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ONTARIO 

SUPERIOR COURT OF JUSTICE 

COMMERCIAL LIST 
B E T W E E N: 

MORNEAU SHEPELL LTD. in its capacity as administrator of the 

 Sears Canada Inc. Registered Retirement Pension Plan 

Plaintiff 

and 

ESL INVESTMENTS INC., ESL PARTNERS, LP, SPE I PARTNERS, LP,  

SPE MASTER I, LP, ESL INSTITUTIONAL PARTNERS, LP,  

EDWARD S. LAMPERT, WILLIAM HARKER, WILLIAM CROWLEY, 

DONALD CAMPBELL ROSS, EPHRAIM J. BIRD, DEBORAH E. ROSATI, 

R. RAJA KHANNA, JAMES MCBURNEY, and DOUGLAS CAMPBELL

and SEARS HOLDINGS CORPORATION 

Defendants 

NOTICE OF MOTION 
(EXAMINATION OF WITNESSES - RULE 31.03(8)) 

The Defendants will make a motion to The Honourable Justice McEwen on November 

15, 2019 at 10:00 a.m., or as soon after that time as the motion can be heard at the court house, 

330 University Avenue, 8th Floor, Toronto, Ontario, M5G 1R7. 

PROPOSED METHOD OF HEARING: The motion is to be heard orally. 

THE MOTION IS FOR: 

(a) An order compelling Bill Turner and Ken Eady to attend for oral examinations for

discovery under Rule 31.03(8);

(b) An order compelling the Financial Services Regulatory Authority of Ontario (“FSRA”)

and/or Morneau Shepell to identify the SCI pensioners known as Person 6, Person 13 and

Person 16;
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(c) An order permitting the defendants to serve Persons 6, 13 and 16 with summons to 

witness for oral examinations for discovery under Rule 31.03(8); 

(d) An order compelling FSRA to produce a representative for oral examination for 

discovery under Rule 31.03(8); 

(e) An order for substituted service allowing the Defendants to serve the summons to a 

witness by courier to counsel for all persons ordered to be examined; 

(f) The costs of this motion; and 

(g) Such further and other relief as to this Honourable Court may seem just. 

THE GROUNDS FOR THE MOTION ARE: 

Overview 

(a) The defendants seek to examine a very small number of the over 15,000 immediate 

beneficiaries of the Morneau Shepell action in accordance with Rule 31.03(8) of the 

Rules of Civil Procedure;  

(b) Rule 31.03(8) grants the defendants the presumptive right to examine any person who 

stands to “immediately benefit” from the litigation in addition to the party bringing or 

defending an action;  

(c) The defendants seek to examine the following six immediate beneficiaries of the 

Morneau Shepell action: 

2



-3- 

 

(i) two pensioners, Bill Turner and Ken Eady, who were leaders of a representative 

retiree group and who actively negotiated with SCI and the Financial Services 

Commission of Ontario (“FSCO”);  

(ii) three pensioners who wrote to FSCO independently and who alleged 

underfunding of the pension and asset stripping by Sears Holdings Corporation 

and Edward Lampert; and 

(iii) a representative from FSRA in relation to its work under the Pension Benefits Act;  

(d) The presumptive right under Rule 31.03(8) to examine these persons is limited only 

where the examination would be oppressive, vexatious or unnecessary. The defendants’ 

proposed examinations are the opposite—they are crucial to make full answer and 

defence and neither prejudicial nor oppressive to the persons to be examined;    

Turner and Eady 

(e) Bill Turner was an employee of SCI for 36 years. At the time he retired, he held the 

position of President, Merchandising, Marketing and Logistics. Mr. Turner is currently 

the President of the Sears Store and Catalogue Retiree Group (“SCRG”); 

(f) Ken Eady was an employee of SCI for 30 years. During that time he worked as an 

executive in human resources. He is currently a Vice-President of SCRG. At the time of 

the dividend, Mr. Eady was the Vice President of SCRG and the chair of the Pension 

Benefits Group within SCRG; 
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(g) Turner and Eady are not only beneficiaries of the SCI pension plan, they also led SCRG, 

an organization that represented the interests of pension beneficiaries at the time of the 

2013 dividend. They continue to represent pension beneficiaries by order of the Court in 

the CCAA proceeding;  

(h) Rule 31.03(8) requires that Turner and Eady attend for examination as they are 

immediate beneficiaries of the Morneau Shepell action;  

(i) Further, as leaders of SCRG at the time of the 2013 dividend, Turner and Eady have 

evidence important to the defendants’ limitation defence;  

(j) In particular, among other things, SCRG asserted pension beneficiaries’ rights in various 

communications with SCI and FSCO related to the alleged underfunding of the pension 

plan, the ESL Parties ownership of SCI, and the propriety of the 2013 dividend;  

Three SCI Pensioners 

(k) Morneau Shepell has produced correspondence between almost 50 pensioners and FSCO. 

However, Morneau Shepell has not identified these pensioners, describing them instead 

as “Person 1” through “Person 47”;  

(l) The defendants seek to examine three of these pensioners, identified only as Persons 6, 

13 and 16, who alerted FSCO to concerns between July 2012 and December 2014 about 

the funding of the pension and alleged “asset stripping” by Sears Holdings Corporation 

and Edward Lampert;  
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(m) The produced correspondence reveals that these pensioners had specific information 

regarding the funding status of the SCI pension plan, SCI’s business plans at the time of 

the dividend, and the ownership of SCI’s shares. The pensioners’ evidence is crucial to 

address the defendants’ limitation defences;   

Financial Services Regulatory Authority of Ontario 

(n) Rule 31.03(8) requires that FSRA produce a representative for examination regarding its 

administration of the Pension Benefits Act;   

(o) At the time of the dividend, FSCO administered and enforced the Pension Benefits Act 

and its regulations. In 2019, FSRA replaced FSCO as the regulator responsible for the 

Pension Benefits Act;  

(p) FSRA administers the Pension Benefits Guarantee Fund (the “PBGF”). The PBGF is an 

insurance scheme for Ontario pensioners. The PBGF guarantees the first $1,500 per 

month of benefits owed to each Ontario SCI pensioner, subject to certain conditions;  

(q) FSRA estimates that the PBGF will pay approximately $125,000,000 to the SCI pension 

plan. Morneau Shepell’s action is brought directly on behalf of FSRA by subrogation, 

making FSRA an immediate beneficiary of the action;  

(r) FSRA has important evidence related to its activities under the Pension Benefits Act, 

including: 

(i) FSRA’s oversight of SCI regarding compliance with the Pension Benefits Act 

during the period 2010-2018; and 
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(ii) Information relating to the allegations by way of subrogated claim, that SCI was 

not in compliance with the fiduciary duty requirements under the Pension Benefits 

Act; 

Other Grounds 

(s) Rule 31.03(8) of the Rules of Civil Procedure, RRO 1990, Reg. 194; 

(t) Financial Services Regulatory Authority of Ontario Act, 2016, SO 2016, c 37, Sch 8; 

(u) Pension Benefits Act, RSO 1990, c P.8; and 

(v) Such further and other grounds as the lawyers may advise. 

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

Motion:  

(w)  The Affidavit of Sandy Lockhart, to be affirmed; 

(x) The pleadings in this proceeding; and 

(y) Such further and other evidence as the lawyers may advise and this Honourable Court 

may permit. 
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Court File No. CV-18-00611217-00CL 

ONTARIO 

SUPERIOR COURT OF JUSTICE 

COMMERCIAL LIST 

B E T W E E N: 

MORNEAU SHEPELL LTD. in its capacity as administrator of the 

 Sears Canada Inc. Registered Retirement Pension Plan 

Plaintiff 

and 

ESL INVESTMENTS INC., ESL PARTNERS, LP, SPE I PARTNERS, LP,  

SPE MASTER I, LP, ESL INSTITUTIONAL PARTNERS, LP,  

EDWARD S. LAMPERT, WILLIAM HARKER, WILLIAM CROWLEY, 

DONALD CAMPBELL ROSS, EPHRAIM J. BIRD, DEBORAH E. ROSATI, 

R. RAJA KHANNA, JAMES MCBURNEY, and DOUGLAS CAMPBELL

and SEARS HOLDINGS CORPORATION 

Defendants 

AFFIDAVIT OF SANDY LOCKHART 
(MOTION RE EXAMINATION OF WITNESSES - RULE 31.03(8)) 

I, Sandy Lockhart, of Toronto, Ontario, AFFIRM: 

1. I am a lawyer with Polley Faith LLP, counsel to ESL Investments Inc., ESL Partners, LP,

SPE I Partners, LP, SPE Master I, LP, ESL Institutional Partners, LP, and Edward S. Lampert 

(together, the “ESL Parties”).  

A. Background

2. On this motion, the Defendants to this action seek a direction that Rule 31.03(8) requires

that the following immediate beneficiaries of this litigation attend for examination during the 

time set aside for oral discoveries in this matter:  
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(a) two pension beneficiaries who were directly involved in asserting pensioners’ 

rights prior to and following the 2013 dividend by Sears Canada Inc (“SCI”);

(b) three pensioners who wrote to the Financial Services Commission of Ontario 

alleging an underfunding of SCI’s pension and asset stripping by the shareholder 

defendants in this action; and

(c) a representative of the Financial Services Regulatory Authority of Ontario. 

3. At the time of the dividend, the Financial Services Commission of Ontario (“FSCO”)

administered and enforced the Pension Benefits Act, RSO 1990, c P.8 and its regulations. In 

2019, the Financial Services Regulatory Authority of Ontario (“FSRA”) replaced FSCO as the 

regulator responsible for the Pension Benefits Act.  

B. Bill Turner & Ken Eady

The Sears Store and Catalogue Retiree Group Represents Pensioners 

4. I understand that the Sears Store and Catalogue Retiree Group (“SCRG”) represents SCI

retirees in a number of ways, including in relation to SCI’s dividends and pension. Attached as 

Exhibit “A” is a print-out from the website of SCRG. On its website, SCRG describes itself as 

follows: 

SCRG represents Sears Canada retirees, speaking on their behalf to government 

agencies, court appointed representatives and lawyers. SCRG communicates timely 

pension and benefit information and encourages its national membership to be 

informed and involved. 

Our Mission: SCRG is a federally incorporated, not-for-profit volunteer 

organization committed to the protection of the company pensions and benefits of 

all Sears Canada retirees and their surviving beneficiaries. 
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Our Vision: To be recognized by all retirees, government agencies and corporations 

as Canada's most successful advocate for pensions and benefits protection. 

SCRG was created by joining two Sears Canada retiree groups: SRG, the original 

retiree group that was formed in the 90's, and ASCR, the retiree group formed in 

2008. Sears Canada retirees have been well represented by these groups since 1996. 

SCRG is a federally incorporated, not-for-profit organization. 

5. According to William (“Bill”) Turner, as of August 11, 2017, SCRG had approximately

6,000 members. An affidavit attesting to SCRG’s membership, sworn by Bill Turner on August 

11, 2017 in connection with SCI’s CCAA proceedings, is attached to this affidavit as Exhibit 

“B”. 

Bill Turner and Ken Eady represent SCRG 

6. I have reviewed SCRG’s website, including the section about its board members.

Attached as Exhibit “C” is a printout of SCRG’s website with biographies for its board 

members, including Bill Turner and Ken Eady. Attached as Exhibit “D” is a copy of a Globe 

and Mail article dated January 23, 2018 which describes Mr. Eady’s position with SCI.  

7. I understand that Bill Turner was an employee of SCI for 36 years. At the time he retired,

he held the position of President, Merchandising, Marketing and Logistics. Mr. Turner is 

currently the President of SCRG. I understand from correspondence described later in this 

affidavit that this is at least the second time Mr. Turner has been the president of SCRG: he was 

the president in 2013, before SCI declared the 2013 dividend, and was the past president in 2014, 

after SCI declared the 2013 dividend.  

8. I understand that Ken Eady was an employee of SCI for 30 years. During that time he

worked as an executive in human resources. He is currently a Vice-President of SCRG. I 

14



-4-

understand from correspondence described later in this affidavit that at the time of the dividend, 

Mr. Eady was the Vice President of SCRG and the chair of the Pension Benefits Group within 

SCRG.  

9. On July 13, 2017, the Honourable Justice Hainey of the Ontario Superior Court of Justice

appointed Mr. Turner and Mr. Eady as representatives of all non-unionized retirees and non-

unionized active and former employees (other than those who opted out from representation) of 

the Applicants in SCI’s CCAA proceedings, including SCI. In the same order, Koskie Minsky 

LLP was appointed as representative counsel, instructed by three pensioners including Mr. 

Turner and Mr. Eady. I have attached a copy of this order as Exhibit “E”.  

10. Paragraphs 1 and 2 of the order appointing Mr. Turner and Mr. Eady read as follows

(emphasis added): 

1. THIS COURT ORDERS that Koskie Minsky LLP (the “Representative

Counsel”) is hereby appointed as representative counsel to represent the interests

of the non-unionized retirees and non-unionized active and former employees of

the Sears Canada Entities (collectively, the “Represented Parties”) in these CCAA

proceedings, solely with respect to (a) entitlements of the Represented Parties under

the Sears Pension Plan and the Supplemental Plan (each as defined in the Wong

Affidavit), and any other pension or retirement plan of the Sears Canada Entities;

and (b) Represented Parties’ other post-employment benefits entitlements (the

“Purpose”). As used herein, “Represented Parties” shall (x) exclude the senior

management of the Sears Canada Entities; and (y) include any person claiming an

interest under or on behalf of a Represented Party.

2. THIS COURT ORDERS that Bill Turner, Ken Eady and Larry Moore

(collectively, the “Representatives”) are hereby appointed as representatives of all

Represented Parties (excluding the Opt-Out Individuals (as defined below), if any)

in these CCAA proceedings, to act in the overall best interests of the Represented

Parties, and to advise and where appropriate instruct the Representative Counsel,

in every case, solely for the Purpose. The Representative Counsel may rely upon

the advice, information and instructions received from the Representatives in

carrying out the mandate of the Representative Counsel without further

15
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communications with or instructions from the Represented Parties, except as may 

be recommended by the Representative Counsel or ordered by this Court. 

Mr. Turner, Mr. Eady, and SCRG took steps to address SCI’s allegedly underfunded pension 

11. I understand from reviewing the productions of the Monitor and Morneau Shepell

(summarized below) that Mr. Turner, Mr. Eady and their counsel Koskie Minsky LLP were 

actively involved in discussions with SCI, the Ontario Government, and FSCO from as early as 

2013 and at least until 2017. During that time, they raised concerns regarding:  

(a) the involvement of ESL and Mr. Lampert in SCI’s affairs;

(b) the financial health of SCI;

(c) SCI’s declaration of dividends; and

(d) the solvency of the SCI pension plan.

Turner Affidavit 

12. In his affidavit submitted in SCI’s CCAA proceeding, sworn August 11, 2017 and

described above as Exhibit “B” to this affidavit, Mr. Turner: 

(a) Attached a timeline of efforts SCRG has taken to protect the pension between

2012 and 2017 (Exhibit “A” to the Turner Affidavit);

(b) Referred to a letter he wrote on January 30, 2013 expressing concern about SCI’s

payment of dividends, SCI’s long-term business strategy, and whether SCI would

be in a position to fund the pension plan (Exhibit “B” to the Turner Affidavit);

(c) Referred to a letter from SCRG’s counsel, Andrew Hatnay of Koskie Minsky

LLP, to Mitch Frazer, then SCI’s counsel, dated January 20, 2014, in which Mr.

16
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Hatnay questioned SCI dividends to shareholders, including the 2013 dividend, 

and alleged oppression of pension plan members by SCI and its directors (Exhibit 

“C” to the Turner Affidavit); 

(d) Referred to a letter from Mr. Hatnay to Mr. Frazer dated November 6, 2014, in

which Mr. Hatnay demanded that SCI immediately provide funds to the pension

plan and alleging that failure to do so would constitute a breach of fiduciary duty,

oppression and “other causes of action” (Exhibit “D” to the Turner Affidavit); and

(e) Referred to correspondence from Mr. Hatnay to FSCO from 2015 and 2016

expressing fears about SCI’s potential insolvency, expressing concerns about the

plan’s underfunded state, and asking FSCO to require SCI to fund the plan or

wind it up (Exhibits “F”, “G”, “H”, “M”, “T”, “V” and “W” to the Turner

Affidavit).

Productions 

13. I understand from reviewing an email from Mr. Frazer, dated April 20, 2015, that SCRG 

provided submissions in March, 2015 to FSCO about SCI’s alleged “asset stripping”, 

questioning its business strategy, and expressing the belief that the payment of dividends, among 

other things, would result in SCI’s insolvency. I have attached as Exhibit “F” the April 20, 2015 

email, without its attachments other than a presentation entitled “Submission Regarding Asset 

Stripping at Sears Canada and Why Wind Up is Appropriate Presented By SCRG to Financial 

Services Ontario March 24, 2014”. I have attached the presentation to this affidavit as Exhibit 

“G”.   
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14. Despite the date in the title of the presentation, I believe the presentation was actually

given on March 24, 2015, rather than 2014 because (i) some the events listed on the fourth page 

of this document and the attachments listed on the fifth page of this document are later in 2014 

and (ii) the final page of the document indicates the date of the meeting was March 24, 2015 and 

that Mr. Turner and Mr. Eady were among the four representatives of SCRG in attendance.  

15. Included in the same document as the presentation regarding asset stripping are certain

appendices (which the presentation refers to as attachments). The first, beginning on page 5, sets 

out Edward Lampert’s control of SCI shares at the end of 2014, and provides brief biographies 

for SCI board members, including their connections to ESL or SHC.  

16. On January 20, 2014, Mr. Eady and Ms. MacLaverty of SCRG wrote to the Honourable

Jeff Leal, Minister of Rural Affairs. I have attached this letter as Exhibit “H”. In that letter they 

alleged to the Minister, among other things, that the SCI plan was underfunded, SCI had a 

fiduciary duty to fund the plan, and that SCRG had met with SCI representatives about its 

concerns. Mr. Eady and Ms. MacLaverty ended the letter by asking the government to intervene. 

17. Ken Eady had further communications and meetings with FSCO:

(a) In a letter to Gino Marandola of FSCO dated September 12, 2016, Mr. Hatnay

referred to “discussions you have had with our client, Ken Eady.”  I have attached

a copy of this letter as Exhibit “I”;

(b) In a further letter to Mr. Marandola dated October 20, 2016, Mr. Hatnay referred

to discussions Mr. Marandola had had with Mr. Eady after September 12, 2016. I

have attached this letter as Exhibit “J”; and
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(c) In a letter to the then-Premier of Ontario, Kathleen Wynne, dated July 7, 2014,

Mr. Eady wrote that “Funds have been flowing to the American owners that

should have been invested in our underfunded pension and benefit plans.” I have

attached this letter as Exhibit “K”.

C. Person 6, Person 13 and Person 16

18. Morneau Shepell produced correspondence between almost 50 unique pensioners and

FSCO. Morneau has not identified the identities of these pensioners. Instead, it has identified the 

pensioner with the pseudonyms “Person 1” through “Person 47”. This allows the defendants to 

know where one individual has sent more document to FSCO, but it does not allow the 

defendants to know the identity of the pensioners. 

19. Three of those pensioners, Person 6, Person 13 and Person 16, complained about the

funding of the pension and alleged that Sears Holdings Corporation and Edward Lampert were 

engaged in asset stripping. 

Person 6 

20. On June 21, 2012, Person 6 wrote to FSCO indicating that he or she was concerned about

“Sears Canada’s ability to meet its obligation to fund the Defined Benefit component of [the] 

Pension Plan”. Person 6 also wrote that certain events were of particular concern. These events 

included closing large stores, an announcement by Sears Holdings Corporation that it would be 

“selling a considerable stake in Sears Canada”, and that ESL Investment’s investors would be 

able to “take advantage of the fact that the five-year lock-up period for ESL Investments expires 

this month which allows them to exit ESL”. Person 6 goes on to express concern that “much of 

Sears Canada’s cash balance has been distributed via dividend” and that it was Person 6’s 
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“concern that this could place Sears Canada in a position where [it has] debt obligations, like the 

Pension Plan, that could have been met previously on wind up of the pension plan that under 

current reduced cash circumstances might not be met.” I have attached this letter as Exhibit “L”. 

Person 13 

21. On December 27, 2013, Person 13 wrote to FSCO alleging that Mr. Lampert was 

responsible for certain changes at SCI, that SCI had declared the dividend despite having an 

underfunded pension plan, and that SCI was nearing insolvency. I have attached an email 

produced by Morneau that contains Person 13’s original email as Exhibit “M”.  

22. On January 14, 2014, Person 13 again wrote to FSCO indicating that the pensioner was 

aware that “the shareholders have been giving themselves incredible dividends despite the fact 

that Sears Canada has been suffering large losses in the last few years…major assets of Sears 

Canada have been sold off and those monies have also gone to the American owner of Sears 

Canada, M Lampert and Sears Holdings”. I have attached an email produced by Morneau that 

contains Person 13’s original email as Exhibit “N”. 

23. On July 7, 2014, Person 13 wrote to FSCO asking “is it legal for an owner( foreign or 

domestic ) [sic] to financially dismember a profitable and well known company, pocket all of the 

proceeds from the dismemberment while at the same time reinvesting virtually nothing back into 

the company and allowing his/her company to founder [sic] as well as the members’ pensions 

and health trust to enter a state of being severely underfunded.” I have attached FSCO’s reply to 

Person 13, which contains Person 13’s original email as Exhibit “O”. 
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Person 16 

24. On December 5, 2014, Person 16 wrote to FSCO about the “continued strategy of selling 

off assets and moving most of the resulting funds to the controlling owner, Edward Lampert.” 

Person 16 explained that it was “likely that [SCI] will comply in this way until they choose the 

right moment to declare insolvency at which time they will no longer be liable for funding the 

pension plan and will leave it in an underfunded, position, shortchanging the pensioners”. I have 

attached an email which contains Person 16’s original email as Exhibit “P”.  

D. FSRA stands to benefit from Morneau’s action

25. I have reviewed the affidavit of Brian Mills sworn August 24, 2018 in his capacity as the 

Chief Executive Officer and Superintendent of Financial Services of FSCO. I have attached the 

affidavit as Exhibit “Q”. 

26. I understand that FSRA now administers the Pension Benefits Guarantee Fund (the

“PBGF”). The PBGF is an insurance scheme for Ontario pensioners. Subject to certain technical 

exceptions, the PBGF guarantees the first $1,500 per month of benefits owed to an SCI 

pensioner. 

27. I also understand from paragraph 39 of Mr. Mills’ affidavit that FSCO estimates the 

PBGF will pay approximately $125,000,000 into the SCI pension plan. 

28. I understand from the Pension Benefits Act and from Morneau Shepell’s statement of 

claim in this action that FSRA is subrogated to this action for the amount it pays out from the 

PBGF.  
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Our Purpose

SCRG represents Sears Canada retirees, speaking on their behalf to government agencies, court
appointed representatives and lawyers. SCRG communicates timely pension and benefit
information and encourages its national membership to be informed and involved.

Our Mission: SCRG is a federally incorporated, not-for-profit volunteer organization committed to
the protection of the company pensions and benefits of all Sears Canada retirees and their
surviving beneficiaries.

Our Vision: To be recognized by all retirees, government agencies and corporations as Canada's
most successful advocate for pensions and benefits protection.

SCRG was created by joining two Sears Canada retiree groups: SRG, the original retiree group that
was formed in the 90's, and ASCR, the retiree group formed in 2008. Sears Canada retirees have
been well represented by these groups since 1996. SCRG is a federally incorporated, not-for-profit
organization.

About Us Join SCRG Our People Reference Materials Members Only Francais
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The Board of Directors

President - Bill Turner
Bill retired from Sears in 2002 after 36 years with the Company. He began his
career as a Trainee in the Ottawa Carlingwood store and after a short stay was
moved to Headquarters in Toronto where he spent the balance of his career in
merchandising. He held various management positions and retired as President,
Merchandising, Marketing and Logistics.

Bill has held volunteer positions such as President, Boy's and Girl's Clubs of
Canada, and founding Chair of the Ryerson Advisory Board in the School of Retailing. He continues
to live in the house he and his wife bought in Leaside (Toronto) in 1973.

Past President - Nina MacLaverty
Nina retired in October 2005 after 36 years with the Company. She held positions
in the Thunder Bay and Oshawa retail stores, Training, Merchandising, and was
Group Vice-President Consumer Marketing. She retired as Vice President and
General Merchandise Manager, Home and Hardlines.

Currently, Nina is an independent retail strategy consultant. She is a member of the
St. Joseph Communications Advisory Board, providing retail expertise and strategy

leadership for New Business Development. Nina also serves as a member of CMA's Branding and
Strategic Planning Council.

Vice-President - Ken Eady
Ken retired from Sears in 2003 after 30 years. He and his wife Carole now live in
Milton Ontario. Since retiring he has served as volunteer Board Chair of the
Housing Resource Centre of South Georgian Bay and Orillia, and been a member of
the Committee of Adjustment and Consent for the Municipality of Wasaga Beach.
After 13 years in Wasaga Beach the Eadys returned to live in Milton in 2016. Ken
recently joined the Board of Directors of Milton Transitional Housing.

Vice-President - Barry Carnegie
Barry retired from the Company in 2009 after 33 years of service. He started in the
Kingston retail store and held a variety of positions, moving to Headquarters where
he held positions as a Buyer and a Retail Marketing Manager. He was promoted to
General Manager HIPS and also held positions as General Sales Manager, Outlet
Store Channel, General Manager, Store Support - Off Mall Stores and Divisional VP,
Home Installed Products and Services.

Since retiring, Barry has been a consultant in the retail home services industry. He actively
participates in softball, curling, and golf and is an avid cottager and gardener.

Secretary - John Pullam
John retired from Sears Canada in 2000 after 31 years of service. During his career
he held positions in Information Systems, Corporate Planning and Merchandising.
He retired as National Manager, Electronic Commerce where he created and
launched www.sears.ca.
 
Currently John is President of McLean Systems Inc performing technology

About Us Join SCRG Our People Reference Materials Members Only Francais
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Currently John is President of McLean Systems Inc., performing technology
consulting and website development.

Treasurer - Ken Davids
Ken retired from Sears Canada in October 2005 after completing nearly 31 years of
service. He spent his entire career in Finance, initially as Store Controller in
Thunder Bay followed by a variety of management positions, including National
Manager Corporate Policy & Procedures and National Manager Merchandise
Accounting. He completed his Sears career as a senior auditor.
 
Ken has a small audit consulting business, and with his wife, spends a lot of his

time helping out with his new grandchildren.

Director - Gary Charlton
Gary retired in June 2008 after 38 years with the Company. He held various
positions in Information Technology including operations, technical and application
development. He retired as Vice President of Information Technology.

Over the years Gary has held numerous volunteer positions; over 20 years as a
coach in both boys and girls Minor Hockey, 9 years in Scouts Canada, Past
President of the Brampton Junior Chamber of Commerce and he is currently

Secretary of the Kawartha ATV Association. Gary and his wife Janet are now enjoying an active
retirement life on the lake having moved to Lakefield, Ontario.

Director - Jack Connell
Jack retired from Sears in October 2008 having worked for 20 years in the tax
department. He represented Sears Canada on the Retail Council of Canada as a
member of the Taxation Committee and the Environmental Committee. He has also
been an active volunteer in the community helping with the AIDS Committee of
Toronto, the People with AIDS Foundation and the Casey House Foundation.

Director - Larry Moore
Over the span of 34 years with Sears Canada Inc. Larry held a number of positions
including Store Manager, Regional Personnel Superintendent, General Manager
Quebec Stores and Senior Vice-President, the position he held upon retirement in
2005.

Following retirement from Sears, Larry has worked as consultant and contractor to
association and governmental agencies within the travel, service and major

appliance industry on matters of product safety, energy efficiency and environmental sustainability.

Director - John Purkis
John retired in 1994 after 30 years of service with Sears. After graduating from The
Ryerson School of Business in 1964 he joined Sears Headquarters and held several
positions in merchandising and marketing. He was a buyer in appliances,
toys/Christmas decorations, dinnerware/crystal and sporting goods. He also held
positions as catalogue/retail sales manager and Manager of Direct Response
Marketing. Eighteen months after retirement he rejoined Sears for 10 years as a
Sales Associate in appliances at the Sears Whole Home Store in Mississauga.

 
He now pursues his hobbies of golf, travel, reading and jogging.

Director - Claude Sénéchal
Claude worked for Sears Canada for 33 years. He occupied different functions in the Quebec region
including assignments as store manager, General Manager Catalogue Operations, General Manager
Retail Stores, and when Sears acquired the Cantrex Group he became the President of Cantrex, the
position in which he retired in 2005.
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Since he retired from Sears, Claude has been a consultant in the retail industry and
he acts as a director on some retailer boards. Claude looks forward to his
participation on the SCRG Board to protect the assets we retirees have built over
many years at Sears.

Director - Rejeanne Steingart
Rejeanne retired from Sears Canada in 2006 after 32 years of service. She began
her career in Finance as an auditor and subsequently moved into Information
Technology. She held positions throughout I.T. for over two decades, including
communications, operations and systems development. She retired as National
Manager Information Technology Operations & Support.

Since retiring Rejeanne holds a director position on the Board of Nazareth House
and pursues her interest in travel and art.

Director - Duke Stregger
Clarence M (Duke) Stregger was hired in Regina in July 1953. He began his
management training in Austin and Rochester, Minnesota returning to Regina to
introduce credit desks in Catalogue Sales Offices through out Alberta,
Saskatchewan and Manitoba. He held Collection Manager and Credit Sales Manager
assignments in Regina, Winnipeg, Ottawa, Vancouver and was transferred to
Toronto in 1976 to Regional Credit Manager, Eastern Canada. Duke was appointed
Corporate General Manager, Credit Field Operations and National Services in 1986

and held this position until retirement in 1990.

Following Sears, Duke was Executive Director and CEO for the Credit Counselling Service Toronto
(now known as Credit Canada). He is the Founding Chairman of the Canadian Credit Counselling
Service (CACCS) and currently is on the Board Of Directors for CACCS.
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23 January
2018

After the Sears debacle, why is Ontario making it easier to
underfund pensions?

theglobeandmail.com/report-on-business/rob-magazine/sears-pensioners-are-in-troubleso-why-is-ontario-
making-it-easier-to-underfund-pensions/article37682675

Rita Trichur
Special to The Globe and Mail

Published January 23, 2018 Updated January 23, 2018

During the 25 years Ken Eady worked as an executive in human resources at Sears Canada,
he assured thousands of employees that they could count on their pensions. Now Sears is
in bankruptcy protection, its pension is underfunded, and Eady himself likely won't get the
retirement income he was promised.

Eady is among the 18,000 current and former Sears Canada workers bracing for the worst.
The 74-year-old is now a spokesperson for the Sears Canada Retiree Group, and he says he
feels guilty about his role in the disaster. "I think many of us who worked in executive
positions feel that way. You know, not guilty to the extent that we did something wrong, but
guilty about the fact that the company is not keeping its promise to those people."

If anyone should feel guilty, though, it's the politicians and regulators who turned a blind
eye when Sears Canada skimped on pension contributions over the years—even as it paid
out billions of dollars in excess cash to shareholders.

For years, the Ontario government and the Financial Services Commission of Ontario (the
provincial pension regulator) knew that Sears Canada—which offered a defined-benefit
pension plan that guaranteed workers a set payout—risked joining the ranks of Stelco,
Algoma and Nortel in defaulting on its promise.

Now Sears Canada is under court protection from creditors, and it's estimated that pension
payouts could be slashed by 19%. You'd think the Ontario government would take this
opportunity to crack down on companies that leave retirees in the lurch. Shockingly, it has
chosen to do the opposite: It recently announced proposals that will make it easier—not
harder—for corporations to underfund their pensions.

Bill 177, which received royal assent in December, lays the groundwork for a coming
regulatory change that will reduce the pension solvency funding requirement from 100% to
85%. The idea is to give companies some leeway when money is tight.
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But when Sears underfunded its pension, money wasn't tight. The company spent years
selling off assets and paying out the proceeds to investors, mainly its majority owner, U.S.
hedge fund manager Edward Lampert. In fact, Sears Canada has shovelled out $1.5 billion to
investors through dividends and share buybacks since 2010—an amount that is five and a
half times the cost of filling the $267-million hole in its defined-benefit pension plan,
according to a study by the Canadian Centre for Policy Alternatives (CCPA).

Ontario's proposed regulatory changes would make such pension underfunding perfectly
legitimate. More pensioners will likely need bailing out, so the province also proposes to
increase benefits under its Pension Benefits Guarantee Fund—which helps cover the payout
gap when underfunded pensions are wound up. When that fund is tapped out, taxpayers
can expect to cover the difference.

Pension defaults are rare, but the CCPA study found that of the 39 largest publicly traded
companies that have defined-benefit pensions, only nine had plans that were fully funded
last year. Rather than loosening restrictions, Ontario should amend the Ontario Pension
Benefit Act to require businesses to fund 100% of their pensions. Those that can't shouldn't
offer pensions in the first place.

The federal government could also do its part to prevent future pension disasters. For
instance, it should change Canada's insolvency laws so that pensioners have "super-priority"
status when companies seek court protection from creditors. That would give pensioners
front-of-the-line standing over other creditors when companies go bust.

Critics will counter that such a move would drive up borrowing costs for companies because
banks will view them as higher-risk debtors. Currently, secured creditors, such as banks, get
first dibs on any money that's left over after a bankrupt company's assets are sold off.

But it's not like companies are clamouring to start new defined-benefit pension plans. We're
talking about a dwindling group of Canadians who've been cheated out of financial security.

Leaving retirees to scramble in their golden years is cruel, and it is unconscionable to expect
an overtaxed middle class to foot the bill for corporate chicanery. If governments won't stop
companies from dodging their pension obligations, it's just a matter of time before we see
the next Sears Canada. And that's a prospect that should worry us all.
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Court File No. CV-17-11846-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE

(COMMERCIAL LIST)

LE MR. THURSDAY, THE 13TH

DAY OF JULY, 2017

IN THE MATTER OF THE COMPANIES' CREDITORS
ARRANGEMENTICT, R.S.C. 1985, c. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE OR
ARRANGEMENT OF SEARS CANADA INC., CORBEIL
Ér-ncrzuquE INC., s.L.H. TRANSroRT INC., THE cur INC.,
SEARS CONTACT SERVICES INC., INITIUM LOGISTICS
SERVICES INC., INITIUM COMMERCE LABS INC., INITIUM
TRADING AND SOURCING CORP., SEARS FLOOR
COVERING CENTRES INC., 113470 CANADA INC., 2497089
ONTARIO INC., 6988741 CANADA INC., 10011711 CANADA
INC., 1592580 ONTARIO LIMITED, 955041 ALBERTA LTD.,
4201531 CANADA INC., 168886 CANADA INC., AND 3339ó11
CANADA INC.
(each, an "Applicant", and collectively, the "Applicants,,)

REPRESENTATIVE COUNSEL ORDER FOR PENSIONS
AND POST-RETIREMENT BENEFITS

THIS APPLICATION, made by the Applicants, pursuant to the Companies' Creditors

Arrangement Ac|, R.S.C. 1985, c. C-36, as amended (the "CCAA"), was heard this day at 330

University Avenue, Toronto, Ontario.

ON READING the affidavit of Billy Wong swom June22,2077,and the Exhibits attached

thereto (collectively, the "Wong Affidavit"), and the pre-filing report dated June 22,2017 of FTI

Consulting Canada Inc., in its capacity as the proposed Monitor of the Applicants, and on hearing

the subrnissions of counsel for the Applicants and SearsConnect (the "Partnership", and

)
)
)
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collectively with the Applicants, the "Sears Canada Entities"), counsel to the Board of Directors

of Sears Canada Inc. ("SCI") and the Special Committee of the Board of Directors of SCI, counsel

to the proposed Monitor, and on hearing from Representative Counsel (as defined below), and

those other parties present:

APPOINTMENT OF REPRESENTATIVE COUNSEL

1. THIS COURT ORDERS that Koskie Minsky LLP (the "Representative Counsel") is

hereby appointed as representative counsel to represent the interests of the non-unionized retirees

and non-unionized active and fonner employees of the Sears Canada Entities (collectively, the

"Represented Parties") in these CCAA proceedings, solely with respect to (a) entitlements of the

Represented Parties under the Sears Pension Plan and the Supplemental Plan (each as defined in

the Wong Affidavit), and any other pension or retirement plan of the Sears Canada Entities; and

(b) Represented Parties' other post-employment benefits entitlernents (the "Purpose"). As used

herein, "Represented Parties" shall (x) exclude the senior management of the Sears Canada

Entities; and (y) include any person claiming an interest under or on behalf of a Represented Party.

2. THIS COURT ORDERS that Bill Turner, Ken Eady and Larry Moore (collectively, the

"Representatives") are hereby appointed as representatives of all Represented Parties (excluding

the Opt-Out Individuals (as defined below), if any) in these CCAA proceedings, to act in the

overall best interests of the Represented Parties, and to advise and where appropriate instruct the

Representative Counsel, in every case, solely for the Purpose. The Representative Counsel may

rely upon the advice, infonnation and instructions received from the Representatives in carrying

out the mandate of the Representative Counsel without fufiher cornmunications with or

instructions from the Represented Parlies, except as may be recommended by the Reptesentative

Counsel or ordered by this Court.
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3. TIIIS COURT ORDERS that, with the exception of Opt-Out Individuals, (a) the

Representatives and the Representative Counsel shall represent all Represented Parties in these

CCAA proceedings; (b) the Represented Parlies shall be bound by the actions of the

Representatives and the Representative Counsel in these CCAA proceedings; and (c) the

Representatives shall be entitled, on the advice of counsel, to reach any settlement agreements,

advocate on behalf of the Represented Parties for the Purpose and comprorrise any rights,

entitlements or claims of the Represented Parlies, subject to approval of this Court.

4. THIS COURT ORDERS that the Sears Canada Entities shall provide to the

Representative Counsel, subject to confidentiality alrangements satisfactory to the Sears Canada

Entities and the Monitor, without charge, the following information, documents and data (the

"Information") to only be used for the Purpose in the context of these CCAA proceedings,

(a) the names, last known addresses and last known telephone numbers and e-mail

addresses (if any) of the Represented Parties (excluding Opt-Out Individuals,if any,

who have opted out prior to delivery of the Information); and

(b) upon request of the Representative Counsel, such documents and data as may be

reasonably relevant to matters relating to the issues affecting the Represented

Parties in these CCAA proceedings provided that such Information is to be only

used for the Purpose;

and that, in so doing, the Sears Canada Entities are not required to obtain express consent

frorn such Represented Parties authorizing disclosure of the Inftrnnation to the

Representative Counsel for the Purpose and, further, in accordance with section 7(3) of the

Personal Information Protection and Electronic Documents Act, this Order shall be
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sufficient to authorize the disclosure of the Information for the Purpose without the

knowledge or consent of the individual Represented Parties.

5. THIS COURT ORDERS that notice of the granting of this Order shall be provided by:

(a) the Sears Canada Entities, with the assistance of the Monitor, delivering a letter

frorn the Representative Counsel explaining the terms of this Order, which shall

include the Monitor's website address where a full copy of this Order can be

reviewed, to be delivered forthwith to the Represented Parties by ordinary mail to

the physical address of each Represented Party as last shown in the books and

records of the Sears Canada Entities, or by such other electronic means as is

rnaintained by the Sears Canada Entities for the purposes of communicating directly

with its non-unionized retirees and non-unionized active and former employees,

and further that a copy of this Order be posted on the Monitor's website; and

(b) the Sears Canada Entities, with the assistance of the Monitor, publishing (i) in The

Globe & Mail (National Edition), an Englìsh notice substantially in the form

attached as Schedule 
('A)' hereto (the "English Notice") within 14 days of the date

of this Order; and (ii) in La Presse, the English Notice and a French notice

substantially in the form attached as Schedule "B" hereto within 14 days of the date

of this Order.

6. THIS COURT ORDERS that any individual Represented Party who does not wish to be

represented by the Representatives and the Representative Counsel in these CCAA proceedings

shall, within 30 days of the date of the letter pursuant to paragraph 5 above, notify the Monitor, in

writing, that he or she is opting out of representation by the Representatives and the Representative

Counsel by delivering to the Monitor an English or French opt-out notice in the form attached as
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Schedule "C" hereto (each an "Opt-Out Notice"), and shall thereafter not be bound by the actions

of the Representatives or the Representative Counsel and shall represent himself or herself or be

represented by any counsel that he or she may retain exclusively at his or her own expense in these

CCAA proceedings (any such persons who deliver an Opt-Out Notice in compliance with the terms

of this paragraph, "Opt-Out Individuals"). The Monitor shall deliver copies of all Opt-Out

Notices received to the Sears Canada Entities and the Representative Counsel as soon as

reasonably practicable.

7. THIS COURT ORDERS that the Representative Counsel shall be given notice of all

motions to which the Represented Parties are entitled to receive notice in these CCAA proceedings

and that it shall be entitled to represent those on whose behalf it is hereby appointed in all such

proceedings.

8. THIS COURT ORDERS that Representative Counsel mayretain such actuarial, financial

and other advisors and assistants (collectively, the "Advisors") as may be reasonably necessary in

connection with its duties as Representative Counsel in relation to the Purpose.

9. THIS COURT ORDERS that, subject to the terms of the letter agreement between SCI

and the Representative Counsel dated as of June 22,2017 (the "Representative Counsel Letter"),

which Representative Counsel Letter has been approved by the Monitor, the Representative

Counsel shall be paid its reasonable fees and disbursements (including disbursements relating to

Advisors retained by the Representative Counsel) by the Sears Canada Entities on a monthly basis,

forthwith upon rendering its accounts to the Sears Canada Entities for fulfilling its rnandate in

accordance with this Order, and subject to such redactions to the invoices as are necessary to

maintain solicitor-client privilege between the Representative Counsel and the Represented
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Parties. In the event of any disagreement with respect to such fees and disbursements, such

disagreement may be remitted to this Court for detennination.

10. THIS COURT ORDERS that the Representative Counsel shall be entitled to benefit of

the Administration Charge (as defined in the Initial Order in these CCAA proceedings issued by

the Court on June 22,2071, as amended), as security for its professional fees and disbursements

incurred at its standard rates and charges, up to an aggregate maximum amount of $125,000.

11. THIS COURT ORDERS that the payments made by the Sears Canada Entities pursuant

to this Order do not and will not constitute preferences, fraudulent conveyances, transfers of

undervalue, oppressive conduct or other challengeable or voidable transactions under any

applicable laws.

12. THIS COURT ORDERS that the Representative Counsel is hereby authorized to take all

steps and do all acts necessary or desirable to carry out the terms of this Order.

13. THIS COURT ORDERS that the Representative Counsel shall be at liberty, and is hereby

authorized, at any time, to apply to this Court for advice and directions in respect of its appointment

or the fulfilhnent of its duties in carrying out the provisions of this Order or any variation of the

powers and duties of the Representative Counsel, which shall be brought on notice to the Sears

Canada Entities, the Monitor, Wells Fargo Capital Finance Corporation Canada as administrative

agent under the DIP Revolving Credit Agreement (as defined in the Wong Affidavit), GACP

Finance Co., LLC as adrninistrative agent under the DIP Term Credit Agreement (as defìned in

the Wong Affidavit), and other interested parties, unless this Court orders otherwise.

14. THIS COURT ORDERS that the Representative Counsel and the Representatives shall

have no personal liability or obligations as a result of the perfonnance of their duties in canying
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out the provisions of this Order or any subsequent Orders in these CCAA proceedings, save and

except for liability arising out of gross negligence or wilful misconduct.

15. THIS COURT ORDERS that no action or other proceeding may be commenced against

the Representative Counsel or the Representatives in respect of the performance of their duties

under this Order without leave of this Court on seven (7) days' notice to the Representative

Counsel or the Representatives, as the case may be.

16. THIS COURT HEREBY REQUESTS the aid and recognition of any court, tribunal,

regulatory or administrative body having jurisdiction in Canada or in the United States, to give

effect to this Order and to assist the Applicants, the Monitor and their respective agents in carrying

out the tenns of this Order. All courts, tribunals, regulatory and administrative bodies are hereby

respectfully requested to make such orders and to provide such assistance to the Applicants and to

the Monitor, as an officer of this Coufi, as may be necessary or desirable to give effect to this

Order, to grant representative status to the Monitor in any foreign proceeding, or to assist the

Applicants and the Monitor and their respective agents in carrying out the terms of this Order and

in case, any which motion to be served within three (3) weeks of the date this order

,

ll\lLT_Eg AT / tNScRrT A ToBoNro
ON/ BOOK NO:
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PEB/PAR: rt
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SCHEDULE '(A))

ENGLISH NEWSPAPER NOTICE

SEARS CANADA INC., CORBEIL ELECTRIQUE INC., S.L.H. TRANSPORT INC., THE CUT
INC., SEARS CONTACT SERVICES INC., INITIUM LOGISTICS SERVICES INC., INITIUM
COMMERCE LABS INC,, INITIUM TRADING AND SOURCING CORP., SEARS FLOOR
COVERING CENTRES INC., 173470 CANADA INC., 2497089 ONTARIO INC., 6988]41
CANADA INC., 10011711 CANADA [NC., 1592580 ONTARIO LIMITED, 955O4l ALBERTA
LTD., 4201531 CANADA INC., 168886 CANADA INC., AND 3339611 CANADA INC.
(collectively referred to as the "Sears Canada Entities")

NOTICtr TO RETIREES, FORMER EMPLOYEES and CERTAIN ACTIVE EMPLOYEES

On June 22, 201'7, the Sears Canada Entities commenced court-supervised restructuring
proceedings under the Companíes' Creditors Arcangement Act ("CCAA") pursuant to an Order
(the "Initial Order") of the Ontario Superior Court of Justice (Commercial List) (the "Court"). FTI
Consulting Canada Inc. has been appointed by the Court as monitor in the Applicants' CCAA
proceedings (the "Monitor").

TAKE NOTICE THAT pursuant to an Order of the Court

1, Koskie Minsky LLP ("Representative Counsel") was appointed as representative counsel
for the purpose of representing the interests of the non-unionized retirees and non-unionized active
and former employees of the Sears Canada Entities, solely with respect to their entitlements under
the Sears Canada Inc. Registered Retirement Plan or any other pension or retirement plan
(collectively, the "Retirement Plans") provided by the Sears Canada Entities and of any individual
with an entitlement to other post-employment benefìts (including retiree health and dental benefits
and retiree life insurance benefits) (collectively, the "Retiree Benefits") and of any person claiming
an interest under or on behalf of such persons (collectively, the "Represented Parties") and to
advise the Representatives with respect to Retirement Plans and Retiree Benefits in relation to the
CCAA proceedings or any other forum related to this purpose.

2. Bill Turner, Ken Eady and Larry Moore (collectively, the "Representatives") were
appointed to represent the overall best interests of the Represented Parties and to advise and
instruct the Representative Counsel.

3. For more information
www. kmlaw. calsearsrepcounsel.

visit Representative Counsel's website at

IF YOU DO NOT WISH TO BE REPRESENTED by the Representatives and the Representative
Counsel, you rnust, before a,2077, complete the Opt-Out Notice (a copy of which can be obtained
from the Representative Counsel's website) indicating that you wish to opt-out of such
representation and send the cornpleted Opt-Out Notice to:

FTI Consulting Canada Inc., in its capacity as Court-appointed Monitor of the Sears Canada
Entities
TD Waterhouse Tower
79 Wellington Street West
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Suite 2010, P.O. Box 104
Toronto, ON, M4K 1G8
Fax: 416-649-8101

Attention: Jim Robinson

Persons requiring further information should review the website established by the Monitor
http:llcfcanada.fticonsulting.com/searscanada or call the Monitor's Hotline at l-855-649-8113.
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SCHEDULE "B''

AVrS DANS LES JOTTRNAUX FRANçArS

SEARS CANADA INC., CORBEIL ÉLECTRIQUE INC., TRANSPORTS S.L.H. INC., THE CUT INC.,
SERVICES CLIENTÈLE SEARS INC., INITruM LOGISTICS SERVICES fNC., INITruM
COMMERCE LABS fNC., INITIUM TRADING AND SOIIRCING CORP., CENTRE DE
REVÊTEMENTS DE SOL SEARS INC., 173470 CANADA INC., 2497089 ONTARIO INC., 6988]41
CANADA INC., 1OO117II CANADA INC., 1592580 ONTARIO LIMITED, 955041ALBERTA LTD.,
4201531CANADA INC., 168886 CANADA INC. ET 3339611 CANADA INC. (collectivement appelées
les < entités Sears Canada >)

AVIS AUX RETRAITÉS, AUX ANCIENS EMPLOYÉS Ct À CERTAINS EMPLOYÉS ACTIFS

Le 22 jún2017,Ies entités Sears Canada ont amorcé un processus de restructuration supervisé par un
tribunal en vertu de la Loi sur les arrangements avec les crëanciers des compagnies (la < LACC >) aux
termes d'une ordonnance (l'< ordonnance initiale >) d" la Cour supérieure de justice de I'Ontario
(rôle commercial) (la < Cour >). La Cour a nommé FTI Consulting Canada Inc. à titre de contrôleur aux
fins de f instance en verlu de la LACC intentée par les requérants (le < contrôleur >).

AVIS EST PAR LES PRESENTES DONNE qu'aux termes d'une ordorurance de la Cour

l. Le cabinet Koskie Minsky LLP (les < conseillers juridiques des représentants >) a été nommé à

titre de conseillerjuridique dans le but de défendre les intérêts des retraités non syndiqués et des anciens
employés et des employés actifs non syndiqués des entités Sears Canada, uniquement en ce qui a trait à

leurs droits aux termes du régime de retraite agréé de Sears Canada Inc. ou des autres régimes de retraite
(collectivement, les < régimes de retraite >) offerts par les entités Sears Canada, des personnes physiques
qui ont droit à d'autres avantages postérieurs à la retraite (dont I'assurance santé et dentaire et

I'assurance-vie pour les retraités) (collectivement, les << avantages des retraités >) et des personnes
physiques qui revendique un droit par I'intermédiaire de ces personnes physiques ou au nom de celles-ci
(collectivement, les < parties représentées >), ainsi que pour conseiller les représentants à l'égard des

régimes de retraite et des avantages des retraités en lien avec l'instance en vertu de la LACC ou toute autre
procédure portant sur cette question.

2. Bill Turner, Ken Eady etLarry Moore (collectivement, les < représentants >) ont été nommés pour
défendre les intérêts fondamentaux des parties représentées et pour donner des conseils et des directives
aux conseillers juridiques des représentants.

3. Pour de plus amples renseignements, veuillez consulter le site Web des conseillers juridiques des

représentants à https ://kmlaw.calcases/sears-cana dal?lang:¡.

SI VOUS NE SOUHAITEZ PAS ÊfnB REPRÉSENTÉ par les représentants et les conseillers juridiques
des représentants, vous devez, avant le a 2017 , remplir l'Avis de retrait (dont vous trouverez copie sur le
site Web des conseillers juridiques des représentants) sur lequel vous aurez indiqué que vous ne souhaitez
pas être représenté, et faire parvenir cet Avis de retrait rempli à :

FTI Consulting Canada Inc., en sa qualité de contrôleur cles entités Sears Canada nommé par la Cour
TD Waterhouse Tower
79 Wellington Street West
Suire 2010, P.O. Box 104
Toronto (Ontario) M4K 1GB

Téléc. : 416 649-8101
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A I'attention de Jim Robinson

Les personnes qui souhaitent obtenir de plus amples renseignements devraient consulter le site Web que le
contrôleur a cré,é à http://cfcanada.fticonsulting.com/searscanada, ou composer le I 855 649-8113 pour
obtenir la ligne d'aide du contrôleur.
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SCHEDULE 4C')

FORM OF OPT-OUT NOTICE

To: FTI CONSULTING CANADA INC., in its capacity as Court-
appointed Monitor of the Sears Canada Entities
TD Waterhouse Tower
79 Wellington Street West
Suite 2010, P.O.Box 104

Toronto, ON, M4K 1G8

Fax: 416-649-8101

Attention: Jim Robinson

I hereby provide written notice that I do not wish to be represented by Koskie Minsky LLP,
representative counsel (the "Representative Counsel") for the non-unionized employees and
retirees of Sears Canada Inc. and certain of its subsidiaries (collectively, the "Sears Canada
Entities") in their proceedings under the Companies' Creditors Arrangement Act (Court File No.
CV-I7-11846-00CL) (the "CCAA Proceedings"). I understand that by opting out of representation
if I wish to take part in the CCAA Proceedings I would need to do so as an independent party. I
am responsible for retaining my own legal counsel should I choose to do so, and that I would be
personally liable for the costs of my own legal representation.

I understand that a copy of this Opt-Out Fonn will be provided to the Representative Counsel and
to the Sears Canada Entities.

Witness Signature

Name fplease print]:

Address

Telephone:

Note: To opt out, this form must be completed and received at the above address on or before
2017.
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ANNEXE "C"

AVIS DE RETRAIT

FTI CONSULTING CANADA INC., en sa qualité de contrôleur des entités Sears Canada
nommé par la Cour
TD V/aterhouse Tower
79 Wellington Street West
suite 2010, P.o.Box 104

Toronto (Ontario) M4K 1G8

Téléc. :416 649-8101

À l'attention de Jim Robinson

Par les présentes, je vous avise que je ne souhaite pas être représenté par le cabinet
Koskie Minsky LLP, conseillers juridiques des représentants (les < conseillers juridiques des

représentants >) qui représentent les employés et les retraités non syndiqués de Sears Canada Inc.
et de certaines de ses filiales (collectivement, les < entités Sears Canada >) dans le cadre I'instance
intentée en vertu dela Loi sur les arrangements avec les créanciers des compagnies (no de dossier
de la Cour CY-ll-11846-00CL) (l'<instance en vertu de la LACC >).Je comprends que si je
refuse d'être ainsi représenté et que je souhaite prendre parl à I'instance en vertu de la LACC, je
devrai le faire à titre indépendant. Je devrai alors, le cas échéant, retenir les seryices de mes propres
conseillers juridiques, et je serai personnellement responsable des frais de ma propre représentation
juridique.

Je comprends qu'une copie du présent avis de retrait sera remise aux conseillers juridiques des

représentants et aux entités Sears Canada.

Témoin Signature

Norn fen caractères d'imprimerie]

Adresse

Téléphone

Note : Pour refuser les services représentation, le présent formulaire doit être rempli et reçu
à I'adresse qui précède au plus tard le 2017.
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Court File No. CV-17-11846-00CLIN THE MATTER OF THE COMPANIES' CREDITORS ARRANGEMENT
lCI-, R.S.C. 1985, c. C-36, AS AMENDED

AND IN THE MATTER OF A PLAN OF COMPROMISE OR ARRANGEMENT OF
SEARS CANADA INC., CORtsEIL ÉLECTRIQIIE INC., S.L.H. TRANSPORT INC., THE
CUT INC., SEARS CONTACT SERVICES INC.,INITILIM LOGISTICS SERVICES INC.,
INITILIM COMMERCE LABS INC., INITILIM TRADING AND SOI-IRCING CORP.,
SEARS FLOOR COVERING CENTRES INC., 173470 CANADA INC., 2497089
ONTARIO INC., 698874I CANADA INC., 10011711 CANADA INC., 1592580 ONTARIO
LIMITED, 955041 ALBERTA LTD., 42OI53I CANADA INC., 168886 CANADA INC.,
AND 3339611 CANADA INC. (collectively, the "Applicants")

ONTARIO
SI]PERIOR COIIRT OF JUSTICE

(Commercial List)

Proceeding commenced at Toronto

REPRESENTATI\,IE C OI.INSEL ORDBR

OSLER, HOSKIN & HARCOT]RT LLP
Box 50, 1 First Canadian Place
Toronto, Canada M5X l88

Marc Wasserman (LSUC #:44066M)
Tel: 416.862.4908

JeremyDacks (LSUC#: 41851R)
Tel: 416.862.4923

Michael De Lellis (LSUC #: 48038U)
Tel: 416.862.5997

Lawyers for the Applicants
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From: Frazer, Mitch
Sent: Monday, April 20, 2015 2:39 PM
To: Edwards, Stacie
Subject: Fw: Sears Canada Inc. Registered Retirement Plan
Attachments: submission(1).pdf; submission(2).pdf; submission(3).pdf; submission(4).pdf; 

submission(5).pdf

Please print. 

Sent from my BlackBerry 10 smartphone on the Rogers network. 
P. 416.865.8220

From: Gino Marandola <Gino.Marandola@fsco.gov.on.ca> 
Sent: Monday, April 20, 2015 2:32 PM 
To: Frazer, Mitch 
Cc: Sharon Polischuk; Deborah McPhail; Jessica Spence 
Subject: Sears Canada Inc. Registered Retirement Plan 

Mitch:  

Further to our conference call on April 14, 2015, I have attached the submission by SCRG that was provided to us.  

Please confirm whether Wednesday, May 13, 2015, from 11 am to noon works for the attendees of Sears Canada Inc. for 
the joint meeting w  

ith SCRG. 

This meeting will be a without prejudice meeting to discuss the funding status of the Sears Canada Inc. Registered 
Retirement Plan.   

The SCRG has suggested that it would be a more productive meeting if the following individuals from Sears Canada Inc. 
attend: 

Mr. E.J. Bird (CFO and Executive VP) 
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Mr. William Charles Crowley (Chairman of Board of Directors) 
 
Mr. Ronald D. Boire (President & CEO) 
 
  
 
Please confirm the individuals attending for Sears Canada Inc. 
 
  
 
Regards, 
 
  
 
Gino  
 
  
 
 
________________________________ 
 
 
 
If you have received this message in error, please notify me immediately and delete this e‐mail and any attachments 
without copying, distributing or disclosing their contents. 
 
Si vous avez reçu ce message par erreur, veuillez nous en aviser immédiatement et détruire ce courriel ainsi que toute 
pièce jointe en vous abstenant d'en faire une copie, d'en divulguer ou d'en diffuser le contenu. 
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Asset Stripping at Sears Canada and
Why Pension Plan Windup is Appropriate

The purpose of this document is to draw attention to a situation that currently affects Sears Canada
retirees who are members of Sears defined benefit pension plans. Sears owners (its shareholders) are
deriving more value from selling the assets of the Company than they would from its ongoing
operations. The shareholders are receiving substantial dividends and capital distributions from the sale
of the Company’s assets, While this may be a valid financial strategy from the shareholder perspective,
it is a significant problem for pensioners. The sale of income generating assets is weakening the
Company’s overall position. If this strategy continues, the Company will become insolvent and unable to
meet its obligations.

Sears Canada Inc.’s Financial Situation

In 2005, Sears Canada Inc. (“SC”) became controlled by a U.S. hedge fund. This has resulted in many
changes to SC’s business model and operational goals, resulting in the systematic sale of valuable assets
with the proceeds being distributed to shareholders and a steady stream of financial losses and store
closures. These changes, when coupled with the underfunding of Sears Canada’s registered pension
plans, have been the cause of much concern for the members of SCRG (Store and Catalogue Retiree
Group). They do not wish to be left with pension and benefit losses when Sears Canada becomes
insolvent or otherwise fails, as has been the situation for many other Canadian retirees (e.g., Nortel
retirees).

The following shows the facts related to Sears Canada’s decline

1) Proceeds from the sale of Sears Canada Assets
Over the past ten years, the Company sold many of its major revenue generating assets (e.g.,
retail store locations) for net pre-tax cash proceeds in excess of $3.7 billion.

2) Payments to Shareholders
Over the past ten years, the Company paid out cash dividends and capital distributions of $3.5
billion to shareholders. At the beginning of 2005, Sears market capitalization was $1.8 billion
(106 million shares multiplied by the share price of $16.99). Therefore, the average annual
dividend yield (dividends and capital distributions paid as a percentage of the beginning market
capitalization of the Company) for those ten years was 17.8% per year. In contrast, the average
dividend yield for companies listed on the TSX is significantly lower, at approximately 3%.

3) Capital Expenditures! Depreciation
While the Company has been paying a considerable amount of cash to its shareholders, it has
invested very little in maintaining or improving its existing operations in Canada. In the past ten
years, depreciation expense has totaled $1243 billion, while total capital expenditures have
been only $724 million. Assets are being replaced at about half the rate of depreciation. This lack
of spending appears to have dramatically affected sales.

4) Same-store sales
Same-store sales have decreased by 34.7% between 2004 and 2014, before accounting for
inflation.

.4. a
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5) Total Revenues
Total revenues have decreased from $6.2 billion in 2004 to $3.4 billion in 2014--a 45.9%
decrease before inflation.

6) Operating losses
Operating results have declined in each of the last six years. The Company has reported pre-tax
operating losses in each of the past 4 years totaling $741 million.

7) Free Cash Flow
Free Cash Flow is also down significantly—from $185 million in 2005 to a loss of $319 million in
2014. Sears has reported negative free cash flow for the past three years totaling $594 million. A
continuation of this trend will render the Company insolvent.

(see attachments I & 2)

The Pension Plan

At Sears Canada, employees were required to participate in the Registered Retirement Plan as a
condition of their employment. The pension plan was contributory, requiring all employees to pay a
portion of their earnings into the plan. In return, Sears Canada made a commitment to provide lifelong
pension benefits to retirees from the plan. The intent of these employment arrangements was to
provide a secure retirement for employees and to encourage long service and single company careers.
Employees were told that although their income may not be as high as in other industries, they were
being looked after by the provision of the pension and health benefits. In many cases, plan members
were restricted in their ability to put other funds away for retirement, both because of reduced RRSP
contribution space and because less funds were available after payroll deductions to fund pension
contributions.

On the other hand, the plan sponsor was able to participate in the pension plan with very limited
financial contributions. For many years, when employees left the plan before retirement, the Company
paid back only the member’s contributions and simple interest. This allowed it to use the monies earned
with employee contributions to fund the plan. Between 1997 and 2011 the Company took a
contribution holiday, while members continued to contribute to the plan. In 2008 and 2009 it took funds
($27.0 million) from the defined benefit component of the pension plan to make the Company
contribution to the recently introduced defined contribution component of the plan. In 2011 and 2014
the Company was allowed to defer making special payments to correct its solvency deficit. The Sears
Pension Plan was underfunded on a solvency basis by 10% at the end of 2013. Published trends show
that it would much worse at the end of 2014. (see attachment 3 & 4)

Summary

The assets of Sears Canada are being stripped from the Company. The majority of the proceeds are
being sent to an American hedge fund and its owner. The Company is drifting into bankruptcy and
Canadian pensioners will be left to pay the price. The owners of the Company openly state that they are
seeking to monetize Sears Canada’s assets (see attachment 5). Sears Canada’s Board of Directors (see
attachment 6) is cooperating with this plan of action. The Company further states that it will only do
what the Pension Benefits Act of Ontario requires (see attachment 7, 8) and that it has no other
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fiduciary responsibility to the pension plan. Sears Canada retirees need protection against such a
flagrant abuse.

We are Trying to Prevent the Worst

• For many years SCRG has worked with Sears Canada in an attempt to protect retiree pensions andbenefits.
• SCRG has supported Sears, in its business endeavours by encouraging its members to shop at Searsand to be positive when speaking about Sears.• During the past few years we became increasingly concerned about our pension and benefits plans.• SCRG has written to or met with Sears on numerous occasions to express concerns about the securityof our pensions and health and dental plans. Sears’ position is that it will meet its legal obligations.Sears has tailed to agree to our repeated requests or to change the strategy that threatens ourpensions and benefits.

• May 14, 2013: SCRG wrote to FSCO expressing concern about Sears’ business strategy and theunderfunded pension plan.
• September 24, 2013: SCRG met with a number of FSCO’s management. SCRG expressed concernsabout Sears business strategy and the underfunded pension plan.• October 2, 2013: SCRG emailed the Director of Policy in the Premier’s office expressing concernsabout Sears business strategy and the underfunded pension plan.• January 7, 2014: SCRG wrote to Premier Wynne with concerns about Sears business strategy and theunderfunded pension plan.

• January 15, 2014: SCRG wrote to all Ontario MPP’s informing them of its concerns about Searsbusiness strategy and the underfunded pension plan.• SCRG received a letter from Minister Sousa dated February 18(h 2014. This letter opened the door toa meeting with the Minister’s Director of Policy.• February 2014: Sears significantly reduced the value of the retiree health and dental plan and madechanges to the defined benefit pension plan (inflation protection) without discussion or consultation.• March 26, 2014; SCRG participated in a stakeholder meeting held by FSCO.• July 16, 2014; SCRG met with The Director of Policy for the Minister of Finance in Ontario.• October 23, 2014; SCRG meet with members of the Federal Department of Industry, the Departmentof Finance and staff from the office of the Minister of Industry.• November 6, 2014; SCRG asked Sears Canada to voluntarily wind up the Sears Pension. (seeattachment 9)
• November 21, 2015 Sears responded to the request without providing an answer and in a dismissivemanner. (see attachment 9 & 10)

Sears US Pension Plan

• The Sears Pension Plan in the US is substantially underfunded.• Between 2006 and 2014 SHID made payments of $2.9 billion• Sears Holding CFO said: “funding of pension obligations, which we consider to be oforin of debtrepayments.”

(see attachments 11 & 12).
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Time is Running Out

We believe that time is running out for the Company. Sears Canada retirees can see themselves
becoming another sad news item like the Nortel or Stelco retirees. It appears that we face years of legal
wrangling to try to get what is ours. We now believe that legislative and regulatory change will not
provide a timely remedy. We believe that Sears Canada will become insolvent within 24 months or less,
if current trends continue. Now is the time for FSCO to take action to prevent this unnecessary burden
being placed on Ontario taxpayers. We need the help of FSCO to protect our pensions from this looming
disaster.

Our Request

We ask the Financial Services Commission of Ontario to intervene now. This is necessary to prevent
thousands of Canadians from falling victim to Sears Canada’s lack of concern for its retirees. We
therefore request the following:

• That the Financial Services Commission of Ontario require Sears Canada Inc. to fully fund the defined
benefit component of our pension plan now.

or

• That the Ernancial Services Commission of Ontario require Sears Canada Inc. to wind up the defined
benefit component of its pension plan in accordance with the PBA windup regulations.

SCRG is a Sears Canada Retiree Association, It has over five thousand members and is a founding
member of the Canadian Federation of Pensioners. Its primary purpose is to protect the post-retirement
pension and benefits that Sears retirees earned at Sears Canada prior to their retirement. For additional
information on SCRG, please visit its website, www.scretireegroup.ca.

Attachments:
1. Sears results 2005 to 2014.
2. Sears asset sales / payment to shareholders 2005 to 2013.
3. Pension Data Recap 2014 from AR.
4. Pension Data Recap 2013 from AV.
5. Sears Canada Inc. Ownership & Board of Directors Profiles.
6. SHLD Earnings Call see Page 7 Paragraph 4Aug21 2014.
7. Letter from Sears/Tory’s July 21, 2014.
8. Response from SCRG August 26, 2014.
9. Letter to Sears Tory’s from SCRG K&M November 6, 2014.
10. Letter from Sears Tory’s to SCRG K&M November 21, 2014.
11. Chairman Letter (Lampert) 2015 re 2014 Highlighted reference to SEARS Canada Inc.
12. Sears Holdings CFO Sept 2014.

r a sRTs

I rftIr* assi,’tror
March 24, 2014

199



SEARS CANADA INC.
OWNERSHIP CONTROL AND WHO BENEFITS FROM

SHAREHOLDER PAYMENTS

As of Sept 18, 2014 Edward Lampert controls 48.5% of the shares of SLKD
1. ESL (Edward Lampert privately owned Hedge Fund) owned 24.8% of SHLD (Sears Holding).
2. Edward Lampert personally owns. 23.7% of SHLD.

As of Sept 19, 2014 Edward Lampert controls 78.6% of the shares of Sears Canada.
1. SHLD owns 51.0% of Sears Canada’s shares,
2. ESL owns 17.4% of Sears Canada’s shares.
3. Edward Lampert personally owns 10.2% of Sears Canada shares.

As of Dec 31, 2014 Edward Lampert controlled 60.9% of Sears Canada shares.
1. SHLD owns 11.4% of Sears Canada’s shares.
2. ESL owns 49.5% of Sears Canada shares.

Note: This information was taken from a number of publicly available sources.

Edward Scott Lampert
Chairman, Chief Executive Officer and Chairman of Finance Committee, Sears Holdings Corporation

Mr. Edward Scott Lampert, also known as Eddie, has been the Chief Executive Officer of Sears Holdings
Corporation since February 1, 2013 and its Chairman since 2004. Mr. Lampert is the Founder at ESL
Investments, Inc. since April, 1998, and has been its Chief Executive Officer since 2013 and Chairman
and Chief Compliance Officer. He serves as a Director of Sears Holdings Corporation. Mr. Lampert serves
as the Chairman of Kmart Holding Corp. Prior to that, he was a Director of AutoNation Inc. Mr. Lampert
served as a Director of AutoZone Inc. since 1999. He was a Member of Skull and Bones and Phi Beta
Kappa during his graduation at Yale University. Mr. Lampert received a B.A. in Economics, Summa Cum
Laude, from Yale University in 1984.

Sears Canada Inc. Board of Directors Profiles

W. C. Crowley
Chairman of the Board

William Charles Crowley, also known as Bill, iD., serves as Portfolio Manager at Ashe Capital and Ashe
Capital Partners, IP. Mr. Crowley co-founded Ashe Capital. Prior to this, he served as the President and
Chief Operating Officer at ESI Investments, Inc. until 2012. He was a Senior Vice President of Finance at
Kmart Holding Corp. and has served as an Officer and Director of Kmart Holding Corp. since 2003.
Previously, Mr. Crowley served as a Consultant at Sears Holdings Corp. since May 2010, where he
previously served as the Chief Administrative Officer from September 30, 2005 to May 2010, Executive
Vice President since March 2005, and Executive Director till May 2010, Chief Financial Officer from
January 2007 to October 2007, Senior Vice President of Finance, Director, and also Interim Chief
Financial Officer since January 31, 2007.
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Mr. Crowley was an employee of ESI until 2012.

Ronald D. Boire

President and Chief Executive Officer

Ronald D. Boire appointed as acting President and Chief Executive Officer, effective October 15, 2014,
and confirmed in the same role on January 26,2015. Mr. Boire was most recently Executive Vice
President, Chief Merchandising Officer and President, Sears and (mart Formats, Sears Holdings
Corporation in Hoffman Estates, Illinois. Prior to joining Sears Holdings in January, 2012, Mr. Boire was
President and CEO at Brookstone, nc., a position he held from October, 2009. Mr. Boire joined Toys R
Us in 2006 eventually becoming President, North America. From 2003 to 2006, he served as Best Buy’s
Executive Vice President, Global Merchandise Manager and before that spent 17 years at Sony
Electronics Inc. in a variety of increasingly senior roles.

Mr. Boire was an employee of Sears Holding until October, 2014.

William R. Harker
Vice-Chairman of the Board

William R. Harker serves as a Portfolio Manager of Ashe Capital Partners, LP. Mr. Harker also co-founded
Ashe Capital Partners. Prior to this, Mr. Harker served as the General Counsel of ESL Investments, Inc.
until 2012. Prior to this, he was a Consultant at Sears Holdings Corporation and served as its Senior Vice
President from April 2006 to August 15, 2012.

Mr. Harker was an employee of ESL until 2012.

R. Raja Khanna
Lead Director

R. Raja Khanna is currently the Chief Executive Officer of Blue Ant Media Inc. and assumed this position
in February 2008. Mr. Khanna co-founded QuickPlay Media Inc., a mobile video company, and served as
its Chief Marketing Officer from 2004 until 2007.

Klaudio Leshnjani
Director and Executive Vice-President and Chief Operating Officer, Sears Canada Inc.

Mr. Klaudio Leshnjani serves as Chief Operating Officer and Executive Vice-President at Sears Canada
Inc. Mr. Leshnjani served as an Executive Vice-President of Corporate Communications, Human
Resources & Financial & Home Services of Sears Canada Inc. and its General Counsel since February
2008. Mr. Leshnjani served as Senior Vice President of Sears Canada Inc., since March 2011.

Mr. Leshnjani is an employee of Sears Canada.
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iames McBurney
Director

James Ronald Gordon McBurney, also known as Jim, served as the Chief Executive Officer of White Tiger
Gold Ltd., (now Mangazeya Mining Ltd.) since July 18, 2012 until April 2013. Mr. McBurney has over 25
years experience advising many of the U.S.’s largest power and gas companies. He served as the Chief
Executive Officer at HCF International Advisers Limited. He was employed at Bank of America Securities
LLC as Head of Natural Resources Banking.

Deborah E. Rosati
Director

Deborah E. Rosati, also known as Debi, CA., ICD.D, Founded RosatiNet Inc., in 2001 and serves as its
President. Ms. Rosati serves as General Partner of Celtic House Venture Partners. She has over 20 years
experience in the field of finance and management. She has also held senior finance positions with
Tundra Semiconductor Corporation (formerly Newbridge Microsystems, a division of Newbridge),
Cognos, and BOO Dunwoody.

Danita Stevenson
Director and Senior Vice-President, Apparel & Accessories and Marketing, Sears Canada Inc.

Danita Stevenson serves as Senior Vice-President for Apparel & Accessories & Marketing at Sears
Canada Inc. Ms. Stevenson served as Senior Vice-President of Apparel & Accessories at Sears Canada Inc.
She served as Senior Vice-President of Apparel & Accessories and Marketing at Sears Canada Inc. and
served as its Senior Vice-President of Apparel and Accessories since January 2014. Ms. Stevenson served
as Senior Vice-President of Private Brands, Dresses and Outerwear at Sears Canada Inc. since 2013.

Mr. Stevenson is an employee of Sears Canada.

S. Jeffrey Stollenwerck
Director

Jeffrey Stollenwerck, also known as Jeff, has been President of Real Estate Business Unit of Sears
Holdings Corporation since March 2012. Mr. Stollenwerck served as the Senior Vice President, Real
Estate for Sears Holdings from March 2005 to February 2008 and the Vice President, Real Estate for
Kmart Corporation from May 2003 to March 2005, prior to the Sears Holdings/Kmart merger in 2005.

Mr. Stollenwerck is an employee of Sears Holding.

NOTE: This information was taken from a number of publicly available sources.
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Sears Holdings Corporation (NASDAQ:SHLD)

02 2014 Earnings Conference Call

August 21, 2014 8:00 AM ET

Executives

Robert A. Schhesheim — Executi’e Vice President and Chief Financial Officer

Edward S. Lampert — Chief Executi’e Officer and Chairman of the Board

Operator

Good day, ladies and gentlemen, and welcome to the Sears Holdings Corp. 02 2014 Earnings Conference Call. At
this time, all participants are in a listen-only mode. (Operator Instructions) As a reminder, this conference call is
being recorded.

• I’ now like to introduce your host for today’s conference, Rob Schhesheim, Executhe Vice President and Chief
Financial Officer for Sean Holdings. You may begin.

Robert A Schnesheim

Thank you, operator. Ladies and gentlemen, welcome to the Sears Holdings earnings call. I am Rob Schdesheim,
Executive Vice President and Chief Financial Officer. Please note that this morning we released our second quarter
earnings results which are now available on our website.

Joining me today is Eddie Lampert, our Chairman and Chief Executie Officer. For our call today, you may access
the accompanying slide presentation, which is aeilable on the ln’vestors section of our website under Events &
Presentations.

Before we begin, on Slide 2, I’d like to remind you that today’s discussion will contain forward-looking statements
related to future eents and expectations. These statements are based on current expectations and the current
economic enionment or are based on potential opportunities and actual results may differ materially from those
expressed or implied in the forward-looking statements.

You can find factors that could cause the Company’s actual results to differ materially listed in today’s press release,
in the presentation for today’s call that is posted at the lnestor Information section of searsholdings.com, and in our
most recent SEC filings.

In addition, on Slide 3, our discussion will include certain non-GAAP financial measures. Reconciliations to the most
directly comparable GAAP financial measures can be found in the presentation and today’s earnings release. Any
reference in our discussion today to EBRDA means adjusted EBITDA, as defined in the earnings release and
presentation. Finally, we assume no obligation to update the information presented on this call, except as required by
law.

I would now like to turn to Slide 4, and turn the call oer to Eddie Lampert.

Edward S. Lampert

1/12
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Thanks, Rob. I also would like to thank all of you for joining us today.

Beginning on Slide 4, I will prrnide an update on the progress we are making in our transformation, re’Aew key

C highlights from the second quarter and briefly reew some of the actions we am taking to simplify and focus our
Company while creating tony-term e1ue for our shareholders. Rob will then re4ew our financial results for the quarter
and update you on our asset redeployment efforts in more detail.

Following Rob’s remarks, I’ll pro’Ade an update on the framework for profit that I introduced on our last earnings call,
outlining our efforts to restore Sears Holdings to profitability. This framework is not meant to give guidance as to our
future results or to predict that we will be successful in executing every aspect of this framework, but rather to
highlight some of the different lewrs were utilizing that could restore profitability.

As the CEO and the largest individual shareholder of Sears Holdings, I am personally committed to dhing our
transformation, impro’Ang our profit performance and ensuring our financial flexibility, all while creating shareholder
value.

Slide 6 illustrates our transformation to moe from a traditional retail operating model to a member-centric operating
model. While retailers continue to be impacted by the same external ctors, we are moving aggressiwly to address
what we can control. We have a number of different levrs at our disposal that will enable us to return a company of
our size and scope to profitability and delicr value to our many stakeholders.

A key component for transforming our business is to move towards a structure that focuses on providing benefits to
our members by combining technology, people and stores to form more personalized relationships with them. Our
new business model is intended to be less asset-intensive and our new cost structure is intended to be more variable
in nature.

Moving now to Slide 7. I will direct my opening summary comments on five key areas of focus: first, while we’ve
continued to show progress on our transformation, as demonstrated by growth in our Shop Your Way penetration
rates and our online sales growth, our second quarter earnings are unacceptable.

We are taking steps to address our performance on several levels including reducing costs, investing in the
acceleration of our transformation, rationalizing our physical footprint to focus on our better performing stores and
markets, and improving our pricing and promotional design to yield higher gross margins.

Given our scale, small changes can have a big impact on our results. For example, a 100 basis point increase in
margin rate in the second quarter would have increased EBITDA by approximately $80 million for the quarter and over
$300 million on an annualized basis.

Second, our transformation continues through Shop Your Way and Integrated Retail. We continue to see increasing
engagement from our Shop Your Way members who drove 73% of eligible sales in the quarter. In addition, our
Integrated Retail initiatives drove our online and multi-channel sales, up 18% in the quarter and 22% in the first halt.

The success of these two platforms is allowing us to maintain relationships with our members as we rationalize our
store footprint and place an increased focus on supporting our better performing stores. Despite the fact that
adjusting our footprint has resulted in store closures, we continue to have a substantial nationwide footprint with a
presence in many of the top malls in the country.

Third, we plan to take short and long-term actions to enhance our financial flexibility. We reduced our inventory by
$1.7 billion over the past three years as we closed stores and improved productivity. As a result, in the future we will
be less reliant on inventory as the primary form of collateral in our financing arrangements In the next six to 12
months, we intend to work with our lenders and others to evaluate our capital structure with a goal of achieving more
long-term flexibility.

Fourth, we have a proven record of funding our transformation and our business model. We have a large, valuable,
diverse and unencumbered set of assets and businesses. In the first half of 2014, we generated $665 million in
proceeds towards our initial stated goal of $1 billion for the year.

We also continue to reduce our liabilities by: one, decreasing lease obligations by over $1 billion over the past three
years; two, reducing our underfunded pension status by over $600 million in the past year; and three, reducing our
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oerall pension liability, including making $1.5 billion lump sum payment in 2012 to our pension plan participants,
which reduced our exposure to the market risk associated with managing pension plan assets.

Fifth, we continue to add to the talent pool of the company. We hay brought in new leaders, and elevated others
within the company, as we change our culture to be more accountable and focused on dthing performance. We
currently expect the combination of these actions to improe our operating results.

We will continue to take actions that we beliey will create value and pro’Ade us with the financial flexibility to inyst in
the strategic priorities of the company. As changes occur in and around retail, we intend to be actily inolvad,
focused on inystments and acquisitions that we believa will accelerate and enhance our transformation.

I will now hand the call over to Rob who will take you through our second quarter results and financial position
followed by a more detailed update of our asset redeployment and reconfiguration actiüies.

Robert A. Schhetheim

Thanks, Eddie. Slide 9 is a summary of our second quarter and year-to-date consolidated results. As we continue to
invast in Shop Your Way and Integrated Retail, as part of our business model transformation, we seek to impro’.e
member engagement and enhance margins as we transition to a more variable-based promotional cost model.

In the near-term, we are incurring the cost of two promotional programs while also reducing our inntory levals, both
of which impact our gross margins. Longer term, we expect our fixed promotional costs and selling and administrative
expenses to decline and our variable promotional costs to result in higher margins.

While our area of greatest levarage is margins and promotional costs, we hay continued to reduce fixed expenses.
Since 2012 our annual fixed expenses hae declined by about $800 million.

Our significant reenue scale prodes us with substantial operating le%erage such that small impro.ements in margin
rate and selling and administratiw expense can lead to substantial improvaments in EBITDA.

Let me now lake you through some of the year-ovar-year changes underlying our results. Slide 10 is a waterfall chart
prodding components of the decline in re’enues year-oer-year. As you can see in the box on the upper right, about
95% of the $858 million year-ovar-year decline was due to factors other than domestic comparable store sales
performance.

The primary drkers of the decline include: domestic closed stores, which account for about 30% of the decline or
$256 million. As we hae in’Ested hea\ily in Shop Your Way and Integrated Retail capabilities, we beliee we hate
the ability to retain a portion of members who shopped the closed stores, the separation of Lands’ End accounting for
39% of the decline or $330 million, $47 million for domestic comparable store sales, about 6% of the decline, and
Sears Canada accounted for 16%, or $140 million of the decline.

Finally, we also experienced a reenue decline in our Home Serices business dur’ng the quarter, as well as a
decline in delitery rewnues which combined, accounted for the majority of the other retenue decline of 585 million.

Moting to Slide 11, as shown in the top box, the increase in our comparable store sales trends demonstrated a
market improment in the performance of both Sears and Kmart store sales. The steady growth we are seeing in
Shop Your Way Members sales penetration and online and multi-channel sales is indicatie of the success of the
transformation. While we are moting in the right direction, there is more work to be done to get results where we
expect them to be and to put other parts of the business on the right path forward.

As you can see in the chart on the lower left, our online and multi-channel sales grew 18% in the quarter and I note
our first half was up 22%. We continue to make our online capabilities more robust and appealing for our members.
We are also expanding our marketplace assortment and increasing the number of locations with in-store tablet
capabilities.

Finally, we continue to intest healy in our Shop Your Way platform. As a result, we continue to see higher levals of
member engagement, demonstrating that our members are becoming eten more engaged.

As indicated on Slide 12, for the quarter, our domestic comparable store sales declined by 0.8%, as Kmart
experienced a 1.7% decline, which was partially offset by an increase in the Sears Domestic format of 0.1%.
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Sears Domestic experienced continued momentum in our appliances and mattresses categories in 02, leading to a
positi’e comparable store sales growth of 0.1% as compared to a 0.8% decline last year, despite the continuing
impact of negatie consumer electronics industry trends.

Our electronics business has been a drag on the Sears format for some time. We are addressing this decline by
shifting the focus of our electronics business away from simply selling Ws. By transforming the business into one
that focuses on empowering Connected Ling, we expect that the new electronics business will bring together our
capabilities in fitness, electronics, appliances, home seRices and auto.

Adjusting for the negati’.e impact of the consumer electronics business, Sears Domestic comparable store sales
would have been about 150 basis points higher. Our Auto business, despite its efforts to focus on ser%4ces,
experienced a comparable store sales decline in the low double-digits in the second quarter.

Kmart’s comparable store sales were down 1.7% as compared to 2.1% decline last year. Our grocery & household
business continued its poor performance, which has persisted for more than a year and which we intend to address
going forward with assortment updates, prite label growth, and pricing promotional effectkvness initiatiws. If we
exclude the impact of the grocery & household and electronics categories the comparable store sales performance at
Kmart would have declined 1%.

Note further, that had it not been for the consumer electronics and grocery & household categories, total Sears
Holdings Corp Domestic would hae had the comparable store sales increase of 0.4%.

Slide 13 shows that for the quarter, our gross margin decreased by about $444 million to $1.7 billion in 2014. About
37% of the year-o’.er-year decline was due to margin rate deterioration, with the remaining change of 63% due to
other factors. More specifically, the year-o’er-year impact of domestic closed stores accounted for approximately $54
million, or about 12% of the change.

The impact of the Lands’ End separation represents about $126 million, or about 28% of the change. The set of bars
labeled Domestic Operating Performance, is a net amount of $167 million or about 38% of the total margin decline,
with the margin rate impact accounting for nearly all the decline. As compared to the prior year, Kmart’s gross margin
rate declined 250 basis points, with decreases experienced in a majority of categories, particularly apparel, home and
grocery & household.

Sears Domestic’s gross margin rate declined 330 basis points for the quarter with decreases experienced in a
majority of categories, most notably apparel, home appliances partially due to free deli’ery, tools and footwear.

Next, as indicated, we increased our year-o’er-year inestment in Shop Your Way points by $43 million. The higher
cost of points demonstrates increased member engagement and is an indicator of the progress that we are making in
our transformation to be a member-centric integrated retailer.

Furthermore, it is important to understand that we recognized the points expense when points are issued to our
members. We expect to see additional reenue and margin benefit from the points that were issued in the first quarter
throughout the remainder of 2014 and into 2015 as the points will continue to be redeemed in the future.

Also, as previously noted, we’ve continued with our traditional promotional programs at historical le’els as we plan to
move through the transformation in a thoughtful and deliberate manner. Finally, Sears Canada’s gross margin
declined by $54 million in the second quarter, accounting for approximately 12% of the year-oer-year margin decline.

Slide 14 summarizes some of what we belie%e are our substantial financial resources. We had $839 million of cash at
quarter-end on a consolidated basis. In addition, we had immediate availability to borrow about $486 million on our
credit facilities, which reflects the effect of both the springing fixed charge coverage ratio covenant and borrowing base
requirement of our domestic credit facility.

We also had $3.9 billion of equity in inentory. Note that in’.entory is a current asset which can be converted to cash
very quickly, or on aserage in 90 days in the normal course. Taken together, we had about S5.2 billion of liquidity or
liquid assets on a consolidated basis, which could be converted into cash in the near-term.

While I’ll proide more detail on our resources later, year-to-date we hae generated approximately $664 million of
proceeds from non-core asset dispositions, including $500 million from a dMdend associated with the distribution of
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Lands End and approximately $164 million dethed from the sale of real estate.

• We continue to ha’,e multiple options to generate additional liquidity gin our ability to access dkerse funding
sources as well as the asset rich nature of our portfolio. More specificly we ha%e a $500 million uncommitted
commercial paper line of which we had $493 million a’.’ailable as of the end of the second quarter. We hae a 51%
equity stake in Sears Canada with a current market value of about $765 million as of August 19.

We ha’e continued to demonstrate our ability to monetize our substantial unencumbered real estate assets and there
are numerous other forms of transactions that we could pursue to pursue additional liquidity expeditiously using our
real estate. We are permitted to raise up to a maximum of $760 million of second lien debt, subject to borrowing base
requirements.

I would also point out that we have no term debt maturities until June of 2018 and our reoNer is in place through April
of 2016. We also, as pre’Aously disclosed, continue to explore strategic altemati’Ees for Sears Auto Centers.

Slide 15 presents our inwntory, payables and net in’.entory balances for the past three years on a consolidated
basis. We hate had success reducing the capital required to run our business, as we have reduced our net irrentory
in’estment by about $1.7 billion oer the past three years. By reducing our net inwntory irnestment and our payables
we hae decreased the leel of ‘.endor support needed to run our business, improng our business model in a way
that benefits both us and our vendor partners.

lnentory productMty has been a key priority this quarter and our efforts ha’e resulted in a decrease of our domestic
net inventory by $510 million year-o’.er-year, excluding the impact of Lands’ End. To this end, we hate been reducing
slower selling inwnlory and focusing on keeping our o’.erall inentory position fresh and rele’ant. This initiati’ has
hurt our oerall gross margin in the near-term, but we believe that our efforts now to build a fresher and more
productive inwntory assortment are important and necessary steps to dthe better sales, profit and in’.entory
productiity going forward.

• On Slide 16 you can see that our Domestic Pension Contributions oter Ihe past nine years, including 2014, have
totaled $2.9 billion. We expect this year to mark the peak of our pension funding needs going forward with our
pension funding declining through 2019, at which point we expect our pension to be fully funded.

As you can see, prior to taking into account new legislation, our aggregate pension funding requirements owr the the-
year period ending 2019 are expected to be about $1.1 billion at which point we expect to be frilly funded, as I noted,
based on current interest rates and regulations, and possibly sooner should interest rates increase. This should
prode relief from the funding pressures we ha%e felt as we ha’e honored our legacy pension obligations.

On August 8, new legislation was enacted that amends existing pension funding requirements. We expect the new
legislation to increase the discount rate we use to determine our pension liability, resulting in lower liabilities and
lower funding obligations as shown in the yellow highlighted box.

Slide 17 itemizes our debt balance as of the end of the second quarter, and after making some adjustments, prrnides
our adjusted domestic net debt position. Let me offer a few comments. First, as the box on the upper right notes, our
re’oker borrowings and our commercial paper outstanding are down with our short-term borrowings down by $352
million. Our domestic cash is up by $213 million, meaning that our net short-term borrowings are down by $565
million on a year-o.er-year basis.

Second, while our total domestic debt has increased by about $592 million, our adjusted domestic net debt position,
when including cash and our unfunded pension obligation, is down about $220 million year-over-year. Note that the
company’s legacy pension obligation is essentially a form of debt and has influenced reoker usage. The $1.1 bililon
of contributions made in the last 10 quarters have been funded by revker borrowings. On a pm forma basis, the
reoNcr balance would be $339 million absert these contributions.

So we hate used one form of debt, mainly the revl’er, to fund another form of debt, being the pension. Since 2012,
• about $1.1 billion of the second quarter reoNer balance of $1.4 billion was driwn by pension contributions, which

should be distinguished from funding operating expenses.

If we are successful in monetizing our 51% stake in Sears Canada at current market lues, this result in cash
proceeds of about $765 million. This would afford us the option to apply these proceeds to our domestic revoker,

-
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which would hae the impact of reducing the domestic revoker and adjusted domestic net debt balances, should we
decide to do so.

•On Slide 18, we show our domestic net short-term debt position was down versus last year by $565 million to $808
million, primarily due to lower borrowings under our reoler, lower leels of commercial paper and higher leels of
cash.

Next, we show a’eilability on our committed domestic credit facility. I’d make two points about the year-o’.er-year
change in the availability on our committed domestic credit facility, both of which are primarily dHn by our more
efficient management of in’.entory.

First, our capacity at the end of the second quarter was about $2.3 billion. Although the credit facility proides for up
to $3.275 billion of reoiwr commitments, our ability to use the entire facility was limited at quarters end by our
borrowing base, which is determined based on the lue of eligible inventory and other collateral. Also, just as last
year, we did not have access to about 10°k of the total commitments because we would not hae met the springing
fixed charge coemge ratio coenant.

Second, as we haw managed our inventory more efficiently, we haee less need to borrow, and our resulting borrowing
capacity is about $665 million lower than this time last year. At seasonal highs, during the 2014 Holiday Season, we
currently anticipate that our domestic inventory will be at a level that the borrowing base will not limit access to the
credit facility.

After deducting quarter end borrowings and outstanding letters of credit and factoring in the impact of the springing
fixed charge covrage ratio covenant and borrowing base requirement, our availability to borrow at the end of the
second quarter was $240 million ersus $759 million at the end of the second quarter last year.

Howe’er, similar to net short term debt, that doesn’t tell the whole story. Cash was greater than last year and
incremental capacity under our uncommitted commercial paper program was also greater than last year. After
including the impact of cash and incremental commercial paper capacity1 we had $1.3 billion of potential liquidity
compared with $1.4 billion last year. Note, we also are permitted to raise up to $760 million in additional second lien
debt, subject to borrowing base requirements.

I would also note that we would continue to de-leer our balance sheet and increase our a’.ailability to the extent we
are successful in monetizing our 51% stake in Sears Canada. Further, we currently ha’.e $500 million of authorization
remaining for share re-purchases as well as $275 million of authorization remaining for re-purchases of our debt.

As we have commented, we beliee that we have sufficient liquidity to run the business and also ha.e the benefit of
access to a rich portfolio of assets, which we ha’.e demonstrated.

Moving to Slide 19. you will see that we hae continued to manage down our retail store footprint and the associated
present gIue of lease obligations. As we continue to manage our store footprint, we expect to further reduce these
obligations in the coming years. Reducing our net minimum lease payments decreases corporate obligations and
further de-risks our business model.

As shown on Slide 20, our debt structure is in place for the next few years, as our domestic reoker extends into
2016, we hae negligible term debt maturities oer the next seeral years and we ha’e multiple options available to us
for any refinancing we may want to consider.

As indicated earlier we ha%e reduced our inventory by $1.7 billion owr past three years 4a store closings and
productity. And as Eddie commented this will alter our reliance on inentory as the primary form of collateral in our
capital structure. Oer the next six to tweNe months, we intend to work with our lenders and others to evaluate our
capital structure with a goal of achiaving more long term flexibility, and may take action sooner, as appropriate.

I would now like to shift gears and spend a few minutes discussing how we are redeploying our portfolio of assets
which we believe will accelerate and fund our transformation. On Slide 22, we show the framework we use to &valuate
potential strategic transactions.

We believe that these transactions will enable us to accelerate and kind our transformation when they allow Sears
Holdings, the separated entity, or both entities to, one, become a more focused company that is more efficient to
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manage and easier to understand; two, pursue its own strategic opportunities, and attract talent; three, optimize its
capital structures, and allocate Capital in a more focused manneç four, enhance its financial flexibility, and fite,
protide opportunities for our shareholders to continue to participate in the value creation generated by these
businesses after separation.

We beliew that we are executing on a plan to increase financial flexibility1 further de-ñsk our balance sheet and
create shareholder value. We expect to continue with these types of actit4ties during the remainder of 2014.

On Slide 23, we protide an update on our asset reconfiguration actMties. On our Q4 and Full Year 2013 Earnings call
in February of this year, we disclosed that at the time, we expected that the combination ot one, the Lands’ End
transaction; two, our continuing to work with the board and management of Sears Canada to increase the value of our
investment, and three, our evaluation of strategic alternatives with respect to our Sears Auto Centers when taken
together would result in cash proceeds to the company in excess of $1 billion in 2014 to help fund our transformation
and create value. We believe that we are on track to deliver cash proceeds of $1 billion, having raised $664 million
through the first half of the year.

On April fourth, we completed the separation of Lands’ End through a pro rata distribution to our shareholders and
received an exit dividend from Lands’ End in the amount of $500 million as anticipated. On May 14th, we announced
that we intended to hire an investment banking firm to explore strategic alternatives for our 51% equity stake in Sears
Canada, including a potential sale of our 51% interest or of Sears Canada as a whole. We subsequently engaged
BofA Merrill Lynch to assist us in connection with these efforts.

Sears Canada’s board of directors has advised us that they intend to support Sears Holdings in this process to
achieve value for all shareholders. The market value of our 51% interest was about $765 million as of August 19. As
we have previously disclosed, we are continuing to evaluate strategic alternatives for our Sears Auto Centers
business. We have had discussions with third parties regarding a variety of opportunities, including partnerships. We
cannot give you any assurance that we will be successful in this effort or with Sears Canada.

In addition, we are capitalizing on the flexibility in our real estate portfolio to reduce unprofitable stores as leases
expire and in some cases accelerate closings when economically prudent, as well as continuing to benefit fmm the
value of our real estate in both the U.S. and Canada. Through the first half of the year, we have received $164 million
in proceeds from Real Estate transactions.

We have announced that we expect to close about 130 stores in 2014, which include a combination of leased and
owned locations. We have closed about 95 to date. To put this into perspective, following these closures, we will still
have about 1,900 Sears and Kmart big box stores in operation, representing about 200 million square feet throughout
the United States to serve our members. Few companies hate this scale and reach.

I would also point out that we believe that our investments in Shop Your Way and Integrated Retail will enable us to
migrate the shopping activity of highly engaged members who previously shopped these closed stores to alternative
channels. As a result, we would expect to retain a portion of the sales previously associated with these 130 stores by
nurturing and maintaining our relationships with the members that shopped these locations.

We expect that the store actions, together with our expected reduction in inventory needs during the regular selling
seasons and the holiday peak season, will further de-dsk our business model and that of the vendors who sell to us.
We also expect that these actions should decrease our working capital needs and improve our profitability going
forward.

I would also point out, that whIle we are adjusting our store base, we continue to operate stores in some of the best
malls in America. Two reports hate been done over the past six years, one by Goldman Sachs listing the top 100
malls in America, and the other by Morgan Stanley listing the top 100 fashion malls in America. Combining the two
lists, in 2007, we were in 63 of the malls and we are now in 61. We are retaining stores in some of the best locations
even as we close stores to optimize our store footprint and reduce lease obligations.

Moving to Slide 24, 1 will now turn the call back over to Eddie who will provide an update on the framework for profit
that he outlined on our previous earnings call.

Edward S. Lampert
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Thanks, Rob.

Transitioning to this section on Slide 24, I mentioned that I want to use this opportunity to provide an update on the
levers we are using to restore profitability to Sears Holdings. As I have said before, the framework I am outlining is not
intended to pruvide guidance as to our future results or predict that we will be successful in executing any aspect of
this framework. It is intended to describe the opportunities we are focused on to increase profitability.

Slide 25 highlights that we believe that fostering deep and lasting relationships with our members will drive
sustainable and profitable growth. As we pursue this fundamental objective, we will remain disciplined stewards of
capital, with an overriding focus on creating value for our shareholders. A transformation of this size and scale is
difficult, but our entire management team is committed to its execution.

Slide 26 we outlines the framework of our new model, which leverages our scale and the investments that we
continue to make in the Shop Your Way program and Integrated Retail capabilities. These include, optimizing store
network and square ftotage, accelerating Shop Your Way and Integrated Retail as the foundation of our business.
Transforming select business models and reducing selling and administrative expenses.

Turning to Slide 27, we’ve announced plans to close about 130 stores in 2014, having closed about 95 to date. In
fIscal 2013, these stores generated almost $1B in sales; however, they generated an EBITDA loss of about $26
million. Due to the flexibility in our real estate portfolio we believe we will be able to close these underperforming
locations efficiently. So, by closing these locations, we would expect to generate approximately $26 million of
incremental EB[DA on an annualized basis by aveiding the losses they currently produce. Furthermore, closing
these locations is expected to reduce our working capital requirements by about $160 million in 2014.

Additionally, we believe that there is opportunity to retain a portion of the sales associated with the closed locations
by maintaining a relationship with the members who shopped those stores. This belief is based on experience we
have had to date in stores that we have closed over the last year. As is shown on the slide, we believe that the
annualized EBITDA value of retaining these members could be about $50 million, resulting in a total annualized
EBITDA benefit of about $73M. As our ability to retain members improves, we believe that the potential annualized
impact of optimizing our store network could be about $300 million to $400 million.

Turning to Slide 28, we have made substantial investments in Integrated Retail capabilities in our stores. We are
seeing these investments drive very good results, and we will continue to roll out these capabilities to additional
stores throughout the remainder of the year. For example, these abilities include more flexible technology, like the
ShopSears app utilized by associates in stores, digital signs, which enable dynamic pricing and marketing, and RFID
technology, which enables our associates to do inventory counts in a fraction of the time givng them more time to
focus on serving our members.

This has resulted in improved sales and margins in the stores where we have enabled this technology. Based upon
this experience, which we have introduced at hundreds of locations, we believe there is the potential to generate
about $500 million in incremental annual revenues and between $150 million to $200 million of incremental annual
EBITDA for these initiatives alone.

On Slide 29 we wanted to highlight that our In Vehicle Pickup has received very positive feedback from our members.
We launched this member benefit in the first half of the year at our Sears Full-Line Stores to make pickup of online
orders easier. This is one of the many ways we demonstrate our industry leadership in leveraging online channel and
physical stores to enhance the integrated shopping experience. Based on that positive feedback we are looking to
expand this capability to Kmart and are piloting it in 115 Kmart stores.

On the bottom half of this slide, we show that during the second quarter we announced new functionality that allows
our members and customers to order from sears.com and kmart.com and pick up in either format stores, all over the
United States. This will allow members and customers to shop their favorite brands and pickup at the location most
convenient to them, with no charge for shipping.

• On Slide 30, we show that the difference in annual spend between an average engaged Shop Your Way member and
a very engaged Shop Your Way member continues to be significant, with our most actively engaged members
spending 75% more than our average active member.

We are focused on targeted actions that will convert more of our average active members to more engaged members
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and we continue to see positkv signs that these actions are working. Both the number of members that have
redeemed points in the last 12 months and the number of contactable members hate increased meaningfully. To put
this in perspectke, mo’Ang one million members from aerage to most engaged status represents $50M in EBfTDA.

We are focused on enhancing margins and reducing our overall cost of goods through a number of initiatkes. On
Slide 31 we show that cost of goods annual spend is $23.6B. We ha’.e in’.vsted in our pricing capabilities, both in
people and technology, which will enable us to.be more targeted and real-time, responding to our members needs
and the competiti.e enrortment. We are also focused on shifting our promotional design to be less dependent on
promotional markdowns and replacing them with Shop Your Way points, where it makes sense.

There will always be a leel of promotional markdowns as part of our go to market promotional design, but our intent
is to replace a portion of our existing promotional markdowns with Shop Your Way points. Also, we are focused on
optimizing our supply chain to right-size our network, and leeraging our real estate portfolio by partnering with other
retailers to lease out ‘valuable but unproductiv space.

Strategic sourcing is one specific area I would like to call out where we hae made some progress since our last call.
In the first half of the year, we hae executed a number of strategic sourcing initiaW.vs that we expect will impro.e
profitability for the company in the future by $80 million on an annualized basis. We will continue to utilize the
strategic sourcing framework to continue to identify and go after additional sangs across both merchandise and non-
merchandise sourcing.

Through these actions, you can see that with re’nue held constant, each 1% reduction in our cost of goods, which
would include the impact of sub-lease income, would generate an incremental $230 million of annual EBrEA.

On Slide 32, selling and administratke expense is also an area of focus. As we ha’e discussed in the past, we have
reduced our fixed expense structure by about $800 million annually o’er the past three years, though this is a mix of
costs included in both cast of goods sold and selling and administrathe expense. Through the first half of the year,
we have reduced our fixed expenses by $30M, and we beliee there is still significantly more opportunity.

Our areas of focus are re-engineering processes, le’.eraging technology and shifting our marketing mix. In the first half
of the year, we shifted more of our marketing dollars from fixed marketing assets to more ‘ahable-based, targeted
digital assets, reducing our marketing expenses by $42 million while maintaining similar le’els of marketing
productMty. I would point out that the impact of these initiatKes can be substantial. With rewnue held constant, each
2% reduction in selling and administrati’e expenses translates into $150 million of incremental EBITDA.

On Slide 33 we aim to clearly show both the challenge and the opportunity represented by Apparel. Our retenue per
square foot in our apparel business is about one third of the industry aerage. Each $10 impro.ement in our sales
productiüy per square foot represents $100 million in incremental annual EBITDA.

To that end. we are aggressi’ely transforming our apparel business with a focus on refreshed brands and product
assortments and are reducing lead times to better meet our members’ needs. We are excited about our brand
introductions, including the launch of Impact by Jillian Michaels, a performance acti’ewear collection for women,
which further strengthens our fitness offerings.

We recognize the need to continue to innovate in our fabrics and unique styles and designs. We plan to launch new
technology in fabrics and design in our E%eHast women and men’s lines. We hae also been working to improe our
ability to react faster to member needs and changing trends. We will reduce risk by making smaller and more
seasonal buys, and reducing lead times to better meet our members’ needs. We successfully reduced lead times by
oer 30% in more than 25 brands, and reduced SKUs by about 30%. These shorter lead times and focused
assortments will permit greater flexibility, speed and accuracy going forward.

Tuming to Slide 34, we depict our connected solutions business initiathe. Connected Solutions are focused on
proiding our members with products that can be monitored and managed from their smart de’.ice anywhere in the
world, helping our members better manage their li’es.

We\e brought together one of the most authoritatiw assortments of smart, connected home and personal automation
products from both well-known national brands, as well as innotRe start-ups across dkerse categories such as,
home automation products such as thermostats, smart locks, lighting, switches and sensors, mobile phones and
tablets, as well as sertice plans from AT&T and Verizon, smart watches, fitness products, such as treadmills, fitness
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bands and heart rate monitors, connected garage door openers, including Craftsman Assurelink and connected baby
monitors.

I Slide 35 shows our phased approach to growing the Connected Solutions platform Our approach will continue to
e’ol%e as we just recently recruited a new leader to dthe this business.

On Slide 36, I want to touch briefly on working capital, which has and will continue to be an important area of focus.
As we hae discussed before, we ha’e reduced our net domestic inentoiy IeeIs by oer $1 billion oer the past three
years. We belie’.e there’s still substantial opportunity to tirther improte our in’entory productk’fty.

We are focused on a number of initiatkes centered on, one, reducing the leels of slow mo.ing and unpmductke
inentory, two, buying and flowing our merchandise differently given our Shop Your Way program and Integrated Retail
platform, and three, buying smaller quantities of merchandise and turning it more frequently.

As you can see on the slide, if we can turn our inventory one more time per year, we can reduce our net working
capital requirements by about $400 million, enhancing liquidity and freeing up capital that could be used to ftirther
inest in our transk3rmation.

On Slide 37, we pm’Ade a summary of the initiatiws laid out on the pre’Aous slides. As you can see, if we
successMly execute on these opportunities, they ha’.e the potential to generate incremental annual EBITDA of
between $1 billion and $2.4 billion under the assumptions as indicated. We beliew we hae a substantial opportunity
to compete successftilly in the changing retail landscape by proactiely transforming our business to meet the new
realities of the industry.

As I hew said in the past, transformations of this size and scale are not easy, and we may continue to experience
challenges in our financial performance owr the next seeraI quarters. Howewr, we haw made progress across a
wide spectrum of initiatiws, such as lewraging our Shop Your Way and Integrated Retail platforms, reducing our
legacy pension obligation, managing our expenses, de-risking our balance sheet, and enhancing our financial
flexibility to position ourselws to meet all of our linancial obligations.

We beliew these initiatiws, when coupled with executing on the profitability framework I just described, will position
us to play offense and enable us to continue to seek opportunities to grow and inest in our business.

We are committed to drNng profitability, and we expect to focus on our strengths, including our best members, best
stores and best categories. As the CEO and the largest indkdual shareholder of Sears Holdings, lam personally
committed to drNng our transformation, improing the profit performance of the company and creating shareholder
value. Our team is committed and is actiwly engaged in the daily work to make this transformation work.

Operator

Ladies and gentlemen, thank you for participating in today’s conference. This concludes today’s program. You may
now disconnect. Eeryone, haw a great day.

Question-and-Answer Session

[No Q&A session for this ewntl

Copyright policy: All transcripts on this site are the copyright of Seeking Alpha. Howewr, we ew them as an
important resource for bloggers and journalists! and are excited to contribute to the democratization of financial
information on the Intemet. (Until now inwstors haw had to pay thousands of dollars in subscription fees for
transcripts.) So our reproduction policy is as follows: You may quote up to 400 words of any transcript on the
condition that you attribute the transcript to Seeking Alpha and either link to the original transcript or to
www.SeekingAlpha.com. All other use is prohibited.

ThE INFORMA11ON CONTAINED HERE IS A TEXRJAL REPRESENTA11ON OF ThE APPLICABLE COMPANY’S. CONFERENCE CALL, CONFERENCE PRESENTA11ON OR OThER AUDIO PRESENTATION, AND WHILE
EFFORTS ARE MADE TO PROVIDE AN ACCURATE TRANSCRIP11ON, ThERE MAY BE MATERIAL ERRORS,
OMISSIONS, OR INACCURACIES IN ThE REPOR11NG OF ThE SUBSTANCE OF ThE AUDIO PRESENTATIONS.
IN NO WAY DOES SEEKING ALPHA ASSUME ANY RESPONSIBILITY FOR ANY INVESWENT OR OThER
DECISIONS MADE BASED UPON ThE INFORMATION PROVIDED ON ThIS WEB SITE OR IN ANY TRANSCRIPT.
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USERS ARE ADVISED TO REVIEW ThE APPLICABLE COMPANY’S AUDIO PRESENTAEON [[SELF AND ThE
APPLICABLE COMPANY’S SEC FILINGS BEFORE MAKING ANY INVESTMENT OR OThER DECISIONS.

II you hae any additional questions about our online transcripts, please contact us at;
transcriots@seekingalpha.com. Thank you!

Operator

Good day, ladies and gentlemen, and welcome to the Sears Holdings Corp. 02 2014 Earnings Conference Call. At
this time, all participants are in a listen-only mode. (Operator Instructions) As a reminder, this conference call is
being recorded.

I’ now like to introduce your host for today’s conference, Rob Schriesheim, Executi’.e Vice President and Chief
Financial Officer for Sears Holdings. You may begin.

Robert A. Schriesheim

Thank you, operator. Ladies and gentlemen, welcome to the Sears Holdings earnings call. I am Rob Schdesheim,
Executiw Vice President and Chief Financial Officer. Please note that this morning we released our second quarter
earnings results which are now available on our website.

Joining me today is Eddie Lampert, our Chairman and Chief Executive Officer. For our call today, you may access
the accompanying slide presentation, which is available on the Investors section of our website under Events &
Presentations.

Before we begin, on Slide 2, I’d like to remind you that today’s discussion will contain forward-looking statements
related to Kiture events and expectations. These statements are based on current expectations and the current
economic environment or are based on potential opportunities and actual results may differ materially from those
expressed or implied in the forward-looking statements.

You can find factors that could cause the Company’s actual results to differ materially listed in todays press release.
in the presentation for today’s call that is posted at the Investor Information section of searsholdings.com, and in our
most recent SEC filings.

In addition, on Slide 3, our discussion will include certain non-GAAP financial measures. Reconciliations to the most
directly comparable GAAP financial measures can be found in the presentation and today’s earnings release. Any
reference in our discussion today to EBIJDA means adjusted EBITDA, as defined in the earnings release and
presentation. Finally, we assume no obligation to update the information presented on this call, except as required by
law.

I would now like to turn to Slide 4, and turn the call over to Eddie Lampert.

Edward 5. Lampert

Thanks, Rob. I also would like to thank all of you for joining us today.

Beginning on Slide 4, I will provide an update on the progress we are making in our transformation, review key
highlights from the second quarter and briefly review some of the actions we are taking to simpli and focus our
Company while creating long-term value for our shareholders. Rob will then review our financial results (or the quarter
and update you on our asset redeployment efforts in more detail.

Following Rob’s remarks, ill provide an update on the framework for profit that I introduced on our last earnings call,
outlining our effijrts to restore Sears Holdings to profitability. This framework is not meant to give guidance as to our
future results or to predict that we will be successful in executing every aspect of this framework, but rather to
highlight some of the different levers we’re utilizing that could restore profitability.

As the CEO and the largest individual shareholder of Sears Holdings, I am personally committed to driving our
transformation, improving our profit performance and ensuring our financial flexibility, all while creating shareholder
value.
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Slide 6 illurates our transformation to move from a traditional retail operating model to a member-centric
operating model. While retailers continue to be impacted by the same external factors, we are moving
apgresvelv to address what we can control. We have a number of different levers at our disposal that will

Cenable us to return a company of our ze and scope to profitability and deliver value to our many
stakeholders.
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Mitch Frazer
rnfrazertorys.ccm
P. 416.865.8220

July 21, 2014

VIA EMAIL

Koskie Minsky LLP
20 Queen Street West
Suite 900, Box 52

Toronto, ON
M5H 3R3

Attention: Andrew Hatnay

Dear Mr. Hatnay:

Re: Store and Catalogue Retiree Group (“SCRG”)
The Sears Canada Inc. Registered Retirement Plan, Registration Number
0360065 (the “Plan”)

We are writing in response to your letter dated June 26, 2014 regarding the matter involving the
above-noted parties.

Health and Welfare Trust

You have asked for copies of the documents relating to the Health and Welfare Trust which pays
health benefits to Sears Canada Inc. (the “SC”) retirees. Our client is still considering this
request.

Pension Athisoiw Committee

Our client has also considered your request with the respect to the formation of a pension
advisory committee pursuant to section 24 of the Pension Benefits Act (Ontario) (the “PBA”).
While our client is not opposed to the formation of an advisory committee as provided for under
section 24 of the P8k it suggests that it would be most appropriate to do so after the
corresponding regulations are implemented so that the advisory committee can be established
in a proper and organized manner in accordance with the regulations.

Dividend aiid Shareholder Payments

SC’s fiduciary obligations to the Plan under the PBA are strictly its duties as the Plan’s
administrator. The obligation to fund a pension plan is that of the employer under the
Plan, not the plan administrator. As such, SC does not have a fiduciary duty to plan members to
fund the Plan. Instead, SC has a statutory obligation to fund the Plan in accordance with the
requirements of the PBA and the Plan terms. SC has funded, and continues to fund, the Plan in
accordance with the last filed actuarial report required under the PBA. There has been no breach
of fiduciary duties as you assert.

I)fl793CD)(, 173-fl 903.1
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Regards,

¶
Mitch Frazer

MF/se

cc: Franca Perugini, Associate General Counsel, Sears Canada Inc.
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Andrew J. HatnayAugust 26, 2014
Direct Dial: 416-595-2083
Direct Fax: 416-204-2872

ahatnay@kmlaw.ca
Via Email

Torys LLP
79 Wellington St. West, 30th

Floor
Box 270, TD South Tower
Toronto, ON M5K lN2

Attention: Mitch Frazer

Dear Mr. Frazer:

Re: Store and Catalogue Retiree Group (“SCRG”)
The Sears Canada Inc. Registered Retirement Plan, Registration #0360065 (“SRRP”)

We acknowledge receipt of your letter dated July 21, 2014.

Health and Welfare Trust

Your response to our client’s repeated requests for copies of the Health and Welfare Trust
documents is unacceptable. Your client has had this request under consideration for several
months. The purpose of the trust is to pay health benefits to retirees. You have confirmed that
the trust will run out of fluids in less than a year and that Sears Canada is not contributing any
hinds to the trust. In so doing, Sears Canada has placed the security of the retirees’ health
benefits at serious risk. Please provide copies of the Health and Welfare Trust documents
immediately.

Dividend Payments to Shareholders

It appears that Sears Canada misunderstands its role as pension plan administrator of the SRRP.
Sears Canada is both the employer and the plan administrator of the SRRP. Sears Canada is
always the plan administrator and as such owes a fiduciary duty to the plan members under the
PBA and the common law to act in their best interest. It cannot artificially separate its role as
employer from its role as plan administrator to suit its own self-interested purposes, for example,
by paying dividends to its majority shareholder, Sears Holdings Corporation (to whom Sears
Canada does not owe a fiduciary duty), instead of using its hinds to make contributions to the

20 Queen Street West, Suite 900, Box 52, Toronto, ON M5H 3113 • Tel: 416-977-8353 • Fax: 416-977-3316
www.kmlaw.ca
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underfunded pension7lan so that the plan is fully funded. As the Supreme Court of Canada
made clear in Indalex

[65] Section 22(4) of the PBA explicitly provides that a plan
administrator must not permit its own interest to conflict with its duties
in respect of the pension fund. Thus, where an employer’s own interests
do not converge with those of the plan’s members, it must ask itself
whether there is a potential conflict and, if so, what can be done to
resolve the conflict. Where interests do conflict, I do not find the two
hats metaphor helpful. The solution is not to determine whether a given
decision can be classified as being related to either the management of
the corporation or the administration of the pension plan. The
employer may well take a sound management decision, and yet do
something that harms the interests of the plan’s members. An employer
acting as a plan administrator is notpermitted to disregard itsfiduciary
obligations to plan members andfavour the competing interests of the
corporation on the basis that it is wearing a “corporate hat”. [emphasis
added]

Furthermore, Sears Canada’s obligations to fluid the SRRP are not limited to the minimum
funding standards of the PBA. Sears Canada cannot rely on the PBA’s minimum standards to
escape its fiduciary duty to plan members and avoid contributing the appropriate amounts to the
pension plan so that it pays the amount of pension benefits that the employees earned as deferred
wages and Sears Canada agreed to pay.

Surely, the best interests of the plan members must include that the hill amount of pension
benefits that they earned as deferred wages is secure. The fiduciary duty on Sears therefore
requires Sears to appropriately fluid the SRRP so that it will pay hill pension benefits. The
PBA’s minimum standards apply alongside the fiduciary duty on Sears Canada; they do not
displace Sears Canada’s fiduciary duty.

As we have stated previously, the payment of any dividends to shareholders while the SRRP
remains underfunded is a breach of Sears Canada’s fiduciary duty to the plan members and is
oppressive under Canadian oppression laws. SCRG continues to oppose the payment of past and
any future payment of dividends to shareholders.

Taking Temporary Solvency Funding Relief is inappropriate

We have been provided with a copy of a letter sent by Sears Canada to all members of the SRRP
dated August 7, 2014 stating that Sears Canada is again taking advantage of Temporary
Solvency Funding Relief measures to defer paying new special payments required to hind the
SRRP. By taking advantage of solvency relief funding measures, Sears Canada is contributing
significantly less to the SRRP.

‘Sun Indalex Finance, LW v. United Steelworkers, 2013 SCC 6
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SCRG objects to Sears Canada taking solvency fimding relief at this time. The latest quarterly
report of Sears Canada indicates that its retail business continues to lose money. Sears Holdings
Corp. (Sears Canada’s parent company and the 51% owner of Sears Canada) also continues to
lose money. Despite steadily losing money over the past several years, Sears Canada has paid
over $1.4 billion to shareholders since 2010, the bulk of which were paid to Sears Holdings. It is
entirely inappropriate for Sears to take advantage of finding relief measures at this time.
Instead, the fiduciary duty on Sears Canada requires it to pay more, not less, to the pension plan
so that the plan will pay ifill benefits to retirees. Indeed, Sears Canada essentially acknowledges
in its memorandum that it is acting against the interests of the pension plan and its members:
“the security of your pension benefits may be affected as it means that in the short term, less
money is going into the Pension Plan to fund the solvency deficiency”.

Instead of taking advantage of solvency funding relief. Sears Canada should pay all necessary
contributions to hilly hind the pension plan as soon as possible.

Discussions with potential purchasers of Sean Canada

There have been reports that Sears Holdings is in discussions with parties for a sale of Sears
Canada to “monetize” Sears Holdings’ ownership interest in Sears Canada and then transfer
those finds to Sears Holdings in the United States. It is obvious that Sears Holdings and Sears
Canada management do not have any intention to turnaround Sears Canada’s failing retail
business and instead only seek to extract cash from Sears Canada while paying as little as
possible to the underffinded pension plan. This strategy is confirmed in the following excerpts
from the recent Earnings Call with Sears Holdings management of August 21, 2014:

We [Sears Holdings] have a 51% equity stake in Sears Canada with a
current market value of about $765 million as of August 19.

If we are successful in monetizing our 51% stake in Sears Canada at
current market values, this result in cash proceeds of about $765 million.
This would afford us the option to apply these proceeds to our domestic
[U.S.] revolver, which would have the impact of reducing the domestic
revolver and adjusted net debt balances, should we decide to do so.

On May 14th, we announced that we intended to hire an investment
banking firm to explore sirategic alternatives for our 51% equity stake in
Sears Canada, including a potential sale of our 51% interest or [sic] of
Sears Canada as a whole. We subsequently engaged BofA Menill Lynch
to assist us in connection with these efforts.

Sears Canada’s board of directors has advised as that they intend to
support Sears Holdings in this process to achieve value for all
shareholders.

123370 lv3
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SCRG requests that it be involved in the discussions relating to the sale of Sears Canada. A sale
will have a direct impact on the ffiture of the underfimded SRRP and the security of the
members’ pension benefits, and exposes the pension plan members to losses to their pension
benefits, particularly if the underfimded SRRP is wound up.

Please keep us apprised of all transaction developments so that SCRG can participate in those
discussions. SCRG would be agreeable to executing the appropriate confidentiality agreement
with respect to such discussions.

We look forward to hearing from you.

Yours truly,

KOSME MINSKY LLP

Andrew J. Hatnay
AJHIvdI

cc SCRG
Philip howell, CEO and Superintendent of Financial Services of Ontario
Deborah McPhail, Senior Counsel, FSCO
Permy Mcllraith, Pension Officer, FSCO
Mark Zigler, James Harnum, Koskie Minsky LLP

1233 701v3
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KOSKIE. MINSKYLLP
DARRISTERS & 5o:cirons

November 6,2014 Andrew J. Hatnay
Direct Dial: 116-595-2083
Direct Fax: 416-204-2872

via rmau
ahatnayQkm1aw.ca

Mitch Frazer
Torys LLP
79 Wellington St. West, 30 Floor
Toronto, ON M5K 1N2

Dear Mr. Frazer:

Re: Store and Catalogue Retiree Group (“SCRG”)
The Sears Canada Inc. Registered Retirement Plan, Registration #0360065 (“SRRP”)

We are writing further to your letter of October 3,2014.

As we expect you are aware, it was recently reported in the New York Post on September 26,
2014 that Sears Canada has had discussions with insolvency counsel in Canada. The suggestion
in that report is that Sears Canada is anticipating applying for insolvency protection or
bankruptcy in Canada.

Wc appreciate that Sears denies having such discussions. Nevertheless, the article, along with the
multitude of other negative business and media reports stating that both Sears Canada and Sears
Holdings’ retail businesses continue to lose money, cause great concern to Sears retirees and
SCRG in respect of the underfunded SRRP and the future continuation of retiree health benefits.

Although we disagree with you over the scope of Sears’ fiduciary duty as administrator of the
SRRP with respect to fully funding the SRRP (we say Sears Canada, as part of its fiduciary duty,
is required to adequately fund the plan so that it pays the promised pension benefits you say that
Sears Canada is not so required), there is no dispute that Sears Canada owes an overarching
liduciary duty to the members of the SIU{P under both section 22(4) of the Ontario Pension
Benefits Act (PBA) and the common law.

As such. Sears Canada must act in the plan members’ best interests.

As you are aware, the Supreme Court of Canada in Indalex confirmed that the deemed trust in
section 57(4) of the PBA operates as a priority recovery in respect of the amounts owing by an
employer to a pension plan which it has not paid, and that amount is to rank ahead of the claims
of other creditors pursuant to section 30(7) of the Ontario Personal Propefly Security Act
(PPSA) (except for any court-ordered priorities based on the doctrine of paramountcy). In the
subsequent case of Grant )rest Product.c, the court conbrmed that if a pension plan is wound
up prior to an insolvency tiling, the PBA deemed trust applies to generate a first priority

20 Queen Street West, Suite 900, Box 52, Toronto, ON M5H 3R3 • Tel: 416-977-8353 • Fax: 416-977-3316
www. km Iaw.ca

221



KOSKIE
Pa’e2. LLP

8ARRIs:Rs P SOLICITORS

recovery for the pension plan for the amount that is owed by an employer on the wind up of the
plan:

[71] The decision of the Supreme Court of Canada in Indalex assists in the execution
of this task. The deemed trust that arises upon wind up prevails when the wind up occurs
before insolvency as opposed to the position that arises when wind up arises after the
granting of an Initial Order.

It must be clear to Sears Canada’s board of directors and management that in the company’s
financial circumstances, the risk of pension losses to the SRRP members is significantly
increased. In such an environment. Sears Canada in its role as a fiduciary to the plan members
must take positive steps to protect the plan members from those anticipated losses. Those steps
include fully funding the SRRP now, and also ensuring that the statutory PBA deemed trust and
the priority given to the deemed trust in section 3 0(7) o.f the PPSA are clearly applicable so that
the pension plan beneficiaries can recover amounts owing to the plan by Sears Canada in
accordance with that statutory priority.

Accordingly, we believe it is incumbent on Sears Canada to consider winding up the SR1U now,
paying all amounts that are owing to the plan on the wind up, and purchasing annuities that will
provide the continued payment of full pension benefits to the retired plan members. A wind up is
also important to better secure the PBA deemed trust priority for the plan members in accordance
with the statutory scheme in the PBA and PPSA, as noted above.

The failure of Sears’ board of directors and management, who have full knowledge of the
company’s poor financial situation and the heightened risk of losses to pension benefits from the
underfunded SRRP, to take steps to protect the pension plan members will give rise to claims
against the directors and other officers for breach of fiduciary duty, oppression, and other causes
of action for any losses imposcd on the retirees in the future.

Further, Sears Canada should take steps now to secure the continuation of payment of retiree
health benelits such as, for example, by fully funding the Health and Welfare Trust.

We request a reply to the issues in this letter by November 21, 2014.

Yours truly,
KOSKIE MINSKY LLP

Andrew J. I latnay
AJI-l/vdl

cc SCRG
Philip Howell. Deborah McPhail. Penny Mcllraith, ESCO
Mark Zieler, James I larnuni, Koskie Minsky UP

It is also our position that the PSA deemed trust priority appiies to a plan that is wound tip after an insolvency
occurs.

I 209517v2
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Box 2/0 TD South lowe,
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Mitch rra7er
miTazer@torys.com
P.416.865.8220

November 21, 2014

VIA E-MAIL

Koskie Minsky LLP
20 Queen Street West
Suite 900

Toronto, Ontario
M511 3R3

Attention: Andrew S. Hatnay

Dear Mr. Hatnay:

Re: Store and Catalogue Retiree Group
The Sears Canada Inc. Registered Retirement Plan, Registration Number
0360065 (the “Plan”)

Thank you for your letter dated November 6, 2014 regarding the matter involving the above-
noted parties.

As you know, Sears Canada Inc. (“Sears”) disagrees with your position. Sears is in compliance
with its obligations.

Regards,

Mitch Frazer

MFICd

cc. Franca Penigini. General Counsel, Sears Canada Inc.

00793-2096 18396003.2
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Chairman’s Letter

February 26, 2015

lo our Shareholders. Associates and Members.

The year 2014 was one of massive transformation. One after another, major American
institutions sought to fundamentally change the way they interact with their customers, in most
cases trying to catch up to new ways that people choose to access products and services. In most
instances, these changes were puzzling to people who don’t spend a lot of time focusing on what
change looks like up cLose.

For Sears and Kmart. aFter years of work at becoming a fully integrated retailer that meets the
needs of our members herever, whenever and however they want to shop, we didn’t slow down
- we sped up. We’re anticipating and adapting to the way members and customers shop. not by
guessing what the next big thing might he. hut by working to better understand the members we
serve through data that allows us to know not only what but also why they buy and then creating
experiences around that.

‘[his isn’t new for Sears. An article in the October 2014 issue of Harvard Biesincn,s J?evk’w,
detailed how Sears found its mail-order catalog

business IhlLing into crisis in the I 920s as America changed from a predominantly rural country
and everything from cars to national radio advertising left Sears rudderless. ‘[hen Sears started
using census data to anticipate where potential customers were moving; few if any others did
this. Using this information, the first Scars store opened in Chicago in 1925. By the time suburbs
started being built after World War 11. Sears had become the icon for big retail and an anchor
lenant in malls that ere developed around the country.

Time and again, people have proclaimed our company all hut dead. As I v. role iiahIt’u ‘ost ate
[N1\.’i-. in 1988 our hometown business journal wrote a devastating 14.297-word eulogy Ibr

Sears. Virtually all of the companies that Sears was allegedly trailing hack then are now gone
and lhrgotten. Many others have merged or simply closed.

These old stories got it partially right. I lad we not embarked on a course change: had we not,
especially in recent years, started to creatively disrupt ourselves: Sears and Kmart would
probably be no more than a treasured American memory.

Without the aggressive steps we have already taken to translbrm Sears 1-loldings from the
predominantly brick—and—mortar retailer it once was to a best-in—class multi—channel integrated
shopping experience For our members. ould he stuck on the same path that has claimed
retailers like Circuit City, Borders. Radio Shack and others.

Instead, were innovating and moving fonard. Readers of past 1ci!rN and my other Hl;’t’si’
know all about our eflbns to transtomi not just turn around our business. [he financial results
certainly are not where we want them to be yet hut we did see our performance trend improve in
the third and Ihurth quarters of 2014. The percentage of our sales coming from Shop Your Way
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members is high and staying strong. Most importantly. in 2014 we gave ourselves the resources
to dig deeper and fuel our ongoing transformation.

2014 IN REVIEW

We ended 2014 on an upbeat note. Our thurth quarter results improved materially from last year,
continuing the pattern that we saw in the third quarter and reversing the negative trends (‘mm the
Iirst half of the year. We are primarily focused on profitability instead of revenues, market share
and other metrics which relate to hut don’t necessarily drive profit. ‘[his means we sill he
making material changes in some of the underlying business models that have been challenged
for many years, such as Consumer klectronics. where we have experienced significant losses
since 2010. We intend to continue to operate in most of these businesses, hut with a very
different approach to serving our members than in the past. l’his change in approach may
dampen our sales as we make the transition hut it should also reduce the risk of material profit
declines.

We believe that our focus on profitability will contribute to a meaningful improvement in
performance in 2015 and beyond, and we are seeing early signs of this progress as part of our
most recent quarterly results. In the fourth quarter of fiscal 2014 we had domestic
Adjusted ERITDA ofSl25 million, which represents an improvement of $217 million versus the
fourth quarter of 2013. This improvement was largely driven by an increase of S71 million in
comparable gross margin dollars combined with expense reductions of $239 million.

We will continue to take actions to increase our financial flexibility to meet all of our
obligations while funding our transformation. To this end, in fiscal 2014 we raised
approximately $2.3 billion from a variety of asset sale and financing activities, including
the spinoff of Lands’ End, the sale of a significant portion of our stake in Sears Canada and
the issuance of Notes and Warrants in November.

A closer look at some ol the revenue figures illustrates why we think it’s more important to focus
on profitability. Revenue for the thurth quarter was don approximately $2.5 billion year-over-
year hut only a percentage of that was tied to declines in comp store performance ($313
million). Most of the decline in revenue, about 52.1 billion, comes from assets we sold, spun
off or closed. En October, we successfully completed a rights offering that means Sears
Canada’s revenue (and operating expenses) will no longer appear on Sears Holdings’
financial statements. In April. we successfully completed the spin-off of our Lands’ End
business to shareholders. l’hroughout the year we closed underperforming stores, many of which
had been operating at significant losses for far too long.

My team and I wrote more about these moves here, here and here, and many of you
reading this letter now own shares of Sears Canada and Lands’ End that were distributed
through these actions. Making use of these assets in different ways than we have in the past
was, we think, the right nay to allow us to focus on and invest in Sears Holdings’
transformation.
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Sears Holdings borrowed $400 million in September to provide additional liquidity through the
holidays. This loan was secured by only 25 of our approximately 1,700 properties. Much was
made about the lhct that it was a secured loan (we explained why here) hut this enabled Sears
I Loldings to borrow money at far cheaper rates than it otherwise couLd have. In fact, it allowed
Sears Holdings additional time to generate longer-term liquidity by monetizing its Sears
Canada stake and to put in place a longer-term debt offering (the Notes and Warrants),
proactively highlighting to our vendors that we were addressing their concerns about
liquidity through the holidays.

EXPLORATION OF A REIT

We are continuing our elforis to develop Sears Iloldings as a membership company, without the
signilicant asset intensity of its traditional retail business. To this end. se announced in
November that we have been exploring the lbrmation of a Real Estate lnestrnent l’rust (RUT)
to purchase some of our properties and to manage them as a pure real estate company. While not
yet final, we are proceeding towards its formation and separation which is projected to occur in
the first haliof this year. We are currently targeting between 200 and 300 Sears stores to he sold
to the REIT with expected proceeds to Sears Holdings in excess of S2 billion.

We anticipate that the REIT will continue and accelerate many of the activities that we have been
pursuing over the past several years. Specilically. we have been working to partner with other
retailers and mall owners to enable us to reduce the operating footprint of our stores to smaller
hut still significant spaces, while leasing part of the store to retailers who will bring increased
Ibot traffic and relevance to our locations.

A completion of a RUT transaction has the potential to significantly transkwm our capital
structure toward one that is more flexible, long—term oriented and less dependent on inventory
and receivables. We would hope to maintain a long-term presence in each location while
allowing Sears I loldings to still have the Ilexihility to make strategic business decisions should
those locations prove unprolitable for Sears Holdings in the future. We believe that many
locations can he repurposed with or without Scars I loldings as an anchor, which would give the
RUT the potential ibr value creation as well as downside protection if Sears I [oldings
were unable to continue to operate certain stores prolitahly.

OTHER WAYS WE’RE USING OUR STORES DIFFERENTLY

We have l!hh!d specific examples of how we are reconfiguring our stores so that observers
will better understand our plans. In fact, we have received positive feedback from investors, local
communities, members and our own associates as we upgrade our sites with partners such as
Whole Foods. Nordstrom Rack, DICK’s Sporting Goods. Forever 21 and Primark. Each of these
retailers has its own attributes and requirements, and we have demonstrated flexibility and
creativity in working with each of them to Ihrge deals that work for both of us. l’hey form the
loundation br similar deals in the future and are part ol’ how Sears I loldings is driving the
innovation and modernization of the U.S. mall industry.
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OUR CONTINUAL INNOVATION

As longtime readers oithese letters know, Sears holdings has been a trailblazer for testing out
new ideas to both respond to and influence changes in the way customers are shopping in light of
new digital, mobile and social technologies. We continued to roll out more industry-leading
innovations in 2014.

Shop Your Way. The Shop Your Way program is unlocking value from our most engaged
members - those at the center of our translbnnation who make the most frequent trips to our
stores and web sites. Shop Your Way helps them save time and money and rewards them for
their loyalty. While there remains much work to he done, there are encouraging signs that
indicate that we are increasing the vahLe of our most loyal segment of members. Our best
members, those who visit our stores at least ihur times ever’ 12 months. are increasing their
business with us in terms of both sales and margin dollars.

Mobile Integration. The investments and proactive actions that we started making a decade ago
to build our Integrated Retail programs have allowed us to stay ahead of the curve and better
serve our members. [he industry as a whole has seen tremendous growth in the use of mobile in
the shopping environment and we have strived to meet this demand Ibr our members. In 2014
alone, we saw large increases in the usage of our mobile platforms, which makes our further
development of these programs so imperative.

Ship-to-Store & Buy Online/Pickup in Store Expansion. Sonic 14 years ago. we were one of
the first 112w retailers to oiler buy online, pickup in store, a capability that continues to he one of
our members favorites and accounts for a significant portion of our online sales. This year. we
expanded our ship-to-store programs to include returns as vell as in-vehicle pick-ups, returns
and exchanges. Members love having packages delivered right to their ears in live minutes or
less. We also expanded the buy online, pick-up in store to allow pick-up across both our Sears
and Kmart thrmats. so no our members can order from Sears.com and pick up at a Kmart
location or vice versa, which gives our members more convenient pick up options.

Digital Kiosks, Signs and Check Outs. Our improvements aren’t just being seen online, they
are also in stores across the country as continue to make technological investments to provide
more choices and convenience to our members. With our in-store kiosks, members have access
to over 120 million items, so if they cant find what they’re looking for in the store they can have
it shipped to their home thr free. We have replaced paper signs with over 100.000 digital signs
across 300 Sears stores. These signs provide our members with additional product inthrmation,
videos, consumer information and reviews, putting the information they need literally right at
their fingertips. In over 500 Sears stores, when shoppers are ready to make a purchase. our
associates can either complete the checkout on their mobile device or it’ the member isn’t ready to
purchase, they can send them a digital recap of their store visit.

OUR PEOPLE

Our associates continue to he a big strength at Sears 1 loldings. Whether it is the user experience
designers and engineers inventing new ways for members to interact with us across our
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integrated plattorms or an in-store associate who greets a customer and helps them lind what
they need, our associates are working every day to delight our members.

You don’t have to take my word for it. Our teams’ innovative strategies for moving Sears and
Kmart lhrward are being recognized across a multitude of media.

lor instance. Sears has one of the highest Digital lQs of any department store (ranked in the 1.2
Diittl H) lndc\: I )epanmem Store ‘wth) due to our constantly expanding site featuring
product videos, sizing details, refined search options and even a geo-location enabled store finder
that provides details like whether or not a certain location has in—store pickup. [his report also
found that Scars was ranked as one of the most searched-lhr brands, even ahead of upmarket
competitors like Nordstrom. Thanks to our team. Sears was also a Silver winner in the (hanneJ
I:mo ti ion_Aards for achicvinu cross-channel success in today’s challenuinu retail
environment.

ALL OF THIS IS HAPPENING IN A CONTEXT OF OTHER INI)USTRWS IN
TRANSITION

As I noted at the beginning of this letter, fundamental translbrmations aren’t just allecting the
retail sector. As 2015 began, we saw industries from media to banking to professional sports
struggling to engage audiences in deeply ditierent ways than in the past.

lor more than a decade, we’ve read story after story about the explosive growth of bank branches
pushing out small businesses that can’t compete with premium rents. Now, the rising tide is
suddenly falling fist. U.S. banks shuttered a record number of branches last year. ckjng
uI:tled almost I .600 natioiiuide in 2014, i 1ltninz itlinost as nntnv in 2(113. Just this week, one
olthe nation’s major banks announced plans to close hundreds note brzniclics in he next to
\carc s une fve percent o I their total h calh in s.

It’s easy to say the industry should have seen the changes coming. however, it was the banks
themselves that created the online and mobile options Americans increasingly prelbr lhr
everything from paying rent to splitting a restaurant bill to depositing checks - in the rare cases
they still get paper checks.

Still, the “Super Bowl” for second-guessing was clearly, undeniably’, this year’s actual Super
Howl. Millions of words and billions of pixels were electritied about how plays were called. hut
even (hat didn’t drown out the second-guessing about how people saw the plays. The Super Bowl
livestream, thur years after its 2012 debut, is still painfully slow — showing completions and
interceptions wIHjj’r t lie cn1ei1:R’l al hit i;alcaci.

TV sports in general succeed where other kinds of broadcasts no longer do. Because people want
to see the action as it happens, viewers don’t record the broadcast and thst-tbnvard through ads.
Traditional brick-and-mortar retail would he in great shape if every day were December 24.
Broadcast television ould he stronger than ever il’ cv cry day were Super Howl Sunday. But it
isn’t.
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NBC and the Super Bowl’s producers know that nothing lasts Ibrever and eventually the way
people watch live sports will he upended by technology. They’ve made the right choice to plan
br that day now and maybe even learn some things [mm high-volume and high-profile mistakes
that they can use on the other 364 days of the year. They’re playing offense. not defense and I
admire them br that.

What are the alternatives! You can’t be nostalgic; you have to plan for a future that most people
may not even bUlly see yet. Leaders in other industries are diving deep into the same kind of
mission change in light of digital disruption thai we at Sears I loldings have been working on for
years. Ihe ke bbr all of them, as fur us, is to he able to see beyond what’s always been.

CONCLUSION

Transforming from a series of brick-and-mortar locations that sell products into an integrated
retailer that builds relationships with our members and delivers seamless experiences hasn’t been
easy.

We’ve logged some successes and experienced setbacks. We’ve come far and are seeing signs of
progress. hut have a long way to go. Meanwhile, the actions we’ve taken to transform our
balance sheet have helped us fund the transformation of our business model.

Sentimentality or inaction are not options anymore. Our only option is to become better equipped
to support. anticipate and exceed our members needs.

As noted in my letter last year. our communications approach has evolved this year with our
c ft Spc3Lc corporate hiog and my own rcrJu;1LhL allowing us to explain our thinking and
our actions in an unfiltered mtmner. We have also expanded our quarterly reporting in an attempt
to clarify some of the complexity around our financial results and to better explain our
perlhrmance. We remain Iheused on the long-term transformation of Sears HoLdings but we
recognize that some observers of the company have been confused by or have misunderstood
certain aspects of our tinancial results and our actions. This has led to incompLete or misleading
reports, which have had damaging consequences from time to time with our various
constituencies. We have received numerous compliments Ihr the extent of our disclosure and the
helpfulness that our hlog posts have given to those who are impacted by our operations.

Along with this letter, please take a few moments to review the slide presentation and listen to
the we’ve posted at searsholdings.eom for the lhurth quarter and full year 2014
results.

Finally. I again want to thank our associates who work even day to create products, services and
experiences that our members love, and our shareholders who have continued to support our
transborniation.

Respectfully,

Edward S. Lampert
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SHC Speaks

Setting the Record Straight: “Just The Facts”

September 19, 2014 by Rob Sclwicshehn

In my last Hog post on PyiiiThsn 1 niiisRnnatiois, I noted that successful transformations

require three critical elements: (1) financial staying power to fund the necessary investments. (2)

leadership committed to seeing things through challenging circumstances and (3) long term

investors who are willing to place their capital at risk. ihe $400 million of Funding we received

this week clearly demonstrates all three elements, hut has been seriously mischaracterized in the

media and elsewhere. I want to take this opportunity to put our financial position into its proper

context. I hope this post clarifies some key points and provides the facts that were lost in the

recent headlines.

First, we were able to secure a loan on terms that were ftir and reasonable to Sears I loldings.

These terms include a significantly lower interest rate than other loans in the retail sector and

required much less in the way of collateral obligations (i.e. the amount of real estate backing the

loan). No two companies are exactly alike, hut we can look at the news articles and regulatory

filings of other debt issuers in the retail sector to understand that the terms of our loan were

ftivorahle to Sears I loldings.

1. Just last week, another large retailer issued $400 million of unsecured debt at an interest

rate of 8.125 percent fix live years to refinance debt coming due over the next several

years at a higher rate than the existing debt.
2. In 2013, as another example, this same large retailer executed a large real estate

financing, secured by substantially all of its real estate portfolio. the five year $2.25

billion real estate loan has an interest rate of 6 percent with an upfront fee of 50 base

points in the Ihrm of a fee paid to the lenders at closing plus other undisclosed fees (e.g.,

thr committed financing paid to the arrangers of the loan at closing). Again, this loan

was collateralized by substantially all of their real estate with an appraised value in
excess of $3 billion, as well as liens on substantially all of the personal property of the

company, in each case according to materials filed with the SEC.

We believe the terms of this financing compare favorably to other deals and are fair and

reasonable to us. Our $400 million loan has an interest rate ol’5 percent and an upfront lee of 175

base points, is secured by only 25 of our stores (or 2 percent of our stores) and is expected to he

paid off at the end of the year or. at our option. by February’ 2015.

Second. the 25 stores that collateralize this loan represent only 2 percent of our total store base.

[‘he commentary in the media suggests that this was a way for ESI. (an entity controlled by our

largest shareholder and CEO, Edward S. Lampert) to buy the real estate cheaply — or that it

removes the real estate as potential collateral that may he useful to us in other ways. In lhct, at

the end of this year (or two months after if extended at our option to the end of February) the

loan will he repaid and the underlying collateral will he released — meaning that the 25 stores are
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still owned by SI IC and we would have the flexibility to monetize them again. In addition, while

the articles mention it is 25 out of about 1900 stores, they do not take the next step to extrapolate
what the value could he lbr the entire real estate portfolio — and I have noted in the past that the

hook value (or accounting value) of our real estate portfolio is about S5 billion, noting that I
would not engage in the speculation on the fur market value of the real estate portfolio. Again.

contrast this to the collateral For the other large retailer real estate seared loan which is tied up
for many years and represents substantially its entire real estate asset portihilo.

Third, we entered into the loan now to provide SFIC with a stable source of’ funds during the

holiday season as we buy inventory and continue to honor all of our financial commitments to

our vendors, our pension plan and our debt holders. Many people have speculated as to why we
did not lUnd this with commercial paper. Commercial paper. by its terms, is generally very short-
term in nature (typically 30 days in time or less with renewals/extensions at the lender’s
discretion). By contrast, at the company’s discretion, this loan will he in place 11w up to 5.5
months and should give comfort to all of our suppliers — and to those institutions that support our
suppliers — thai they will he paid. As a result, this form of Iirnding is more predictable and
reliable for our partners and provides us a reasonable rate. It also helped us meet our stated
objective of raising $1 billion of liquidity this year as we had already raised approximately $665
million through the $500 million dividend from Lands’ End and approximately $165 million
from real estate monetizations through the second quarter of this year. We have a number of
other actions and alternatives underway, as we always do at any point in time given our
substantial asset base and we are committed to creating long-term value lhr our shareholders

while generating the appropriate liquidity to lund our translbrmation and meet all of our
obligations.

There has also been consistent misrepresentation of our financial perlbrmance. While we
acknowledge our performance has been poor. the usc of the term “cash burn” misrepresents what

is a combination of operating losses and funding of pension obligations, which we consider to he

a lbrm of debt repayments. For example, when another large retailer issued $400 million of debt
last week, it did not borrow money because it had a $400 million “cash burn.” It did so to repay
outstanding ohligations Similarly, when we fund our pension plan with payments of over

$400 million this year, we are not funding “cash burn operating expenses.” Instead, it is a
financing transaction in which we are honoring a legacy obligation. If we use debt to fund
our pension, we substitute one form of debt for another. If we use proceeds from asset
sales, we reduce outstanding obligations by the amount of funding. It is also worth noting,

as Eddie points out regularly, that many other giants in the retail industry have no similar

legacy pension obligations. We will have contributed over S2.9 billion to our pension from
2006 to 2014 as we indicated in our second quarter earnings materials that we posted on
our wcbsite. We also showed in the same presentation that the outstanding balance on our
revolver would have been $339 million at the end of Q2 2014 (as compared to the actual

$1.4 billion outstanding) absent the last 10 quarters of pension contributions (which totaled
about $1.06 billion). In any event, we have taken actions that have generated significant
cash for the company, allowing us to meet all of our commitments as they have come due.

As we have stated, we are working to put in place a longer term. more flexible capital structure

that should address lingering concerns about our liquidity and provide time and resources to
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continue our transformation. Further, as we continue our transformation leveraging Shop Your
and Integrated Retail we believe that we have options that will allow us to highlight our

significant real estate value and crystallize how we intend to transition away from an asset
intensive, historically “store-only’ based retailer to an asset light, integrated membership
focused company. We are investing in our future while at the same time honoring all of our
financial obligations, and creating value by rightsizing and redeploying our assets.

Finally, as I said in my prior post. I believe we are very fortunate to have a large and supportive
shareholder who has demonstrated his commitment to our transformation in numerous ways over
a long period of time, including this favorably priced loan. It not only gives us additional
financial flexibility over the holiday season and proactively demonstrates to vendors and other
constituents our steadfast commitment to meet our obligations but also allows us to continue the
difficult hut nccessary work of dramatically repositioning our company for a very different
future.

**Note
— In response to inquiries. Sears I loldings confirms that the financing transaction

announced on Form 8K on Sept. 15, 2014, was approved in accordance with its related party
transactions procedures. including approval by independent directors who were advised by
independent counsel, Wcil, Gotshal & Manges. Sears holdings has a Code of Conduct for its
directors and officers, which provides that any direct or indirect monetary arrangement for goods
or scrvices between a director and the company must be approved by the Board of Directors.
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Sears vendors demand special terms to keep
supplying goods

As losses at retailer mount, suppliers fear they’ll be left in the lurch

cLNZc1)sted: Mar 19,2015 11:11 AM EU Last Updated: Mar 19, 2015 11:11 AM EU

Sears 1 loldings vendors are losing confidence in the retailer after a string of losses. (Associated

Press)

Sears I biding Corp’s vendors in the U.S. have demanded speedier payment from the retailer as

they fear for its long-term health amid a string of losses.

According to MarketWatch. sonic vendors have made a deal with Sears to get payment within 15

days in return Ihr a price discount of three to live per cent on merchandise. The retailer typically

pays suppliers within two months.

The U.S.-hased Sears had an annual loss of$1.7 billion in 2014, tip from $1.4 billion in 2013.

Sears Canada’s annual report released earlier this week reveals it is in no better shape. It lost

$339 million in 2014. narrowed from S446 miLlion the previous year.

Same-store sales. a key metric in the retail industry, declined by 8.3 per cent in Canada last year.

The faster payments tie up more of Sears’s cash and complicate its efforts to turn around its

business by carving out a niche as a value retailer in suburban and rural markets.

In Canada. the retailer has struck a deal to sell three properties to real estate development firm

Concord Pacilic for $140-million, then lease the locations back under long-term deals. The stores

at Metrotown in Burnahy, B.C., Cottonwood Mall in Chilliwack, B.C. and North lull Shopping

Centre in Calgary, are to remain open.

233



Analysts say the retail deals are a way lhr Sears Canada to get more cash in the thee of its steep

losses. The U.S. retailer j’ dd msi ni the stake in the Canadian unit to company chair Eddie

Lampert in a hid to raise cash.

Hut some Scars Canada landlords would like to push out the retailer, whose rents are often below

market, in thvour of more promising tenant.

Sears Lampert has moved quickly to ensure he can milk value from the retailer, selling oil some

real estate assets and moving other U.S. properties in a real estate investment trust.

liSears has aiarLct-si\le_shuiduun. that could lead hundreds of vendors with unpaid hills and

I tIle of val tie to draw on.
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SCRG Members Attending March 24, 2015

Meeting with FSCO

Member Pension and Benefit Committee — John Butcher

John is a Chartered Professional Accountant (CPA). He worked for Sears Canada for 31 years

before retiring in December 2004. He began his career as a trainee in the Kitchener Fairview

Mall store. He held various positions as Auditor, Store Controller (Moncton), Tax Controller

and Corporate Controller. At the time of his retirement, he was Executive Vice-President and

Chief Financial Officer

Since retirement John and his wife Diane have continued to live in Toronto. His interests

include hiking, travelling, photography, charitable and community activities, and reading.

Vice-President - Ken Eady

Ken retired from Sears Canada in 2003 after a 30 year career. He held positions in Ottawa,

Eastern Region and Headquarters. Twenty Five years of Ken’s career were in Human Resources.

He held a variety of management positions and at the time of his retirement he was National

Manager of Human Resources for Sales and Service.

Since retirement Ken and his wife Carole have lived north of Toronto. He is volunteer Board

Chair of the Housing Resource Centre of South Georgian Bay and Orillia, a member of the

Committee of Adjustment and Consent for the Municipality of Wasaga Beach and volunteer

director on several other boards.

Director - Larry Moore

Over the span of 34 years with Sears Canada Inc. Larry held a number of positions including

Store Manager, Regional Personnel Superintendent, General Manager Quebec Stores and

Senior Vice-President, the position he held upon retirement in 2005.

Following retirement from Sears, Larry has worked as consultant and contractor to association

and governmental agencies within the travel, service and major appliance industry on matters

of product safety, energy efficiency and environmental sustainability.

Past President - Bill Turner

Bill retired from Sears in 2002 after 36 years with the Company. He began his career as a

Trainee in the Ottawa Carlingwood store and after a short stay was moved to Headquarters in

Toronto where he spent the balance of his career in merchandising. He held various

management positions and retired as President, Merchandising, Marketing and Logistics.

Bill has held volunteer positions such as President, Boy’s and Girl’s Clubs of Canada, and

founding Chair of the Ryerson Advisory Board in the School of Retailing.
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Court File No. CV-17-11846-00CL 

ONTARIO 
SUPERIOR COURT OF JUSTICE 

COMMERCIAL LIST 

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

AND IN THE MATTER OF A PLAN OF COMPROMISE OR 
ARRANGEMENT OF SEARS CANADA INC., 9370-2751 QUEBEC INC., 
191020 CANADA INC., THE CUT INC., SEARS CONTACT SERVICES 
INC., INITIUM LOGISTICS SERVICES INC. INITIUM COMMERCE LABS 
INC., INITIUM TRADING AND SOURCING CORP., SEARS FLOOR 
COVERING CENTRES INC., 173470 CANADA INC., 2497089 ONTARIO 
INC., 6988741 CANADA INC., 10011711 CANADA INC., 1592580 
ONTARIO LIMITED, 955041 ALBERTA LTD., 4201531 CANADA INC., 
168886 CANADA INC., AND 3339611 CANADA INC. 

Applicants 

AFFIDAVIT OF BRIAN MILLS 

I, Brian Mills, of the City of Mississauga, in the Province of Ontario, MAKE OATH 

AND SAY: 

1. I am the Chief Executive Officer and Superintendent of Financial Services (the 

"Superintendent") at the Financial Services Commission of Ontario ("FSCO"). As 

such, I have knowledge of the matters contained in this affidavit. Where I do not have 

direct knowledge of a matter, I indicate the source of my information and believe it to be 

true. 

2. I submit this affidavit in support of the motion by FSCO and Morneau Shepell Ltd. 

("Morneau Shepell" or the "Plan Administrator") for, among other things, declarations 

that, subject to the allocation and application of various charges imposed in the course 
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of these proceedings, (i) Sears Canada Inc. ("Sears Canada") is deemed to hold all 

assets and proceeds therefrom (the "SCI Proceeds") up to the amount due by Sears 

Canada in respect of the wind-up of the Sears Canada Inc. Registered Retirement Plan 

(the "Wind-Up Deficiency" and the "Sears Pension Plan", respectively) in trust for the 

beneficiaries of the Sears Pension Plan; (ii) 9370-2751 Quebec Inc. (formerly Corbeil 

Electrique Inc.) ("Corbeil") and 191020 Canada Inc. (formerly SLH Transport Inc.) and 

168886 Canada Inc. (collectively, "SLH" and together with Sears Canada and Corbeil, the 

"Employers"), are jointly and severally liable for the Wind-Up Deficiency and Corbeil and 

SLH are deemed to hold all assets and proceeds therefrom (the "Corbeil/SLH Proceeds", 

and together with the SCI Proceeds, the "Proceeds") up to the amount of the Wind-Up 

Deficiency in trust for the beneficiaries of the Pension Plan; (iii) Morneau Shepell has a lien 

and charge over the Proceeds as security for the amounts due to the Pension Plan by the 

Employers; (iv) the Superintendent has a lien and charge over the Proceeds as security 

for any funds that are paid out of Ontario's Pension Benefit Guarantee Fund (the 

"PBGF"); and, (v) such claims in respect of the Wind-Up Deficiency have priority to the 

claims of all other creditors of the Employers, and that the Proceeds up to the amounts 

to the Sears Pension Plan by the Employers are not distributable to such other 

creditors. 

A. My Role 

3. I was appointed to the office of Superintendent pursuant to the Public Service of 

Ontario Act, 2006. As Superintendent, I am also the Chief Executive Officer of FSCO, 

pursuant to the Financial Services Commission of Ontario Act, 1997 (the "FSCO Act'). 
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4. FSCO is an arm's length agency of the Ministry of Finance in Ontario. It is a 

regulatory and adjudicative body constituted under the FSCO Act. FSCO's statutory 

mandate is to provide regulatory services that protect the public interest and enhance 

public confidence in the regulated sectors, to make recommendations to the Minister on 

the regulated sectors, and to provide resources for the Financial Services Tribunal. 

Persons who establish or administer a pension plan within the meaning of the Pension 

Benefits Act, R.S.O. 1990, c. P.8 (the "PBA"), and employers or other persons on their 

behalf who are required to contribute to such pension plans, are included in the 

definition of "regulated sector" under the FSCO Act. 

5. In my capacity as Superintendent, I am responsible for supervising, in Ontario, 

the sectors regulated under the FSCO Act, including the pension sector, and for 

administering and enforcing the PBA. There are approximately 4,000 defined benefit 

pension plans registered in Ontario, covering over 3.5 million beneficiaries whom FSCO 

protects through its regulation of the pension sector. Excluding the large public sector 

plans, the total wind-up deficit of Ontario-registered pension plans would be close to 

$60 billion if these plans were wound up. 

6. As Superintendent, I am also responsible for the administration of the PBGF 

under the PBA. The PBGF guarantees certain pension benefits to members of eligible 

pension plans in Ontario. Historically, the PBGF guaranteed payments to eligible plan 

beneficiaries of up to $1,000 per month. In the spring of 2018, the maximum guarantee 

amount was increased to $1,500 per month for any plan that winds up with an effective 

date of wind-up on or after May 19, 2017. Ontario members of the Sears Pension Plan 

will now benefit from this new $1,500 guarantee. 

532278



4 

7. The PBGF is funded by an assessment on employers that sponsor eligible 

pension plans in Ontario. Although the Ontario government has, on rare occasions, 

extended loans or grants to the PBGF in order to permit it to satisfy claims made 

against the fund, I do not understand the government to be under any legal obligation to 

do so. Alternatives to government financing include, among other things, increasing the 

assessments paid by employers that sponsor eligible pension plans and winding-up the 

PBGF. 

8. My role as regulator of the pension sector and administrator of the PBGF is 

particularly important today with the aging population. In the coming years, more and 

more Canadians will retire. The lack of full pensions upon retirement, after years of 

savings and planning, raises significant issues of fairness and social justice. In addition, 

the availability of these pensions serves an important economic objective: it reduces 

pensioners' dependence on taxpayer-funded benefits which enables a healthier and 

more self-sufficient retirement. 

B. Defined Benefit Pension Plans and the General Scheme of the PBA 

9. Defined benefit plans such as the Sears Pension Plan are a commitment by an 

employer to fund a plan, typically administered by the employer, so as to permit the plan 

to pay a defined amount in monthly pension benefits to former employees in retirement, 

for the duration of their life and the life of other eligible beneficiaries. As a practical 

matter, these pension benefits are generally understood by many to be deferred wages, 

and constitute a critical part of an employee's compensation. 
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10. In light of the social and economic importance of the employer's pension 

commitment, as described above, together with the long-term nature of the pension 

obligation, and the fiduciary obligations associated with the administration of the 

pension fund, defined benefit pension plans are subject to a carefully calibrated 

regulatory scheme. 

11. Among other things, the PBA and its associated regulations create funding 

obligations in respect of defined benefit pension plans, and impose various forms of 

security in respect of such funding. In this way, the PBA and its associated regulations 

regularize and establish objective minimum standards for the funding of pension plans 

to which the PBA applies. This relieves employers and employees and/or their 

representatives from the obligation to separately negotiate these matters, whether as 

part of the pension plan, any applicable collective agreement, or otherwise. 

12. Normally, there are two types of mandatory payments which are made to a 

pension plan under the PBA: "current service payments" (sometimes referred as 

"normal cost payments"), and "special payments". 

13. Current service payments represent the present value of the projected retirement 

benefits earned by plan participants in the current period. These amounts must be 

contributed in the current period. The current service obligation is calculated by 

actuaries based on a variety of assumptions, including with respect to investment 

returns, levels of earnings, retirement rates, mortality rates, and the like, which are 

impacted by a variety of financial, economic, demographic, and other factors. 
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14. Special payments are payments required to account for any shortfalls that may 

arise from time to time in the funding of the pension plan. The calculation of the funding 

obligation to a pension plan is based on a variety of assumptions. However, actual plan 

experience is often different than assumed: investment returns may be different than 

what was assumed; the age at which plan beneficiaries retire may be different than 

what was expected; and retirees may live longer or shorter lives. As such, at any given 

point in time, a plan could have a funding shortfall (if experience is worse than 

expected). 

15. In order to protect pension entitlements in light of the fluidity of funding 

requirements, the PBA requires that the funding of the pension plans be assessed at 

least every three years. These assessments, which are filed with FSCO, are 

sometimes referred to as "triennial valuations". They consider the funded status of the 

pension plan on both a "going-concern" and "solvency" basis: 

(a) The "going-concern" valuation assumes that the pension plan will be 

ongoing. A plan is fully funded on a going-concern basis if its assets are 

greater than the present value of benefits accrued to date, assuming the 

pension benefits will be paid, as they are due, over the ongoing life of the 

pension plan. 

(b) The solvency valuation is intended to guard against the risk of wind-up of 

the plan by comparing the value of its assets to the present value of 

benefits accrued to date, assuming the pension plan winds up and must 
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permanently settle all of its liabilities immediately. If the liabilities are 

greater than the assets, the plan has a solvency deficit. 

16. Where the plan has either a going concern deficit or a solvency deficit, the 

employer is typically required to make "special payments" to eliminate the deficits over 

time. 

17. Since the 1990s, the sponsor of an Ontario-registered defined benefit pension 

plan with a solvency deficit has generally been required to make special payments to 

eliminate that deficit. Until approximately 2009, plan sponsors had five years to do so. 

However, starting in or about 2009, certain temporary solvency funding relief measures 

were implemented in the PBA which eased the solvency funding requirements for 

sponsors of private sector defined benefit pension plans. For example, with the consent 

of members and former members, the sponsor could elect to extend the five year 

solvency deficit funding period to ten years. The obligation to make solvency deficit 

payments has recently been further relaxed. Recent amendments to the PBA and its 

regulations, effective May 1, 2018, now provide that special payments in respect of a 

solvency deficit need only be made where the plan is less than 85% funded on a 

solvency basis. These changes are an example of the balancing that occurs, in the 

statutory scheme, of the risk to plan beneficiaries of an under-funded plan against the 

importance of maintaining employers' ability to invest in the business and remain 

competitive. 

18. The balancing takes into account, among other things, the cyclical nature of 

investment returns and the financial stress that special payments impose on the plan 
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sponsor's business. It also takes into account the various protections afforded to 

pension claims by the PBA. 

19. In particular, the PBA balances the risk of having periods, from time to time, of 

less-than-full funding through a number of priority provisions; provisions that have the 

effect of ensuring that pension claims, during periods of solvency deficit, are paid in 

priority to other claims against the employer. The PBA's priority provisions include: 

(a) the deemed trust provided by s-ss. 57(3) and 57(4) in respect of 

contributions that are due and unpaid, and any wind-up deficiency, 

respectively; 

(b) a lien and charge provided by s-s. 57(5) in respect of the obligations 

described above; 

(c) a lien and charge provided by s-s. 86(1) in respect of amounts paid by the 

PBGF; and, 

(d) an exemption from execution provided by s-s. 66(1). 

20. Subsection 30(7) of the Personal Property Security Act also provides that a 

deemed trust under s. 57 of the PBA takes priority over a security interest in an account 

or inventory. 

21. Markets appear to recognize the pension priority provisions. For example, 

market participants have informed FSCO staff that it is the practice of operating lenders 

to monitor the debtor to ensure that amounts due to a pension plan are paid on a timely 
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basis, and to margin their loans for potential wind-up deficiencies, particularly following 

the Supreme Court of Canada's decision in lndalex. 

C. The Sears Pension Plan 

22. The Sears Pension Plan is a defined-benefit pension plan registered under the 

PBA, and has members across Canada. 

23. Pursuant to the 1968 Memoranda of Reciprocal Agreements (attached as 

Exhibit "B" to Hamish Dunlop's affidavit affirmed August 24, 2018 (the "Dunlop 

Affidavit")) and the 2016 Agreement Respecting Multi-Jurisdictional Pension Plans 

(attached as Exhibit "A" to the Dunlop Affidavit) (collectively, the "Reciprocal 

Agreements") the Superintendent has the principal regulatory jurisdiction for the Sears 

Pension Plan for all plan members, including those residing in other parts of Canada. 

Specifically, because the plurality of Sears Pension Plan members were employed in 

Ontario, the other provincial regulators have delegated their regulatory authority to me. 

24. Until the recent appointment of Morneau Shepell as replacement administrator, 

the Sears Pension Plan was administered by Sears Canada for the benefit of all 

participating employers and plan beneficiaries. 
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25. Beginning in 2007, the Sears Pension Plan reported a wind-up deficit in its 

triennial valuations: 

Report Date Wind-up Deficit Reported 

December 31, 2007 $36 million 

December 31, 2010 $307 million 

December 31, 2013 $133 million 

December 31, 2015 $267 million 

26. On July 1, 2008, Sears Canada amended the Sears Pension Plan to freeze all 

defined benefit accruals under the plan. As a result, Sears Pension Plan members 

retained defined benefit pensions earned up until July 1, 2008, but ceased accruing any 

additional defined benefit service from then on. Also on July 1, 2008, Sears Canada 

added a defined contribution component to the Sears Pension Plan. 

27. Beginning in 2013, an ad hoc group of Sears Canada retirees (the "Sears Store, 

Catalogue and Retiree Group" or "SCRG") raised concerns with FSCO about the 

viability of the Sears Pension Plan. In or about 2014, the SCRG began requesting of 

Sears Canada and the Superintendent that they wind-up the Sears Pension Plan. 

28. FSCO carefully considered the requests by the SCRG, and closely monitored the 

state of the Sears Pension Plan. However, in my assessment, the conditions that would 

have provided the Superintendent with discretion to order a wind-up did not exist prior to 

Sears Canada's CCAA filing. Under the PBA, the Superintendent's discretionary 

authority to order the wind-up of a single employer pension plan exists only in very 
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specific circumstances. If these circumstances do not exist, only the employer who 

sponsors the plan has the authority to wind it up. 

29. Specifically, under s-s. 69(1) of the PBA, I can only order that a single employer 

pension plan be wound up where (i) the employer stops or suspends its contributions to 

the pension fund; (ii) the employer fails to make required contributions to the pension 

fund; (iii) the employer is bankrupt; (iv) all or substantially all of the members of the 

pension plan have ceased to be employed by the employer; (v) all or substantially all of 

the employer's business or the assets of the employer's business are sold, and the 

entity which acquires the business or assets does not provide a pension plan for the 

former employees of the employer; or (vi) the PBGF's liability is likely to be substantially 

increased if the pension plan is not wound up. 

30. If and only if one of these statutory grounds is met, do I have the discretion to 

order the wind-up of a single employer pension plan, like the Sears Pension Plan. To 

do so, I issue a Notice of Intended Decision. At that time, the employer, plan 

beneficiaries, and any other affected parties have the right to object to the proposed 

wind-up order through a hearing at the Financial Services Tribunal over whether it was 

appropriate to order the wind-up of the plan (e.g., whether one of the PBA conditions 

had in fact been met). The decisions of the FST can then be the subject of an 

application for judicial review, from which further appeals can be taken. All in all, the 

process can be time-consuming. 

31. Legally and practically, the PBA imposes principle responsibility and discretion to 

wind-up a pension plan on the plan sponsor. In doing so, however, the PBA balances 
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the risk of bad decision making (or, worse, bad conduct) by the plan sponsor in various 

ways, including, among other things, by operation of the priority provisions described 

above. 

32. Sears Canada and the members of its board were required to exercise their 

discretion prudently and responsibly, and in a manner that was not unfairly prejudicial to 

the Sears Pension Plan and its beneficiaries, having regard to their fiduciary obligations 

and all of the information in respect of Sears Canada's business that was reasonably 

available to them. Whether they fulfilled that obligation is a matter that remains to be 

determined, but I would not expect the Sears Pension Plan members or participants in 

the PBGF to lose the benefit of protections afforded by the PBA due to the discretionary 

decisions made by Sears Canada. 

33. Notwithstanding the request by the SCRG, Sears Canada did not exercise its 

discretion to wind-up the Sears Pension Plan. On June 22, 2017, Sears Canada and a 

number of its affiliates applied for and were granted protection under the CCAA. Shortly 

thereafter, the Court approved a sale and investor solicitation process (the "SISP"). 

Under the SISP, Sears Canada and the Bank of Montreal marketed various going-

concern solutions. Through most of September 2017, there was at least one bid group 

led by Brandon Stranzl, former chief executive officer and board member of Sears 

Canada, which was seeking to buy Sears Canada as a going concern and to maintain 

the Sears Pension Plan. Throughout this process, Sears Canada was making special 

payments to the Sears Pension Plan of about $3.7 million per month and was compliant 

with the funding requirements under the PBA. 
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34. Ultimately, the SISP did not result in the approval of any going-concern 

transactions. On or about September 30, 2017, Sears Canada ceased making its 

required special payments to the Sears Pension Plan. Shortly after Sears Canada 

suspended its special payment contributions, on October 13, 2017, the Court approved 

a second liquidation, this time for substantially all of Sears Canada's remaining 

property. We accepted that a going-concern outcome was not possible. As a result, 

Sears Canada would inevitably cease its operations and terminate its remaining 

employees. 

35. I now had the authority to order the wind-up under the PBA, because Sears 

Canada had suspended its contributions, and at this point, the only reasonable course 

of action was to order the wind-up of the Sears Pension Plan. I appointed Morneau 

Shepell as the new administrator of the Sears Pension Plan a few days after the second 

liquidation order. Among other things, Morneau Shepell was tasked with administering 

the winding up of the plan. 

36. On November 10, 2017, I issued a notice of my intention to order the wind-up of 

the Sears Pension Plan effective October 1, 2017, with such wind-up including all plan 

members whose employment was terminated on or after June 13, 2017 (the "NOID"). 

A copy of the NOID is attached to the Dunlop Affidavit as Exhibit "H". 

37. The NOID was transmitted to the entire Service List for these CCAA 

proceedings. All creditors received notice of the applicable dates, and had the 

opportunity to object to the wind-up. One creditor constituency, led by 1291079 Ontario 

Limited (the "Class Action Creditors"), did object to the NOID by filing a Request for 
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Hearing on December 7, 2017. Eventually, the Class Action Creditors withdrew their 

request for a hearing at the FST. My order winding up the Sears Pension Plan is now 

final, and attached to the Dunlop Affidavit as Exhibit "I". 

38. The Sears Pension Plan is eligible for the application of the PBGF, and on July 

31, 2018, I issued a Notice of Intended Decision to declare that the PBGF applies to the 

Sears Pension Plan. Morneau Shepell has estimated that the Sears Pension Plan is 

underfunded by approximately $260.2 million. 

39. The PBGF will ensure that the Ontario beneficiaries of the Sears Pension Plan 

receive the guaranteed benefits pursuant to the PBA. As a result, on April 9, 2018, 

FSCO staff estimated that the PBGF will allocate approximately $125 million to the 

Sears Pension Plan. 

40. Accordingly, I have filed a claim for this amount on behalf of the PBGF, in 

accordance with the claims procedures established by the Monitor and approved by the 

Court on February 22, 2018. In my proof of claim, I have asserted priority pursuant to 

the Superintendent's lien and charge under the PBA, as well as pursuant to my 

subrogated rights in respect of the pension administrator's lien and charge and the PBA 

deemed trust. I have been advised by Ken Rosenberg, who is counsel to the 

Superintendent, and I verily believe, that the Monitor has not issued any notices of 

disallowance or revision with respect to the PBGF claim. 

41. I have also been informed by the financial advisor retained by my counsel, Allan 

Nackan of A. Farber and Partners Inc., and I verily believe, that no other remaining 

creditors have claimed a security interest in the Sears Canada estates. The liens 
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created by the PBA appear to be the only security interests over all the funds remaining 

in the estate, subject only to various charges created in these proceedings and the PBA 

deemed trust. 

42. In my experience, the priority provisions in the PBA are an important part of the 

carefully calibrated scheme for the protection of pension interests in Ontario. The PBA 

priority provisions safeguard pension entitlements without requirements which would 

unduly hamper the employer's ability to operate a competitive business. An outcome 

that would deny the benefit of the PBA priority provisions would deprive beneficiaries of 

their pension entitlements and would appear to me to create a windfall for other 

creditors, particularly in the context in this case, which does not engage the interests of 

any secured creditors. More importantly, however, for my purposes as the regulator of 

pensions in Ontario, such an outcome would establish that the protections that I 

understand to exist for the benefit of pension plan beneficiaries are wholly ineffective, 

and would merit a reconsideration of the existing PBA policy and legislative scheme. 

SWORN BEFORE ME at the City of 

Toronto, in the Province of Ontario on 

August  V,4'143-, 2018 

Com ssioner for Taking Affidavits 
El i sato ek-IA P..cu IAA O

1.... SO e. -. 1-033 -IAA 

Doc 2566791 

RIAN MILLS 
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