality thereof.

(hh) Product Prepayments. The term “Product Prepayments™ shall mean,
as of the Closing Date, prepayments made by Seller in respect of the following: (i)
works-in-process, and (ii) inventory on order or in transit and not yet defivered, in each
casc in which title has not yet been transferred to Seller as of the Closing Date.

(i) PGYPGW. The term “PGUPGW” shall mean, collectively,
(i) Publishers Group Incorporated, a wholly-owned direct Subsidiary of Seller ("PGI™),
and (ii) Publishers Group West Incorporated, a wholly-owned direct Subsidiary of PGI
(H-PGW”)‘

(i) Raincoast. The term “Raincoast” shall mean Raincoast Book
Distribution, Limited, an Affiliate of Seller.

(kk) Selected APG Inventory Price. The term “Selected APG Inventary
Price” shall mean an aggiegate amount that is equal to 75% of the aggregate cost charged
to Seller for the Selected APG Inventory, provided that the Selected APG Inventory Price
(ms set forth on the Closing Estimated Price Statement and not as adjusted (if at all) after
Closing pursuant to Section 1.02(c)) shall not be less than §7.5 million.
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(i)  Stalking Horse Protections. The tern “Stalking Horse Protections™
shall mean the Break-Up Fee and the Expense Reimbursement,

(mum) Straddle Period. The term “Straddle Period” shall mean any Tax or
other applicable year or period beginning before the Closing Date and ending after the
Closing Date.

(mn} Subsidiary. The tenn “Subsidiary” of any Person shall mean any
Person of which a majority of the outstanding voling securities or other voting equity
interests are owned, directly or indirectly, by such Person.

(o0} Tax or Taxes. The term “Tax™ or “Taxes” means any federal, state,
local, or foreign income, gross teceipts, license, payroll, employment, excise, severance,
stamp, occupation, premium, windfall profits, environmental {including taxes under IRC
§59A), customs duties, capital stock, franchise, profits, withholding, social security {or
similar), unemployment, disability, real property, peisonal property, sales, use, transfer,
registration, value added, alternative or add-on minimuin, estimated, or other tax of any
kind whatsoever, including any interest, penalty, or addition thereto, whether disputed or
not. '

{pp) Tax_Return. The term “Tax Return” means any all federal, state,
county and Iocal tax returns and other returns and reports which were required fo be filed
in respect of all Taxes, levies, license, registration and permit fees, charges or
withholding of any nature whatsoever.

(qq) Trade Secrets. The term “Trade Secrets” shall mean information of
Seller, including but not limited to technical or non-technical data, formulas, patierns,
compilations, programs, financial data, financial plans, product or service plans or lists of
actual or potential customers or suppliers, which (i) derives economic value, actual or
potential, from not being geperally known to, and not being readily ascertainable by
proper means by, other Persons who can obtain economic value from its disciosure or use,
and (ii) is the subject of efforts that are reasonable under the circumstances to maintain its
SECIECY.

(rr)  Foreign Asset Transfer Conditions. The term “Foreign Asset
Transfer Condilions” shall mean the following: that the directors of each of AMS UK and
AMS Mexico (and each of their respective Subsidiaries to the extent such Subsidiaries are
a party to any transfer of assets) shall have received remsonable assurances that the
transactions to be consummated at Closing:

(i)  shall comply in all respects with all applicable Legal
Requirements, including any fraudulent transfer, voidable preference, or other such
creditor protection Legal Requirements, ‘
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(i)  shall not cause any such Subsidiaries to become insolvent
under any Jegal or accounting standard applicable to such Subsidiary, and

- (iii) shall not otherwise cause any such directors to incur any
meaningful risk of personal liability with respect to any potential claim or other
matter under any Legal Requirement that such directors would not have in the
absence of such ransactions.

10.02 Other Definitional Provisions

(a)  The words “hereof,” “herein,” and “hereunder™ and words of similar
import, when used in this Agreement, shall refer to this Agreement as a whole and not to
any particular provision of tlis Agreement.

(b)  The words and phrases “including,” and “including, but not limited
to,” when used in this Agreement shall mean “including, without limitation”.

{(¢) The terms defined in the singular shall bave a comparable meaning
when used in the plural, and vice versa.

(d)  The word “or” shall not be exclusive.
(&)  The terras “dollars™ and “$” shall mean United States dollars.

(i The term “comunercially reasonable” shall mean, in addition to its
general use and meaning, with respect to any matter involving litigation or disputes
involving ar requiring a ruling from the Bankruptcy Court, the preparation and filing of
any motions or papers, including supporting affidavits or declarations and any reply or
ohjection papers as required or permitted, in & manner reasonably calculated to achieve
the intendad result.

() The term “knowlzdge” (or similar expressions, including “to the
knowledge of™), with respect to Seller, shall refer to the actual knowledge (without any
duty of inquiry) of Loren Paulsen, Gary Rautenstrauch and Gary Lloyd.

(h) References to specific named statutes and generally accepted
accounting principles are intended to be and shall be construed as references to statutes of
the United States of the stated name and United States generally accepted accounting
principles, respectively, unless the context otherwise requires.
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Feb 18 07 0Uz:432 Richard Willis 704-329~-BY37 p-2

IN WITNESS WHEREQF, this Agreement has been signed by or on behalf of
gach of the parties as of the day first above written.

BUYER: BAKER & TAYLOR, INC.,
a Delaware corporation

iy XA AWM

Name: AL

SELLER: ADVANCED MARKETING SYSTEMS,
INC,
a Delaware corporation

By:
Gary Rautenstravch
Chief Bxecutive Officer
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FROM RLLK (THU) 2 1507 21:58/8T 21:57/NO 4864902680 P 2

TN W1l NESS WHEREOF, this Agreement has been signed by or on behalf of each
of the parties as of the day [irst abuy ¢ written.

BUYER: BAKER & TAYLOR, INC.,,
& Delaware corporation

By:
Name;
Tille:

SFLLER: ADVANCED MARKETING SYSTEMS, INC,,
a Delaware corporation

By: Aot 'f . -
Gary féateastrauch
Chief Fxeculive Officar
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SCHEDULE A

Liens
1) Certain of the Purchased Assets may be subject to Intellectual Property License

Rights and Buyer shall take the Intellectual Property included in the Purchased Assets
subject to all such Intellectual Property License Rights.

Schedule A-1
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SCHEDULE B

Assigned Contracts’

L Real property leases:

A
B

C.
D

E.

Bentonville, Arkansas — 1000 Westpark Drive, Suite 12, Bentonville,
Arkansag 72712

Ashland, Oregen — 750 A Street, Ashland, Oregon 97520
Ashland, Oregon — 762 A Street, Ashland, Oregon 95720
Woodland, California — 1680 Tide Court, Woodland, California

Indianapolis, Indiana — Building 99, Park 100 Business Parl, 5051 West
74th Street, Indianapolis, Indiana

II.  Operating leases/equipment leases:

A,
B

Pitney Bowes Credit Corporation Postal Machine

Ryder Box Truck Lease & Service Agreement {uncertain whether relates to
Indianapolis Returns Center or Distribution Center]

Ryder Truck Rental Inc Van Rental [uncertain whether relates to
Indianapolis Returns Center or Distribution Center)

105 Capital/IKON Office Solutions copier and printer lease agreement

Allied Associated/Raymond - monthly rental of equipment in Indianapolis
Returns Center, including the following equipment: 48 V battery serial no.
10877: swing reach serial no. 537-94-01188; sit down ele serial no DSDC3-
20329; 36 V battery serial no MBJ-751394; ele pallet serial no
DLR6529327001; 24 V battery serial no MXH-3012; charger serial no
98377594 order picker serial no EASI-97-AE18754; 24 V battery serial no
3473JF

[fI. 1T agreemenis:

" Seller reserves its rights as 1o whether any of the Contracts listed on this Schedule B
constitutes an executory contract pursuant to Section 363 of the Bankruptey Code.

Schedule B-1
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H

Advanced Systems Group Maintepance Agreement

Citrix Subscription Advantage

Global Logistics Technologies, Inc. Subscription License Agreement
Hewlett Packard:

1. Financial Services Company Business Lease Agieement

2. Support Agreement

IBM Software Mainienance Agresiment

Logicall3/Cisco Agreement

Manhattan Associates:

1. Software License, Services, Support and Enhancements Agreement
2 Warehouse Management System Application Suite (PLMS)
Microsoft:

1. Licensing, GP Enterprise Agreement

2. Volome Licensing Agreement

3. MS Eaterprise Project Server

4. MS Exchange Server Enterprise

5. MS Office Professional

6. M3 Project Professional

7. MS Project Server CAL

8. MS SQL Server Standard

9. MS Visio Professional

10.  MS Visio Standard

11 MS Windows Server Advanced Edition

Schedule B-2
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V.

12.  MS Windows Server Standard Edition

13. MS Windows Terminal Server CAL

14.  SQL Server CAL

Oracle:

1. License and Services Agreement V000704

2 Service Renewal #2284595

3 License and Service Agreement

4. Database Enterprise Named User

5. Database Enterprise Pracessor

6. Database Standard Named User

7 Discrete Manufacturing Application User

B. Financials Application Usey

2. Internet Application Server Enterprise Processor
10.  Internet Developer Suite

11.  Oracle Transportation Management (G-Log GC3) Enterprise
12.  Order Management Application User

13, Purchasing Application tser

Logistics agreements:

A

m o 0 W

Rodale Inc. Logistics Service Provider Agreement

CostcoAuto Program

Costea Reverse Logistics Returns

Harper Colling Publishers Inc. Logistics Service Provider Agreement

Random House Transportation Agreement 2006 Logistics Service Provider
Agreement

Scheduole B-3
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Customer/publisher agreemenisfarrangements/policies:
Brilliance Audio Buyer's Handbook
BI’s Volume Rebate Agreement FY07

A
B
C.  Disney Publishing Worldwide COOP Policy
D Harlequin Buying Plan

E

HamerColling:
I Wholesale Mass Market Discount and Incentive Plan
2. Wholesale Profitability Incentive Plan

3 Publishers Retail Cooperative Marketing Policy
4. Publishers Wholesale Cooperative Marketing Policy
F.  Hyperion Press Coop Palicy
G.  Iohn Wiley & Sons Staples Reference Program via AMS
M.  Leisure Arts Publications Cooperative Advertising Guidelines
L. Pamida:

1. Vendor/Buyer Terms Agreement [expired 12/31/06, not clear if there
is renewal]

2 Bargain Book Programn [expired 12/31/06, not clear if there is
renewal)

I Penguin Group (USA):
1, Distribuior Incentive Plan

2. General Guidelines to Retail Terms of Sale and Co-op Advertising
Policy

K.  Random House:
1. COOP Advertising and Consumer Value Allowances for US

Retailers

Schedule B-4
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2. Mass Merchandise Distributors Adult Mass Market Incentive Plan
Agreement [expired December 2006, net clear if renewed]

3. Distributor Efficiency Program and the Business Market Plan

Readers Digest Children’s Publishing Retail Cooperative Advertising
Policy

Rough Guides:

1. Distributor Coop Policy

2. Retail and RDC Coop Policy

Scholastic Inc :

1. Buyer's Handboak

2. Couperative Advertising and Promotion Policy
Simon & Schuster:

1.  USA Retail COOP Advertising Policy

2. USA Distributor COOP Advertising Policy

3. Mass Market Incentive Plan 2006 AMS Sales Efficiency Incentive
Program

5t. Martin's Press:

1. St, Martin’s Press, Picador and Tom Doherty Associates US Retail
COOP Advertising and Promotional Allowance Policy

2. Mass Market 2005 Jobber Incentive Plan [expired, not clear if
renewed]

Staples Inc. Global Vendor Program Agreement Extension and Amendment
{may have expired at end of 2086]

Time Warmer Book Group
1. Jobber Incentive Plan 2005 Jexpired, not clear if renewed|

2. Retail Cooperative Advertising Policy

Sehedule B-5
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L Little, Brown & Company Jobber Coop Policy

4. Jobber Coop Policy
5. Retrnable Terms of Sale
S Zondervan Publishing House Buyer's Handbook
V1. AP( agreements:
A.  Maketing and publicity contracts:
1. American International Toy Fair
2. Saje Associales
3. Williams-Sonoma
B.  Proprietary juvy coniracts:
I (hain Sales
2. Disney Press
3 Disney Publishing
4, DK
5. Five Mile Press
HaiperCollins
Hinlkler
8. Holtzbrink Publishing
9. Houghton Mifflin
10 Innovative Kids
11.  Litle Tiger Press
12, Miles Kelly

13.  Modern Publishing

Schedule B-G
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14, Penguin Putnam

15.  Phidal

16.  Publications International
17. Readers Digest

18.  Scholastic

19.  Simon & Schuster

20.  Sound Prints

21, Templar

22.  Tiger Tales

23, Univessity Game

24, Workman

Laurel Glen contracts:

1. Kyle Cathie

2. Murdoch Books

3 New Holland Publishers
4. (ictopus Publishing
Thunder Bay press contracts:

t Amber Books

2. Automobile Association Developments Limited
3 Backbeat Press

4, becker&mayer! LLC

5. Blue Red Press

6 Book Creation

Schedule B-7
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7. Bounty Books (an imprint, part of Octopus Publishing Group Lid)
3. Brown Reference Group

9. Carlton Books Limited

10.  Cassell Ilustrated

11.  Chrysalis Book Group Pllc

12.  Colin Gower Enterprises

13, Colling & Brown

14 Duncan Baird Publishers

15, llex

16.  lvy Press

17.  1xos Press

18.  Lansdowne Publishing

19.  Lionheart Books, Ltd.

20.  Madison Press Limited

21, Mondadori Printing

22, MQ Publications, Ltd.

23, Muordoch Books

24, New Holland Publishers, [.id.

25.  Octopus Publishing, Ltd.

26.  Qutline Press

27.  PRC (a division of Chrysalis Books Group)
28.  PRC Publishing, Ltd. (a division of Chrysalis Books Group)

29, Quarto, Inc.

Schedule B-8
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30.
3.
32
33
34
35,
36.

Quintet Publishing, Lid.

Rocleport

Rodale, Inc.

Salamander Books (a division of Chrysalis Books Group}

Saraband
Storey Bools

TAI Books, Lid.

Silver Dolphin books coniracts;

|3
2.

3.

10.
11

12.

i4.

15.

Amber Books
Americhip Books

becker&mayer! LLC

Build-A-Bear Retail Management, Inc.

CB Publishing

Chart Studio Publishing, Ltd.
Design Eye Publishing, Ltd.
Egmont UK, Lid.

Hall Associates, Inc.
Marshall Editions, Ltd.

Miles Kelly

- Paint Chip Productions / Walter Foster

Phidal Publishing, Inc.

. Pirthall and Gunzi

Pinwhee] Limited

Schedule B-D
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16.  Quarto Children’s Books, Lid.
17.  The Templar Co. PLC
Proprietary adult contracts:
1. Adams Media

2. Amber Boolks

3. Anova

4. Black Dog

5. Book Creations

6. Book Sales

7. Brushfire

8. Chain Sales

9. Chronicle Books
10.  Elwin Street

11, F & W Northlight
12, Foundry

13.  Global

14.  HarperCollins

15.  Hermes House

16.  Hinider

17.  Houghton Mifflin
I8, Hugh Levin

19.  l1gloo Books

20. Kounecky

Schedule B-10
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21.  Konemann

22 Leisure Arts

23.  Little Brown

24.  Meredith

25,  Millenmmn

26.  Murdoch

27.  Palace Press

28 Penguin Putpam
29. R&R

30. Random House
31, Robert Federick
32.  Simon & Schuster
33 5t Martin

34. TAJ Books

35, Taschen

36. Taunton

37.  Weldon Owen
38 White Star
Portable Press contracts:

1. AML Books

I3

Audible, Inc.
3 Bonusg Publishing

4, Bookwise

Schedule B-11
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9.

0.
11

Copyright Certificates Status Spreadsheet

John Javna

Kowalski Edizioni

Library Publications, Inc. / Running Press

Raincoast Book Distribution, Ltd.
St. Martin’s Press

Worleman Publishing Company

VIl Camier agreements:

A, Agreemenis with cartiers with which Seller continues to do business:

1
2.

3.

10.
I,
[2.
13.

14

A. Duie Pyle, Inc

BFS Services

Carlisle Logistics Services, Inc
Central Freight Lines

Central Transpeort International
CH Rohinson

DHE - Dependable Highway Express
DHL Express

DHX

Etrang Express, in¢

Fedbx Express

FedEx Freigls

Motor Service

New Penn Motor Express

Schedule B-12
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Carriers with which Seller may have agreements but no longer does

5. Qak Harbor Freiglt Lines

16. PAC International Logistics Company
17.  Pacer Global Logistics

8. PJIAX

19.  James Reynolds Transportation
). Roadway

21.  ROC Transport

22, SAIA Motor Freighi Lines

23, Southeastern Freight Lines, Inc
24, 58 Trucking

25.  The Connection Company

26.  Universal Logistics

27.  UPS Express

28.  USF Bestway

29.  USF Holland

30, USF Reddaway

31.  Venture Logistics, Inc

32, Vitran Express

33.  Ward Trucking

34.  Wilson Trucking Corporation
35, Yellow Transportation
business:

1. ABF Freight

Schedule B-13
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ABH Division of Robinson Worldwide Inc.

ACE Cargo

Alliance Shippers

Averitt

Averitt Express

BBT Logistics

Bullocks Express Transportation
Clark Worldwide

Conway

ConWay Air

ConWay Transport
Crowne Transportation
Dawes Transport
Devine&Peters
Etranssource. coin

G&C Logistics

Houff

Hyundai Merchiant Marine
1DM Trucling

New England Molor

Old Dominion Freight
Orvernite Trangportation Company

Pitt Ohio .
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25  Reddaway

26.  Robey

27.  RR Dongelly

28.  UPS Freight

29, Watkins Motor Lines, Inc.
VIL Other agreements:

A.  Off Market Purchase Agreement with Templar Company PLC dated
December 14, 2006

B.  Regent Publishing Sublease

C.  Afflink Infegrated Supply Solutions National Supply Program

Schedole B-15
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S5CHEDULE €

Excluded Equipment

1. Non-operatiopal sorter in Sacramento.

Schedole C-1
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SCHEDULE D
Selected APG Inventory

[to come prior to Closing}
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SCHEDULE E
Shared Assets Retained by PGLTGW

1. PGW trademark, Application/Repistration No. 78397465, listed on Schedule 3.08(a).
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SCHEDULE F
Additional Assumed Obligations

1. Al Liabilities of Seller in respect of guarantees by Seller of the obligations of the
Assigned Subsidiaries (and their Subsidiaries) under the following real property leases.

a. Guarantee of Mexico City, Mexico lease entered into by Advanced
Marketing 8. de R.L. de C.V. [Calz. San Francisco Cuautlalpan 102 Bodega “D"; Col.
San Francisco Cuautlalpan; Estado de México C.P. 53569]

b. Guarantees of Bicester, UK lease enfered into by Aura Books PLC [Plot B,
Bicester Park, Bicester]

Schedule F-1
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SCHEDULE 1,01(b)
Fxcluded Assets

[ To come prior to the Closing, if at all]
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SCHEDULE 3.03

Seller Brokers

1) Houlihan, Lokey, Howard and Zukin
2) Capstone Advisory Group
3) Jefferies & Co.f

T AMS would contest any advisory or other fees required to be disclosed on this Schedule

which might be claimed by Jefferies & Co.

Schedule 3.03 - Page
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SCHEDULE 3.04

Litigation

1. U.8. Attorney’s Investization and SEC Investigation

On Tuly 23, 2003, Seller (for purposes of this Schedule 3.04, *we”) were served
with a grand jury document subpoena issued by the United States Distriet Court for
the Southern District of California and a related search warrant in connection with an
investigation being conducted by the Office of the United States Attorney for the
Southern District of California (ihe “U.S Attorney’s Investigation™). We believe that
the U.S. Attorney’s Investigation involves possible violations of federal mail fraud,
wire fraud, securities fraud and conspiracy statutes and the Sarbanes-Oxley Act of
2002 in connection with the following: (1) with respect to certain advertising
activities, inchuding retail and wholesale publications and posteards, the estimated
distiibution amounts we provided to publishers were greater than the amounts we
actually distributed; and (2) we improperly retained certain funds we received from
publishers related to advertising, which should have been passed on to our customels.
These two matters were the subjects of an internal avdit, an independent accountants’
review of the intemal audit, and a related review by our outside law firm at the time
(collectively, the “First Advertising Review™) conducted in March through June 2003,
and were considered in connection with the preparation and filing of our Form 10-K
for Fiscal Year 2003.

Following the sarvice of the grand jury subpoena and the search warrant on Tuly
23, 2003, our outside law firm at the time reviewed again the results of the First
Advertising Review and commenced a second review of the operations of our
Advertising Department and relaied Finance Department matters (the “Second
Advertising Review™). As a result of the Second Advertising Review, in January
2004 we decided to: (1) restate our historical financial statements for the differences
between estimated and actua) distribution quantities; (2) restate our historical financial
statements for the income related to the retained customer funds; and (3) make other
adjustments regarding other advertising related accounts.

In February 2004, the independent members of our Board of Directors retained a
new independent law firm. The new independent law firm engaged a new independent
forensic accounting firn and, together, they conducted a review of the two
Advertising Reviews described above. Also at that time we learned that, in addition te
the differences between estimated and actual distribution amounts and the retention of
customer funds described above, the U.S Attorney's Investigation may also involve
possible violations of the federal securities laws resulting from allegations that we

Schedule 3 04 - Page |
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periodically adjusted our reserve for estimated publisher settlements and recorded as
income the retained customer funds described above to intentionally inflate earnings
or to manage earnings relative fo analysts’ expectations. As a result of these
allegations, and at the direction of the independent members of our Board of
Directors, the new independent law firm and independent accounting firm conducted
an internal review (the “Expanded Internal Review”) that included a review of the
reserve for estimated publisher settlements account and certain other accounts. As a
result of the Expanded [nternal Review, we finalized the restatement of the advertising
imatters.

The U S. Attorney’s Investigation may also involve other possible violations of the
federal securities or other laws about which we have not been informed.

On September 29, 2003, we received a copy of an Order Directing Private
Investigation that had been issned by the SEC on September 23, 2003, and on
November 13, 2003, we were served with a subpoena for documents and testimony by
a custodian of records issued by the SEC in connection with the SEC’s private
investigation {the “SEC’s Investigation™). This subpoena requested documents and
testimony relating to our cooperative advertising practices, related accounting
procedures, and other matters. On May 19, 2004, we were served with a second
subpoena requesting documents and testimony related to, among other things, the
reserve for estimated publisher settlements. We believe that the SEC’s Investigation
involves the same or related matters as those involved in the U.S. Attorney’s
investigation, and other possible violations of the federal securities laws, although
there can be no assurance that the SEC's Investigation will not include other matters.

We are cooperating in both investigations, and our costs related o the
investigations have been significant and will Jikely continue fo be significant for the
foreseeable futmie. Because these investigations are ongoing, we do not have a
sufficient basis to predict the ultimate outcome, and a reasonable estimate of any
possible contingent liability cannot currently be made. Therefore, we have not
recorded in our consolidated financial statements any contingent liability related to
these investigations. The ultimate ovtcomes of both the U.S Attorney's Investigation
and the SEC’s Investigation could inveolve significant fines, penalties, other significant
remedial ectiony, or settlements, and could have a material adverse jmpact on our
business and results of operations.

~d

. Kobert Watson — U 8. Equal Employment Opportunity Commission. Robert Watson,
a current PGW employee, filed a notice of charge of discrimination with the U.5.
Equal Employment Opportunity Commission (“EEOC™) in December 2006, alleging
discrimination based upon race and disability. Seller and its counsel are investigating
the claims.

Schedule 3 04 - Page 2

TRADEMARK
REEL: 003712 FRAME: 0101



3. Jose Ramon Garcia v. Advanced Marketing Services, Ine., United States District
Court for the District of Maryland, filed September 15, 2006. Jose Ramon Garcia, a
farmer employee in the Baltimore Distribution Center, filed 2 complaint alleging that
his employment was terminated in April 2006 as the result of age and national origin
discrimination. Mr. Garcia filed the complaint after the State of Maryland and the
EEOC each issued a written conclusion that if was unable to conclude that there had
been violations of applicable statutes. The matier is being evaluated by the law firm
that handles employment matters for the Seller's distributions and returns centers.

4. Dyane Slaughter — Indiana Civil Rights Commission. Duane Slanghter, a current
employee in the Indianapolis Distribution Center, filed a complaint with the Indiana
Civil Rights Commission (“JCRC™) on August 28, 2005, alleging that he was
discriminated against based on race/color. Seller filed a position statement with the
ICRC on November 8, 2005, stating, among other things, that Seller had a legitimate,
non-discriminatory reason for each of its selection decisions pertaining to the
promotions for which Mr. Slaughier. On February 16, 2006, the ICRC requested
additional documents, which Seller provided on February 28, 2006, Seller has
received no further communication from the ICRC on this matter.

5. Robar E. Boyer — U.8. Equal Employment Opportunity Commission. On May 4,
2005, Robar E. Boyer, a former temporary employee of Seller, filed a discrimination
claim against Seller with the BEEOC, alleging that he was discriminated against on the
basis of race. Seller rescinded an offer of permanent employment to Mr. Boyer when
Seller learned, as the result of a background check, that Mr. Boyer previcusly had
been convicted of a felony {robbery) and was sentenced to two yeais of incarceration.
On August 25, 2006, the EEOC dismissed charge on the grounds that the EEOC was
unable to conclude that there had been a violation of any statute.

Schedule 3 04 - Page 3
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SCHEDULFE 3.05

Subsidiaries

1. Wholly-Owned Subsidiaries (direct or indirect)

Entity State of Ormanization
Publishers Group Incorporated California
Publishers Croup Wesl Incorporated Califomia
Advanced Markeiing Services Investments, Inc California
Advanced Marketing 5 deR L de C V. Mexico
Baokwise Intemational Pty Lid. Australia
Bookwise Asia Pte Lid Singapore
Advanced Marketing (Burope), Lid. United Kingdom
Advanced Marketing (LX) Limited* United Kingdom
Aspen Marketing Communication Ltd.* United Kingdom
Aura Books, Plc* United Kingdom
Metrastock Limited*® United Kingdom
Cutsound Limited* United Kingdom
H I Marketing Limited® United Kingdom

% _ wholly-owned Subsidiaries of Advanced Marketing (Europe), Lid.

2. Equity interest in Raincoast.
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Schedule 3.08(a)

Intellectual Property

1. Trademarks

UNITED STATES
AMS IME BEST COMPANY YOU'LL 76519532/2873710 Jupe 4, 2003
NEVER SEE
[epistration: Aupusl 17, 2004
BATHROOM READER T8B31112 March 33, 2006
BATHROOM READERS' INSTITUTE TBRST 137 March 31, 2006
BLUEFIN TEH)4282 Irme §, 2006
PAGES 16634252 Jenuary 30, 2046
PARFAIT PRESS TBE88357 June |, 2006
PARFAIT PRESS 7TBERZ141 ‘ June 2, 2006
[Susponded by USPTO a5 8
duplicate of Applicalion
7BBORIST]
PORTABLE PRESS 78898265 June 1, 2006
PORTABLE PRESS 1BB9R175 Tune 2, 2006
SILVER DOLPHIN 78901054 Jupe 5, 2006
THE MAGAZING FOR PEOPLE WHO 76654221 Tenuary 30, 2006
LOVE BOOKS
THUNDER BAY 76427348/2710099 July 5, 2002
Registration; May 27, 2003
UNCLE JOHN'S BATUHROOM READER  18307403/2042000 April &, 2004
FOR KIDS OMLY
Registestion: April 19, 2005
NEW MEXICO

Schedule 3 08(a) - Page 1
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'PUBLISHER OUTL 1850340

EUROPE
FORTABLE PRESS

UNCLE JOHMN'S BATHROOM READER
LAUREL GLEN

THUNDER BAY

EILVER DOL PIIN

CANADA

FORTABLE PREES

UNCLE IOMN'S BATHROUM READER
BATHROQOM READERS' INSFITUTE
LAUREN QLEN

SILVER DOLFHIM

THUNDER BAY

BATHROOM READGR
AUSTRALIA

LAUREL GLEN

THUNDER BAY

SILVER DOLPHIN

COMMON LAW

LAUREL GLEN

UNCLE JORN'S BATHROOM READER

ADYANCED GLOBAL DISTRIBUTION
BERVICES

POW PUBLISHERS GROUP WORLDWIDE

Schedule 3.08(a) - Pape 2
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2. Instituto Mexicano de la Propiedad Industrial holds the following imprint
registrations:

Silver Dolphin
Diegustis
Numen

Schedule 3 .08{a) - Page 3
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4. Domain Mames.

advanizgebooksonline. com
advinid.com

advmkt com.mx
advpubgrp.com
aglco.com
bathroomueadet.com
ireadpages.com
laurelglenbooks com
pages-magazine.com
pagesforbooldovers.com
portablepress.com
readalot.com
silverdolphinbooks.com
thunderbayboolks.com
unclejohn.com
bluefinglobal com
bluefintrucking.com
bluefinworldwide.com
gobluefin.com
advinkt.co uk

5. Seller operated under the DBAs listed below for & period of time without having
registered those DBAs. Seller hias since registered all such DBAs.

Bluefin Global Logistics

Bathroom Reader

Bluefin Global

Bathiroom Readers’ Institute

Portable Press

Ungle John's Bathioom Reader For Kids Only
Laure] Glen

Silver Dolphin Books

Thunder Bay Press

Parfait Press

Schedule 3 08(a) - Page 2
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SCHEDULE 3.08(x)
Licenses

1. Portable Press hicenses:
a Licensing Agreement with Audible com with an extension for Uncle John's
b. Licensing Agreement with Workman to create an Uncle John's Page A Day calendar

¢ Licensing Agreement with Running Press for Uncle John's mini book [may be
expired]

d Licensing Apreement with Kowalski Edizioni for a foreign edition in Korean of
Uncle John's

¢ Licensing Agreement with Bonus Publishing /o Corea Literary Agency for a foreign
edition in [talian of Uncle John's

Schedule 3 08(b) - Poge 1
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SCHEDULE 3.09
Leases

The Seller has not located and has not provided to Buyer a copy signed by the landlord of the
4" |ease amendment 1o the Woodland, California lease {1680 Tide Court, Woodland,
California]

The Seller has not located and has not provided to Buyer copies of annexes to the Mexico
City, Mexico lease [ Calz 8San Francisco Cuautlalpan 102 Bodega "D"; Col San Franciseo
Cunutlalpan; Estado de México C.P 53569], other than Annex G.

. The Selfer has not located and has not provided to Buyer copies of the following pursuant to
the UK lease [Plot B, Bicester Parls, Bicester]:
f complete copy of the Agreement for Lease (provided version has some text cut off)
g page 25 of the Lease
h. complete copy of the Collateral Deed (provided version has some text cut off)
i complete copy of the Legal Opinion
j executed versions of any of the attachments to the Agreement for Lease

- The Seller is not in possession of and has not provided to Buyer a copy signed by the landlord
of the Regent Publishing soblease.

. Copies of certain of Seller’s leases not listed on Schedule B, may not have been true, correct
and complete as provided to Buyer

Schedule 3.09 - Page 1
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SCHEDULE 3.12
Compliance with Laws

1. Seeitems ! - 5 on Schedule 3.04 Litigation

2 Noncompliance arising out of or in connection with iten T on Schedule 3.04 Litigation.

Schedule 3.12 - Page |
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SCHEDULE 4.04
Buyer Brokers

Naone.

Schedule 4 04 - Page ]
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SCHEDULE 7.41

Bid Procedures

1. Notice Ssller will send notice of the proposed procedures on an sxpedited basis to all parties
in interest and all potential purchasers reasonably known to Seller, in such manner as
approved by Bankruptey Court. Such notice shall identify Buyer as the Stalking Horse and
will advise recipients that if they are interested in obtaining a copy of this Agreement or are
interested in considering a bid for the assets to be sold, they should contact Houlihan Lokey
Howard & Zukin (“HLHZ™, financial advisors to Seller, with contact informatien for HLHZ
to be set forth in the notice. This Agreernent shall also be attached to a motion (1he “Sale
Motion™) to be filed by Seller sceking approval of the iansactions provided for in this
Apreement or provided for in one or more higher and better bids, if any, subject to the
overbid protections and procedures set forlh in this Schedule 7.01.

2. Sialldng Horse Protections. Buyer shall be designated the “Stalking Horse”. If a material
portion of the assets to be sold pursuant to this Agreement are sold ko an entity other than
Buyer {or an Affiliate of Buyer) in accordance with the procedures provided in the
Procedures Motion and/or the Sale Motion, then Buyer shall be paid, out of the proceeds of
such sale, in cash and al the closing of such alternative transaction (A) the amount equal to
2% of the sum of (i) $20.0 millian, (ii) the minimum Selected APG laventory Purchase Price,
(iii} the Seller’s and Buyer's jointly established good faith estimate of the APG Product
Prepayment Price, and (iv) the Seller’s and Buyer's jointly established good fhith estimate of
the Accounts Receivable Price (such amount, the “Break-Lp Fee') and (B) Buyer's
reasonalble and documented out-of-pocket fees and costs, including costs of counsel, in an
amount not to exceed $300,000 (the “Expense Reimbursement”, and together with the Break-
Up Fee, the “Stalking Horse Protections™. Without in any way limiting the foreguing, if the
transactions contemplated in this Agreement fail to close for any reason other than the
terminatian by Seller pursnant to Section 2 04(a)(iii} of this Agreement, Seller shall pay to
Buyer, in cash and upon demand, the Expense Reimbursement. The Stalking Horse
Protections shall be entitled to status and payment as a super-priotity administrative expense
in the Bapkruptcy Case under Bankruptey Code section 164(c)(1) payable, if applicable, as
and when set forth hereinabove

3. Access to Data Room  Seller will continue {o maintzin an electronic data room that containg
relevant information for evaluation by interested parties, including- certain beoks and
records, material contracts and other financial and operational information for due diligence
invastipation. Seller will make this electronic data room available to any entity Seller
determine {o be qualified that executes an approprisie confidentiality agresment.

4. Offer Deadline Binding offers to purchase al} or any defined portion of the assets to be sold
under this Agreement (“Qualified Offers™) may be submitted vp to two (2) days prior to the
date the Offer Bvaluation Process (defined below) is to ccowr. Each Qualified Offer should

Schedule 7.01 - Page 1
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include (i) 2 mark up of this Agreement, (i) detailed infonmation about the party making the
Qualified Offer, including its financial and other capacity to consummate the transaction, (iii)
en identifieation of the executory contracts and leases to be assumed by the party malking the
Qualified Offer, and (iv) information sufficient to demonstrate that the party making the
Qualified Offer will be able to provide parties to such contracts and leases with adequate
assurance of its ability to perform under thein. Although a Qualified Offer miay be subject ta
sotne contingencies, any such contingencies shall be considered by Seller when eveluating
and comparing Qualified Offers.

5. Offer Evaluation Process. Two (2) business days prior to the hearing on the Sale Muotion, a
meeting (the “Offer Evaluation Process™) will be held at the offices of Richards Layton &
Finges, Delaware counsel to Seller, if Seller detenmines in its discretion, after consultation
with its major creditors, that proceeding with the Offer Evaluation Process is appropriate.
During the Offer Evaluation Process, Seller shall evaluate the offers of Buyer and any
Qualified Offers, including Qualified Offers snbmitted doring the Offer Evaluation Process,
provided that (i) initial Qualified Offers shall be considered only if, as determined by Seller
inits business judgment, they provide consideration for the proposed purchased assets that
exceeds the consideration offered for such assets by Buyer plus the Stalking Horse
Protections (calculated under the assumption that the Stalking Horse Protections will equal
approximately $2,000,000), and (ii} successive Qualified Offers shall be considered only if
they exceed the previous offer by $500,000. in comparing offers during the Offer Evaluation
Frocess, and to the extent the Stalking Horse Protections are approved by the Banlruptey
Court, the parties shall consider that selecting the offer of Buyer would avoid having to pay
Buyer Stalking Horse Protections. Seller may recess the Offer Evaluation Process from time
to thme in its discretion in order to assess Qualified Offers or permit participants to alter or
incrense their Qualified Offers  Seller may conduct the Offer Evaluation Process as an
auction, a series of nepotiations or whatever other means it determines in its business
judgment.

6 Multiple Lots. Selier shall kave the right to accepl and evaluale one or more Qualified
Offers seeking the purchase of one or more defined subsets of its assets. In the event that
acceplance and evatuation of such Qualified Offers is deemed appropriate in Seller’ business
judgment, formed after consultation with its major creditors, the Offer Evaluation Process
may proceed in multiple lots, provided that any participant shall have an epportunity to
subinit a Quatified Offer on one or more lots or on all lots together, and Seller shall be free in
its business judgment to accept such Qualified Offer or Offers that, alone or in conjunction
with others, Selier deems to comprise the highest and best offer available However, ifa
material portion of the assets to be purchased under this Agreement by Buyer are sold to
another entity, Buyer shall be entitled to payiment of the ful] Stalking Horse Protections,
regardiess of any other assets sought by Buysr and purchased by Buyer. Notwithstanding the
foregoing, Seller shall not accept offers to acquire all the inventory of Seller, unaccompanied
by other material assets, absent the consent of the Official Committee of Unsecured
Creditors

7 Inventory. Unless the inventory of Seller is sold pursuant to a Qualified Offer approved by
the Bankruptey Court, Seller shall propese and file with the Bankruptey Court & program to

Schedule 701 -Page2
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provide for the return of the inventory of Seller to the publishers that sold such inventory to
Seller for values and on lerms as agreed by Seller and the Official Committee of Unsecnred
Credilors or ag olherwise ordered by the Bankruptey Court

8 Seller’s Business Judemeni  Sefler shall have the sole and absolute discretion, subject to
approval of the Banlrupley Court, to determine the relative value of any Qualified Offer or
Offers, to determine whether to pccept or reject any Qualified Offer or Offers, subject to
Buyer's entitlement to Staiking Horse Protections as set forth herein, and to determine whizh
Qualified Offer or Offers, elone or in conjunction with others, it deems to comprise the
highest and besl offer availuble. Specifically, in eveluating competing Qualified Offers,
Seller shall not be limited to price as the determinative factor, but may consider other factors,
including, without limitation, the financial qualifications of the party or parties submitling the
Qualified Offer or Offers and the likelihood that the proposed transaction will close within a
timeframe scceptable to Seller

9 Selection of Highest and Best Bid or Bids. Upan the conclusion of the Offer Evaluation
Process, Selter will fiie and serve a supplement to the Sale Motion identifying the highest and
best Qualified Offer(s), as determined i its business judgment following the Offer
Evaluation Process in consultation with its major creditors, and requesting approval of the
sale of Seller” assets pursuant to sections 363 and 365 of the Bankruptey Code to the party or
parties subnitting such Qualified Offer(s).  Seller shall request that the Bankruptcy Court
schedule the hearing on the Sale Motion on an expedited basis after entry of the Procedures
Order, bul not iater than Mmch 1, 2007.

Schedule 7.01 - Page 3
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AMENDMENT NO. 1
1o
ASSET PURCHASE AGREEMENT

This AMENDMENT NO. 1 TO ASSET PURCHASE AGREEMENT (this
“Amendment”) is dated as of February 16, 2007, by and between (i) BAKER &
TAYLOR, INC., a Delaware corporation (“Buyer™), and (ii) ADVANCED
MARKETING SERVICES, INC., a Delaware corporation and a debtor and debtor in
possession under Chapter 11 of the Bankruptcy Code (“Seller”).

WHEREAS, Buyer and Seller earlier on the date hereof entered into that
certain Asset Purchase Agreement (the “Agreement”™}; and

WHEREAS, Buyer and Seller desire to amend the terms of the Agreement
as set forth herein;

NQW, THEREFORE, the partics agree as follows:

I. Section 1.02(d) of the Agreement is hereby amended and restated in its
entirety to read as follows:

“(dy Timing of Payment of Purchase Price.

(i)  On the Closing Date, Buyer shall make payment of (A} $20
million, plus (B} the Selected APG Inventory Price, plus (C) 33.4% of the sum of
the APG Product Prepayment Price and the Accounts Receivable Price (such sum,
the “Combined APG/AR Price™), plus _or iminus the net proration of the
Apportioned Obligations determined in accordance with Section 9.01, subject o
Section 1.02(d){iv) (such netted amount, the “Closing Date Payment”), via wire
transfer to Seller’s account (which account munber shall be provided to Buyer by
Seller at least two (2) business days prior to the Closing Date}.

(ii) No later than thirty (30) days following the Closing Date,
Buyer shall make payment of 33.3% of the Combined APG/AR Price, subject to
Section 1.02(d)(iv), via wire transfer to Seller’s account (which shall be the same
account referenced in the foregoing clause (i) unless otherwise provided to Buyer
by Seller at least two (2) business day prior to such date).

(i1i) No later than sixiy (60) days Iollowing the Closing Date,
Buyer shall make payment of the remaining 33.3% of the Combined APG/AR
Price, subject to Section 1.02(d)(iv) (the “Final Payment™), via wire transfer to
Seller's account (which shall be the same account referenced in the foregoing
clause (i) unless otherwise provided to Buyer by Seller at least two (2) busiess

NELT07912 1
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days prior to such date); provided that, {A) the amount of the Final Payment is
subject to offset to the extent provided in Section 1.02(c)(vii) and (B) in the event
that, as of the date of the Final Payment, the Purchase Price has not been fnally
determined, and Buyer is claiming a Purchase Price Shortfall, Buyer may withhold
from the Final Payment the amount of such claimed Purchase Price Shortfall,
provided further that Buyer shall, within three days following the date on which
the Final Price Statement becomes final, pay via wire transfer to Seller’s account
(as provided above in this clause (iii)) any such withheld amount which is not
finally determined to constituie a Purchase Price Shortfall.

(iv) Notwithstanding the foregoing, if the amount of the Closing
Date Payment as calculated pursuant to Section 1.02(d)(i) shall be less than an
amount equal to the Closing Payoff Amount, the percentage of the Combined
APG/AR Price payable on the Closing Date pursuant to Section 1.02(d)(1) shall be
adjusted upwards to the extent necessary to cause the Closing Date Payment to
equal the Closing Payment Amount, and in such event, the percentages of the
Combined APG/AR Price payable pursuant to Sections 1.02(d)(ii) and (1ii) shall
be reduced accordingly.”

2. Schedule B of the Agreement is hereby amended by the addition of the
following item under Section VI thereof:

“D. Distribution Agreement with The United States Playing Card
Company (as amended)”

3. Except as expressly modified herein, the Agreement shall remain in full
force and effect in accordance with its original terns.

4, Capitalized terms that are not defined herein shall have the meanings
ascribed to them in the Agreement.

5. This Amendment may be executed in one or more counterparts, each of
which shall be deemed an original, but all of which together shall constitute one and the
same instrument.

[Sienatures on following page.j

HHL: 072 1

TRADEMARK
REEL: 003712 FRAME: 0121



IN WITNESS WHEREQF, this Amendment has been signed by or on behalf of
gach of the parties as of the day first above written.

BUYER: BAKER & TAYLOR, INC,,
a Delaware corporation

By:
Name:
Title:

SELLER: ADVANCED MARKETING SYSTEMS, INC,,

a Delaware corporation

By:

(Gary Rautenstrauch
Chief Executive Officer

ME1:707912 |
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AMENDMENT NO. 2
to
ASSET PURCHASE AGREEMENT

This AMENDMENT NO. 2 TO ASSET PURCHASE AGREEMENT (this
“Amendment’) 1s dated as of March __, 2007, by and between (1) BAKER & TAYLOR, INC., a
Delaware corporation (“Buyer”), and (ii) ADVANCED MARKETING SERVICES, INC,, a
Delaware corporation and a debtor and debtor in posscssion under Chapter 11 of the Bankruptcy
Code (“Seller’).

WHEREAS, Buver and Seller entered into that certain Asset Purchase
Agreement, dated as of February 16, 2007, and Amendment No. 1 thereto dated as of February
16, 2007 (as amended, the “Agrcement”); and

WHEREAS, Buyer and Scller desire to amend further the terms, provisions and
conditions of the Agreement as more fully set forth herein;

NOW, THEREFORE, the parties agrec as follows:

1. The first sentence of Section 1.01(a) of the Agrecement is hereby amended and
restated in its entirety to state as follows:

“(a)  Purchased Assets. On the terms and provisions and subjcct to the conditions of this
Apgreement, at the Closing referred to in Section 2,01 hereol, pursuant to Sections 363 and 365 of
the Bankruptey Code, Seller shall sell, convey, assign, transfer and deliver to Buyer and Buyer
shall purchase, acquire and accept, free and clear of any and all liens, claims, encumbrances,
meortgages, security interests, pledges, claims, cquitics, reclamation rights and c¢laims under sec.
546 (¢) of the Bankruptcy Code and any similar rights and claims, and other restrictions or
charges of any kind or naturc whatsoever, including without limitation all “interests™ as such
term is defined in Scction 363(f) of the Bankruptcy Code (collectively “Liens™) cxccpt as
expressly set forth in Schedule A, alt of Seller’s right, title and interest in, to and under the asscts
set forth in this Section 1.01 existing on and as of the Closing Date (the “Purchased Assets™), and
the Purchascd Asscts shall consist of and shall include only the items set forth in this Section
1,01 (but shall exclude such of the same as are held by Seller in trust or for the benefit of parties
other than Seller and its Subsidiaries (which arc not property of Seller’s bankruptey estate)).”

2. Section 1.01(a)(i1) of the Agreement is hercby amended and restated in its
entirety to state as tollows:

“(i1) all supplies, equipment, computer hardware, printers, servers, machinery, furniture, fixtures,
leasehold improvements, and other tangible property owned or used by Seller in connection with
the conduct of the Business and (A) located at the Assumed Facilities, other than the items listed
on Schedule C hereto, which are Excluded Assets, (B) located at the San Diego, California
facility ol Seller, but specifically excluding lcaschold improvements and fixtures located at such
facility, which are Excluded Assets, (C) used as of the Closing Date by the Assumed Facilities
although located outside the Assumed Facilities or the San Diego, California facility, other than

NEWYORKQD 1172664v4 04168 5-000001
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any leaschold improvements and fixtures; or (D) located in the Baltimore, Maryland facility
which relate to or are necessary to the conduct of the Business (collectively, the *Purchased
Equipmeni™)”

3. Scction 1.01(a)(viii) of the Agreement is hereby amended and restated in its
entirety to state as follows:

“(viii} all office and packaging supplics owned or used by Seller in the conduct of the Business
and located at the Assumed Facilities or the San Dicpo, California facility of Seller;”

4, Section 1.01(a)(xiii) of the Agreement is hereby amended and restated in its
entirety to state as follows:

“(xiii) certain lock boxes and other bank accounts of Seller necessary for the operation of the
Business; provided, that Seller shall execute any and all documents necessary to transfer title to
such accounts to Buyer at the Closing; provided, further, that if assignment thereof 1s not
permitied by bank rules or procedurcs or by applicable law, then Buyer may open new accounts
therefor and Seller shall transfer 1o Buyer's new lock boxcs or bank accounts any Purchased
Assets relating to such lock boxes or bank accounts; provided, however, that in all events any
cash and cash equivalents in such accounts as of the Closing are Excluded Assets;”

5. Section 1.01(b)(xv) of the Agreement is hercby amended and restated in its
cntirety to state as follows:

“(xv) All supplies, equipment, computer hardware, printers, scrvers, machinery, furniture,
fixturcs, lcasehold improvements, and other tangible property owned or used by Scller and
located at facilitics of Scller other than the Assumed Facilities and the San Diego, California
facility, and, other than to the extent sct forth in Section 1.01(a)(ii), the Baltimore, Maryland
facility.”

6. Section 1.02(a)(i) of the Agreement is hereby amended and restated in its
entirety (o state as follows:

“(a)  Purchase Price. As payment in full for the Purchased Assets being acquired by Buyer
hereunder, Buyer shall pay, in the manner set {orth in this Section 1.02, to Scller the amounts set
forth in subsections (1)-(vi} below (collectively, and as finally determined pursuant to this
Scction 1.02, the “Purchase Price™);

(i)  $20.0 million;
(i1)  the Selected APG Inventory Price;
(iii} the APG Product Prepayment Price;

(iv)  100% of AMS’s cost for all of The United States Playing Card Company
invenlory on hand and on order as of the Closing Date;

NEWYORKO1 1172664
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(v)  thc Accounts Receivable Price, minus $1,000,000 (as described in Section
1.02(d)(iii)); plus or minus

(vi) the net proration of the Apportioned Obligations determined in accordance
with Section 9.01.”

7. Section 1.02(b)(i) of the Agreement is hereby amended and restated in its
entirety to statc as follows:

“(i)  Not later than March 14, 2007, Buyer shall deliver to Seller Schedule D, Buyer shall be
permitted to update such Schedule D until the time of the Closing, provided that the Selected
APG Inventory Price shall not be less than $7.5 million.”

8. Section 1.02(d) of the Agrccment is hereby amended and restated in its
cntirety to state as follows:

“(d) Timing of Payment of Purchase Price.

(1) On the Closing Date, Buycr shall make payment of (A) $20.0 million, plus (B) the
Sclected APG Inventory Price, plus (C) 33.3% of the sum of the APG Product Prepayment Price
and the Accounts Reccivable Price (such sum, the “Combined APG/AR Price™), plus (D) 100%
of AMS’s cost for all of The United States Playing Card Company inventory on hand and on
order as of the Closing Date, plus or minus (E) the net proration of the Apportioned Obligations
determined in accordance with Section 9.01, subject to Section 1.02(d)(iv) (such netted amount,
the “Closing Date Payment™), via wire transfer to Seller’s account (which account number shall
be provided to Buyer by Seller at least two (2) business days prior to the Closing Date).

(i)  No later than thirty (30) days following the Closing Date, Buyer shall make
payment of 33.3% of the Combined APG/AR Price, subject to Section 1.02(d)(iv), via wirc
transfer to Seller’s account (which shall be the same account referenced in the foregoing clause
(i) unless otherwise provided to Buyer by Seller at lcast two (2) business day prior to such date).

(iii}  No later than sixty (60) days following the Closing Date, Buyer shall make
payment of (A) the remaining 33.4% of the Combined APG/AR Price, subject to Section
1.02(d)(iv), minus (B) $1,000,000 (the “Final Payment™), via wire transfer to Seller’s account
(which shall be the same account referenced m the foregoing clausc (i) unless otherwise provided
to Buyer by Scller at lcast two (2) business days prior to such date); provided that, (A) the
amount of the Final Payment is subject to offset to the extent provided in Section 1.02(c)(vii) and
(B) in the event that, as of the date of the Final Payment, the Purchase Price has not been finalty
determined, and Buyer is claiming a Purchase Price Shortfall, Buyer may withhold from the
Final Payment the amount of such claimed Purchase Price Shortfsll, provided further that Buyer
shall, within threc (3) days following the date on which the Final Price Statement becomes final,
pay via wire transler to Seller’s account (as provided above in this clause (iii)) any such withheld
amount which is not finally determined to constitute a Purchase Price Shortfall.

(iv)  Notwithstanding the forcgoing, if the amount of the Closing Date Payment as
calculated pursuant to Section 1.02(d)(i) shall be less than an amount equal to the Closing Payoff
Amount, the percentage of the Combined APG/AR. Price payable on the Closing Date pursuant
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to Section 1.02(d)(i) shall be adjusted upwards to the cxtent necessary to cause the Closing Date
Payment to cqual the Closing Payment Amount, and in such event, the percentages of the
Combined APG/AR Price payable pursuant to Sections 1.02(d)(i1) and (iii) shall be accordingly
reduced pro rata.”

9. Section 1.03(a) is hereby amended by appending thereto the following
sentence:

“Seller and Buyer agree that the portion of the Purchasc Price allocated for the capital stock of
AMS Mcexico shall not exceed $4.75 million.”

10. Section 2.02(c) is hereby amended and restated in its entirety to state as
lollows:

“(c)  the Records; provided, however, that, following the cxecution by Seller of a reasonable
confidentiality agrecment, Scller may make and retain copies of any such Records (and the
equivalent records with respect (o the Assigned Subsidiaries) for administrative, business, or
lepal purposes, and provided further that {ollowing the Closing and during the period required to
complcte the administration of the Bankruptcy Case, Buyer shall provide Seller, the official
commiltee of unsccured creditors of Seller (the “Committee™), and any subsequently appointed
Chapter 11 or 7 trustec (the “Trustee™) with reasonable electronic access to the Records (and the
equivalent records with respect to the Assigned Subsidiaries), including access to computer
stored and/or generated information relating to the Records, as well as reasonablc in-person
access during ordinary business hours to or any copics of any such records as reasonably
requested by Scller, at the requesting party's expense, if any costs are incurred, provided that in
no event shall Buyer be required to allow such access to the extent such access would adversely
impair the rights of Buyer to the usc of the Purchased Assets or the conduct of ils business. All
parties shall act in a commercially reasonable fashion in complying with this subsection.”

11. Section 5.10 is hereby amended and restated in its entirety to state as follows:

“Transition Services Agreement. Each party shall exccute and deliver at Closing a Transition
Services Agrecment in the form attached hereto as Exhibit A"

12. Scection 6.02 is hereby amended by the addition of subsection (h} thereto as
follows:

“(h)  Scllcr shall have purchased from AMS UK all of the capital stock of (i) Publishers Group
UK Limited, a private limited company organized under the laws of England and Wales, and (ii)
H.I. Markcting Limited, a private limited company organized under the laws of England, in
consideration for the forgiveness of £1,910 million of net receivables owed by AMS UK to
Seller (approximately £2,179 million of accounts rcceivable owed by AMS UK to Seller offset
by approximately £267 million owed by Publishers Group UK Limited to Advanced Marketing
(UK) Limited, a wholly owned subsidiary of AMS UK).”

13. Section 8.03 is hereby amended and restated in its entirety to state as follows:
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“Maintenance and Disposition of Records, Buyer will preserve and maintain the Records for a
period of two (2) years following the Closing Date. After such two-ycar period, Buyer will
provide at least sixty (60} days prior written notice to (i) Seller, ¢/o O’Melveny & Myers LLP,
(ii) the Committee, and (iii) the Trustee, of Buyer’s intent to dispose of any such Records, and
Seller and its Affiliates, the Committee, and the Trustee will be given the opportunity, at their
rcspective cost and expense, to remove and retain all or any part of such Records as they may
select.”

14. Section 8.05 is hereby inserted as follows:

“AMS Mexico Taxes. Seller agrees to promplly pay any income or capital gains Taxes that are
measured by the difference between the portion of the Purchase Price paid by Buyer for the
capital stock of AMS Mcxico and Seller's tax basis in such capital stock and that is due to a
Governmental Authority of Mexico; provided, however, that as between Buyer and Seller, Seller
shall have no liability for any other taxes imposed by any Governmental Authority of Mexico
with respect to the transfer of the capital stock of AMS Mexico to Buyer.”

15. Section 10.01(j) of the Agreement is hereby wmended and restated in its
entirety to state as follows:

(1) Assumed Facilities. The term “Assumed Facilities” shall mean,
collectively, the following facilities of Seller:

(A) Indianapolis, Indiana Distribution Center
(B) Woodland, California

(C) Ashland, Oregon (2 locations)

(D) Bentonville, Arkansas.

16. Schedule B of the Agreement is hereby aumended and restated in its entirety as
set forth on Exhibit A attached hereto.

17. Except as expressly modified herein, the Agreement shall remain in full force
and effect in accordance with its original terms,

18. Capitalized terms that are not defined herein shall have the meanings ascribed
to them in the Agreement.

19, This Amendment may be execuated in one or morc counterparts, each of which
shall be deemed an original, but all of which together shall constitute one and the same
instrument.

20. The provisions of Article 1X of the Agreement shall apply mutatis mutandis to
this Amendment.

[Signatures on following page.]
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IN WITNESS WHEREOF, this Amendment has been signed by or on behalf of
each of the partics as of the day first above written.

BUYER: BAKELR & TAYLOR, INC,,
a Delaware corporation

By:
Name:
Title:

SELLER: ADVANCED MARKETING SYSTEMS, INC.,
a Delawarc corporation

By:

Gury Rautenstrauch
Chief Executive Officer
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EXHIBIT A

SCHEDULE B

Assigned Contractsl

L Real property leases:
A, Bentonville, Arkansas — 1000 Westpark Drive, Suitc 12, Bentonville,
Arkansas 72712
B. Ashland, Oregon — 750 A Street, Ashland, Oregon 97520
C. Ashland, Oregon — 762 A Street, Ashland, Oregon 95720
D. Woodland, California — 1680 Tide Court, Woodland, California
E. Indianapolis, Indiana - Building 140, Park 100 Business Park, 5045 West
79" Street, Indianapolis, Indiana 46268; as amended to the satisfaction of
Buyer. (Indianapolis Distribution Center)
IL. Operating leases/equipment leases:
A. Pitncy Bowes Credit Corporation Postal Machine
B. Allied Associated/Raymond - monthly rental of equipment in Indianapolis
Returns Center, mcluding the following equipment: 48 V battery serial no,
10877, swing reach serial no. 537-94-01188; sit down cle serial no DSDC2-
20329; 36 V battery serial no MBJ-751394; ele pallet serial no
DLR6529327001; 24 V battery serial no MXH-3012; charger serial no
98377594, order picker serial no EASI-97-AE18754; 24 V battery serial no
347311
lI.  IT agreements:
A. Advanced Systems Group Maintenance Agreement
B. Citrix Subscription Advantage
1 Seller reserves its rights as to whether any of the Contracts listed on this Schedule B

constitutes an executory contract pursuant to Section 365 of the Bankruptcy Code.

7
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Global Logistics Technologies, Inc. Subscription License Agreement
D. Hewlett Packard:
l. Financial Services Company Business Lease Agreement
2. Support Agreement
L. LogicallS/Cisco Agreement
F. Manhattan Associates:
1. Software License, Services, Support and Enhancements Agrcement
2. Warehouse Management System Application Suite (PkMS)
Intentionally omitted
Oracle:
l. License and Services Agreement V060704
2. Service Renewal #2284595

3. License and Service Agrecment
4, Database Enterprise Named User
5. Databasc Enterprise Processor

6. Database Standard Named User

7. Discrete Manufactunng Application User
8. Financials Application User
9. Internet Application Server Enterprise Processor

[0.  Intemnet Developer Suite

1.  Oracle Transportation Management (G-Log GC3) Enterprise
12.  Order Management Application User

13,  Purchasing Application User

IV. Intentionally omitted
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V. Intentionally omitted

VI.  APG agreements:

1.

2.

10.

1.

13.
14.
15.
16.
17.
18,
19.
20,
21,
22,

23,

NEWYORKO] 1172664
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Anova Books (Master Agreement dated Oct. 30, 2006)

Backbeat Prcss (Master Agreement dated Aug. 9, 2004)

becker&mayer! LLC (master agreement dated Nov. 4, 2005)

Dcsign Evc Publishing, Ltd. (Master Agreement dated Sep. 1, 2005)

Millennium (Master Agreement dated Jan. 23, 2007)

Quarto Children’s Books, Ltd. (Master Apreement dated Sep. 1, 2005)

Quarto, Inc. (Master Agreement dated Scp. 1, 2005)

The Templar Co. PLC (Master Agrecement dated Aug. 11, 2006)

American Intcrnational Toy lair

AMVL Books

Arlenc Oom & Company (AJO Toys)
Audible, Inc.

Bonus Publishing

Bookwise

Copyright Certificates Status Spreadsheet
John Dollison

John Javna

John Michael Scalzi

Kcy Porter Books, Ltd.

Kowalski Edizioni

Library Publications, Inc. / Running Press
Larry Wann Associates

Malcolm Hilgartner
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24, Michael Brunsfeld
25, Mary Blocksma, Beaver lsland Arts
26.  Raincoast Book Distribution, Ltd.
27. Saje Associates
28.  Stephanic Spadaccini
29, Steven Style Group
30. St Martin’s Press
31.  Williams-Sonoma
32, Workman Publishing Company
VII. Carrier agreements:
l. DHE — Dependable Highway Express
2. PAC International L.ogistics Company
3. S8 Trucking
4, Hyundai Mcrchant Marine
VIII. Other agreements:

A.  Off Market Purchase Agreement with Templar Company PI.C dated
December 14, 2006

B. Regent Publishing Sublease

C. MSR Quality Management Services, LLC

10
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EXHIBIT B

Transition Services Agreement
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TRANSITION SERVICES AGREEMENT

THIS TRANSITION SERVICES AGREEMENT is madc as of the _day of March, 2007
(“TSA™), by and among Advanced Marketing Services, Inc., a Delaware corporation (“AMS”), and
Baker & Taylor, Inc., a Delaware corporation (“B&T™) (AMS and B&T being each a “Party” and
collectively, the “Parties”™). Capitalized terms used but not otherwise defined herein shall have the
meanings ascribed to such terms in the Asset Purchase Agreement, dated February 16, 2007, as
amended, by and between B&T and AMS (the “B&] Purchase Agreement”).

Recitals:

A, On December 29, 2006, AMS, together with certain of its subsidiaries, filed
voluntary petitions under Chapter 11 of the United States Bankruptcy Code (the “Bankruptey
Code™ in the United States Bankruptcy Court for the District of Delaware (the “Bankruptcy
Court™), designated Case No. 06- 1 1480 (C8S) (Jointly Administered) (collectively, the

“Bankruptcy Casg™).

B. On February 16, 2007 AMS and B&T ecntered into the B&T Purchase Agreement,
pursuant to which B&T has agreed to purchase, and AMS has agreed to sell, certain assets of AMS
pursuant to Sections 363 and 365 of the Bankruptcy Code after issuance of a final, non-appealable
order of the Bankruptcy Court in form and substance mutually and reasonably acceptable to B&T
and AMS approving and authorizing the B&T Purchase Agreement and the transactions
contemplated thereby and implementation thereof and providing for all necessary and customary
findings and holdings.

C. AMS, Publishers Group West, Incorporated, a California corporation (“PGW™),
Perseus Books, L.L.C. (“Perseus Books™) and Client Distribution Services, Inc. (*CDS") have
cntered into that certain Amended and Restated Purchase Agreement (the “Persgus Purchase
Agrcement™), pursuant to which PGW has agreed to assume pursuant to the Bankruptcy Code and
thereafter to scll and assign to CDS its rights under certuin distribution agrecments with certain
publishers, and CDS has apree to purchase and assume on a prospective basis all of PGW’s
obligations thereunder.

D. In comnection with the closing of the transactions described under the Perseus
Purchase Agreement, AMS, PGW, Perseus Books and CDS have entered into that certain transition
scrvices agreement, dated February 28, 2007, to delingate the Parties’ responsibility for certain
shared rcsources and obligations (the “Perseus Transition Services Agreement”).

E. The Parties desire 1o enter into this TSA to address certain transitional assistance that
(i) AMS may need in connection with the Perseus Transition Services Agreement and the winding
down of AMS’ busincss, and (i) B&T may need in connection with the B&T Purchase Agreement.

NOW, THEREFORE, thc Partics hereto, in consideration of the mutual covenants herein
contained, and (or other pood and valuable consideration as recited in the B&T Purchase
Agreement, covenant and agree as follows:
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1. Services. During the Term (as hercinafter defined), each of AMS and B&T shall
provide to the other the transilional services (collectively, the “Services”) as set forth on
Schedule A, which is incorporated herein and made a part of this TSA. The Parties may agree to
amend such Schedule to (i) add Scrvices or (if) change existing Services, as long as (a) each such
amendment is in writing and signed by each Party and (b) any amendment that would increase
AMS's operating costs by ten percent (10%) or more with respect to new Services shall be
subject o the approval of either the committee representing the unsecured creditors in the
Bankruptey Case (the “Creditors Committee™) or the Bankruptey Court.

2. Performance of Services.

(a) Representatives. The Parties shall each nominate a representative to act as the
primary contact person for the provision of all Services (gach a “Representative™). The initial
Representative for B&T shall be Gary Dayton, and the initial Representative for AMS shall be
Curtis Smith. The Parties shall advise each other in writing of any change in the
Representatives.

(b) Independent Contractors, The Parties are indcpendent contractors under thisg
TSA. When AMS’s employees act under the terms of this Agrcement, they shall be deemed al
all times to be under the supervision and responsibility of AMS, and when B&T's employees act
under the terms of this Agrecment, they shall be deemed at all times to be under the supervision
and responsibility of B&T. Notwithstanding any rcimburscment of labor costs as provided
herein or otherwise, no person employed by AMS and acting under the terms of this Agreement
shall be deemed to be acting as apent or employee of B&T or any customer of B&T for any
purpose whatsoever, and no person employed by B&T and acting under the terms of this
Agreement shall be deemed to be acting as agent or employee for AMS or any customer of AMS
for any purpose whatsoever. Nothing contained in this TSA is to be construed to create a
partnership or joint venturc between the Parties or to make any Party the partner, agent, legal
representative or employee of another Party for any purpose whatsoever. No Party has any
cxpress or implied right or authority to assume or create any obligations on behalf of, or in the
name of, another Party or to bind another Party in any way or for any purpose.

() Discontinuing Specific Scrvices. Neither Party shall have any obligation to use
any of the Services of the other Parly and may discontinue use of any of the Services of the other
Party by providing 21 days’ prior written notice thercof to the other Party.

(d) Invoicing and Payment. Each of AMS and B&'T shall invoice the other Party, and
such other Party shall pay such invoices, according to the terms set forth in Schedule A,

3. Special Provisions Relating to AMS. Nothing in this TSA shall prevent or be deemed
to prevent AMS’s right and ability, during the Term, to enter into organic transactions, to sell or
transfer some or all of its remaining operations or assets, or to take other actions as may be
required to fulfill its own legal and/or fiduciary duties to its own creditors and stakcholders or
maximize its own values (including without limitation engaging in an orderly liquidation of its
businesses), regardless of whether any such transaction or transactions inhibits or impairs AMS’s
ability to provide the Services duc from it. Notwithstanding the foregoing, AMS shall notify
B&T in writing at least 21 days prior to charging B&T for changes in the costs of providing
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Scrvices (any such change, a “Change in Service Cost™) that result from AMS entering into any
organic transaction, transferring any material assets or operations, or taking any other action that
would diminish in any matcrial manner the provision of such Services. Within 10 days of its
receipt of a notification under the immediatcly preceding sentence, B&T shall notify AMS in
writing if any material Change in Service Cost is unaceeptable, whereupon the provision of such
unacceptable Service shall terminate at the end of the original 21 day period specified in this
Scction 3.

4, Other Responsibilitics. Equipment and software (excluding maintenance directly
required for equipment and sofiware necessary for the provision of the Services), regardless of
the Party or Parties using such equipment or software, will be the sole responsibility of its owner.

5. Term and Termination.

(a) General. The term of this TSA (the “Term”) shall commence automatically and
without further action upon the Closing and simultaneously with such Closing, and shall
gontinue for a period of six (6) months thercafter, unless otherwise extended by the Parties in a
writing signed by all of the Parties, Notwithstanding the foregoing, a shorter time for
performance of any of the Services set forth on Schedule A, may be set forth in the description of
such Services, in which case the time for the performance of such Service(s) shall cxpirc as set
forth therein.

{b) Termination for Material Breach or Default. If any Party commits a material
breach of this TSA and fails to curc such breach within 30 days of receipt of written notice
thereof from a non-breaching Party, then the non-breaching Party may terminate this TSA
immediately upon written notice.

{c) End of the Term. Upen termination of this TSA, the Parties shall reasonably
cooperate to cffect an orderly, efficient, effective and expeditious winding-up of the Services,
provided that the Parties shall not be required to provide any Services or incur any costs other
than as expressly sct forth in this TSA, including Schedule A hereto. Termination of this TsA
pursuant to the terms hereunder shall not vitiate the obligation of any Party to pay the amounts
owing to the other Party prior to the termination of this THA.

(d) Survival of Ccrtain Obligations. Notwithstanding anything to the contrary
contained herein, the Partics aprec that the provisions herein related to the remittance of
collections by cach Party with rcspect to each other Party’s receivables shall remain in full force
and effect after the Term and shall survive any termination of this TSA.

6, Conlidentiality.

(a) Confidential Information. Any and all information disclosed by one Party io
another Party, in connection with the performance of the Services under this TSA, whether
disclosed in writing, orally or visually, is considered confidential information (*“Confidential
Information”), unless such information (i) is or becomes available (o the public (other than as a
result of a disclosure by the recipient or its representatives); (ii) was known to the recipient on a
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non-confidential basis prior to the disclosure to the recipient by the disclosing Party or its
representatives; or (iii) becomes available to the recipient on a non-confidential basis from a
source other than the disclosing Party or one of its representatives entitled to disclose it.

(b) Protection of Confidential Information. The recipient shall maintain the other
Party’s Confidential Information in confidence in the same manncr used to protect its own
confidential information, provided that no less than a reasonablc standard of care is used to
protect the confidentiality of the other Party’s Confidential Information. The recipient shall not,
cxcept as required by Law, disclose the other Party’s Confidential Information to others or use it
for purposcs other than fulfilling its obligations pursuant to this TSA. The recipient further
agrees 10 limit disclosurc of Confidential Information to those employees and agents who are
bound to maintain the confidentiality of the Confidential Information of the disclosing Party.
After termination of this TSA, or al any other time requested by the disclosing Party, the
recipient shall rcturn or destroy, at the disclosing Party’s direction, all documents, samples or
other materials embodying the Confidential Information, and shall retain no copies thereof. This
Section 6(b) shall remain in effcct for three (3) years after termination of this TSA.

7. Warranties, Remedics and Indemnification.

(a) Warranties.

(1) Each of AMS and B&T represents and warrants to the other that it shall
perform (he Services it provides to the other hereunder in a professional and workmanlike
manner, Furthermore, each of AMS and B&T represents and warrants to the other that it shall
perform such Services in material compliance with all applicable Laws.

(2) Remedies. In the event that either Party fails to perform a Service, such
Party shall usc commcrcially reasonable efforts promptly to correct such error or perform such
Service as promptly as possible following receipt of written notice of such failure from the other
Party, and in the event that non-performing Party fails to do so, the sole remedy of the other
Party shall be for such Party to pay an appropriately reduced or pro-rated fee with respect to such
Scrvice.

(c)  Indemnification. B&T hercby agrecs to defend, indemnify and hold AMS
harmless from and against any loss, liability, damage or expensc whatsoever (including court
costs and reasonable attorneys’ fces) incident to any third party claim, action or proceeding
against AMS to the extent it arises from or rclates to the performance by AMS of the Scrvices
(each, a “Loss™, except for any Loss to the cxtent due to or resulting from the willful
misconduct or gross negligence of AMS. AMS hercby aprees to defend, indemnify and hold
B&T harmless from and against any Loss, except for any Loss to the extent due to or resulting
from the willful misconduct or gross negligence of B&T.

8 Notices. All notices and other communications hereunder to any Party shall be
contained in a written instrument addressed to such Party at the address set forth below or such
other address as may hereatter be designated in writing by the addressee to the addressor listing
all Partics and shall be deemed given (a) when delivered in person or duly sent by facsimile or
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electronic mail to a facsimile number or clectronic mail address furnished by the addressee for
the purpose of receiving notices and other communications or (b} two days afier being duly sent
by Federal Express or other recognized cxpress courier service:

To AMS:

Advanced Marketing Services, Inc.
5880 Oberlin Drive

San Dicgo, CA 92121

Attention: Gary Lloyd, General Counsel
Facsimilc: (858) 450-3560

with copies to:

O’Melveny & Myers LLP

Embarcadcro Center West

275 Battery Strect

San Francisco, CA 94111-3305

Altention: Suzzanne Uhland and Loren Weber
Facsimilc: (415) 984-8701

To B&T:

Baker & Taylor, Inc.

2550 West Tyvola Road, Suite 300
Charlotte, NC 28217

Attention: Chief Operations Officer
Fax: (704)998-3310

with a copy to:

Baker & Taylor, Inc.

2550 West Tyvola Road, Suite 300
Charlotte, NC 28217

Attention: General Counsel

Fax: (704) 998-3317

9. Cooperation, Subject to all of the terms of this TSA, each Party shall cooperate and
provide information as reasonably neccssary to the performance of any requirement of this TSA.

10. Choice of Law: Submission to Jurisdiction. This TSA shall be governed by and
interpreted in accordance with the laws of the State of Delaware applicable to contracts executed
and performed in that state without regard to the state’s conflicts of law provisions that would
defer to, or result in the application of, the substantive laws of another jurisdiction. Without
limiting any Party’s right to appeal any order of the Bankruptey Court or to seek withdrawal of
the reference with regard to any matter, (i) the Bankruptcy Court shall retain exclusive
jurisdiction to enforce the terms of this TSA and to decide any claims or dispuies which may
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arise or result from, or be connecled with, this TSA, any breach or default hereunder, or the
transactions contemplated hereby, and (i) any and all actions rclated to the foregoing shall be
filed and maintained only in the Bankruptcy Court, and the Partics hereby consent to and submit
(o the jurisdiction and venue of the Bankruptcy Court and shall recetve notices at such locations
as indicaled in Scction 8 hercof.

11. Other Provisions. This TSA (including Schedule A) and the B&T Purchase
Agreement congtitule the entirc agrecment among the Parties and supersede any prior
understandings, agreements, or representations by or among the Parties, written or oral, that may
have rclated in any way to the subject matter hereof. This TSA shall be binding upon and inure
to the hencfit of the Partics and their respective successors and permitted assigns. No Party may
assign either this TSA or any of its rights or interests, or delegate its obligations hercunder
without the prior written approval of the other Party; provided, however, that (a) B&T may
assign any or all of ils rights and intcrests hereunder to an operating subsidiary of B&T;
provided, further, that no such assipnment shall affect the obligations of B&T under this TSA
and the B&T Purchase Agreement, and (b) AMS may assign all of its rights, interests and/or
obligations hereunder to a legal or business successor in connection with the sale or transter of
all or any substantial portion of its assets or businesses. No amendment or waiver of any
provision of this TSA shall be valid unless the same shall be in writing and signed by cach Party
bound thereby. This TSA may be executed in counterparts, and by the Parties in separate
counterparts, each of which when executed shall be decemed to be an original but all of which
taken together shall constitute one and the same agreement. Delivery of an executed counterpart
of this TSA by facsimile transmission shall be effective as delivery of a manually executed
counterpart hereof. This Agreement is intended solely for the benefit of the parties hereto, and
docs not confer upon any third party the status of a third-party beneficiary.

[Remainder of page intentionally left blank; signature page follows]
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IN WITNESS WHEREOF, the undersigned have executed this TSA as of the date set
forth above.

BAKER & TAYLOR, INC.

By:

Name:
Title:

ADVANCED MARKETING SERVICES, INC.

By:

Name:
Title:

PUBLISHERS GROUP WEST, INCORPORATED

By:

Name:
Title:

[Signature Page Lo Transition Services Agreement]
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SCHEDULE A

General

# AMS and B&T will make commercially reasonable efforts to physically segregate B&T,
AMS and PGW/CDS inventory at closing.

# AMS and B&T will make commercially rcasonable efforts to segregate the B&T, AMS
and PGW/CDS inventory and orders in all of the applicable information systems used by
the Parties at the closing date of the transactions described in the B&T Purchase
Agreement (the “Closing Date”) and thereafter,

# B&T will make commercially reasonable efforts io work with AMS to determine the list
of employees that B&T will hire at closing, this list to be confidential until such as time
at B&T’s sole discretion, B&T chooses to make the employment offers to these AMS
employees; provided, that this list shall be immediately shared with the Creditors
Commiltee’s professional representatives; provided, further, that the list shall not at any
time be shared by such representatives with the Creditors Committee,

¥ AMS/PGW and B&T management will make commercially reasonable efforts to
implement a reasonable training and monitoring program intended to ensure compliance
with the rules and procedures relating to tracking of labor to be allocated under this TSA.

* B&T will make commercially reasonable efforts to provide AMS with transitional access
to all of the information systems to be purchased by B&T pursuant to the B&T Purchase
Agreement in connection with AMS’ performance of its obligations under the Perseus
Transition Services Agreement.

¥ B&T will make commercially reasonable efforts to provide AMS with transitional access
to all of the information systems to be purchased by B&T pursuant to the B&T Purchase
Agreement in connection with AMS’ efforts to wind down its business.

¥ Notwithstanding anything to the contrary herein, for a period of thirty {(3(0) days (the
“Grace Period™) after the Closing Date, each of B&T and AMS shall allow the other to
store in the facilities controlled by the respective partics after the Closing Date (except
with respect to those portions of the Indianapolis Distribution Center and the Indianapolis
Retumns Center utilized for the transition of PGW to Perseus), without any charge
{(including for rent or utilities) but at such other party’s sole risk of loss, any Purchased
Assets (in the case of B&T) or Excluded Asscts (in the case of AMS) wherc such asscts
were located on the Closing Datc.

Allocation of Costs

B&T will use the following guidclines in allocating costs to AMS/PGW under this TSA:

¢ After the Grace Period (but beginning on the Closing Date with respeet to those
portions of the Indianapolis Distribution Center utilized for the transition of PGW
to Perseus), a prorata share of rent and additional rent will be invoiced to and paid
by AMS/PGW to B&'T on a monthly basis in arrears based on the square footage
occupied by PGW inventory and operations in the Indianapolis Distribution
Center and Norcal Distribution Center as of the Closing Date. The prorata share
of rent and additional rent will only be reduced if contiguous space is vacated and
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made available to B&T in rcasonably usable segments in accordance with a space
succession plan provided by B&T to AMS prior to the Closing Date. AMS and
B&T will meet on a monthly basis to determine the then-current space utilization
of the respective parties and the amount, if any, of reduction of the prorata share
of rent and additional rent.

» After the Grace Poriod (but beginning on the Closing Date with respect to those
portions of the Indianapolis Distribution Center utilized for the transition of PGW
to Perseus), a prorata sharc of common area charges, real estate taxes and utilities
will be invoiced to and paid by AMS/PGW to B&T on a monthly basis in arrears
based on the square footage occupied by PGW inventory and operations in the
Indianapolis Distribution Center and Norcal Distribution Center as of the Closing
Date. The prorata share of common area charges, real estate taxes and utilities
will only be reduced if contiguous spacc is vacated and made available to B&T in
reasonably usable segments in accordance with a spacc succession plan provided
by B&T to AMS prior to the Closing Dale,

» After the Grace Period, a prorata share of rent and additional rent will be invoiced
to and paid by AMS to B&T on a monthly basis in arrears based on the square
[botage occupied by AMS inventory and opcrations (wind-down and/or otherwise
calegorized) in the applicable facilitics as of the Closing Date. The prorata share
of rent and additional rent will only be reduced if contiguous space s vacated and
made available to B&T in reasonably usable segments in accordance with a space
succession plan provided by B&T to AMS prior to the Closing Date.

o After the Grace Period, a prorata sharc of common area charges, real estate taxes
and utilitics will be invoiced to and paid by AMS to B&T on a monthly basis in
arrears based on the square footage occupied by AMS wind-down inventory and
operations (wind-down and/or otherwise categorized) in the applicable facilities
as of the Closing Date. The prorata share of common area charges, real estate
taxes and utilities will only be reduced if contiguous space is vacated and made
available to B&T in rcasonably usable segments in accordance with a space
succession plan provided by B&T to AMS prior to the Closing Date.

¢ The full hourly employee cost on an hourly basis to B&T of labor provided by
B&T in connection with this TSA will be invoiced to and paid by AMS/PGW to
B&T on a monthly basis in arrears. AMS/PGW and B&T will make the
necessary system adjustments to the on site Kronos time clock system so as to
utilize this Kronos time clock system to track the labor assigned to the work of
each parly AMS, PGW and B&T. This data will be uscd as the basis for the
allocation of labor resources and the reconciliation of the ncccssary labor
expenses to be allocated back/invoiced and {o each party. AMS/PGW and B&T
managemeni will meet on a monthly basis to make such allocation and perform
such reconciliation.

o The full salaried employee cost on an hourly basis (assuming for this purposc a 40
hour work week) to B&T of time provided by B&T in connection with this TSA
will be invoiced to and paid by AMS/PGW to B&T on a monthly basis in arrears.
This data to be tracked manually and reconciled on a monthly basis by
AMS/PGW and B&T managcment.
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o The current invoice prices for all supplies used in connection with this TSA will
be invoiced to and paid by AMS/PGW to B&T on a monthly basis in arrcars.
Supplies will be inventoried and segregated at closing and then manually tracked
based on the usage by cach of AMS and PGW.

AMS will usc the following puidelines in allocating costs to B&T under this TSA:

s After the Grace Period, a prorata share of rent and additional rent will be invoiced
to and paid by B&T to AMS/PGW on a monthly basis in arrears based on the
square footage ogcupied by B&T inventory; equipment and other assets (other
than as used to support the AMS/PGW inventory and other transitional services
provided to AMS/PGW); and operations in the Baltimore Distribution Center and
San Diego Corporate Headguarters as of the Closing Date. The prorata share of
rent and additional rent will only be reduced if B&T has substantially vacated the
space; provided, that with respect to the San Diego Corporate Headquarters, such
reduction shall take effect on the first day of the monthly rental period following
the dste on which B&T has vacated the space. Notwithstanding the foregoing, to
the extent thai B&T has negotiated a lease with the landlord of the San Diego
Corporate Headquarters on terms more favorable than and superseding the current
lcase, B&T shall allocate a prorata share of rent and additional rent for the
applicable space to AMS/PGW on terms reflecting the new B&T lcase.

s After the Grace Period, a prorata share of common area charges, real estate taxes
and utilities will be invoiced to and paid by B&T to AMS/PGW on a monthly
basis in arrears based on the square footage occupied by B&T inventory;
equipment and other assets (other than as used to support the AMS/PGW
inventory and other transitional scrvices provided to AMS/PGW); and operations
in the Baltimore Distribution Center and San Dicgo Corporate Headquarters as of
the Closing Date. The prorata share of common area charges, real estatc taxes and
utilitics will only be reduced if B&T has substantially vacated the space;
provided, that with respect to the San Dicgo Corporate leadquarters, such
reduction shall take effect on the first day of the monthly rental period following
the date on which B&T has vacated the space,

o After the Grace Period, a prorata share of rent and additional rent will be invoiced
to and paid by B&T to AMS/PGW on a monthly basig in arrears based on the
square footage occupied by B&T inventory; equipment and other asscts (other
than as used to support the AMS/PGW inventory and other transitional services
provided to AMS/PGW); and operations in the Indianapolis Return Center as of
the Closing Date and, for each succeeding month, as of thc last day of the
preceding month; provided, that, from and after 90 days after the Closing Date,
B&T shall become solely responsible for all rent and additional rent in connection
with the Indianapolis Return Center effective as of the date on which AMS has
vacated thc space. Notwithstanding the foregoing, to the extent that B&T has
nepotiated a leasc with the landlord of the Indianapolis Return Center on terms
more favorable than and superseding the current lease, B&T shall allocate a
prorata share of rent and additional rent for the applicable space to AMS/PGW on
terms reflecting the new B&T lease. AMS and B&T will meet on a monthly basis
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to dctermine the then-current space utilization of the respective parties and the
amount, if any, of reduction of the prorata share of rent and additional rent. AMS
will usc commercially reasonable efforts to maintain its current leasc for the
Indianapolis Return Center for a period of 180 days from the Closing Date, or
such longer period as B&T may reasonably request (on the same terms and
conditions set forth in this TSA) by wntten notice delivered to AMS no later than
150 days after the Closing Date; provided, however, that AMS’s obligations to
maintain such lcasc shall bc subject to applicable laws and the term of AMS’s
current lease for the Indianapolis Return Center.

o After the Grace Period, a protata share of common area charges, rcal estate taxes
and utilities will be invoiced to and paid by B&T to AMS/PGW on a monthly
basis in amears based on the square footage occupicd by B&T inventory;
equipment and other assets (other than as used to support the AMS/PGW
inventory and other transitional services provided to AMS/PGW); and operations
in the Indianapolis Return Center as of the Closing Date and, for each succeeding
month, as of the last day of the preceding month; provided, that, from and after 90
days after the Closing Date, B&T shall become solely responsible for all common
area charges, real estate taxes and utilities in comnection with the Indianapolis
Return Center effective as of the date on which AMS has vacated the space.

* The full hourly employce cost on an hourly basis to AMS of labor provided by
AMS in conncction with this TSA will be invoiced to and paid by B&T to AMS
on a monthly basis in arrcars. AMS/PGW and B&T will make the necessary
system adjustments to (he on site Kronos time clock system so as to utilize this
Kronos time clock system to track the labor assigned to the work of each party
AMS, PGW and B&T. This data will be used as the basis for the allocation of
labor resources and the reconciliation of the necessary labor expenses to be
allocated back/invoiced and to each party. AMS/PGW and B&T management
will meet on a monthly basis to make such allocation and perform such
reconciliation.

« The full salaried employee cost on an hourly basis (assuming for this purpose a 40
hour work week) to AMS of time provided by AMS in connection with this TSA
will be invoiced to and paid by B&T to AMS on a monthly basis in arrears. This
data o be tracked manually and rcconciled on a monthly basis by AMS/PGW and
B&T management.

¢ ‘The current invoice prices for all supplies used in connection with this TSA will
be invoiced to and paid by AMS/PGW to B&T on a monthly basis in arrears.
Supplies will be inventoried and segregated at ¢losing and then manually tracked
based on the usage by each of AMS, PGW and B&T.

AMS and B&T will rcconcile these cxpenscs to be invoiced back to either party and
make net payments on a monthly basis.

Without limiting the generality of the {oregoing, the Parties shall attempt in good faith to
reach agreement on all disputed malters with respect (o any amounts duc to or by cach Party
hereunder.  Should the Parties be unable to resolve their disputes they shall enter into a
nonbinding mediation process with an accounting firm mutually agreed to by B&T, AMS,
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and the Creditors Committee provided that such agreed upon accounting firm cannot be
cutrently cngaged by any Party or the Creditors Committee (or any member thereof) or have
previously served as any Party’s or the Creditors Committee’s (or any member’s) principal
accounting firm (such agreed vpon accounting firm, the “Mediation Firm™). The Mediation
Firm may consider only those iterms and amounts submitted to the Mediation Firm that the
Parties have been unable to resolve. The Parties shall make readily available to the
Mediation Firm all relevant books and records and any work papers (including those of their
respective accountants) relating to the amount in dispute and all other items rcasonably
requested by the Mcdiation Firm. In the event the Parties determine after negotiating in good
faith, or having the Mediation Firm perform an audit, that a Party has been over- or
underbilled, the proper amounts shall promptly be disbursed or reimbursed, as appropriate;
provided that if B&T has been overbilled by an amount that exceeds 10% of the aggregate
amount that B&T has paid AMS under this Agreement, the reasonable costs of such audit
shall be paid by AMS and in all other cases the reasonable cosls of such audit shall be paid
by B&T. The Parties will cooperate to promptly address any good faith disputcs over the
cxistence and amount of any such over- or underbilling.

In the event that any amounts owed to AMS or B&T by the other are not paid in full when
due, interest shall thereafter accrue, at a rate equal to 1.5% per month and compounded on a
monthly basis, until such unpaid portion of the amount owed, together with accrued interest
thercon, and all expenses (including, without limitation, all reasonable {ees and
disburscments of counsel actually incurred) that may be paid or incurred by AMS or B&T, as
applicable, have been repaid by the other. Notwithstanding the foregoing, no inierest shall
accruc during any period for which a party fails to pay any amount that is subject to a good
{aith dispute.

Insurance

AMS and PGW will carry all-risk insurance in form and substance reasonably
satisfactory to B&T to cover all risks, casualties and loss of any and all inventory,
supplics, asscts, cquipment, property {owned, leased and/or used), personal injuries and
death involved in any way with this TSA and/or the services, support and/or access to be
provided hereunder, including the following:

« Workers' Compensation Insurance covering all personnel engaged by AMS
and PGW having access to any B&T facilities, with liability limits no less
than statutory minimum limits.

s Comprehensive General Liability Tnsurance for property damage, bodily
injury and/or personal injury caused by or contributed to by AMS and/or
PGW, with liability limits no less than $1,000,000 pcr occurrence.

« Comprehensive Automobile Liability Tnsurance lor bodily injury, personal
injury or property damage resulting from operation of motor vchicles owned
and/or leased by AMS and/or PGW arising out of or in connection with the
performance of services to be rendered under this TSA, with liability limits no
less than $1,000,000 per occurrence.
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» Employer's Liability Insurance with hmits no less than $500,000 per
OCCUITENCE.

»  AMS/PGW shall name Baker & Taylor, Inc. as an additional insured under
said insurance policies. Such policies shall provide that B&T shall receive no
less than ten (10} days’ prior written notice of any cancellation of coverage.

B&T will carry all-risk insurance in form and substance reasonably satisfactory to AMS
and PGW to cover all risks, casualties and loss of any and all inventory, supplies, assets,
cquipment, property (owned, leased and/or used), personal injuries and death involved in
any way with this TSA and/or the services, support and/or access to be provided
hereunder, including the following:

» Workers' Compensation Insurance covering all personnel engaged by B&T
having access to any AMS or PGW facilities, with liability limits no less than
statutory minimum limits.

» Comprehensive General Liability Insurance for property damage, bodily
injury and/or personal injury caused by or contributed to by B&T, with
liability limits no less than $1,000,000 per occurrence.

*» Comprehensive Aulomobile Liability Insurance for bodily injury, personal
injury or properly damage resulting from operation of motor vehicles owned
and/or leused by B&T armising out of or in connection with the performance of
services to be rendered under this TSA, with hability limits no Icss than
$1,000,000 per occutrence.

s LCmployer's Liability Insurance with limits no less than $500,000 per
OCCUrrence.

e B&T shall name AMS and PGW as additional insureds under said insurance
policies. Such policies shall provide that AMS and PGW shall receive no lcss
than ten (1¢) days’® prior written notice of any cancellation of coverage.

Indianapolis Returns Center

B&T will usec commercially reasonable efforts to provide the following transitional
support for AMS, at AMS’s solc cost except where otherwise indicated, at the
Indianapolis Returns Center (“Returns Center™):

» Transitional support scrviccs in connection with AMS’ performance of 1ts
obligations under the full term of five (5) months of the Perseus Transition
Services Agreement. Transitional acccss to all of the information systems,
and available resources in conncction with AMS’® processing of AMS pre-
petition returns backlogged at the Returns Center, as well as AMS retuns
rcecived at the Returns Center between the petition date and closing and any
rcturns in transit at the time of closing.

» Transitional access to all of the information systems, and available resources
in connection with AMS’ processing of PGW pre-petition returns backlogged
at the Returns Center, as well as PGW returns received at the Returns Center
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between petition date and closing and during the term of the Perseus
Transition Agreement.

s Transitional access to all of the information systems, and available resources
in conncction with AMS’ processing of publisher returns al the Rcturns
Center under the publisher book return program.

» Transitional access to all of the information systcms, and available resources
in conncction with AMS’ processing the removal of the remaining
sold/liquidated assets from the Returns Center within ninety (90) days of
closing,.

AMS will use commercially reasonable efforts to provide the following transitional
support for B&T at the Returns Center:

» AMS will make commercially reasonable efforts, at B&T’s sole cost, to
support moving the APG inventory purchased by B&T to the Indianapolis DC
within twenty (20) days of closing.

o AMS will make commercially reasonable efforts, at B&T’s sole cost, to
provide B&T with training and transitional support services as and when
requested by B&T at the Rcturns Center to the extent that AMS has
employees or other personnel present there during thc Term or any portion
thercof (provided, that AMS shall be under no obligation to rctain any
employees for such purposcs).

» Transitional space occupicd as of the Closing Date by B&T inventory,
equipment, other asscts, and opcrations as contemplated by this TSA,

Indianapolis Distnbution Center

B&T will usc commercially reasonable efforts to provide the following transitional
support for AMS, at AMS’s solc cost except where otherwise indicated, at the
Indianapolis Distribution Center (“Distribution Center™):

» Transitional space and support services in connection with AMS’ performance
of its obligations under the full five (5) month tcrm of the Perseus Transition
Services Agreement.

» Transitional space and support scrvices in connection with AMS’ servicing of
AMS-PGW clients thal do not move to Perscus; provided, however, all such
clients must vacate the Distribution Center within ninety (90} days.

s Transitional space, access to all of the information systems, and available
resources in connection with AMS’ processing of publisher returns under the
publisher book return program,

s Transitional space, access to all of the information systems, and available
resources In comnection with AMS® processing of the removal of the
remaining sold/liquidated assets from the Distnibution Center.

s Transitional space and support services in conncction with AMS’ bankruptcy
case, reconcitation of claims and AMS’ wind-down process.
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s In all events, the needs of B&T’s operations shall take priority over furnishing
any such space, access to all of the information systems, or resources to
AMS/PGW hereunder; provided, however, that to the extent any Purchased
Assets are required so that AMS may complctc the transition services
arrangement involving AMS and PGW, AMS shall have access to such
Purchascd Assets free of charge (other than for long distance calls and other
fees to third partics incurred as a result of AMS’s use of such Purchased
Assets) for a period of six (6) months after the Closing, provided further that
AMS shall use commercially reasonable efforts in connection therewith io
avoid adversely impairing the rights of B&T to the use of the Purchased
Assets. Notwithstanding the foregoing, the supporting processes relating to
shipments to customers of AMS/PGW shall have priority over any needs of
B&T’s opcrations, other than the supporting processes relating to shipments to
customers of B&T.

AMS will use commercially rcasonable efforts to provide the following transitional
support {or B&T at the Distribution Center:

o AMS will make commercially reasonable efforts, at AMS’s sole cost, to
remove all publisher return policy inventory from the Distribution Center and
send it back to the publishers within ninety (90) days of the Closing Date.

s AMS will make commercially reasonable efforts, at AMS’s solc cost, to
remove all non-B&T purchased inventory from the Distribution Center within
ninety (90) days of the Closing Date. AMS will not transfer any non-B&T
purchased inventory to the Distribution Center.

s AMS will transfer, at B&1”s sole cost, the material handling cquipment
currcntly located at the Baltimore facility to the Distribution Center (o support
all transitional services under this TSA.

* AMS will make commercially rcasonable efforts, at B&T's sole cost, to
provide B&T with training and transitional support scrvices as and when
requested by B&T at the Distribution Center to the cxtent that AMS has
employees or other personnel present there during the Term or any portion
thereof (provided, that AMS shall be under no obligation te retain any
employees for such purposes).

Norecal Distribution Center

B&T will use commercially rcasonable efforts to provide the following transitional
support for AMS, at AMS’s sole cost except where otherwise indicated, at the Norcal
Distribution Center (“Norcal™):

» Transitional space and support scrvices in connection with AMS’ performance
of its obligations under the full five (5) month term of the Perseus Transition
Services Agreement.
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e Transitional space and support scrvices in connection with AMS” servicing of
AMS-PGW clients that do not move to Perseus; provided, however, all such
clients must vacate Norcal within (90) days of closing.

» Transitional spacc, access to all of the information systems, and available
resources in connection with AMS’ processing of publisher returns under the
publisher book return program.

o Transitional space, access to all of the information systems, and available
resources in connection with AMS’ processing of the removal of the
remaining sold/liquidated assets from Norcal,

» Transitional space and support services in connection with AMS” bankruptcy
case, reconcilation of claims and AMS’ wind-down process.

¢ In all events, the needs of B&T’s operations shall take priority over furnishing
any such space, access to all of the information systems, or resources to
AMS/PGW hereunder. In no event shall B&T be required to take any action
or cngage in any forbearance in connection with this TSA if in the exercise of
B&T’s sole judgment any such act or forbearance could give tise to any
adverse impact to the busincss or assets purchased by B&T pursuant to the
B&T Purchase Agreement.

AMS will usc commercially reasonable efforts to provide the following transitional
support for B&T at Norcal:

+  AMS will make commercially rcasonable efforts, at AMS’s sole cost, (o
remove all publisher return policy inventory from Norcal and send it back to
the publishers within ninety (90) days of the Closing Date.

* AMS will make commercially reasonable efforts, at AMS’s solc cost, to
remove all non-B&T purchased inventory from Norcal within ninety (90) days
of the closing of the transactions described in the B&T Purchase Agreement.

* AMS will make commercially reasonable efforts, at AMS’s sole cost, to
remove the Accusort automation system equipment within one hundred and
twenty (120) days from closing.

« AMS will make commercially reasonable efforts, at B&T's sole cost, to
provide B&T with training and transitional support services as and when
requested by B&T at Norcal to the extent that AMS has employces or other
personnel present there during the Term or any portion thereof (provided, that
AMS shall be under no obligation to retain any employces for such purposes).

Baltimore Distribulion Center

AMS will comply with and use commercially reasonable efforts, at B&T’s solc cost, to
accomplish the following:

e  Move any B&T purchased inventory from the Baltimore Distribution Center
to the Indianapolis Distribution Center within twenty (20) days of the Closing
Date.
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e Not transfer any non-B&T purchased inventory to the Indianapolis
Distribution Center.

e Transter the material handling cquipment currently located at the Baltimore
Distribution Center to the Indignapolis Distribution Center to support all
transitional services under this TSA. Such transfer shall occur once such
material handling cquipment is no longer required by AMS/PGW, but in no
event later than 120 days after the Closing Date.

e To provide B&T with training and transitional support services as and when
requested by B&T al the Baltimore Distribution Center to the extent that AMS
has employees or other personncl present there during the Tetrn or any portion
thereof (provided, that AMS shall be under no obligation to retain any
employcces for such purposes).

B&71T will comply with and usc commercially reasonable efforts to accomplish the
following.

» Remove all other purchased assels within 30 days after all the inventory has
been removed from the distribution center.

San Diego Corporate Headquarters, Asscts and Emplovees

B&T will use commercially reasonable efforts to provide the following transilional
support for AMS at the San Diego Corporate Headquarters:

» Transitional support services in connection with AMS’ performance of its
obligations under the Perseus Transition Services Agreement.

s Transitional support services in connection with AMS’ servicing of AMS-
PGW clients that do not move to Perseus.

o Transitional access to all of the information systems, and available resources
in connection with AMS” processing of publisher returns under the publisher
book retum program.

s Transitional access to all of the information systems, and available resources
in connection with AMS’ processing of the removal of the remaining
sold/liquidated assets from the assumed facilitics.

» Transitional support services in connection with the administration of AMS’
bankruplcy case, reconcilation of claims and AMS’ wind-down process.

AMS will use commercially reasonable efforts to provide the following transitional
support for B&T at the San Diego Corporate Headquarters:

¢ AMS will make commercially reasonable efforts to provide B&T with
training and transitional support services as and when requested by B&T at
the San Diego Corporate Headquarters to the cxtent that AMS has employees
or other personnel present there during the Term or any portion thereof
(provided, that AMS shall be under no obligation to retain any employees for
such purposcs).
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Transitional spacc occupied as of the Closing Date by B&T inventory,
equipment, other assets, and operations as contemplated by this TSA.
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