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ONTARIO
SUPERIOR COURT OF JUSTICE
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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
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168886 CANADA INC., AND 3339611 CANADA INC.
Applicants

NOTICE OF MOTION

Klaudio Leshnjani, William Harker, Wiliam C. Crowley, Donald C. Ross, James

McBurney, Ephraim J. Bird, Calvin R. McDonald, Ronald Boire, Deidra C. Merriwether, and

Douglas Campbell (each a “Former Director” and, collectively, the “Former Directors”) will

make a motion to a Judge of the Ontario Superior Court of Justice presiding over the Commercial

List at a date and time to be fixed at 330 University Avenue, 8th floor, Toronto, Ontario.

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

THE MOTION IS FOR:

(a) an Order, substantially in the form at Tab 3 of the Motion Record:

(i) if necessary, abridging the time for service of this motion and dispensing

with service on any person other than those served;
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(ii)

(iii)

2-

directing SHC, on an interim basis, to pay the Former Directors’ legal fees
(and reimburse any amounts already incurred) associated with these
CCAA proceedings of Sears Canada including legal fees associated with
defending against and responding to claims asserted in or arising out of
these proceedings, and costs of Coverage Counsel (as defined herein)

(collectively, “Funded Amounts”);

allowing SHC to recover from each Former Director any Funded Amounts
previously paid by SHC to such Former Director, but only to the extent that
such Funded Amounts are later reimbursed by XL Speciality Insurance
Company (“XL”), or any other insurance company providing directors’ and

officers’ insurance, to such Former Director; and

(b) costs of this motion.

THE GROUNDS FOR THE MOTION ARE:

Claims Against the Former Directors

(a) The Former Directors are parties to the Sears CCAA Proceedings, and have each

been a director, and in some instances, an officer, of Sears Canada.

(b) On December 8, 2017, the Court issued an order (the “Claims Procedure Order”)

approving a claims process (the “Claims Process”) for the purpose of identifying,

determining, and adjudicating claims of creditors against the Applicants and their

current and former officers and directors.

() On February 22, 2018, the Court issued a further order establishing a claims

procedure (the “E&R Claims Process’) for the identification and quantification of
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Employee Claims and Retiree Claims (as defined therein) against (i) the

Applicants and (ii) the current and former directors of the Applicants (the “E&R

Claims Procedure Order”).

(d) Since the Claims Procedure Order and the E&R Claims Procedure Order were

issued, a number of claims have been submitted to the Monitor against the Former

Directors in accordance with the Claims Process and the E&R Claims Process (the

‘Former D&O Claims”).

(e) The Former D&O Claims are based on alleged acts and omissions of the Former

Directors taking place while such Former Directors were acting as directors and/or

officers of Sears Canada and generally relate to, inter alia, the following matters:

(iif)

LEGAL*46264870.14

the dividend paid to certain shareholders of Sears Canada on December

31, 2012 in the approximate amount of $102 million;

the dividend paid to certain shareholders of Sears Canada on December 6,

2013 in the approximate amount of $509 million;

Sears Canada’s surrender of its exclusive right to use the Craftsman
trademark in Canada in connection with the sale by SHC of the Craftsman

business to Stanley Black & Decker in March 2017;

alleged assurances and representations made by the Directors and others
about the solvency of Sears Canada and its ability to continue to meet its

obligations under various leases and other agreements;

alleged liability for environmental contamination/remediation and building

rectification;



(vi)

(vii)

(viif)

(x)

4-

allegations regarding misrepresentations regarding the detrimental

consequences of not purchasing extended warranties;

allegations of oppression, breaches of fiduciary duty, and transactions at
undervalue, and alleged failure to ensure that Sears Canada adequately

funded its contractual obligations, including lease obligations;

alleged claims by employees of Sears Canada and its affiliates on account
of wages, salaries, commissions, other compensation, benefits, and
amounts payable pursuant to applicable employment standard statutes
and corporate statutes (such as the Canada Business Corporations Act),
including statutes of multiple Canadian provinces where Sears Canada

carried on business:

alleged liability under the claim brought by 1291079 Ontario Limited in the
Ontario Superior Court of Justice (Milton) (Court File No. 4114/15) and an
earlier action (Millon Court File No. CV-3769/13-CP) against Sears
Canada, SHC, certain of the Former Directors (William C. Crowley, William
R. Harker, Donald C. Ross, Ephraim J. Bird, and Douglas Campbell), and

others relating to the Sears Hometown Dealer store program; and

allegations of underfunding of Sears Canada’s pension plan including a
threatened claim from Morneau Shepell Ltd. in its capacity as Administrator

of Sears Canada’s Registered Retirement Plan.

) In addition, a number of the Former D&O Claims also allege, among other things,

that, in connection with their acting as directors or officers of Sears Canada prior to

October 15, 2014, the Former Directors:

(i)

LEGAL*46264870.14
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(iif)

(v)

(vi)

_5-

breached their fiduciary duties owed to Sears Canada, its creditors, and/or

others;

approved dividends to shareholders to the corresponding detriment of

creditors (oppressive conduct);

approved transaction(s) at under value to the detriment of Sears Canada

and/or its creditors;

conspired with others in furtherance of their negligent and/or wrongful

conduct; and

failed to ensure that Sears Canada adequately funded its obligations under
its contractual agreements, including leases and pension plans, when they
knew that failing to do so would be unjustifiably prejudicial to Sears

Canada’s creditors.

The Cooperation Agreement

(@) On October 1, 2014, Sears Canada and SHC entered into a cooperation

agreement setting out the terms and conditions on which Sears Canada would

cooperate with SHC to facilitate SHC’s offering (the “Cooperation Agreement”).

(h) The Cooperation Agreement is subject to Ontario law and proceedings relating to it

must be brought in Ontario.

0 Among the terms of the Cooperation Agreement is a provision requiring SHC to put

or maintain in place directors’ and officers’ insurance for the Former Directors for a

period of six years following the Offering (as defined therein) in order to ensure that

the Former Directors have sufficient insurance to cover their acts and omissions
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during the period that they served as directors and officers of Sears Canada prior

to the closing of the Offering.

The Directors’ and Officers’ Insurance Policies

0) XL is the issuer of primary director and officer coverage for both SHC (the “SHC

XL Policy”) and Sears Canada (the “Sears Canada XL Policy”).

(k) The SHC XL Policy and the Sears Canada XL Policy (collectively, the “XL
Policies”) may each relate to a different policy period with the Sears Canada XL
Policy covering claims based on facts occurring after October 15, 2014 and the

SHC XL Policy covering claims based on events before such date.

The Former Directors’ Insurance Claim is Denied

) On March 8, 2018, and March 19, 2018, the Former Directors provided notice of

the Former D&O Claims to XL under the XL Policies (the “XL Notices”).

(m)  On May 4, 2018, XL issued coverage letters under the XL Policies (the “Coverage
Letters”) that denied that XL has any obligation to provide coverage and
reimbursement of defence costs to the Former Directors in respect of the Former

D&O Claims.

(n) Because XL has refused to reimburse defence costs or indemnify against liability
pursuant to the SHC XL Policy, the Former Directors have engaged Covington &
Burling LLP (“Coverage Counsel”) to pursue coverage under the SHC XL Policy
and, if necessary, by commencing proceedings in the United States. Coverage
Counsel may also pursue coverage, including by commencing proceedings, if

necessary, in relation to the Sears Canada XL Policy.
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Request for Indemnification from SHC

(o) The Sears Canada XL Policy and the SHC XL Policy provide coverage that is
stated to be secondary to amounts that the Former Directors are able to recover
through corporate indemnification agreements provided by, respectively, Sears
Canada and SHC. Any Sears Canada indemnification agreements are of little
practical effect given that Sears Canada is insolvent. Further, SHC has taken the
position that the indemnification provisions in its corporate Charter only require
SHC to indemnify directors and officers of Sears Canada for periods when they
were also acting as directors or officers of SHC, and only if those Former Directors

had been specifically asked by SHC to undertake a position with Sears Canada.

(p) To date, SHC has taken the position that, at best, it may have an obligation to
indemnify certain of the Former Directors, but only in respect of the limited period
in which these Former Directors concurrently served as directors of Sears Canada
and were employed by SHC. SHC has indicated that any such indemnity would be
quite limited given that the relevant period of time appears to predate many of the
Former D&O Claims. In any event, and as at the present date, SHC has not
provided any indemnity to any of the the Former Directors in respect of any time

period.

(a) Accordingly, in bringing this motion, the Former Directors are not seeking any
determination that SHC has breached the Cooperation Agreement, nor do they
seek a determination of coverage under the XL Policies. Rather, while reserving
all of their rights with respect to the foregoing, the Former Directors seek this
interim relief so that they may have funding for counsel until such time as coverage

under the SHC XL Policy has been finally determined.
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Grounds of this Motion

n The provisions of the CCAA, in particular Section 11 thereof, and the inherent and

equitable jurisdiction of this Court;

(s) Rules 1.04, 1.05, 2.03, 3.02, 16 and 37 of the Rules of Civil Procedure, RRO 1990,

Reg. 194,

) Section 96 of the Courts of Justice Act, RSO 1990, ¢ C-43; and

(u) Such further and other grounds as counsel may advise and this Court may permit.

THE FOLLOWING DOCUMENTARY EVIDENCE will be used at the Hearing of the Motion:

(a) The Affidavit of William Richard Harker, sworn August 10, 2018; and

(b) Such further and other evidence as counsel may advise and this Honourable Court

may permit.

August 10, 2018 CASSELS BROCK & BLACKWELL LLP
Suite 2100, Scotia Plaza
40 King Street West
Toronto, Ontario
M5H 3C2

JOHN N. BIRCH

LSO No.: 38968U
Telephone:  416.860.5225
Facsimile: 416.640.3057
E-mail: jbirch@casselsbrock.com

MARY |LLA. BUTTERY

LSO No.: 34599R

Telephone:  604-691-6118

Facsimile: 604-691-6120

E-mail: mbuttery@casselsbrock.com
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NATALIE E. LEVINE

LSO No.: 64908K

Telephone:  416-860-6568

Facsimile: 416-640-3207

E-mail: nlevine@casselsbrock.com

Lawyers for Certain Former Directors and Officers of
Sears Canada
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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-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.

the Applicants

AFFIDAVIT OF WILLIAM RICHARD HARKER
(sworn August 10, 2018)

[, William Richard Harker, of the City of Old Tappan, in the State of New Jersey,

MAKE OATH AND SAY:

1. | am a former director of Sears Canada Inc. (“Sears Canada”), which, along with
certain of its affiliates (the “Applicants”) and SearsConnect, was granted protection
under the Companies’ Creditors Arrangement Act (the “CCAA”) in these proceedings (the
“Sears CCAA Proceedings”). Among the parties to the Sears CCAA Proceedings are
thirteen former directors and officers of Sears Canada, ten of whom (namely, Ronald D.
Boire, William R. Harker, William C. Crowley, Deidra Merriwether, Ephraim J. Bird,
Douglas Campbell, Klaudio Leshnjani, James McBurney, Calvin McDonald, and Donald
Ross) are currently represented by Cassels Brock & Blackwell LLP (“Cassels Brock”) in

these proceedings (each a “Former Director” and, collectively, the “Former Directors”).
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Along with my seven years of experience on the Sears Canada board of directors, | have
been involved with the Former Directors’ day-to-day strategy regarding the Sears CCAA
Proceedings and, accordingly, | have personal knowledge of the matters to which |
hereafter depose. In addition, | have knowledge based on a review of the documents
referred to herein, or, where indicated, the advice of others, in which case | verily believe

such information to be true.

2. This affidavit is sworn on behalf of the Former Directors in support of their
application for an order requiring Sears Holdings Corporation (“SHC”) to provide the

Former Directors with interim funding of defence costs.
Il Background Regarding the Former Directors

3. | also served as an officer of SHC from 2005 to 2012. | joined SHC as
Vice-President and Chief Counsel in 2005, and became Senior Vice-President, General
Counsel and Corporate Secretary in 2006. | also served as Senior Vice-President,
Human Resources in 2008 and 2009. | began my tenure at Sears Canada in 2008 as a
member of its board of directors. Over the following years, | held various roles on the
board of directors, including Vice Chair of the Board, and Chair, Investment Committee
and Chair, Human Resources and Compensation Committee. | ceased acting as a

director of Sears Canada in May 2015.

4. Although | have held various legal counsel roles at SHC or corporations that are
connected to it, nothing that | state in this affidavit is privileged information and it is clearly

my intention not to disclose such information publicly.

LEGAL*46308774.12
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5. The remaining Former Directors are all former directors and in some instances,
former officers, of Sears Canada. Attached hereto and marked as Exhibit “A” is a chart
setting out the dates the Former Directors served as directors of Sears Canada, as well

as certain additional positions they occupied during their tenure at Sears Canada.

i Relationship Between Sears Canada and SHC

6. Prior to the fall of 2014, and as SHC owned the majority of its common stock at that

time, Sears Canada was a subsidiary of SHC.

7. On or about May 14, 2014, SHC announced that it was exploring strategic
alternatives for its 51.0% interest in Sears Canada, including a sale of SHC’s interest in
Sears Canada, or of Sears Canada as a whole. Following this announcement, and at the
request of SHC, Sears Canada announced that its board of directors and management
intended to fully cooperate with SHC in the process in order to achieve value for all

shareholders.

8. In connection therewith, Sears Canada established a committee made up of its
independent directors to oversee its cooperation and engagement with SHC (the

“Committee”). | was not a member of the Committee.

9. On or about September 28, 2014, SHC announced that its board of directors had
determined that it was in SHC'’s best interests, and the best interests of its shareholders,
to divest its ownership of Sears Canada by way of an offering (the “Rights Offering”).
SHC requested the cooperation of Sears Canada in connection with the Rights Offering.

Attached hereto and marked as Exhibit “B” is a copy of the Registration Statement
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under the Securities Act of 1933, as filed with the Securities and Exchange Commission
on October 15, 2014, setting out, in greater detail, the circumstances leading to the Rights
Offering, as well as the details of the Rights Offering itself (the “Registration

Statement”).

10.  As further detailed in the Registration Statement, on or about October 1, 2014, the
Board of Directors of Sears Canada, with the advice and on the recommendation of the
Committee, approved SHC’s request for cooperation in connection with the Rights
Offering, subject to a number of conditions which included, among others, the condition
that SHC would “agree to maintain the directors and officers liability and fiduciary liability
coverage for current and former directors and officers of Sears Canada relating to matters
occurring at or prior to the closing of the Rights Offering for a period of six years

thereafter.”

11.  Accordingly, on October 1, 2014, Sears Canada and SHC entered into a
cooperation agreement in the form of a letter agreement setting out the terms and
conditions on which Sears Canada would cooperate with SHC to facilitate SHC’s offering
(the “Cooperation Agreement”). Attached hereto and marked as Exhibit “C” is a copy

of the Cooperation Agreement.

12.  The Cooperation Agreement states (on page 5) that it is governed by the laws of
Ontario and the federal laws of Canada applicable in Ontario. Further, in the Cooperation
Agreement, SHC and Sears Canada agreed to submit to the exclusive jurisdiction of the
Ontario courts sitting in Toronto in regard to “any action, application, reference, or other

proceeding arising out of or related to this letter agreement.”

LEGAL*46308774.12
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13.  Among the terms of the Cooperation Agreement is a provision that SHC would
provide directors’ and officers’ insurance for the benefit of the current and former directors
and officers of Sears Canada until 2020. More specifically, the Cooperation Agreement

requires SHC to

continuously maintain directors’ and officers’ liability and fiduciary
liability coverage for current and former directors and officers of
Sears Canada for acts and omissions in their capacity as such
occurring at or prior to the closing of the Offering with insurer(s) that
have at the time such coverage is written the same or higher A.M.
Best rating as the current primary insurer on terms no less
favourable to such directors and officers in any material respect than
those of the insurance policies providing such coverage in effect on
the date hereof; provided that this requirement shall be deemed to
be satisfied if SHC elects to obtain prepaid policies (i.e., “tail
coverage”) which in the aggregate provide such directors and
officers with the coverage described herein for an aggregate period
of 6 years following the closing of the Offering with respect to claims
arising from acts or omissions that occurred at or before the closing.

14.  Because of this provision, | understood that SHC would put or maintain in place
directors’ and officers’ insurance for me and all other directors and officers of Sears
Canada for a period of six years following the Rights Offering. | further understood that the
purpose of this provision was to ensure that the Former Directors had sufficient insurance
to provide defence and indemnity coverage for alleged acts and omissions during the
period that they served as directors and officers of Sears Canada prior to the closing of

the Rights Offering (i.e., when Sears Canada was a subsidiary of SHC).

15.  Accordingly, and following the execution of the Cooperation Agreement, it was my
understanding that SHC would arrange for and maintain directors’ and officers’ insurance
and that such insurance would provide defence and indemnity coverage for any Claims

(as defined therein) arising prior to the date of October 15, 2014 (and while Sears Canada
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was a subsidiary of SHC), and further, that this insurance would be in place for a period of

six years following the closing of the Rights Offering.

16.  The Former Directors have received from SHC a copy of the primary directors’ and
officers’ (‘D&Q”) insurance policy obtained by SHC for the policy year from May 15, 2017
to May 15, 2018 which was issued by XL Specialty Insurance Company (“XL”") (the “SHC
XL Policy”), relevant portions of which are attached as Exhibit “D” and irrelevant

portions of which have been omitted or redacted.

17. It was also my understanding that, for the period after the Rights Offering, Sears
Canada would arrange for and maintain my directors’ and officers’ insurance (and the
directors’ and officers’ insurance for the Former Directors) for the period after the date of
October 15, 2014 in respect of any Claims (as defined therein) arising thereafter.
Attached hereto and marked as Exhibit “E” is a copy of the relevant portions of the
primary D&O insurance policy that Sears Canada purchased from XL for the policy period
from October 15, 2016 to October 15, 2017 (the “Sears Canada XL Policy”), in respect of

which a run-off policy was later purchased.

18. The SHC XL Policy and the Sears Canada XL Policy (collectively, the “XL
Policies”), may each relate to a different policy period in light of the specific
endorsements in each policy. In particular, Endorsement 4 of the Sears Canada XL

Policy states as follows:

In consideration of the premium charged, no coverage will be available under this Policy for Claims
based upon, arising out of, directly or indirectly resulting from, in consequence of, or in any way
involving any fact, circumstance, situation, transaction, event or Wrongful Act, underlying or alleged
in any prior and/or pending litigation or administrative or regulatory proceeding or arbitration which
was brought prior to October 15, 2014.
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19.  As such, the Former Directors are concerned that the Sears Canada XL Policy will
not cover any claims based on facts occurring prior to October 15, 2014 and thus they will
have to rely on the SHC XL Policy in respect of any claims seeking to hold them liable for

alleged acts or omissions of such Former Directors occurring before such date.

20. As is detailed further herein, a number of claims have been made against the
Former Directors in the Sears CCAA Proceedings. Notice of these claims has been
provided to XL in accordance with both the SHC XL Policy and the Sears Canada XL
Policy. However, and as detailed further herein, XL has, to date, denied coverage
(including payment of defence costs as incurred) to the Former Directors under both the

SHC XL Policy and the Sears Canada XL Policy.
. The Sears CCAA Proceedings

a. The Initial Order

21.  OnJune 22, 2017, the Applicants and SearsConnect sought and obtained an initial
order (as amended and restated on July 13, 2017, the “Initial Order”) under the CCAA
which, among other things, appointed FTI Consulting Canada Inc. as monitor of the
Applicants in the Sears CCAA Proceedings (the “Monitor”) and, further, granted an initial
stay of proceedings against the Applicants until July 22, 2017 (the “Stay Period”).

Attached hereto and marked as Exhibit “F” is a copy of the Initial Order.

22. The Stay Period has been extended numerous times, most recently on July 24,
2018, at which time the Stay Period was extended from July 31, 2018 to December 18,

2018.
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b. The Claims Procedure Order

23.  On December 8, 2017, the Court issued an order (the “Claims Procedure Order”)
approving a claims process (the “Claims Process”) for purpose of identifying,
determining, and adjudicating claims of creditors against the Applicants and their current
and former officers and directors. Attached hereto and marked as Exhibit “G” is a copy

of the Claims Procedure Order.

24. As set out in the Claims Procedure Order, a “Claim” is defined to include the

following:

any right or claim of any Person against one or more of the Directors
and/or Officers howsoever arising, whether or not such right or claim
is reduced to judgment, liquidated, unliquidated, fixed, contingent,
matured, unmatured, disputed, undisputed, legal, equitable,
secured, unsecured, perfected, unperfected, present, future, known,
or unknown, by guarantee, surety, or otherwise, and whether or not
such right is executor or anticipatory in nature, including any
Assessments and any right or ability of any person to advance a
claim for contribution, indemnity or otherwise against any of the
Directors and/or Officers with respect to any matter, action, cause or
chose in action, however arising, for which any Director or Officer is
alleged to be, by statute or otherwise by law or equity, liable to pay in
his or her capacity as a Director or Officer (each a “D&0O” Claim”,
and collectively, the “D&0O Claims”).

25.  The Claims Procedure Order further defines “Director” as “anyone who is or was or
may deemed to be or have been, whether by statute, operation of law or otherwise, a

director or de facto director of any of the [Applicants], in such capacity’.

26.  The Claims Procedure Order provides a similar definition for “Officer”.
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cC. The Employee and Retiree Claims Procedure Order

27. On February 22, 2018, the Court issued a further order establishing a claims
procedure (the “E&R Claims Process”) for the identification and quantification of
Employee Claims and Retiree Claims (as defined therein) against (i) the Applicants and
(i) the current and former directors of the Applicants (the “E&R Claims Procedure
Order”). Attached hereto and marked as Exhibit “H” is a copy of the E&R Claims

Procedure Order.

d. The Litigation Investigator Order

28. In addition, on March 2, 2018, the Court issued an order appointing Lax O’Sullivan
Lisus Gottlieb LLP as “Litigation Investigator” (the “Litigation Investigator”) in the Sears
CCAA Proceedings (the “Litigation Investigator Order”). Attached hereto and marked
as Exhibit “I” is a copy of the Amended Litigation Investigation Order in the amended

form which it was issued on April 26, 2018 following a subsequent court hearing.

29. Pursuant to the Litigation Investigator Order, the Litigation Investigator has been

appointed for the purpose of

investigating, considering, and reporting to the Creditors’ Committee
(defined below), regarding any rights or claims, whether legal,
equitable, statutory or otherwise, that the Sears Canada Entities
and/or any creditor of any of the Sears Canada Entities may have as
against any parties, including but not limited to current and former
directors, officers, shareholders and advisors of any of the Sears
Canada Entities.
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30. The Litigation Investigator Order also provides that the Litigation Investigator “may
investigate any and all claims regardless of whether such claims have been included by

creditors’ proofs of claims filed pursuant to the Claims Procedure Order.”

IV. Claims Made Against the Former Directors & Officers

31. Since the Claims Procedure Order and the E&R Claims Procedure Order were

issued, numerous Former D&O Claims have been submitted to the Monitor.

32.  The Former D&O Claims seek to hold the Former Directors liable based on alleged
acts and omissions taking place while such Former Directors were acting as directors
and/or officers of Sears Canada and generally relate to the following matters, among

others:

(@)  the dividend paid to certain shareholders of Sears Canada on December

31, 2012 in the approximate amount of $102 million;

(b) the dividend paid to certain shareholders of Sears Canada on December 6,

2013 in the approximate amount of $509 million;

(c) Sears Canada’s surrender of its exclusive right to use the Craftsman
trademark in Canada in connection with the sale by SHC of the Craftsman

business to Stanley Black & Decker in March 2017;

(d) alleged assurances and representations made by the Directors and others
about the solvency of Sears Canada and its ability to continue to meet its

obligations under various leases and other agreements;

LEGAL*46308774.12

20



(f)

(@)

(i)
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alleged liability for environmental contamination/remediation and building

rectification;

allegations regarding misrepresentations regarding the detrimental

consequences of not purchasing extended warranties;

allegations of oppression, breaches of fiduciary duty, and transactions at
undervalue, and alleged failure to ensure that Sears Canada adequately

funded its contractual obligations, including lease obligations;

alleged claims by employees of Sears Canada and its affiliates on account
of wages, salaries, commissions, other compensation, benefits, and
amounts payable pursuant to applicable employment standard statutes and
corporate statutes (such as the Canada Business Corporations Act),
including statutes of multiple Canadian provinces where Sears Canada

carried on business;

alleged liability in the action brought by 1291079 Ontario Limited in the
Ontario Superior Court of Justice (Milton) (Court File No. 4114/15) and an
earlier action (Milton Court File No. CV-3769/13-CP) against Sears
Canada, SHC, certain of the Former Directors (William C. Crowley, William
R. Harker, Donald C. Ross, Ephraim J. Bird, and Douglas Campbell), and

others relating to the Sears Hometown Dealer store program; and

allegations arising from alleged underfunding of Sears Canada’s pension

plan including allegations of liability therefor made by Morneau Shepell Ltd.
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in its capacity as Administrator of Sears Canada’s Registered Retirement

Plan).

33. A number of the Former D&QO Claims also allege, among other things, that the

Former Directors engaged in acts or omissions while serving as directors and/or officers

of Sears Canada, including that they:

(@)

(d)

)

engaged in negligent and/or wrongful conduct;

breached their fiduciary duties owed to Sears Canada, its creditors, and/or

others;

approved of dividends to shareholders to the corresponding detriment of

creditors (oppressive conduct);

approved of transactions at under value to the detriment of Sears Canada

and/or its creditors;

conspired with others in furtherance of their negligent and/or wrongful

conduct; and

failed to ensure that Sears Canada adequately funded its obligations under
its contractual agreements, including leases and pension plans, when they
knew that failing to do so would be unjustifiably prejudicial to Sears

Canada’s creditors.
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34.  The quantum of the Former D&O Claims is significant. Indeed, a number of the
Former D&O Claims individually assert pre-filing claims (for the period up to and including

June 22, 2017) each in the amount of $750 million.

V. Claims Against the Former Directors and Retaining of Legal Counsel

35.  After the Claims Procedure Order was issued, | became aware that D&O Claims
were going to be submitted against the Former Directors in accordance with the Claims

Process (“Former D&O Claims”).

36. Accordingly, around February 24, 2018, the Former Directors and three other

former directors of Sears Canada retained Cassels Brock for the purpose of:

(@) preparing and submitting proofs of claim on behalf of the Former Directors

in accordance with the Claims Process;

(b) reviewing and responding to any Former D&O Claims submitted during the

Claims Process;

(c) consulting with the Monitor in respect of any Former D&O Claims submitted

during the Claims Process;

(d) otherwise generally defending the claims against the Former Directors; and

(e) preparing and submitting notifications to the insurance companies that
provided directors’ and officers’ insurance during the time period that the

Former Directors held director or officer positions with Sears Canada.
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37.  Since being retained by the Former Directors, Cassels Brock has been required to

do, among other things, the following on behalf of the Former Directors:

(a)

(c)

(e)

prepare and file claims on behalf of the Former Directors against the
Applicants and SearsConnect and against the other Directors and Officers
in accordance with the Claims Procedure Order (including obtaining
relevant documents from various sources because the Former Directors are
no longer affiliated with Sears Canada and lack any access to its

documents);

prepare for and attend hearings on behalf of the Former Directors, including
in connection with the Claims Processes, the appointment of a litigation
investigator (discussed below) and the preservation of privilege assertable
by the Former Directors in connection with any litigation that may be

brought;

review and investigate the Former D&O Claims;

consult and work with the Monitor to review the Former D&O Claims, in
accordance with the terms of the Claims Procedure Order and the E&R

Claims Procedure Order;

review the SHC XL Policy and the SHC Canada XL Policy and submit
notices of claims for indemnity and payment of defence costs on behalf of

the Former Directors thereunder; and
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) provide ongoing updates to XL and the other insurers as more information

about claims was provided by the Monitor.

38. In connection with the foregoing, and given that the Former Directors did not have
access to funding for the legal fees incurred in the Sears CCAA Proceeding, the Former
Directors have instructed Cassels Brock to only take those steps reasonably necessary to
protect the interests of the Former Directors and defend them against claims until XL
agrees to reimburse defence costs and provide indemnification under the XL Policies.
The Former Directors are individuals with different degrees of financial means and many
of them do not have sufficient personal resources to pay even defence costs out of their

own pocket (let alone any damages for which they may later be found liable).

VL. Claims Under the SHC XL Policy and the Sears Canada XL Policy are Made
on behalf of the Former Directors

39.  Onorabout March 8, 2018, and in order to, among other things, obtain payment of
defence costs, John Birch (“Mr. Birch”), a partner of Cassels Brock, notified XL, pursuant
to the Sears Canada XL Policy, of the Former D&O Claims (the “Sears Canada XL

Notice”).
40. The Sears Canada XL Notice set out, among other things, the following:

(a) a detailed and particularized list of the nature of the claims and allegations
that were being asserted against the Former Directors within the Sears

CCAA Proceedings;

(b) steps taken by the Former Directors to protect their position and obtain

indemnification from the Applicants, including the filing of proofs of claim
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against the Applicants in accordance with the Claims Process, as well as
the filing of proofs of claim against the directors and officers of Sears
Canada for the purposes of seeking contribution and indemnity from the
other directors of the Applicants, to the extent that those directors may also

be liable; and

(c) a request that XL consent to incur, and agree to reimburse, the Defence
Expenses (as that term is defined in the Sears Canada XL Policy), including

Defence Expenses incurred as at the date of the Sears Canada XL Notice.

41.  Onorabout March 19, 2018, Mr. Birch provided a substantially similar notice to XL
pursuant to the SHC XL Policy (the “SHC XL Notice” and, together with the Sears

Canada XL Notice, the “XL Notices”).

42.  On April 5, 2018, Mr. Birch sent an email to Tammy Yuen of Skarzynski Black LLC
(“Skarzynski”) to confirm that Skarzynski had been retained as counsel to XL in its
capacity as the D&O insurance provider for both SHC and Sears Canada. In this email,
Mr. Birch provided another copy of the XL Notices and a ZIP file containing all of the
correspondence and other claims notices. Attached hereto and marked as Exhibit “J” is

a copy of Mr. Birch’s email of April 5, 2018.

43. On May 1, 2018, Mr. Birch sent a further email to Ms. Yuen (among others) to
provide an update on the Sears CCAA Proceedings, the manner in which supporting
documents would be provided in connection with the Sears Canada XL Notice, as well as
to request “that arrangements be made to pay the legal fees of [Cassels Brock] in

connection with responding to the numerous claims and threatened claims of which
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[Cassels Brock had] received notice and which have been reported to the insurers.

Attached hereto and marked as Exhibit “K” is a copy of Mr. Birch’'s email of May 1, 2018.

44.  On May 4, 2018, Ms. Yuen sent an email to Mr. Birch, with a copy to XL’s Canadian
counsel, Paul Stein of Gowling WLG (Canada) LLP (“Gowlings”), stating that it had not
reviewed the materials provided in Mr. Birch’s email of May 1, 2018, but that coverage
letters would be issued later that same date (“Coverage Letters”). Attached hereto and

marked as Exhibit “L” is a copy of Ms. Yuen’s email of May 4, 2018.

45.  On May 4, 2018, both Gowlings, in its capacity as counsel for XL in connection with
the Sears Canada XL Notice, and Skarzynski, in its capacity as counsel for XL in
connection with the SHC XL Notice, issued Coverage Letters. Attached hereto and

collectively marked as Exhibit “M” are copies of the Coverage Letters.

46. The Coverage Letters acknowledge receipt of the SHC XL Notice and the Sears
Canada XL Notice, and state, among other things, that “only two of the noticed matters

currently constitute ‘Claims.”

47. “Claim” is defined in both the SHC XL Policy and the Sears Canada XL Policy as

follows:

(1) a written demand for monetary or non-monetary relief;

(2) any civil or criminal judicial proceeding in a court of law or equity, arbitration or other alternative
dispute resolution; or

(3) a formal civil, criminal, administrative, or regulatory proceeding or formal investigation.
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48. The Coverage Letters go on to, in essence, deny that XL has any obligation to
provide coverage for and pay the Former Directors’ defence costs in respect of the

Former D&O Claims.

49. On May 7, 2018, and following receipt of the Coverage Letters, Mr. Birch sent
further email correspondence to both Ms. Yuen and Mr. Stein to advise that the Monitor
had received additional Former D&O Claims. Attached hereto and marked as Exhibit

“N” is a copy of Mr. Birch’s email of May 7, 2018.

50. On May 28, 2018, Mr. Birch sent a further email to Ms. Yuen and Mr. Stein stating,

among other things, that:

(a) Ms. Yuen had previously advised that the coverage position taken in the
Coverage Letters did not take into account the supplementary claims

information provided to XL and the other insurers after March, 2018;

(b) the Former Directors disagreed with the coverage position taken in the
Coverage Letters and reserved all of their rights regarding seeking relief on

the coverage issue;

(€) it was evident from the additional information provided on May 1, 2018 and
May 7, 2018 that numerous “Claims” within the meaning of the SHC XL
Policy and the Sears Canada XL Policy have been asserted and need to be

defended; and

(d) Ms. Yuen and Mr. Stein should immediately review the additional claims

information that had been provided to XL and the other insurers after
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March, 2018, and confirm that XL would provide payment of defence costs,
failing which the Former Directors would have coverage counsel seek the

appropriate relief.

51.  Attached hereto and marked as Exhibit “O” is a copy of Mr. Birch’s email of May

28, 2018.

52.  OnJune 18, 2018, Mr. Stein sent a further letter to Mr. Birch stating, among other
things, that “[nJone of the Additional Noticed Matters (as defined therein) presently appear
to constitute a Claim under the A-Side Policy because those matters do not appear to fall
within the definition of Claim as set out above” and further, that “...for any of the Additional
Noticed Matters in connection with which notice was first provided to [XL] after February
12, 2018, [XL] cannot accept such Additional Noticed Matters as notice of Claim or
Wrongful Act under the A-Side Policy.” Attached hereto and marked as Exhibit “P” is a

copy of Mr. Stein’s letter of June 18, 2018.

53.  On July 31, 2018 Mr. Stein sent a further letter to Mr. Birch asking for additional
information about activities that had been undertaken to respond to the claims filed

against the Former Directors in the Sears CCAA Proceedings.

54.  On August 3, 2018, Mr. Birch sent a letter to both Mr. Stein and Ms Yuen to provide
the information requested in Mr. Stein’s letter of July 31, 2018, and to advise that XL’s
continued failure to acknowledge its defence obligations has negatively affected Cassels

Brock’s ability to adequately defend and protect the interests of the Former Directors.
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55.  Notwithstanding this correspondence, and as at the present date, XL has not
agreed to provide indemnification of liability or payment of defence costs, whether under

the SHC XL Policy or under the Sears Canada XL Policy.

VIl.  Steps Taken by Former Directors and Officers Following Receipt of the
Coverage Letters

56. Because XL has refused to reimburse defence costs or indemnify against liability
pursuant to the SHC XL Policy, the Former Directors have unanimously decided to
engage Covington & Burling LLP (“Coverage Counsel”) for the purposes of pursuing
coverage under the SHC XL Policy and any related excess policies. Coverage Counsel
may also seek similar relief in relation to the Sears Canada XL Policy and any related

excess policies.

57. The SHC XL Policy was issued in the United States and therefore proceedings, if
necessary, are likely to be brought in the United States. | have been advised by Coverage
Counsel, and believe, that, in the best case, it could easily take a minimum of three to six
months to obtain a ruling on the issue of coverage for defence costs. This timing
assumes that Coverage Counsel is able to commence legal proceedings, prepare and file
a summary judgment or other appropriate motion, and obtain a decision within that
timeframe. If there is an appeal of the decision at first instance, the process will be

considerably longer.
VIll. Defence Costs Incurred by the Former Directors to Date

58. On July 24, 2018, the Court granted an order extending the date by which the

Monitor must complete its review of the Claims to October 1, 2018. Attached hereto and
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marked as Exhibit “Q” is a copy of the Order extending the claims review date (the

“Claims Review Date”) to October 1, 2018.

59. Given the estimated timelines provided by Coverage Counsel with respect to
adjudicating coverage issues in the United States, | am concerned that the Former
Directors (with the potential exception of Deidra Merriwether, as discussed further below),
will not have any source of funding for the work that Cassels Brock will be required to

perform on behalf of the Former Directors in the interim.

60. In this regard, | have been advised by Natalie Levine (“Ms. Levine”), a partner of
Cassels Brock, and believe, that a significant amount of work is still required in connection

with the Former D&O Claims, including, among other things, the following:

(a) Cassels Brock must complete its review and analysis of the Former D&O

Claims;

(b) Cassels Brock must, pursuant to the Claims Procedure Order and the E&R
Claims Procedure Order, consult with the Monitor on the Former D&O
Claims to ensure a decision is rendered by the Monitor on or prior to the

Claims Review Date;

(c) Cassels Brock anticipates that, pursuant to the Litigation Investigator Order,
the Litigation Investigator will release a report that may recommend further

claims and/or proceedings against the Former Directors and others;

(d) a motion has been filed by Representative Counsel to the court-appointed

Representatives of employees and retirees seeking a declaration that the
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amount of the pension plan wind up deficit is deemed to be held in trust for
the beneficiaries of the Sears Canada Plan (as defined therein). | am
advised by Ms. Levine, and believe, that this motion may necessitate
participation by the Former Directors because the subject matter may be

relevant to the Former D&O Claims; and

(e) a motion has been filed to remove the current board of directors of Sears
Canada, and | am advised by Ms. Levine and believe, that this motion will
necessitate participation by the Former Directors because of its potential

impact on the Former D&O Claims.

61. To date, the Former Directors have incurred in excess of $300,000 in legal fees.

62. It was not my expectation when Cassels Brock was retained that |, and the other
Former Directors, would personally be required to pay the legal fees incurred in the
context of the Sears CCAA Proceeding. Rather, it was my expectation that payment of my
and the other Former Directors’ defence costs would be made by XL pursuant to the SHC
XL Policy and the Sears Canada XL Policy shortly after notice of the claims was given to

XL.

63. However, as coverage (including payment of defence costs as incurred) has been
denied under both the SHC XL Policy and the Sears Canada XL Policy, the Former

Directors have been required to personally pay for the legal fees incurred to date.

64. |am advised by Ms. Levine and believe, that of the thirteen individuals who initially

retained Cassels Brock, two have since terminated their engagement of Cassels Brock
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because they were unable to afford their share of Cassels Brock’s fees, and one other

individual has engaged other counsel for unrelated reasons.

IX. Request for Indemnification from SHC

65. It was my understanding at the time Cassels Brock was retained, and based on
indemnification obligations of SHC and Sears Canada and the Cooperation Agreement,
that the Former Directors would have valid, effective insurance coverage purchased by
SHC that would cover liability and defence costs to the extent provided for in the

Cooperation Agreement.

66. The Sears Canada XL Policy and the SHC XL Policy provide coverage that is
stated to be secondary to amounts that the Former Directors are able to recover through
corporate indemnification agreements provided by, respectively, Sears Canada and
SHC. Although Sears Canada entered into Indemnification Agreements with at least
some of the Former Directors, such indemnification is of little practical effect given that
Sears Canada has not paid the costs to defend any of the Former Directors against the
Former D&O Claims and is insolvent. Further, SHC has taken the position that the
indemnification provisions in its corporate Charter only require SHC to indemnify directors
and officers of Sears Canada for periods when they were concurrently acting as directors
or officers of SHC and only if those Former Directors had been specifically asked by SHC
to undertake a position with Sears Canada. SHC has therefore taken the position that it is
only prepared to fully indemnify one Former Director, namely Deidra Merriwether, and
only in respect of liability arising out of events occurring between February 3, 2008 and

May 21, 2012. However, since all or substantially all of the claims against the Former
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Directors are based on events after May 21, 2012, it appears that SHC’s agreement to

indemnify Ms. Merriwether for this period is of little practical significance.

67. A number of the other Former Directors (namely Ronald Boire, William Crowley,
and |) held positions at SHC at various times, but SHC has taken the position that, at best,
there may be an obligation to indemnify me and Mr. Crowley for the limited period in which
each of us concurrently served as directors of Sears Canada and were employed by
SHC. However, SHC has indicated that any such indemnity would be quite limited given
that the relevant period of time appears to predate many of the Former D&O Claims. In
any event, and as at the present date, SHC has not provided any indemnity to any of us in

respect of any time period.

68.  All other Former Directors (namely, Ephraim J. Bird, Douglas Campbell, Klaudio
Leshnjani, James McBurney, Calvin McDonald, and Donald Ross) never held any officer
or director position at SHC and therefore SHC takes the position that the SHC corporate

indemnification obligation does not apply to them.

69. To date, SHC has declined our request that it provide reimbursement of defence
costs to the Former Directors on an interim basis. SHC’s refusal to do so has placed
financial pressure on the Former Directors which has negatively affected Cassels Brock’s
ability to represent the Former Directors and defend against the Former D&O Claims. In
this regard, Cassels Brock has not been able to meet with the Monitor to discuss the
Former D&O Claims, and further, Cassels Brock has not been able to adequately pursue
information-gathering from Sears Canada and its counsel concerning the Former D&O

Claims.
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70. | am advised by Mr. Birch, and believe, that SHC (through its Canadian counsel)
has also refused or been unresponsive to his requests for interim funding of defence

costs pending a final determination of coverage issues.

71.  The Former Directors are not, at this stage, seeking any determination that SHC
has breached the Cooperation Agreement. Rather, the fact that XL has so far denied
coverage under the SHC XL Policy indicates that there is a potential question about
whether SHC purchased the required insurance coverage for the Former Directors and,
by extension, whether SHC complied with the insurance provisions of the Cooperation

Agreement.

X. Conclusion

72.  Accordingly, the Former Directors seek an order

(a) directing SHC, on an interim basis, to pay the Former Directors’ legal fees
(and reimburse any amounts already incurred) associated with these CCAA
proceedings of Sears Canada including legal fees associated with
defending against and responding to claims asserted in or arising out of
these proceedings, and costs of Coverage Counsel (collectively, “Funded

Amounts”); and

(b) allowing SHC to recover from each Former Director any Funded Amounts
previously paid by SHC to such Former Director, but only to the extent that

such Funded Amounts are later reimbursed by XL, or any other insurance
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company providing directors’ and officers’ insurance, to such Former

Director.

/3. In bringing this motion, it is not the intention of the Former Directors to affect the
rights of any party in regard to the XL Policies or obtain any determination of coverage
under the XL Policies. Instead, the Former Directors seek this interim relief so that they
may have funding for counsel until such time as coverage under the SHC XL Policy and
related excess policies is finally determined. if the Former Directors wish to seek a final
determination of rights as to whether SHC has complied with, or breached, the
Cooperation Agreement, that will be the subject of a separate legal proceeding, if
necessary. However, the Former Directors continue to hope that either or both of the XL
Policies {and related excess insurance policies issued by other insurers) eventually will
be determined to respond in order to reimburse defence costs and indemnify the Former
Directors against any liability that they may ultimately be found to have.

SWQRN REFORE ME at the i

of A s uedd  inne Siate of i
New Jersey on the 10'

J day of August 2018
et .:’,/:—;:z.,.ct’fiff‘f e %/W

e R T

A Notary Public in and for the State of New Jersey William Richard Harker

JEREMY FORTUNAT
G
NOTARY EUBUC OF NEW JERSEY
My Commission Expires 4/27/2022
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Name

Position

Applicable Dates

Klaudio Leshnjani

Director

July 2014 — Feb 2016

Executive Vice-President
and Chief Operating Officer;
Executive Vice-President
and Chief Administrative
Officer and General
Counsel; Executive VP,
Financial and Home
Services, Human
Resources and General
Counsel; Senior Vice-
President and General
Counsel; Vice-President
and General Counsel;
Interim General Counsel;
Senior Corporate Counsel,
Legal Counsel

Various dates from 2002 to
February 2016.

William Crowley

Director

March 2005 — April 2015

Chairman of the Board;
Member of the Human
Resources and
Compensation Committee

Various dates from March
2005 to April 2015.

William Harker

Director

November 2008 — Aprit 2015

Member of the Human
Resources and
Compensation Committee;
Member of the Investment
Committee

Various dates from
November 2008 to April
2015.

James R.G. McBurney

Director

April 2010 — April 2015

Member of the Audit
Committee; Member of the
Nominating and Corporate
Governance Committee

Various dates from April
2010 to April 2015.

Ephraim J. Bird

Director

May 2006 — November 2013

Member of the Audit
Committee; Lead Director
of the Board; Member of the
Human Resources and
Compensation Committee;

Various date from May 2006
to June 2016.
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Executive Vice President
and Chief Financial Officer

6 Calvin McDonald Director June 2011 — September
2013

President; Chief Executive Various dates from June
Officer 2011 to September 2013.

7 Danita Stevenson Director April 2014 — April 2015
Senior Vice-President, Various dates from January
Apparel and Accessories; 2013 to April 2015.
Senior Vice-President,
Apparel; Senior Vice-
President, Private Brands,
Dresses

8 Ronald Boire Director January 2015 — August 2015
President; Chief Executive Various dates from October
Officer 2014 to August 2015.

9 Timothy Earl Flemming Director February 2014 — March 2015
Senior Vice-President, Various dates from October
Procurement and Supply 2001 to March 2015.
Chain; Vice-President
Procurement and Supply
Chain; Vice-President
Corporate Procurement and
Speciality Business

10 | Sam Jeffrey Stollenwerck Director April 2014 - June 2017

11 | Deidra Cheeks Merriwether | Director April 2007 — May 2012
Member of the Investment Various dates from April
Committee; Member of the | 2007 to May 2012.
Nominating and Corporate
Governance Committee

12 | Donald Campbell Ross Director May 2012 — April 2014
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Member of the Audit
Committee; Member of the
Nominating and Corporate
Governance Committee;
Member of the Human
Resources and
Compensation Committee

Various dates from May 2012
to April 2014.

13

Douglas Campbell

Director

September 2013 — October
2014

President and Chief
Executive Officer; Executive
Vice-President and Chief
Operating Officer; Senior
Vice-President, Major
Appliances; Vice-President,
Major Appliances and
Electronics; Other
Executive Vice-President
roles

Various dates from March
2011 to October 2014.
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The securities offered hereby are of u Canadian issuer that is permitted, under « multijurisdicional disclosure system adupted by the Unired States and Canada, to prepare this short form prospectus in accordance with
the disclosure reguirements of Canada. Prospective investors should be aware that such requirements are different from those of the United States. Financial statements included in or incorporated by reference herein
have been prepared in accordance with International Financial Reporting Standards as issued by the International Accounting Standards Board and thus muy not be 1y hie to financial af United

Srates compunies.



Prospective investors should be aware that the acquisition of the securities described herein may huve tax consequences both in the United States and in Canada. Such consequences for investors who are resident in,
or citizens of, the United States may not be described fully herein,

The enforcement by investors of civil linbilities under United States federal securities laws muay be affected adversely by the fact that the Corporation is organized under the laws of Canada, that some or all of its officers
and directors, and some or all of the experts numed in this short form prospectus, may be residents of Canada or otherwise reside outside the United States, and that all or « substanvial portion of the assets of the
Corporation and said persons may be located outside the United States. See "ENFORCEABILITY OF CIVIL LIABILITIES".

CURITIES HAVE NOT BE APPROVED OR DISAPPROVE.
ACY OR ADEQUACY OF THIS PROSPECTUS. ANY REPRES,

SION (THE "SEC") NOR HAS THE SEC PASSED UPON THE

No securities regulatory authority has expressed an opinion ubout these securities and it is an offence to claim otherwise. This short form prospectus constitutes u public offering of these securities only in those
Jurisdictions where they may be lawfully offered for sale and therein only by persons permitted to sell such securities.

Information has been incorporated by reference in this short form prospectus from documents filed with the securities commissions or similar authorities in Canada. Copies of the documents incorporated herein by
refarence men be obtained on reguest without charge from the Qffice of the Secretary of Sears Canada Inc., 290 Yonge Street. Suite 700. Toronto, Ontario, M3B 2C3. (416) 941-4428 and are also available dectronically ar

wwwserdar. com.

SHORT FORM PROSPECTUS

October 15,2014

andary Righ

SEARS CANADA INC.

Up to 40,000,000 Outstanding Common Shares Deliverable Upon Exercise of the Subscription Rights Distributed by Sears Holdings
Corporation

Scars Holdings Corporation ("Sears Holdings") is distributing, at no charge, to holders of its outstanding common stock ("SHC Stock") as at 5:00 p.m. (New York City time)
on October 16, 2014 (the "Record Date"), trans ferrable subscription rights (“subseription rights”) entitling themto purchasce conmon shares ("Common Shares™) of Scars
Canada Inc. ("Sears Canada” or the "Corporation”) held by Scars Holdings at a price of U.S.$9.50 per whale sharc (the "Rights Offering”).

Scars Holdings will distribute to cach holder of SHC Stock one subscription right for cach share of SHC Stock held. Each subscription right will entitle the holder to purchase
(.375643 Commion Sharcs any time following such holder's receipt of the subscription rights certificate and untit 5:00 pm (New York City tine) (the "Expiry Time") on
November 7, 2014 (the " Expiry Date"). Each subscription right entitles the holder to a basic subscription right and an over-subscription privilege. Fractional shares or cash
in licu of fractional sharcs will not be delivered on the Rights Offering. Instead. fractional shares resulting fromthe exercise of the basic subscription right will be climinated
by rounding down to the nearcst whole share. The subseription price was determined by Scars Holdings and is the U.S. dollar equivalent of the closing price of the Comnon
Shares on the Toronto Stock Exchange (the "TSX") on September 26, 2014, being the last trading day before which Scars Holdings requested Scars Canada's cooperation
with the filing of a prospectus qualifying the Common Shares deliverable upon the exercise of subscription rights. Further particulars concerming the attributes of the
subscription rights are set out under "The Rights Offering—Description of the Rights Offering”.

This prospectus qualifics the distribution of the Common Shares upon the excreise of the subscription rights in cach of the provinces and temitorics of Canada.

Scars Holdings currently owns approximately 51.0% of the outstanding Common Shares. It owned approximately 95.5% of the Common Shares prior to November 14, 2012,
when it distributed approximately 44.5% of the outstanding Comrmon Shares on a pro rara basis to holders of SHC Stock in a partial spin-off. ESL Investments, Inc. and
affiliated cntitics. including Edward S. Lampert, the Chairman and Chief Exccutive Officer of Scars Holdings (collectively "ESL"). own approximately 48.5% of Scars
Holdings. As a result of the partial spin-offin 2012, ESL acquired approximately 27.6% ofthe Common Sharcs. Accordingly, Scars Holdings and ESL collectively own
approximately 78.6% of the outstanding Common Shares. Edward 8. Lampert and certain other ESL affiliates have advised Scars Holdings that they intend to oxercise their
pro rata portion of the subscription rights in full (representing approximately 17.5% to 19.0% of the outstanding Common Shares) as soon as practicable after the
subscription rights have been distributed. although they have not entered into any agreement to do so. Accordingly, on conpletion of the exercise of the basic subscription
rights i the Rights Offering. it is expected that ESL will own between approximately 45.0% and 47.0% of the Common Shares. ESL has also advised Scars Holdings that it
may increase its ownership i Scars Canada through its exereise of the over-subscription privilege or through open market purchases of subscription rights or Common
Shares, but only to the extent that such exercise would result in ESL continuing to own less than 50.0% ofthe Common Shares upon conpletion of the Rights Offering.
However, ESL has not adviscd us or Scars Holdings of its intentions with respect to future purchascs or sales of Conmon Shares. Notwithstanding ESL's stated

intentions, neither Scars Canada nor Scars Holdings has any agreement, armangement or understanding with ESL as to the extent of ESL's excreisc of'its over-subscription
privilege. If ESL exercised its basic subscription right as weltas the over-subscription right in full, and no other stockholder excreised its subscription rights, ESL would own
between approximately 67.2% and 69.2% of the Common Shares.

Upon the excrcise by Mr. Lampert and the entities of their subscription rights. as described above. Scars Canada will ceasc to be a subsidiary of, or to be controlled by,
Scars Holdings under applicable Canadian laws. Ifall of the subscuiption rights arc excrcised in full in the Rights Offering, Scars Holdings will own approximately 11.7% of
the outstanding Common Shares. Sears Holdings may dispose of any Common Shares that it continucs to own after the Rights Offering, including through sales into the
market or otherwise. subject to applicable laws.

There is currently no market through which the subscription rights may be sold and holders may not be able to resell subscription rights. This may affect the pricing of
subscription rights in the sccondary market, the transparency and availability of trading prices and liquidity of the subscription rights. The subscription rights arc
transferable during the course of the subscription period. Scars Holdings' application to list the subscription rights on the NASDAQ Stock Market ("NASDAQ") under the
symbol "SHLDR" has been approved. Sears Canada's application to list its Common Sharcs on the NASDAQ under the symbol "SRSC” has been approved.

The Common Shares arc listed for trading on the TSX under the symbol "SCC”. On October 14, 2014, the U.S. dollar cquivalent of the closing price ofa Common Share on
the TSX was U.S.$7.65. Sce also "Market For Securities - Trading Price and Volune". The Common Shares are not currently listed for trading in the United States.

Subscription Price: U.S.59.50
per whole Common Share

Scars Holdings has agreed. among other things. to reimburse Scars Canada for alf reasonable documented expenses incwired by it in connection with the Rights Offering.
Investing in the subscription rights and Common Shares inwlwe certain risks. Sce "Risk Factors" and "Forward-Looking Statements”.

Prospective investors should be aware that the acquisition or disposition of the securities describedin this prospectus may have tax consequences in Canada, the United
States, or elsewhere, depending on each particular prospective investor's specific circumstances. Such consequences may not be described fully herein. Prospective

investors should consult their own tax advisors with respect to such tax considerations.

There is no managing or soliciting dealer for the Rights Offering and neither Sears Holdings nor Sears Canada will pay any fee for the solicitation of the exercise of
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portion of the Investor Information scction of the Scars Holdings website as soon as reasonably practicable after they are
clectronically filed with, or furnished to, the SEC.

[*]
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Basic Subscrip

Sccuritics Offered Scars Holdings is distributing, at no chargc, to holders of shares of SHC Stock as of the Record Date, trans ferable subscription

sights to purchase up to an aggregate of 40,000,000 Common Shares, at a price of U.5.59.50 per whole sharc. Sears Holdings will
distribute to cach holder of its SHC Stock, onc subscription right for cach full sharc of SHC Stock owned by that stockholder as
of 5:00 p.m, New York City time, on October 16, 2014, the Record Date, except that holders of Scars Holdings' restricted stock that
is unvested as of the Record Date are expected to receive a cash award (cqual to the value of the subscription rights that would
have been distributed to such holder) in licu of subscription rights. Each subscription right allows the holder thercof to subscribe
for 0.375643 Cormon Sharcs at any tine following the holder's reccipt ofa subscription rights certificate and prior to the
cxpiration date. Each subscription right entitles the holder to a basic subscription right and an oversubscription privilege. The
subscription rights will expire if they are not exercised by 5:00 p.m. New York City time, on November 7. 2014, Scars Holdings
expects the gross proceeds fromthe Rights Offering and the excrcisc of the subscription rights will be up to approximately
U.S.$380 million, assuming that the subscription rights arc exercised in full.

tion Right The basic subscription right gives holders of the subscription rights the right to purchasc from Scars Holdings. in the aggregatc,
up to 40,000,000 Common Sharcs at a subscription price of U.5.$9.50 per whole sharc. Scars Holdings will distributc to cach
stockholder of record on the Record Date one subscription right for every share of SHC Stock such stockholder owned at that
time. Fractional shares or cash in licu of fractional shares will not be delivered in the Rights Offering. Instead, fractional shares
resulting fromthe exercisc of the basic subscription right will be climinated by rounding down to the nearest whole share. ESL
beneficially owns approximately 48.5% of the SHC Stock and approximately 27.6% of the Common Shares. Edward S. Lampert and
certain other ESL affiliates have advised Scars Holdings of their intent to exercisc their pro rata portion of the subscription rights
in full as soon as practicable after the subscription rights have been distributed. though they have not entered into any
agreement 1o do so. Accordingly. on completion of the Rights Offering, it is expected that ESL will own between approximately
45.0% and 47.0% of the Common Sharcs. Notwithstanding ESL's stated intentions, neither Scars Canada nor Scars Holdings has
any agreement, arrangement or understanding with ESL as to the extent of ESE's exercise of its over-subscription privilege. If ESL
exercised jts basic subscription right as well as the over-subscription right in full, and no other stockholder exercised its
subscription rights, ESL would own between approximately 67.2% and 69.2% of the Common Shacs.
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If you purchase all of the Common Shares available to you pursuant to your basic subscription right. you may also choosc to purchasc a portion of any
Common Shares that other holders of subscription rights do not purchase through the excreise of thew basic subsceription rights. ESL may exercise the over-
subscription privilege if they excreise their pro rara portion of the subscription rights in full. ESL has advised Scars Holdings that it may exercisc its over-
subscription privilege, but only to the extent that exercising such privilege would result in ESL owning less than 50.0% of the Common Shares.
Notwithstanding ESL's stated intentions. neither Scars Canada nor Sears Holdings has any agreement, arrangement or understanding with ESL as to the
extent of ESL's exercise of its over-subscription privilege. If ESL exercised its basic subscription right as well as the over-subscription right in full, and no
other stockholder cxereised its subscription rights, ESL would own between approximately 67.2% and 69.2% of the Common Sharcs.

U.$.99.50 per whole share. To be cffective, any payment related to the excreise of'a subscription right must be by cashict’s or certified check drawn upon a
United States bank payablce to the subscription agent at the address set forth in this document. Personal checks will not be aceepted.

The subscription price is cqual to the U.S. dollar cquivalent of the closing price of Scars Canada's Common Shares on Scptember 26, 2014, the last trading day
before the Scars Holdings board of directors requested Sears Canada's cooperation with the filing of a prospectus regarding this Rights Offering. In
determining the subscription price, the boeard of dircctors of Scars Holdings considered, among other things. (1) current and historical trading prices of Scars
Canada's Common Shares. (2) the desirability of broad participation in the Rights Offering by Sears Holdings' stockholders and (3) Sears Holdings' liquidity
needs and the aggregate amount of procceds to be paid to Scars Holdings pursuant to the Rights Offering if the Rights Offering were fully subscribed. Sce
"The Rights Offering--—Determination of Subscription Price”.

5:00 p.m., New York City time. on October 16, 2014,

5:00 p.m., New York City time, on November 7, 2014, unless Scars Holdings extends the Rights Offering period. If you do not exercise your subscription rights
before that time, your subscription rights will expire and will no longer be exercisable.

Scars Holdings currently expects that the subscription rights will begin to trade on the NASDAQ on the first business day following the distribution ofthe
subscription rights, and will continuc to trade until closc of business on November 4, 2014, the third business day prior to the scheduled expiration date of
the Rights Offering (or if the offer is extended, on the fourth business day immediately prior to the extended expiration date).
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The Board of Dircctors, together with its advisors and the independent legal and financial advisors to the Committee. considered
the request and the effect of the Rights Offering on Scars Canada and the requested cooperation. The Board of Dircctors of Scars
Canada, with the advice, and the recommendation of the Committee, approved the request for cooperation made by Scars
Holdings on and subject to the following terms, to which Scars Holdings and ESL agreed:

* Scars Holdings will reimburse Scars Canada for all reasonable and documented expenses incurred or paid by Scars Canada in
connection with the Rights Offering;

Scars Holdings and Scars Canada will amend the cxisting license agreement under which Scars Canada has the right to use the
"Scars" name and certain other trademarks and brand names to provide for the continuance of that agreement forso long as
Scars Holdings holds 10.0% of the outstanding voting shares of Scars Canada (veplacing the current trigger of 25.0%) and to
give Scars Canada the continued right to usc the trademarks on a royalty-free basis after any such termination for a period of
five ycars following the termination (replacing the current period of three years);
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Fces and Expenscs

Trading Market and Symbol

Scars Holdings and Scars Canada will amend the existing information technology agreement between themto continue the
terms of the agreement for a period of three years following the closing of the Rights Offering;

Scars Holdings will use commercially reasonable efforts to assist Scars Canada in negotiations with third partics to prescrve
the benefits that Scars Canada curently enjoys under certain agreements involving Scars Canada, Scars Holdings and third
partics that will terminate when Scars Holdings' owncrship of Scars Canada falls below 50.0%:

cach of Scars Canada and Scars Holdings will indenmnify and hold harmless the other and its subsidiarics, their respective
dircctors, officers, employees and representatives from Hability relating to disclosure provided by cach party to the other for
purposes of this prospectus:

Scars Holdings and ESL will release Sears Canada's directors, officers, employecs and representatives fromany claims that
Secars Holdings or ESL may have arising out of or in connection with, the Rights Offering or for the matters referred to above:
and

Scars Holdings will agree to maintain the dircctors and officers liability and fiduciary liability coverage for current and former
dircctors and officers of Scars Canada relating to matters occurring at or prior to the closing of the Rights Offering for a period
of sixycars thereafter.

Sce "The Rights Offering——Background to the Rights Offering” and "Description of the Rights Offering—-Reasons for the Rights
Offering”.

Scars Holdings is not charging any fee or sales commission to distribute the subscription rights to you orto issuc shares to you
if you exercise your rights. If you excreise your subscription rights through the record holder of your shares, you are responsible
for paying any commissions, fees. taxes or other expenses your record holder may charge you.

Scars Holdings' application to list the subscription rights on the NASDAQ under the symbol “SHLDR" has been approved. Scars
Holdings will not apply to list the subscription rights on the TSX. The Common Shares are listed for trading on the TSX under
the symbol "SCC". Scars Canada's application to list its Common Shares on the NASDAQ under the synbol "SRSC” has been
approved.
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No Recommendation to Rights Holders

The Scars Holdings board of dircctors is not naking any recommendation regarding your exercise of the subscription rights. The
Scars Canada Board of Directors did not consider, evaluate, or make any decision whatsocver regarding the structuring or pricing
of the Rights Offering. The Scars Canada Board of Directors is making no recommendation whatsocver regarding your cxercise of
the subscription rights. Stockholders who excrcise subscription rights will incur mvestment risk on new money invested. Neither
Scars Holdings nor Scars Canada can predict the price at which Common Shares will trade aficr the Rights Offering. The market
price for the Common Sharces may decrcase 1o an amount below the subseription price, and if you purchase Conimon Shares at
the subscription price, you may not be able to sclf the shares in the future at the same price or a higher price. Morcover. the
market price for the Common Shares may be trading at an amount above the subscription price, and if you do not exercisc your
rights you will be unabic to participatc in this appreciation. You should make your investment decision based on your
asscssment of the business and financial condition of Scars Canada, its prospects for the future, the terms of the Rights Offering
and the information contained in. or incorporated by reference into. this prospectus. Sce "Risk Factors” for a discussion of some
ofthe risks involved in investing in the Common Shares.

ESL bencficially owns approximately 48.5% of SHC Stock. Edward S. Lampert is the Chairman of the Board and Chicf Exccutive
Officer of Scars Holdings and Chairman and Chicef Exceutive Officer of ESL Investments, Inc. After the conpletion of the Rights
Offering, ESL is expected to own between approximately 45.0% and 47.0% of Scars Canada. ESL has also advised Sears Holdings
that it may cxercisce the over-subscription privilege, but only to the extent that such exercise would result in ESL owning less than
50.0% of the Comimon Shares. You shouid not view the intentions of ESL. including the intentions of Mr. Lampert, as a
recommendation or other indication, by ESL or any member of the Scars Holdings board of dircetors or of the Scars Canada Board
of Directors, regarding whether the exercise of the subscription rights is or is not in your best interests. Notwithstanding FSLs
stated intentions, neither Scars Canada nor Scars Holdings has any agreement, arrangement or understanding with ESL as to the
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If you hold your SHC Stock in the name of a broker, dealer, custodian bank or other nominee who uses the services of DTC you will not receive a rights certificate.
Instead. DTC will clectronically issuc onc subscription right to your nominee record holder for every share of SHC Stock that you own as of the Record Date. If you are not
contacted by yournominee, you should contact your nomince as soon as possible.

What is the oversubscription privilege and how will Commaon Shares be allocated in the Rights Offering?

If you purchasc all Conmmon Shares available to you pursuant to your basic subscription rights, you may also choosc to purchasc a portion of any Cormmon Sharcs that
other holders of subscription rights do not purchase through the exercisc of their basic subscription rights. Only holders who fully excrcisc all of their basic subscription
rights, after giving cffect to any purchasces or sales of subscription rights prior to the time of such exercise, may participate in the over-subscription privilege. If you wish to
cxereise your over-subscription privilege, you must indicate on your rights certificate, or the formprovided by your nomince if your shares arc held in the name of a
nomince, how many additional Common Shares you would like to purchasc pursuant to your over-subscription privilege, and provide payment as described below.

Edward S. Lanpert and certain other ESL affiliates have indicated to Scars Holdings that they intend to exercisc their pro rata portion of the basic subscription rights in
full as soon as practicable after the subscription rights have been distributed, although they have not entered into any agreement to do so. ESL has also indicated that it
may cxereise its over-subscription privilege, but only to the extent that excreising such privilege would result in ESL continuing to own less than 50.0% of the outstanding
Common Sharcs. Notwithstanding ESL's stated intentions, neither Scars Canada nor Scars Holdings has any agrcement, amrangement or understanding with ESL as to the
extent of ESL's excreise of'its over-subscription privilege. ITESL exercised its basic subscription right as well as the over-subscription right in full. and no other stockholder
excreised its subscription rights, ESL would own between approximately 67.2% and 69.2% of the Common Sharcs.

Common Shares will be allocated in the Rights Offering as follows:

. First. Common Sharcs will be allocated to bolders of rights who exercisc their basic subscription rights at a ratio 0£0.375643 of a Conumon Share per exerciscd
subscription right.

' Second, any remaining Common Shares that were cligible to be purchased in the Rights Offering will be allocated among the holders of rights who exercise
the over-subscription privilege. in accordance with the following formula:

. Fach holder who exercises the over-subscription privilege will be allocated a percentage of the remaming Common Shares cqual to the percentage that
results fromdividing (i) the number of basic subscription rights which that holder exercised by (if) the number of basic subscription rights which all
holders who wish to participate in the over-subscription privilege exercised. Such pereentage could result in the allocation of more or fewer over-
subscription Common Shares than the holder requested to purchase through the exercise of the over-subscription privilege.
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. For cxample, if Stockholder A holds 200 subscription rights and Stockholder B holds 300 subscription rights and they are the only two
stockholders who exercisc the over-subscription privilege, and they cach exercise it in full. Stockholder A will be allocated 40.0% and
Stockholder B will be allocated 60.0% of ali remaining Common Shares available. (Example A)

. Third, if the allocation of renmaining shares pursuant to the formula described above in the sccond step would result in any holder recciving a greater number
of Common Shares than that holder subscribed for pursuant to the over-subscription privilege. then such holder will be allocated only that number of
Common Shares for which the holder over-subscribed.

* For cxanple, if Stockholder A is allocated 100 Common Shares pursuant to the formula deseribed above but subscribed for only 40 additional Common
Shares pursuant to the over-subscription privilege, Stockholder A's allocation would be reduced to 40 Common Shares. (Exanmple B)

* Fourth, any Commmon Shares that remain available as a result of the allocation described above being greater than a holder’s over-subscription request (the 60
additional Common Shares in Exanple B above) will be allocated among all remaining holders who excercised the over-subscription privilege and whose initial
allocations werc Iess than the number of shares they requested. This scecond allocation will be made pursuant to the same formula desceribed above and
repeated, if necessary, until alt available Common Shares have been allocated or all over-subscription requests have been satis fied in full.

To properly exercise your over-subscription privilege, you nust deliver the subsceription payment related to your over-subscription privilege before the Rights Offering
cxpires. Because Scars Holdings will not know the total number of unsubscribed Common Shares before the Rights Offering expires, if you wish to maximize the number of
Common Sharcs you purchase pursuant to your over-subscription privilege, you will need to deliver payment in an amount cqual to the aggregate subscription price for the
maximum number of Common Shares that could be available to you at the time you exercise your basic subscription rights (i.c., the aggregate payment for both your basic
subscription right and for alt additional Common Sharcs you desire to purchase pursuant to your over-subscription request). Sec "Description of the Rights Offering—The
Subscription Rights". Any ¢xcess subscription payments received by the subscription agent, including payments for additional Comnon Shares you requested to purchasc
pursuant to the over-subscription privilege but which were not allocated to you, will be retumed, without intercst or penalty, promptly following the expiration of the Rights
Offering.

Fractional sharcs or cash in licu of fractional shares will not be issued on the Rights Offering. Instead, fractional Commmon Shares resulting from the exercisc of the over-

subscription privilege will be climinated by rounding down to the nearcest whole Common Share. Computershare, Inc.. Scars Holdings’ subscription agent for the Rights
Offering, will determine, in its sole discretion, the over-subscription allocation bascd on the formula described above.

Why is Sears Holdings conducting the Rights Offering?
Over the past ycar, Scars Holdings has extensively considered strategic alternatives to maximize the valuc of its interest in Scars Canada, including the engagenment of
BofA Merrill Lynch to pursuc a salc of such interest or Scars Canada as a whole and cngaging in discussions with Canadian financial institutions to explore the possibility

of an underwritten sccondary offering of Scars Holdings' interest. Scars Holdings' board of directors has determined that the Rights Offering is in the best interests of Scars
Holdings and its stockholders as way to disposc of a non-core assct, and would providc. among
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other things, financial and operational benefits to Scars Holdings, including but not limited to the following cxpected benefits:

. Strategic Focus and Flexibility. Scars Holdings' board of directors belicves that following the Rights Offering, Scars Holdings will have a more focused
business and be better able to dedicate resources to pursuc appropriate growth opportunitics and exccute strategic plans best suited to its business in an
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cfficient manncr.

. Additional Liguidity. The Rights Offering is expected to provide Scars Holdings with up to U.S.$380 million in gross procceds, strengthening its balance
sheet and liquidity. Of this amount, Scars Holdings expects to receive at feast U.S.$168 million in mid-to-late October 2014 fromthe carly cxercisc of the rights
distributed to ESL.

. Stockholder Flexibility 1o Aveid Dilution. Since the subscription rights are being distributed, at no charge, to Scars Holdings' existing stockholders,
stockholders will have the choice to hold sharcs in both companics or in cither company scparately. However, stockholders may wish to scll their
subscription rights to fund any taxincurred upon the receipt of the subscription rights, which would deerease the amount of Commmon Shares available to
such stockholders. If the distribution of the rights to a stockholder is subject to withholding tax, the stockholder’s broker (or other applicable withholding
agent) may scl all or a portion of the subscription rights to fund the withholding tax, which would decreasc the number of Common Shares available to such
stockholder. See "Certain United States Federal Income Tax Considerations”.

How was the U.S.$9.50 per share subscription price determined?

The Sears Holdings board of dircctors has determined that the subscription price will be U.S.89.50 per whole sharc. The subscription price is equal to the U.S. dollar
cquivalent of the closing price of the Common Shares on September 26, 2014, the last trading day before the Scars Holdings board of directors requested Scars Canada's
cooperation with the filing of a prospectus regarding this Rights Offering. The board of directors of Scars Holdings applicd the Noon Exchange Rate as of September 26,
2014 to calculate this cquivalent value. In determining the subscription price, the board of directors of Scars Holdings considered, among other things, (1) current and
historical trading prices of Common Sharcs, (2) the desirability of broad participation in the Rights Offering by Scars Holdings' stockholders and (3) Scars Holdings' liquidity
nceds and the aggregate amount of proceeds to be paid to Scars Holdings pursuant to the Rights Offering ifthe Rights Offering were fully subscribed. See “The Rights
Offering—Determination of Subscription Price”.

There can be no assurance that Common Shares will trade at prices near or above the subscription price after the date of this prospectus. You should not consider the
subscription price to be an indication of the price at which Common Shares will trade following the Rights Offering.

Am I required to exercise all of the subscription rights I receive inthe Rights Offering?

No. You may excrcise any number of your subscription rights or you may choosc not to exereise any subscription rights.

If you do not excreisc any subscription rights, you will not reccive any Common Shares. If you excrcise all of your basic subscription rights, your ownership interest in
Scars Canada will be cquivalent to the ownership interest you currently have in Scars Holdings times approximately 39.3%. which is the percentage of Scars Canada's
outstanding Conmon Shares being offered by Scars Holdings. For example, assuming that the subscription rights are exercised in full by all holders of subscription rights, if
you own 1.0% of SHC Stock on the Record Date and exercise your basic subscription rights in full you will own 0.393% of the Cormmon Shares following the Rights Offering.

If'you choosc to excreise your basic subscription rights in part, your ownership interest in Scars Canada will be diluted by other

16

Table of Contents

stockholders who exercise their subscription rights in full. In addition. if you do not fully cxercise all your basic subscription rights. after giving cffect to any purchascs or
salcs of subscription rights by you prior to such exercisc. you will not be entitled to participate in the over-subscription privilege. and you may be subject to adverse tax
conscquences. Sce "——-What are the U.S. federal incone tax consequences if'] reccive and do not sell or exercise the right before it expires?”

The number of shares of SHC Stock that you own, and your pereentage ownership in Scars Holdings. will not change as a result of the Rights Offering. If you do not
cxercise your subscription rights to purchase Common Shares, following the Rights Offering you will no longer retain the same indircet ownership interest in the Scars
Canada businesscs and as well, the SHC Stock that you hold will not reflect the camings. assets or liabilitics of Scars Canada. In addition, the trading price of SHC Stock
immediatcly following the Rights Offering may be higher or lower than immediately prior to the Rights Offering because Scars Holdings will own fewer shares of Scars
Canada, the ongoing camings of Scars Canada will no longer be consolidated in Scars Holdings' camings and Scars Holdings will receive cash proceeds of up to
U.S.$380 million as a result of the sale of Scars Canada's Cornmon Shares (assuming the subscription rights arc excrcised in full).

Sce "Risk Factors-—Risks Relating to the Rights Offering—If you receive and exercise the subscription rights. you may be subject to adverse U.S. federal income tax
consequences” and "Risk Factors—Risks Relating to the Rights Offering—If you arc a U.S. taxpaycr and receive but do not scl or excreise the subscription rights before
they expire. you nay be subject to adverse U.S. federal income tax consequences”.

How soon must I act to exercise my subscription rights?

Ifyou received a rights certificate and clect to exercise any or all of your subscription rights. the subscription agent must receive your completed and signed rights
certificate and payments before the Rights Offering expires on November 7, 2014, at 5:00 p.m., New York City time. You may. however, excreise your subscription rights prior
to the expiration date. If you hold your shares in the name of a broker. dealer, custodian bank or other nomince, your nomince may cstablish a deadline before the expiration
of the Rights Offering by which you must provide it with your instructions to exercise your subscription rights. Scars Holdings may. in its discretion, extend the expiration
datc of the Rights Offering. and will announce any plans to do so by press relcase. Scars Holdings will keep the Rights Offering open until the expiration date, and does not
intend to cancel, withdraw or terminate the Rights Offering after the subscription period begins. Sce "Description of the Rights Offering---Conditions. Withdrawal, and
Canccllation” and "Risk Factors”.

Although Scars Holdings will make rcasonable attempts to provide this prospectus to Sears Holdings stockholders. the Rights Offering and all subscription rights will
expire on the expiration date, whether or not Sears Holdings has been able to locate cach person entitled to subscription rights.

May I transfer my subscription rights?

Yes. The subscription rights arc trans ferable during the course of the subscription period and Scars Holdings' application to list the subscription rights for trading on
the NASDAQ under the symbol "SHLDR" has been approved. Scars Canada's application to fist its Common Sharces on the NASDAQ has been approved. Scars Holdings
currently expects that the subscription rights will begin to trade on the first business day following the distribution of the subscription rights, and will continue to trade until
closc of busincss on November 4, 2014, the third business day prior to the scheduled expiration date of the Rights Offering (or, if the offer is extended, on the fourth
busincss day inmediately prior to the extended cxpiration date). As a result, you may transfer or scll your subscription rights if you do not want to cxercisc themto purchase
Common Sharcs. However, the subscription rights arc a new issue of sccuritics with no prior trading market, and Scars Holdings cannot provide you with any
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assurances as to the liquidity of any trading market for the subscription rights or the market value of the subscription rights.

If you hold yourshares through a broker. custodian bank or other nominee, you may sell your subscription rights by contacting your broker, custodian bank or other
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nomince until the close of business on the fourth business day preceding the expiration date of this Rights Offering. To sell your subscription rights, in addition to any
other procedures your broker, custodian bank or other nominee may require, you must deliver your order to scll to your broker, custodian bank or other nomince such that it
will be actually reccived prior to close of business on November 4, 2014, the third business day prior to the expiration date of this Rights Offering. If you arc a record holder
ofa subscription rights certificate, you may take your subscription rights certificate to a broker who can scill your subscription rights for you. To do so. you must deliver
your properly exceuted subscription rights certificate, with appropriate instructions, and any additional documentation required by the broker. Commissions and applicable
taxcs or broker fees may apply if you scll your subscription rights. See "Description of the Rights Offering—Trans ferability of Subscription Rights*.

What is the effect of transferring subscription rights?

Scars Canada currently cxpects that the subscription rights will begin to trade on the first business day following the distribution of the subscription rights, and will
continuc to trade on the NASDAQ until closc of business on November 4, 2014, the third business day prior to the scheduled expiration date of the Rights Offering (or, if the
offer is extended, on the fourth business day immediately prior to the extended expiration date). As a result, you may trans fer or scll your subscription rights if you do not
want to cxereise themto purchase Cormmon Shares. However, if you transfer all or a portion of your subscription rights, you will be unable to purchasc the Common Shares
underlying such rights. In addition, if you trans fer all or a portion of your subscription rights, you will not be entitled to excrcise the over-subscription privilege with respect
to the portion of your rights so transferred.

What is the effect of purchasing subscription rights?

The subscription rights arc trans ferable during the course ofthe subscription period and Sears Holdings' application to list the subscription rights for trading on the
NASDAQ under the symbol "SHLDR" has been approved. Scars Holdings will not apply to list the subscription rights on the TSX. Scars Canada's application to list its
Common Shares on the NASDAQ under the symbol "SRSC” has been approved. In addition, the subscription rights are a new issuc of sccuntics with no prior trading
market, and Scars Holdings cannot provide you with any assurances as to the liquidity of the trading market for the subscription rights or the market valuc of the
subscription rights after your purchasc.

Have any stockholders indicated that they will exercise their rights?

Yes. Fdward S. Lampert and certain other ESL affiliates have advised Scars Holdings of their intent to exercisc their pro rata portion of the basic subscription rights in
fultas soon as practicable after the subscription rights have been distributed. though they have not entered into any agrecment to do so. As a result, following the
completion of the exercisc of the basic subscription rights in the Rights Offering, Scars Holdings expects that ESL will beneficially own between approximately 45.0% to
47.0% of the Contmon Shares. As further described in " Description of the Rights Offering—Principal Sharcholder”, ESL has advised Scars Holdings that it may exercise the
over-subscription privilege, but only to the extent that such exercise would result in ESL continuing to own less than 50.0% of the Common Sharcs. Fairholme Capital
Management, L.L.C., which owns approximatcly 24.0% ot Scars Holdings' outstanding common stock as of October 14, 2014, has also advised Scars Holdings that it cxpects
that certain of its clients will participate in the Rights Offering at levels to be determined, subject to review of the terms and conditions of the Rights Offering and regulatory
considerations. Notwithstanding ESL's stated intentions, neither Sears Canada nor Scars Holdings has any agreement,
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arrangement or understanding with either ESL or Fairholime as to the extent of the excreise of any over-subscription privilege. If ESL excreised its basic subscription right as
wellas the over-subscription right in full, and no other stockholder exercised its subscription rights, ESL would own between approximately 67.2% and 69.2% of the Common
Shares. If Fairholme exercised its basic subscription rights as well as the over-subscription right in full, ESL excreised its basic subscription right and no other stockholder
excreised its subscription rights. Faitholme would own approximately 20.2% of the Common Shares.

Are there any conditions to closing the Rights Offering?

No. Scars Holdings is not requiring an overall minimum subscription. or any other condition, to complete the Rights Offering. Scars Holdings doces not intend to
terminate or withdraw the Rights Offering. Scars Holdings may. in its discretion, extend the expiration date of the Rights Offering. and will announce any plans to do so by
press rclease.

Can Sears Holdings cancel or extend the Rights Offering?

Scars Holdings docs not intend to terminate or withdraw the Rights Offering. Scars Holdings may. in its discretion. extend the expiration date of the Rights Offering. and
will announce any plans to do so by press release.

Will officers and directors of Sears Holdings and Sears Canada be able to exercise their subscription rights?

Scars Holdings' officers and directors that hold shares of SHC Stock. excluding shares of Scars Holdings' restricted stock that is unvested as of the Record Date, may
participate in the Rights Offering at the same subscription price per share as all other holders of subscription rights, but none of their officers or dircctors is obligated to
participate.

Scars Canada officers and directors that hold shares of SHC Stock may participate in the Rights Offering at the same subscription price per share as all other holders of
subscription rights but none of our officers or directors arc obligated to participate. Two members of our Board of Directors hold SHC Stock and have advised us of their
intentions to cxercisc some or all of the subscription rights that they wili reecive under the Rights Offering.

Holders of Scars Holdings' restricted stock that is unvested as of the Record Date are expected to reecive a cash award in licu of any right such holder may have to
receive subscription rights with respect to such unvested restricted stock. Such cash awards will represent the right to receive, subject to the same vesting requirements and
other terms set forth in the underlying Restricted Stock Award Agreement, a cash payment from Sears Holdings cqual to the valuc of the subscription rights that would have
been distributed to such holder had such holder's unvested restricted stock been unrestricted shares of SHC Stock, caiculated on the basis of the volume-weighted average
trading price per subscription right for the 10 trading-day period beginning on the first day on which the subscription rights trade on the NASDAQ. The subscription rights
are cxpected to begin to trade on the NASDAQ on the first business day following the distribution of the subscription rights.

Edward S. Lampert is the Chairman of the Board and Chicf Executive Officer of Scars Holdings and Chairman and Chicf Exceutive Officer of ESL Investments Inc. Edward
S. Lampert and certain other ESL affiliates have advised Scars Holdings that they intend to exercise their pro rata portion of the subscription rights in full as soon as
practicable after the subscription rights have been distributed, though they have not entered into any agreenent to do so. As further deseribed in "The Rights Offering—
Principal Stockholder," ESL may increasc its pereentage beneficial ownership of Scars Canada through its excrcise of the over-subscription privilege, through open market
purchases of subscription rights or Common Shares or otherwise, but only to the extent that such transactions would result in ESL owning less than 50.0% of the Common
Shares upon conpletion of the Rights Offering.
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However, ESL has not advised us or Scars Holdings of its intentions with respeet to future purchases orsales of Common Sharcs. Notwithstanding ESL's stated intentions.
ncither Sears Canada nor Scars Holdings has any agreement, arrangement or understanding with ESL as to the extent of ESL's exercise of its over-subsceription privilege. If
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ESL excreised its basic subscription right as well as the over-subscription right in full, and no other stockholder excrcised its subscription rights, ESL would own between
approximatcly 67.2% and 69.2% of the Common Shares. You should not view the intentions of ESL, including intentions of Mr. Lampent, as a reconmendation or other
indication, by themorany member of the Scars Holdings board of directors or the Scars Canada Board of Directors, regarding whether the exercise of the subscription rights
or the over-subscription privilege is or is not in your best interests. See "Description of the Rights Offering—Principal Sharcholder”.

Haus the Sears Holdings board of directors made a recommendation to Sears Holdings stockholders regarding the Rights Offering?

No. The Scars Holdings board of dircctors is making no recommendation regarding your excreisce of the subscription rights. The Scars Canada Board of Directors did
not consider, cvaluate, or make any decision whatsoever, regarding the structuring or pricing of the Rights Offering or any other attributes of the subscription rights. The
Scars Canada Board of Dircctors is making no rccommendation whatsocver regarding your exercise of the subscription rights. Stockholders who exercise subscription rights
will incur investment risk on new money invested. Neither Scars Canada nor Scars Holdings can predict the price at which Common Shares will trade after the Rights
Offering. The market price for Common Shares may decreasc to an amount below the subscription price, and, if you purchasc shares of Common Shares at the subscription
price, you may not be able to scll the shares in the future at the same price or a higher price. Morcover, the market price for the Common Shares may increase to an amount
above the subscription price, and if you do not exercisc your rights you will be unable to participate in this appreciation. You should make your decision based on your
assessment of the business and financial condition of Scars Canada, its prospects for the future, the terms of the Rights Offering and the information contained in this
prospectus and in the documents incorporated by reference into this prospectus. See "Risk Factors” fora discussion of some of the risks involved in investing in Common
Shares.

ESL beneficially owns approxinately 48.5% of SHC Stock. Edward S. Lampert is the Chairman of the Board and Chicf Exceutive Officer of Sears Holdings and Chainman
and Chicf Exccutive Officer of ESL Investments, Inc. After compiction ofthe excreise of the basic subscription rights in the Rights Offering, ESL is expected to own between
approximatcly 45.0% and 47.0% of Scars Canada. Notwithstanding ESL's stated intentions, neither Scars Canada nor Scars Holdings has any agreement, arrangement or
understanding with ESL as to the extent of ESL's exercisc of its over-subscription privilege. If ESL excrcised its basic subseription right as well as the over-subscription right
in full, and no other stockholder excreised its subscription rights, ESL would own between approximately 67.2% and 69.2% of the Common Shares. You should not view the
intentions of ESL, including the intentions of Mr. Lampert, as a recommendation or other indication, by themor any member of the Scars Holdings board of directors or the
Scars Canada Board of Dircctors, regarding whether the excreise of the subscription rights is oris not in your best interests.

How do I exercise my subscription rights if I am a registered holder of SHC Stock?
If you are a registered holder of SHC Stock and you wish to participate in the Rights Offering, you must take the following steps:
. deliver payment (as sct forth below) to the subscription agent before 5:00 .. New York City time, on November 7, 2014; and
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. delivera properly completed and duly executed rights certificate to the subscription agent before 5:00 pam., New York City time, on November 7, 2014,
In certain cascs. you may be required to provide additional documentation or signaturc guarantees.

You may exereise your subscription rights any time after your receipt of the subscription rights certificate and before the expiration date. Please follow the delivery
instructions on the rights certificate. Do not deliver subsceription documents. the rights certificate or payment to Scars Holdings or to Scars Canada. The risk of delivery to
the subscription agent of your subscription documents. rights certificate and payment is bome by you. and not by Scars Canada. Scars Holdings or the subscription agent,
You should allow sufficient time for delivery of your subscription materials to the subscription agent so that the subscription agent receives them prior to 5:00 p.m.,

New York City time. on November 7, 2014,

You must timely pay the full subscription price in U.S. dollars for the full number of shares of Common Shares you wish to acquire in the Rights Offering. including any
sharcs you wish to acquire pursuant to the over-subscription privilege. You must deliver to the subscription agent payment in full. by cashier's or certified check drawn
upon a United States bank payable to the subscription agent at the address sct forth below before the expiration of the Rights Offering period. Personal checks will not be
accepted.

How do I participate in the Rights Offering if my shares are held in the name of a broker, dealer, custodian bank or other nominee?

If you hold your shares of SHC Stock in the name of'a broker. dealer, custodian bank or other nomince. then your nomince is the record holder of the shares you own.
The record holder must excreise the subscription rights on your behalf in accordance with your instructions. If you wish to purchase Common Shares through the Rights
Offering, you should contact your broker. dealer, custodian bank or nomince as soon as possible. Please follow the instructions of your nomince. Your nomince may
establish a deadline that may be before the expiration date of the Rights Offering. If you receive but do not sell or exercisc the subscription rights before they expire you may
be subjeet to adverse consequences. Sce "Risk Factors—Risks Relating to the Rights Offering—If you are a U.S. taxpayer and receive but do not sell or exercise the
subscription right before they expire. you may be subject to adverse U.S. federal income tax conscquences”.

How do I exercise subscription rights that were purchased during the subscription period?

If you purchased subscription rights during the subscription period through a broker, dealer, custodian bank or other nominee. you will not receive a rights certificate.
Instead, your broker, dealer, custodian bank or other nominee must exercise the subscription rights on your behalf, If you wish to exercise your subscription rights and
purchasc Common Shares through the Rights Offering, you should contact your nomince as soon as possible. Pleasc follow the instructions of your nomince. Your nomince
may cstablish a deadline that may be before the expiration date of the Rights Offering.

If you purchased subscription rights during the subscription period directly froma registered holder of SHC Stock. you should contact the subscription agent as soon
as possible regarding the excreise of your subscription rights. Please follow the instructions of the subscription agent in order to properly excrcisc your subscription rights.
Sce "Description of the Rights Offering——Mecthod of Exercising Subscription Rights™.

When will I receive my subscription rights certificate?

Promptly after the date of this prospectus. the subscription agent will send a subscription rights certificate to cach registered holder of SHC Stock as of'the close of
busincss on the Record Date,
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bascd on the stockholder registry maintained by the transfer agent for SHC Stock. 1f you hold your SHC Stock in the name of a broker. dealer. custodian bank or other
nominee, you will not receive an actual subscription rights certificate. Instead, DTC will clectronically issue one subsceription right to your nominec record holder for every
sharc of SHC Stock that you beneficially own as of the Record Date.
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What form of payment must 1 use to pay the subscription price?

You must timely pay the full subscription price in U.S. dollars for the full number of Common Shares you wish to acquire in the Rights Offering, including any sharces
you wish to acquire pursuant to the oversubscription privilege. You must deliver to the subscription agent payment in full, by cashicr's or certified cheek drawn upon a
United States bank payable to the subscription agent at the address sct forth below before the expiration of the Rights Offering period. Personal checks will not be aceepted.

If you send a subscription payment that is insufficient to purchase the number of Common Shares you requested, or if the number of shares you requested is not
specificd in the rights certificate or subscription documents, the payment received will be applied to exercisc your subscription rights to the fullest extent possible based on
the amount of the payment received, subject to the availability of Common Shares under the over-subscription privilege and the climination of fractional sharcs.

If you send a subscription payment that exceeds the amount neeessary to purchasc the number of Common Shares for which you have indicated an intention to
purchase, then the remaining amount will be returned to you by the subscription agent, without interest or penalty, as soon as practicable following the expiration of the
Rights Offering.

What is the Record Date for the Rights Offering?
Record ownership will be determined as of the close of business on October 16, 2014,
When will I receive my Common Shares?

The distribution of the Common Shares will be made by way of direct registration in book-entry forme No share certificates will be issued. If you purchase Common
Shares prior to the expiration of the Rights Offering. (i) as soon as practicable after your exercise of subscription rights pursuant to the basic subscription right and over-
subscription privilege, the trans fer agent will eredit your account or the account of your record holder with the number of Cormmon Shares that you purchased pursuant to
the basic subscription right, and (it} as soon as possible after the closing of the Rights Offering. and after all allocations and adjustments contenmplated by the tenms of the
Rights Offering have been effected. the transfer agent will eredit your account or the account of your record holder with the number of Conmmon Shares that you purchased
pursuant to the over-subscription privilege and mail to cach holder of subscription rights who excrcises the over-subscription privilege any excess amount, without interest
orpenalty, received in payment of the subscription price for excess Common Shares that arce subscribed for by such holder of subscription rights but not allocated to such
holder of subscription rights pursuant to the over-subscription privilege.

After I exercise my subscription rights and send in my payment, may I withdraw or cancel my exercise of subscription rights?
No. All exereises of subscription rights are irevocable, subject to applicable law. including statutory rights of rescission and withdrawal, even if you later leam

information that you consider to be unfavorable to the exercise of your subscription rights. You should not exereisce your subscription rights unless you are certain that you
wish to purchase Conmon Sharcs at a price of or U.S.$9.50 per whole share.
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What effect does the Rights Offering have on the outstanding SHC Stock?

The sale of Conwron Shares in the Rights Offering will not affect the amount of SHC Stock you own or your percentage ownership of Scars Holdings. If you do not
excrcise your subscription rights to purchase Common Sharcs, following the Rights Offering you will no longer retain the same indirect ownership interest in the Scars
Canada businesscs and as well, the SHC Stock that you hold will not reflect the camings. asscts or liabilitics of Scars Canada. In addition. the trading price of SHC Stock
immediately following the Rights Offering may be higher or lower than immediately prior to the Rights Offering because Scars Holdings will own fewer shares of Sears
Canada. the ongeing camings of Scars Canada will no longer be consolidated in Scars Holdings' camings and Scars Holdings will receive cash proceeds of up to
U.S.$380 million as a result of the sale of Scars Canada's Common Shares (assuming the subscription rights arc exereised in full).

What will Sears Holdings and Sears Canada receive from the Rights Offering?

Ifall of the subscription rights are excreised in full, Sears Holdings estimates that the proceeds to Scars Holdings from the Rights Offering. before deducting estimated
offering expenses, will be up to approximately U.S.$380 million. Scars Canada will not receive any proceeds fromthe Rights Offering.

In connection with the Rights Offering, Scars Holdings has agreed, among other things, to reimburse Scars Canada for all reasonable documented expenses incurred by
it in connection with the Rights Offering. See "The Rights Offering—Background to the Rights Offering".

Avre there risks in exercising my subscription rights?

Yes. The cxercise of your subscription rights involves risks. Excreising your subscription rights involves the purchase of Common Shares. You should consider this
investment as carcfully as you would consider any other cquity investment. Among other things, you should carcfully consider the risks desceribed under the heading "Risk
Factors" in this prospectus.

Will the rights be listed on a securities exchange?

No public market currently exists for the subscription rights. The subscription rights arc transferable during the course of the subscription period and Sears Holdings'
application to list the subscription rights for trading on the NASDAQ under the symbol "SHLDR" has been approved. Scars Canada's application to list its Common Shares
on the NASDAQ under the symbol "SRSC” has been approved. Scars Holdings currently expects that the subscription rights will begin to trade on the NASDAQ on the
first business day following the distribution of the subscription rights, and will continue to trade until closc of business on November 4, 2014, the third business day priorto
the scheduled expiration date of this Rights Offering (or if' the offer is extended, on the fourth business day immediately prior to the extended expiration date). As a result,
you may transfer or scll your subscription rights if you do not want to purchasc any Conimon Shares through the Rights Offering. However, the subscription rights arc a
new issue of sceuritics with no prior trading market, and Scars Holdings cannot provide you with any assurances as to the liquidity of any trading market for the
subscription rights or the market value of the subscription nights.,

On what securities exchange(s) will Sears Canada’s Conunon Shares be listed?
The Common Shares are listed on the TSX. Sec "Market for Securities”. In connection with the Rights Offering, Scars Canada's application to list its Conmon Shares on

the NASDAQ under the symbol "SRSC” has been approved. Scars Holdings cannot predict the trading prices for Sears Canada's Cormmon Shares following the Rights
Offering. Sce "Risk Factors—Risks Relating to SHC Stoek”.
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What will happen to the listing of Sears Holdings shares?
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Nothing. Scars Holdings shares will continue to be traded on the NASDAQ under the symbol "SHLD".
What if I want to sell my SHC Stock or my Commwn Shares?

You should consult with your financial advisors, such as your stockbroker, bank or tax advisor, Neither Scars Holdings nor Sears Canada makes any recommendations
on the purchase, retention or sale of SHC Stock or Common Shares. In addition, the trading price of SHC Stock inmmmediately following the Rights Offering may be higher or
lower than immediately prior to the Rights Offering because Sears Holdings will own fewer shares of Sears Canada, the ongoing camings of Scars Canada will no longer be
consolidated in Scars Holdings' camings and Scars Holdings will receive cash proceeds of up to U.S.5380 million as a result of the sale of Scars Canada's Common Sharcs
(assuming the subscription rights arc excreised in full).

If you decide to sell any shares of SHC Stock before the Record Date, you will not receive any subscription rights described in this prospectus in respect of the shares
sold. If you own SHC Stock at the close of business on the Record Date and sell thosc shares after the Record Date, you will still receive the subscription rights that you
would be entitled to receive in respect of the SHC Stock you owned at the closc of business on the Record Date and you may be subject to adverse consequences if you
choosc not to cxereise them Sce "Risk Factors—Risks Relating to the Rights Offering-—If you arc a U.S. taxpaycr and receive but do not scll or exercisc the subscription
right before they expire, you may be subject to adverse U.S. federal income tax consequences”.

What fees or charges apply if I purchase Conymon Shares in the Rights Offering?

Scars Holdings is not charging any fee orsales conmmission to issuc subscription rights to you or to deliver shares to you if you cxercise your subscription rights. If
you exercise your subscription rights through your broker, dealer, custodian bank or other nominee, you arc responsible for paying any fees your intermediary may charge
you.

What are the US. federal income tax consequences if I receive and exercise a subscription right?

You should discuss with your tax advisor the taxconsequences of receiving and exercising a subscription right. However. if you receive a subscription right and
exercise that right, you should generally expect to have (1) taxable dividend income equal to the fair market value (if any) ofthe subscription right on the date of its
distribution by Scars Holdings and (2) no additional income upon the exercise of the subscription right. As a result, you may need to fund any tax resulting from the receipt
of the subscription right with cash fromother sources.

Sce "Certain United States Federal Income Tax Considerations™.

What are the US. federal income tax consequences if I receive and sell a subscription right?

You should discuss the tax consequences of receiving and selling a subscription right with your tax advisor. However, if you arc a U.S. taxpaycr and receive a
subscription right and scll that right. you should gencrally expect to have (1) taxable dividend income cqual to the fair market value (if any) of the subscription right on the
date of its distribution by Scars Holdings and (2) short-tenm capital gain or loss on the sale of the subscription right cqual to the difference between the proceeds received

upen the sale and your adjusted basis in such right on the date of its distribution by Scars Holdings.

Sce "Certain United States Fedceral Income Tax Considerations”.
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What are the US. federal income tax consequences if I receive and do not sell or exercise the rvight before it expires?

You should discuss with your taxadvisor the tax consequences of recciving a subscription right and neither selling nor excreising that right. However, if you arc a US.
taxpayer and reeeive a subscription right from Scars Holdings and do not sclf or exercisc that nght before it expires, you should generally expect to have (1) taxable dividend
income cqual to the fair market value (if any) of the subscription right on the date ofits distribution by Scars Holdings and {2) a short-termecapital loss upon the expiration of
such right in an amount cqual to your adjusted taxbasis (ifany) in such right. In general, capital losscs arc available to a U.S. taxpayer only to offsct capital gains and may
not be used to offset dividend or other income (except, to the extent of up to $3.000 of capital loss per year, in the case of a non-corporate U.S. stockholder). Accordingly. if
you receive a subscription right from Sears Holdings and take no action, you may owe taxand need to fund that tax with cash fromother sources.

Sce "Certain United States Federal Income Tax Considerations” and "Risk Factors—Risks Relating to the Rights Offering—If you arc a U.S. taxpayer and reecive but do

not scll or exercise the subscription right before they expire. you may be subject to adverse U.S. federal income tax consequences ™.

How will I be impacted if the distribution of rights to me is subject to US. Federal withholding tax?

In certain circumstances, withholding tax or backup withholding tax may apply to the distribution by Scars Holdings of the subscription rights. If withholding taxor
backup withholding tax applics to the distribution of the subscription rights to you, your broker (or other applicable withholding agent) will be required to remit any such
withholding tax or backup withholding tax in cash to the U.S. Intemnal Revenue Service ("IRS"). Depending on the circumstances, the broker (or other applicable withholding
agent) may obtain the funds necessary to remit any such withholding tax by asking you to provide the funds. by using funds in your account with the broker or by sclling
(on your behalf) all or a portion of the subscription rights or by another means (if any) available.

Sce “Certain United States Federal Income Tax Considerations™.
How do I exercise my subscription rights if I live outside of the United States or have an army post office or fleet post office address?

The subscription agent will hold rights certificates for holders of SHC Stock having an address outside the United States and Canada, or who have an Anmy Post Office
(APQO) address or Fleet Post Office (FPO) address. In order to excreise subscription rights, such stockholders must notify the subscription agent and timely follow the
additional procedures described under the heading "Description of the Rights Offering—Forcign Stockholders™.

To whom should 1 send ny forms and payment?

If your shares are held in the name of a broker, dealer or other nominee, you should send your subsceription documents and subscription payment to that nominee. If
you arc the record holder, you should send your subscription documents, rights certificate and subscription payment by first class mail, hand delivery or courier service to:

By first class mail: By hand or ovemight courier:
Computershare, Inc. Computershare, Inc.
¢/o Voluntary Corporate Actions c/o Voluntary Corporate Actions
PO Box 43011 250 Royall Street Suite V
Providence., RE02940-3011 Canton, MA 02021

55






which this prospcectus forms a part. This prospectus, which constitutes part of the registration statement, docs not contain all of the information sct forth in such registration
statement, certain items of which are contained in the exhibits to the registration statement as permitted or required by the rules and regulations of the SEC, Items of
information omitted fromthis prospectus but contained in the registration statement will be available on the SEC's website at www.sce.gov.

Scars Canada files with the sccuritics commissions or similar authoritics in Canada matcrial change reports, annual and quarterly reports and other information. You may
access our disclosurc documents and any reports., statements or other information that we file with the securities commissions or similar authorities in Canada through the
Intemct on the Canadian System for Electronic Document Analysis and Retricval, which is commonly known by the acronym SEDAR and which may be accessed at
www.scdar.com Copics of the documents incorporated herein by reference may be obtained on request without charge fromthe Office of the Scerctary of Scars Canada Inc.,
290 Yongc Strect, Suite 700, Toronto, Ontario, M5B 2C3, (416) 9414428 and arc also available clectronically at www.sedar.com

Scars Canada is subject to the informational requirenents of the U.S. Exchange Act 0f 1934, as amended (the "US. Exchange Act"), and, in accordance with the US.
Exchange Act, Scars Canada files certain reports with and fumishes other information to the SEC. You may rcad any document Scars Canada files with or furnishes to the
SEC at the SEC's public reference room at Room 1580, 100 F Street N.E, Washington, D.C. 20549. You may also obtain copics of the same documents fromthe public
reference room of the SECat 100 F Strect, N.E,, Washington, D.C. 20549 by paying a fec. Pleasc call the SEC at 1-800-SEC-0330 or contact themat www.sec.gov for further
information on the public reference rooms. You may also access Scars Canada's disclosure documents and any reports, statements or other information that Scars Canada
files with the SEC through the Intemet on the SEC's Electronic Document Gathering Analysis and Retricval System or EDGAR, and which may be accessed at www.sec.gov.

IFRS AND NON-IFRS MEASURES

Certain documents incorporated herein by reference make reference to certain financial and operating performance measures to assist in asscssing the Cotporation's
financial performance,
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including "same store sales" and "Adjusted EBITDA". Adjusted EBITDA and same stores sales are not recognized measures in accordance with IFRS. Such financial
measurcs do not have standard meanings prescribed by IFRS and arc thercfore unlikely to be comparable to similar measures presented by other issuers. For information
regarding the financial measures used by the Corporation. see the Corporation's management’s discussion and analysis relating to the audited consolidated financial
statements of the Corporation for Fiscal 2013 (the "2013 MD&A™). which is incorporated herein by reference. Sce "Documents Incorporated by Reference”.

DOCUMENTS INCORPORATED BY REFERENCE

The following documents, as filed with the various sccuritics commissions or similar authoritics in the provinces and territorics of Canada and, subject to certain
exceptions described below, with the SEC, are specifically incorporated by reference into and forman integral part of this prospectus:

8 the annual information formof Scars Canada dated March 13, 2014 (the "AIF');

2 nmanagement proxy circular of Scars Canada dated March 13, 2014 in respeet of Scars Canada's annual and special meeting of sharcholders held on April 24,
2014;

3. the audited consolidated financial statements of Scars Canada together with the Report of Independent Registered Public Accounting Firmthercon and the

notes thereto for Fiscal 2013 (the "2013 Annual Financial Statements") and Fiscal 2012 (the "2012 Annual Financial Statements”);

4. the 2013 MD&A

5. the unaudited consolidated financial statements of Scars Canada together with the notes thereto as at and for the 13 and 26-week periods ended August 2,
2014 (the "Q2 Financial Statements" and together with the 2013 Annual Financial Statements and the 2012 Annual Financial Staternents, the "Financial
Statements");

6. management's discussion and analysis of Scars Canada for the 13 and 26-wecek periods ended August 2, 2014 (the "Q2 MD&A", and together with the 2013
MD&A, the "MD&A"); and

7. the material change report of Scars Canada dated October 6, 2014 in respect of the Offering.

Any statement contained in a document incorporated or deemed to be incorporated by reference in this prospectus will be deemed to be modified or superseded, for the
purposes of this prospectus, to the extent that a statement contained herein, or in any other subsequently filed document which also is or is deemed to be incorporated by
reference herein, modifies or supersedes that statement. The modifying or superseding statement nced not state that it has modified or superseded a prior statement or
include any other information set forth in the document that it modifies or supersedes. The making of'a modifying or superseding statement is not to be deemed an
admission for any purposcs that the modified or superseded staterment, when made, constituted a misrepresentation, an untrue statement of a material fact or an omission to
statc a matenial fact that is required to be stated or that is necessary to make a statement not misleading in light of the circumstances in which it was made. Any statement so
modificd or superseded will not, except as so modificd or superseded, be deemed to constitute a part of this prospectus.

Any docurments of the types referred to in the preceding paragraphs | through 7, all material change reports (excluding confidential material change reports ),
comparative interim financial statements, comparative annual financial statements and the auditor's reports thereon, all nanagement discussion and analysis of the financial
condition and results of operation and information circulars which are filed by the Corporation with a sccuritics commission or similar regulatory authority in any of the
provinees or territories of Canada after the date of this prospectus and prior to the termination of the distribution of the Rights Offering shall be deemed to be incorporated
by reference into this
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prospectus. In addition, to the extent that any document or information incorporated by reference in this prospectus is included in any report on Form 6-K, Form 40-F,

Form 20-F, Form 10-K. Form 10-Q or Form 8-K (or any respective successor formy) that is filed with or fumished to the SEC after the date of this prospectus, such document or

mnformation shall be decned to be incorporated by reference as an exhibit to the registration statement of which this prospectus forms a part. In addition, we may incorporate
by reference into this prospectus information fromdocuments that we file with or fumish to the SEC pursuant to Scction 13(a) or 15(d) of the Securities Exchange Act of
1934, as amended.

FORWARD-LOOKING STATEMENTS
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Certain information in this prospectus and the documents incorporated by reference in this prospectus is forward-looking and is subject to important risks and
uncertaintics. Forward-looking information concems, among other things, the Corporation's future financial performance, business strategy, plans, expectations, goals and
objectives, and includes statements concerning possible or assumed future results set out under " Description of the Business of Scars Canada-——Business Strategy", and
"—Other Recent Developments™ and "Iimpact on Scars Canada ofthe Sale of Common Shares under the Rights Offcring”. Often, but not always, forward-looking information
can be identified by the use of words such as "plans™, "expects” or "does not expect”, "is expected”, "scheduled”, "estimates”, "intends”, "anticipates™ or "docs not
anticipate” or "believes”, or variations of such words and phrases, or statements that certain actions, events orresults "may”, "could”, "would”, "might” or "will" be taken,
occur or be achicved. Although the Corporation belicves that the estimates reflected in such forward-looking information are reasonable, such forward-looking information
involves known and unknown risks, uncertaintics and other factors which may causc actual results, performance or achicvements to be materially different fromany future
results, performance or achicvements expressed or inplicd by the forward-looking information, and undue reliance should not be placed on such information.

Factors which could causc actual results to differ materially from current expectations include, but arc not limited to: the Corporation's inability to compete cffectively in
the highly competitive retail industry; weaker business performance in the fourth quarter; the ability of the Corporation to success fully implement its strategic initiatives;
changes in consumer spending; ability to retain senior management and key personnel; ability of the Corporation to success fully manage its inventory levels; customer
preference toward product offerings; the results achicved pursuant to the Corporation's credit card marketing and servicing alliance with JPMorgan Chasc Bank, N.A.
(Toronto Branch), ("JPMorgan Chase"); ability to sccurc an agreement with a financial institution for the management of the credit and financial services operations on
terms and conditions as favorable to us as thosc we currently have under our credit card marketing and servicing alliance with JPMorgan Chase; disruptions to the
Corporation’s computer systems; ccononic, social, and political instability in jurisdictions where supplicrs are located; structural integrity and fire safety of foreign factorics;
increased shipping costs, potential transportation delays and interruptions: damage to the reputations of the brands the Corporation sclls; changes in the Corporation's
rclationship with its supplicrs; the Corporation's reliance on third partics in outsourcing arangements; willingness of the Corporation’s vendors to provide acceptable
payment terms; the outcome of product Hability clairs; any significant sceurity compromisc or breach of the Corporation's customer, associate or Corporation information:
the credit worthiness and financial stability of tenants, partners and co-arrangers, with respect to the Corporation’s real estate joint arrangements: the outcome of pending
legal procecdings; conpliance costs associated with environmental laws and regulations; maintaining adequate insurance coverage; scasonal weather patterns; ability to
make, integrate and maintain acquisitions and investments: general cconomic conditions; liquidity risk and failure to fulfil financial obligations; fluctuations in foreign
currency cxchange rates; the credit worthiness and financial stability of the Corporation's licensces and business partners; possible limits on our access to capital markets
and other financing sources; interest rate fluctuations and other changes in funding costs and investment income; the possibility of negative
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investment returns in the Corporation's pension plan or an increasce to the defined benefit obligation; the impaiment of ntangible and other long-lived asscts; the possible
future termination of certain intellectual propenty rights associated with the “Scars” name and brand names if Sears Holdings reduces its interest in the Corporation to less
than 10.0%: potential conflict of interest of some of dircctors and exceutive officers of the Corporation owing to their ownership of SHC Stock; possible changes in the
Corporation's ownership by Scars Holdings and other significant sharcholders; productivity improvement and cost reduction initiatives and whether such initiatives will
yicld the expected benefits; competitive conditions in the businesses in which the Corporation participates: new accounting pronouncenents, or changes to existing
pronouncements, that impact the methods we usc to report our financial position and results fromopcerations; uncertaintics associated with critical accounting assumptions
and cstimates: and changes in laws, rules and regulations applicable to the Corporation. Information about thesc factors, other material factors that could cause actual
results to differ materially from expectations and about material factors or assumptions applied in preparing forward-looking information, nay be found in this prospectus,
and clsewhere in the Corporation's filings with sceuritics regulators.

Allofthe forward-looking statements included or incorporated by reference in this prospectus are qualified by these cautionary statements and thosce made in the "Risk
Factors" scction of this prospectus, those made in the "Risk Factors” scetion of our AIF and thosc made in the "Risks and Uncertainties” scction of the MD&A, and our
other filings with the sccuritics commissions or similar authoritics in Canada that arc incorporated by reference in this prospectus. These factors are not intended to
represent a complete list of the factors that could affect us: however, thesc factors shouid be considered carcfully. and readers should not place unduc reliance on forward-
looking statements made herein or in the documents incorporated hercin by reference. The forward-looking information in this prospectus, unless otherwise indicated. stated
as of the date hercofand are presented for the pupose of assisting investors and others in understanding the Corporation's financial position and results of operations as
well as the Corporation's objectives and strategic prioritics. and may not be appropriate for other purposes. The Corporation docs not undertake any obligation to update
publically or to revise any forward-looking information, whether as a result of new information, future events or otherwisc, except as required by law.

ENFORCEMENT OF CANADIAN JUDGMENTS

Scars Holdings is organized under the laws of a forcign jurisdiction and resides outside of Canada. Although Scars Holdings has appointed Osler, Hoskin & Harcourt
LLP. 100 King Strcet West, Toronto, Ontario, as its agent for scrvice of process in Canada, it may not be possible for investors to enforee judgments obtained in Canada
against Scars Holdings. In addition. it may not be possible to enforee judgments against Scars Holdings obtained in Canadian courts predicated upon the civil liability
provisions of applicable sccuritics laws in Canada.

Certain of the officers and dircctors signing the certificate to this prospectus reside outside of Canada. Furthermore, substantially all of the assets of these individuals
may be located outside of Canada. Although these individuals have appointed Scars Canada, 290 Yonge Strect, Suite 700, Toronto, Ontario, as their respective agent for
scrvice of process in Canada, it may not be possible for investors to effect service of process within Canada upon thesc individuals. In addition. it may not be possible to
enforce judgments against these individuals obtained in Canadian counts predicated upon the civil Hability provisions ofapplicable sccuritics laws in Canada.

ENFORCEABILITY OF US. CIVIL LIABILITIES

The Corporation is a corporation incorporated under the Canada Business Corporations Act ("CBCA"). Certain of the Corporation's directors, and some of the experts
named in this prospectus, are residents of Canada or otherwisc reside outside the United States. Concurrent with the filing of this
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prospectus. the Corporation has appointed an agent for service of process in the United States (described below). but it may be difficult for sharcholders that reside in the
United States to cffect service within the United States upon those directors and cxperts that are not resident in the United States. It may also be difficult for sharcholders
that reside in the United States to realize in the United States upon judgments of courts of the United States predicated upon the Corporation's civil liability and the civil
liability of its dircctors, officers and experts under the federal sceuritics laws. The Corporation has been advised by its Canadian counsel, Torys LLP. that a judgment of
a U.S. court predicated solely upon civil lability under U.S. federal securitics faws or the securitics or "bluc sky” laws of any state within the United States, would probably
be enforceable in Canada if the U.S. court in which the judgment was obtained assumed jurisdiction on the sanx basis that a court in Canada would assumc jurisdiction. The
Corporation has also been advised by Torys LLP, however, that there is substantial doubt whether an action could be maintained in Canada in the first instance on the basis
of liability predicated solely upon U.S. federal securitics faws.

The Corporation has filed with the SEC, concurrently with its registration statement on Form F-10 of which this prospectus is a part, an appointment of agent for service
of process on Form F-X. Under the Form F-X, the Corporation has appointed Torys LLP as its agent for scrvice of process in the United States in connection with any
mvestigation or administrative proceeding conducted by the SEC, and any civil suit or action brought against or involving the Corporation in a U.S. court arising out of or
related to or conceming the offering of the sceuntics under this prospectus.
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DESCRIPTION OF THE SEARS CANADA BUSINESS
Description of the Business
Company Overview

Scars Canada is a multi-forrmat retailer and, as of October 14, 2014, has a nctwork total of 113 Full-Line department stores, 307 specialty stores (including 47 Scars Home
stores, 11 Outlet stores, four Appliances and Mattresscs stores, 222 Hometown Dealer stores operated under independent local ownership and 34 Corbeil stores), 1,378
catalogue merchandise pick-up locations and 96 Scars Travel offices.

Scars Canada's corporate website is located at www.scars.ca. Our Annual Reports arc available, frec of charge, through the "Reports™ portion of the Investor
Information scction of the Scars Canada website. Sce "Where You Can Find More Information”.

Bussiness Overview
Merchandising Operations

The Corporation’s merchandising segment includes the sale of goods and services through the Corporation’s retail channels, which includes its Full-Line. Scars Home,
Hometown Dealer, Outlet, Appliances and Mattresses, Corbeil Electrique Inc. ("Corbeil") storcs and its Direct (catalogue/intemet) channel. Commission revenue includes
travel, home improvement services, insurance and perfommance payments received from JPMorgan Chasc under the Corporation's long-term eredit card marketing and
scrvicing alliance with JPMorgan Chase. The Corporation has a multi-ycar licensing armangement with TravelBrands Inc. ("TrawelBrands"), (formerly known as Thomas
Cook Canada Inc.), under which TravelBrands owns and manages the day-to-day operations of all Scars Travel offices and provides conmissions to the Corporation.
Licensce fee revenues are comprised of payments received from licensces that operate primarily within the Corporation's storcs.

Retail Channel

Full-Line Department stores—-Scars Canada's Full-Line Deparntment stores arc located in urban and suburban enclosed shopping centres. The major merchandise
categorics include the following:

. Apparel & Accessorics—women's. men's and children's apparel, nursery products. cosmetics, jewehy, footwear and accessonics.

. Home & Hardlines-—major appliances. including refrigeration, laundry, ranges, dishwashers and microwaves, as well as home fumishings and mattresses,
home déeor, outdoor power, hardware, clectronics, toys, fitness & reercation, floor care and scasonal products.

Although merchandisc varies by store. over Fiscal 2013, the merchandisc sales mixbetween the two major categories arc approximately 60.0% Apparel & Accessorics
and 40.0% Home & Hardlines.

Full-Line Department stores include a Scars Canada catalogue nerchandisc pick-up location. Scars Travel offices and licensed businesscs, such as optical centres and
portrait studios. are also located in many of the Corporation's Full-Linc Department stores.

Sears Home stores—Scars Home stores are typically located in power centres and present an extensive sclection of fumiturc. mattresses and box-springs. and major
appliances, as wellas a limited sclection of electronics. The majority of these stores range in size from 35,000 to 60,000 squarc feet. During Fiscal 2013, almost all sales in

Scars Home stores were in the Home and Hardlines category.

Hometown Dealer stores—Scars Hometown Dealer locations are primarily independently operated and offer major appliances. fumniture. mattresses and box-springs.
clectronics, outdoor power cquipment as well as a catalogue merchandise pick-up location. Most Honxtown Dealer stores are located in
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markets that lack the population to support a Full-Line department store. During Fiscal 2013, almost all sales in Hometown Dealer stores were in the Home and Hardlines
category.

Qutlet stores——Scars Outlet stores offer clearance merchandise, particularly fromthe Corporation's Full-Line Department stores and Dircet channcl, as well as surplus
big-ticket itemns fromall channcls.

Corbeil-—Corbeil is a chain of major appliance specialty stores located throughout Québec, the Greater Toronto Arca and Eastem Ontario. There are 34 stores in the
chain, 16 of which are franchised. The chain also includes one liquidation centre and one distribution centre in Montreal. Stores average approximately 6.500 square fect in

size.

Sears Travel--Scars Travel service operates within 96 Scars Canada locations across Canada., an online travel service at www.scarstravelea and 1-866-FLY-SEARS,
which connects customers to the nearest geographical branch. From January 30, 2011, TravelBrands commenced management of the day-to-day operations of all Scars
Travcl offices and the Scars Travel website,

Sears Home Services

In 2012, Scars Canada combined Scars Home Installed Products and Scrvices ("HIPS"), and Repair Services and Parts, under the brand name Scars Home Services. In
March 2013, the HIPS business was licensed to SHS Services Management Inc. ("SHS"), an independent third party, which continuced to operate under the Scars Home
Services brand. In December 2013, SHS entered receivership and all offers of services provided by SHS ceased. In January 2014, pursuant to an order of the Ontario Superior
Court of Justice (Conmercial List), PricewatcrhouscCoopers Inc. was appointed receiver, without sceurity, of all of the assets, undertakings and property of SHS. Scars
Home Services no longer offers HIPS services. Repair Services and Parts, carpet and upholstery cleaning services, and installation and assembly of products purchased at
Scars Canada stores continuc to be offered by Scars Canada under the Scars Honx Services brand.

Direct Channel
The Corporation’s Direct channel is comprised ofits catalogue business. which is Canada's largest general merchandisc cataloguc business. and Scars.ca. one of

Canada's leading online shopping destinations with over 100 million visits in Fiscal 2013. With two distribution centres exclusively dedicated to servicing the Direet channel
and 1,378 cataloguc merchandisc pick-up locations nationwide, Sears Canada can dcliver orders in most arcas of the country. Orders can be placed by telephone at 1-800-26-






During the sccond quarter of Fiscal 2014, the Corporation sold its 15.0% joint arangement interest in Les Rivicres Shopping Centre for total proceeds of $33.5 million,
recognizing a pre-tax gain of $20.5 million on the sale which closed on June 2, 2014,

During the third quarter of Fiscal 2014, the Corporation sold its 20.0% joint arrangement interest in Kildonan Place to H&R Real Estate Investment Trust for total
procceds of $27.7 million, recognizing a pre-tax gain of $11.2 million on the sale which closed on September 17, 2014. The Corporation also sold its 15.0% joint arrangement in
Les Galeries de Hull to Fonds de Placenxent Immobilicr Cominar for total proceeds of $10.5 million, recognizing a pre-tax gain of $3.8 million on the sale which closed on
September 30, 2014.

As arcsult of the transactions described above, which had no impact on the Sears Canada stores which operate in those locations, the Corporation no longer has any
renaming joint arrangenent interests.

Pension Fund Obligations

Scars Canada measures its accrued benefit obligations and the fair value of plan assets for its pension plans for accounting purposcs as at January 31. The most recent
actuanal valuation ofthe pension plans for funding purposcs is dated December 31, 2013, Our aggregate pension funding obligations fluctuate fromyear to year. Some of
our pension and supplemental pension plans arc not fully funded. However, cach of the pension and supplemental pension plans are funded in accordance with applicable
law. As of December 31, 2013, the aggregate amount of the funding obligations associated with the registered pension plan that is not fully funded was $1.373 million
(81,445 million as of December 31, 2010), and the fair valuc of the plan asscts associated with the plan was $1.296 million (81,239 million as of December 31, 2010), resulting in
anct deficit of approximatcly $76 million ($206 million as of December 31, 2010) with respect to the plan (in cach casc, calculated on a solvency
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basis). Our best estimate of Scars Canada’s aggregate annual mandatory pension funding obligations is between 1.0% and 2.0% of aggregate plan assets which total
$14 million as at December 31, 2013, increasing to $20 million at December 31, 2014, and would be payable over § years. A significant increasc in the level of contributions
could have a material adverse impact on our business. financial condition, results of operations and cash flows. Sce Note 20, “Retiremnent benefit plans” to the Financial
Statements for a more detailed deseription of our pension plans and the obligations thercunder.

For a more detailed description of the Corporation's business operations and performance, see the documents incorporated by reference into this prospectus.

Business Strategy

During Fiscal 2012, Fiscal 2013 and the first half of Fiscal 2014, the Corporation undertook a number of strategic initiatives to improve the performance of the
Corporation. These initiatives were designed to allow the Corporation to continue scrving customers as a national retailer in stores and through its Direet channel.

Scars Canada's overarching goal is to maximize total value by using three value levers as follows:

Merchandising Value: Establishing a focus on the Scars value proposition that provides customers with a balance of quality. price. and service. The Corporation's
buying and marketing strategics arc designed with a view to delivering the value proposition consistently across all products. stores and formats,

Operating Efficiency Value: Managing cxpenses prudently and identifying incfficicncics within the business. The Corporation has undertaken "right-sizing" and
outsourcing initiatives and will modify business models when appropriate to ensure the size of the Corporation is aligned to the current volume of business.

Network Optimization Value: Maximizing retum on assets such as real estate and non-core businesses. The Corporation will evaluate opportunitics to monetize non-
core asscts when the market value of those asscts exceeds the retailing value, while secking ways to optimize and unlock the value of the network.

Merchandising Value

The efforts to enhance the Corporation's merchandising valuc are driven by a value proposition consisting of better exceution of retail undamentals and a focus on
product development as follows:

. Authority in Basics: by being consistently in-stock for high demand commodities while getting scasonally relevant itens on the selling floor on a timely
basis;

. Great Value for Needs: by offering customers better quality per dollar spent than they may be able to get from Scars Canada's competitors;

. Fashion and Innovation at a Price: by sceking to be "fashion relevant” as a reflector of current trends and styles, rather than a fashion leader; and

* Easy to Shop: by making storc navigation casicr through improved signage: having more edited but focused assortments: and offering more consistent

quality and sizing for private brands across categorics and scasons.
The Corporation is working to improve exeeution of retail fundamentals in:

. Apparel and Accessories by (i) growing private brands across categorics, (i) focusing quality and valuc on "Good" and "Better” price points, with a more
balanced approach on "Best". and
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(iii) improving product development sourcing and quality with focus on duty free countrics of origin;
. Home and Hardlines by (i) improving the positioning of the Home & Hardlines category with customers through greater clarity of marketing messages,
(it rationalizing SKUs by category bascd on a productivity assessment, (iii) increased in-stock fevels through better planning and allocation procedures and

(iv) better exceution of initiatives in stores;

. Major Appliances by (i) rationalizing SKUs bascd on a productivity asscssment, (i) driving sales through multiple item purchases by leveraging vendor

. Corporate through investments in technology infrastructure. In the first quarter of 2014, the Corporation announced the purchase of the Oracle RMS suite of

products to enable the Corporation to provide an improved in-stock position of its most popular items, better customize promotions and improve visibility to
customers of store nventory online.

61



The Corporation intends to focus on product development to demonstrate its continuing commitment to provide customers with high quality products at competitive price
points. These products include:

. National brands that arc wellrecognized and represent what the Corporation believes to be Canada's most popular offerings as well as exclusive
arrangements that allow us to offer unique products to our customers; and

. Private brands that the Corporation believes resonate with its core customers, including the exclusive collection of Canada's Best products, such as
Alpinetek™ winter jackets and our Pure NRG™ yoga wear.

Operating Efficiency Value
The Corporation has undertaken a number of initiatives which are ongoing and arc aimed at reducing fixed costs while improving operating performance and cfficiency:

Right-sized the Fixed Cost Base: Sincc the start of Fiscal 2013, the Corporation reduced staffing levels in its head office, the store management structure and logistics
tecams by 32.0%, 6.0% and 31.0%, respectively, to align our support structure with the size and volume of the organization and to take advantage of improved internal
processes that have been wmplemented to increase efficiency.

Impiemented a Cost Reduction Program: In Fiscal 2013, the Corporation also developed a cost reduction program with the intent of reducing administrative costs and
other expenscs by $165 million by 2016. By the cud of Fiscal 2014, the Corporation expects $140-145 million of these savings to be realized through headcount reductions, the
outsourcing of certain administrative functions such as accounting, payroll, call centres and IT, as well as process improvement initiatives,

Reduced Investment in Working Capital through Improved Inventory Management: Thc Corporation implemented an inventory reduction programthat has
successfully deereased investment in inventory by $183 million to $732 million as of August 2, 2014 as compared to the end of the san period in Fiscal 2013. This reduction
includes approximatcly $35 million related to the closure of S full-line stores. The Corporation also took action to climinate inventory fromstore stockroons and reduce the
likelihood of inventory becoming distressed by clearing inventory while still in season, in addition to moving inventory directly to the sclling floor upon receipt. In
conjunction with this cffort. the Corporation intends to focus more inventory investment on higher demand products to reduce the likelihood of being out of stock on key
items.

38

Table of Contents
Network Optimization Value

During Fiscal 2012, Fiscal 2013 and the first half of Fiscal 2014, the Corporation undertook a number of initiatives designed with a view to improving the value of the
Corporation's network:

Monetized Certain Real Fstate and Other Non-core Assets: In Fiscal 2013, the Corporation received $591 million from landlords for carly termination of operating
leascs pertaining to six full-line stores as well as the retail floors at the Toronto Eaton Centre. In Fiscal 2012, the Corporation reccived $175 million from landlords for carly
termination of operating leases pertaining to four full-line stores. Of this amount. $170 million related to the carly termination of our leases at Vancouver Pacific Centre,
Chinook Centre (Calgary) and Rideau Centre (Ottawa). In addition. in Fiscal 2013, the Corporation received $315.4 million in conjunction with the sale of its 50.0% joint
interest arrangement in cight mall propertics that it co-owned with the Westehiff Group of Companics. To date in Fiscal 2014, the Corporation has reccived $71.7 niillion with
respect to the sale of its ownership interests in three other propertics co-owned with another joint arrangement partner.

Commenced Review of Home Store Footprint: The Corporation conmmenced the review of the Home store channel footprint, with a view to rationalize space in the
channcl, while optimizing space in the Fuil-Line store channel.

Leveraged Real Estate Portfolio to Create Development Opportunities:  The Corporation entered into two agreements with Concord Pacific Group of Companics to
pursuc the develop of the site it owns in conjunction with our full-line stores at Metropolis at Mctrotown in Bumaby, British Colurmbia as well as the site in conjunction with
the North Hill Shopping Centre in Calgary. Alberta. These agreements contemplate the sale of'a 50.0% interest in cach site for consideration of $140.0 million and $15 million
for the Bumaby and Calgary locations, respectively, as well as a 50.0% interest in the future profits fromthe development of cach site, if any. Sears Canada is not required to
provide any cash funding to the projects pursuant to cither of these two agreements.

Other Recent Dewelopments

Change of CEO

On September 25, 2014, our President and Chicf Executive Officer, Douglas C. Campbell, informed the Corporation that he intends to resign from Scars Canada by no
later than January 1, 2015 and rctum to the United States to tend to personal family issues.

On October 15, 2014, Ronald Boire was appointed as Acting President and Chief Exccutive Officer. Mr. Boire was most recently Exceutive Vice President, Chicf
Merchandising Officer and President, Scars and Kmart Formats, Scars Holdings. Prior to joining Scars Holdings in Janaary. 2012, Mr. Boirc was President and Chicf
Exccutive Officer at Brookstone, Inc.. a position he held from October, 2009. Mr., Boire joined Toys R Us in 2006 cventually becoming President, North America. From 2003 to
2006, he served as Best Buy's Exccutive Vice President, Global Merchandise Manager and before that spent 17 years at Sony Electronics Ine. in a varicty of increasingly
scnior roles.

Mr. Boire serves on the Board of Retail Industry Leaders Association, an advocate group in Washington, D.C. for the American retail industry. He is also Co-Founder
and Dircctor at Ferguson Noonan Foundation, a non-profit corporation and educationai organization. He has MBAs fromthe Columbia Business School and the London
Business School.

Mr. Canpbeliresigned as President and Chief Exccutive Officer and as a director effective on October 14, 2014, Mr. Campbell has agreed to work with the incoming
Acting President and Chicf Exccutive Officer on transition through to the end 0f2014.
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Impairment of Montreal Distribution Facility

Management of the Corporation undertook a comprehensive cvaluation of Scars Canada's logistics network for current and future needs. given its changing
warchousing requirements. During the third quarter of 2014, management determined that the Montreal Distribution Facility (the " Facility”) would likely be sold or otherwise
disposed of. As such, management of the Corporation conducted market rescarch as well as appraisals of the Facility's land and building with the assistance of independent
qualified third party appraiscrs. As a result of completing this evaluation and likely sale of the Facility, the Corporation recorded a non-cash impaimment loss of approximately
$45 million on the Facility during the third quarter 02014, reducing the carrying value to approximately $44 million. The valuation nmethods used included the direet
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capitalization and discounted cash flow methods, and the direet sales comparison approach. The impairment loss will be included in "Selling, administrative and other
expensces” in the Corporation's third quarter 2014 unaudited Condensed Consolidated Statenents of Net (Loss ) Eamings and Comprehensive (Loss) Income.

Comumenced Study of Logistics Centre Network

Managcment of the Corporation has commenced a study of the Logistics Centre network with the aim of improving operating cfficicncics in the network. Management
of the Corporation belicves that it may be determined that centres, in addition to Montreal (sce "Other Recent Developments—Impairment of Montreal Distribution Facility")
and Regina Broad Street (previously disclosed as held for sale), provide capacity that is in cxcess of the network's foresecable needs. Accordingly, they could be considered
for disposition.

Deferred Tax Asset Reduction

The Corporation accounts for income taxes in accordance with IAS 12: Income taxcs, which requires that deferred tax asscts and habilitics be recognized using cnacted
taxrates for the effect of temporary differences between the financial reporting and tax bases of recorded asscts and liabilitics to the extent that it is probablc that the
Corporation will have sufficient taxabic income in the same period as the reversal of the deductible timing differences. Accounting standards also require that deferred tax
asscts be reduced if it is no longer probable that sufficient taxable income will be available to allow the benefit of that defemred tax assct to be utilized.

Management of the Corporation assesses the available positive and negative cvidence to estimate if sufficient future taxable income will be gencrated to usc the existing
deferred tax asscts. During the third quarter 0f 2014, management evaluated potential sources of income and determined that, as a result of profit before taxbeing less than
anticipated, it was no longer probable that sufficient taxable income fromoperations would be available in the future to allow the Corporation's Deferred Tax Assets to be
fully realized. Therefore, the Corporation recorded a non-cash reduction of Deferred Tax Asscts of approximately $90 million, being the full amount of the estimated net
Defered Tax assct balance at the end of Fiscal 2014 after consideration of the scasonality of profits, which are disproportionately higher in the fourth quarter. Of the
$90 million reduction, approximatcly $57.0 million will be included in "Deferred income tax (expensc) recovery” in the Corporation's third quarter 2014 unaudited Condensed
Consolidated Statements of Net (Loss) Eamnings and Comprehensive (Loss) Income and approximately $33.0 million, which was initially recorded through "Other
comprehensive income (loss ), net of taxes” primarily related to the Corporation's adoption of IAS 19 (Revised), Employee Benefits, will be included in "Other conprehensive
inconie (loss). net of taxes™ in the Corporation’s third quarter 2014 unaudited Condensced Consolidated Statements of Net (Loss) Eamings and Comprehensive (Loss)
Income. Management of the Corporation will continue to assess the likelihood that the defered taxassets will be realizable at cach future reporting period. and the Deferred
Tax Assct will be adjusted accordingly. This accounting treatment has no effect on the Corporation's actual ability to utilize defeired taxasscts to reduce future tax
payments.
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DESCRIPTION OF SEARS HOLDINGS

Scars Holdings is the parent company of Kmart Holding Corporation (" Kmart") and Scars, Rocbuck and Co. ("Sears Roebuek™). Scars Holdings was formed as a
Dclaware corporation in 2004 in connection with the merger of Kimart and Scars Rocbuck (the "Merger”) which took place on March 24, 2005, Scars Holdings is an
intcgrated retailer with significant physical and intangible asscts, as well as virtual capabilitics ecnabled through technology. In August 2014, Scars Holdings opcrated a
national nctwork of stores with 1,870 full-line and specialty retail stores in the United States operating through Kmart and Scars Rocbuck. as weltas full-line and specialty
retail stores in Canada operating through the Corporation, currently an approximately 51.0%-owned subsidiary.

Scars Holdings' corporate website is located at scarsholdings .com. Annual Reports on Form [0-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and
any amendments to thesc reports are available, free of charge, through the "SEC Filings" portion of the Investor Information scction of the Scars Holdings website as soon

as reasonably practicable after they are clectronically filed with, or fumished to, the SEC.
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THERIGHTS OFFERING
Background to the Rights Offering
Scars Holdings has advised us that the background to the Rights Offering is as follows.

On October 29, 2013, Scars Holdings announced that it intended to work with the board of dircctors (the "Board of Directors” or "Board") and management of Scars
Canada with a goal of increasing the value of Scars Holdings' interest in Scars Canada and realizing significant cash proceeds to support its transformation and to create
valuc for its stockholders.

On October 29, 2013, Scars Canada entered mto an agreement with The Cadillac Fairview Corporation Limited to terminate its leascs in respect of five stores for
consideration of $400 miltion. The transaction closed on November 13, 2013. On November 11, 2013, Scars Canada announced that it entered into an agreement with Montez
Income Propertics Corporation to sell its 50.0% joint arrangement interest in cight propertics that it owned with The Westclift Group of Companies for consideration of
approximatcly $315 million. On November 19, 2013, the Board of Dircctoss declared an extraordinary cash dividend of $5.00 per Common Share, or approximatcly $509 million,
which was paid on December 6, 2013.

On May 14, 2014, Scars Holdings announced that it was exploring strategic altematives for its 51.0% interest in Scars Canada, including a sale of'the interest or of Scars
Canada as a whole, and Scars Holdings engaged Merill, Lynch. Picrce, Fenner & Smith Incorporated (" BofA Merrill Lynch”) to assist with thosc cfforts. Scars Canada
announced that the Board of Directors and management intended to cooperate fully with Scars Holdings in the process to achicve valuc for all sharcholders. Scars Holdings
and Scars Canada entered into a cooperation agreement providing for Scars Canada to make available to Scars Holdings certain confidential information, which would be
disclosed to potential buyers who signed a customary confidentiality agreement, and to assist Scars Holdings in negotiating an acquisition transaction involving the
Corporation. Sears Canada cstablished a committee made up of its independent dircetors (the "Committee") to oversce its cooperation and engagement with Scars Holdings
in this regard.

FromMay through August 2014, BofA Merrill Lynch contacted potential buyers, among themother retailers in the United States and Canada as well as financial
sponsors, and BofA Menill Lynch and Scars Holdings engaged in discussions regarding the transaction with scveral of those potential buycers. Management of Scars
Canada madc presentations to some of the potential buyers about the business of the Corporation. Howcever, at the end of the process, Scars Holdings determined that a
negotiated third party transaction on the terms that would likely be available to Scars Holdings would not be at an attractive price and would be subject to significant risks
and uncertaintics.

During latc August through September 2014, Scars Holdings, together with its financial and legal advisors. examinced other transaction structures to monctize Scars
Holdings' intcrest in Scars Canada. including a sccondary offering, and contacted several Canadian underwriters. On September 25, 2014, Sears Canada's chicf exceutive
officer announced that he intended to resign from Scars Canada by no later than January 1, 2015 and return to the United States to tend to personal family issues. At that



point in time it was determined that effecting a secondary offering would likely not be possible.

At a meeting of the Scars Holdings board of dircctors on September 28, 2014, the board reviewed a proposal to conduct a Rights Offering to it stockholders as a means
of disposing of a non-core assct and mecting the objective of raising substantial cash procceds for Sears Holdings. The board of dircctors of Scars Holdings determined at
the board mecting that the proposcd Rights Offering is in the best interests of Scars Holdings and its stockholders. The board of dircctors of Scars Holdings also considercd
the extent and nature of the cooperation that would be required from Sears Canada to cffect the Rights Offering, including the filing of this prospectus, and instructed
management to notify Scars Canada of the proposed Rights Offering and request their cooperation.

42

Table of Contents

Following the Secars Holdings’ board mecting, the board contacted Scars Canada and communicated its intent to pursuc a Rights Offering. It requested the cooperation
of Scars Canada in that regard, including, in particular, that Scars Canada usc commercially rcasonably cfforts to prepare and file a preliminary short form prospectus in
Canada and a registration statement in the United States to qualify for distribution the Common Shares deliverable upon the excreise of the subscription rights, and to make
application to list the Common Shares on the NASDAQ, as soon as practicable, and, in any cvent, subject to the approval of the Board of Dircctors. The Board requested
that the Committee review this request. The Board of Directors, together with its advisors and the independent legal and financial advisors to the Committee, met on
September 28, 2014 to consider the request and immediately after that meeting, the Cormmittee met and considered the request and the effect of the Rights Offering on Scars
Canada and the requested cooperation.

Between September 28 and October 1, 2014, representatives of Scars Holdings, Scars Canada, and the Committee discussed the proposed Rights Offering and the
request for cooperation.

On October 1, 2014, the Board Directors of Scars Canada, with the advice, and on the recommendation of the Conmittee, approved the request for cooperation made by
Scars Holdings in connection with the Rights Offering on and subject to the following terms, to which Scars Holdings and ESI. agreed:

(a) Scars Holdings will reimbursc Scars Canada for all reasonable and documented expenses incurred or paid by Scars Canada in connection with the Rights
Offering. including, without limitation, fees relating to the listing of the Common Shares on the NASDAQ, together with associated costs of listing and
associated costs for the first 12 months thercafter;

b) Scars Holdings and Scars Canada will amend the existing license agreement under which Scars Canada has the right to usc the "Scars" name and certain other
trademarks and brand names, including, without limitation. Kenmore™, Craftsman™, and DicHard™ (the "Licence Agreement”) to provide for the
continuance of that agreement for so long as Scars Holdings holds 10.0% of the outstanding voting shares of Scars Canada (replacing the current trigger of
25.0%) and to give Sears Canada the continued right to use the trademarks on a royalty-fice basis after any such termination for a period of five years
following the termination (replacing the current period of three years). If; prior to the completion of the aforesaid five ycar period. Scars Canada recasonably
determings that a longer transition period i necessary, Scars Holdings will extend the License Agreenent for a further transition period not to execed four
years, at a royalty rate to be agreed equal to the lesscr of a fair market rate based on the value of such nark or the lowest rate which will provide a reasonable
incentive Lo induce Scars Canada to phasc out the use ofsuch mark during such extended period;

© Scars Holdings and Scars Canada will amend the existing information technology agreement between them (the " Technology Agreement”), pursuant to which
the companics exchange infonmation technology services to continue the terms of the agreement for a period of three years following the closing of the
Rights Offering;

(d) Scars Holdings will usc commercially reasonable cfforts to assist Scars Canada in negotiations with third partics to preserve the bencefits that Scars Canada
currently enjoys under certain agreements involving Sears Canada, Scars Holdings and third pattics relating to sofiware and services, volume-buying
arrangements and other services that will terminate when Scars Holdings' ownership of Scars Canada falls below 50.0% (the "Intercompany Agreements');

() cach of Scars Canada and Scars Holdings will indenmify and hold harmless the other and its subsidiarics. their respective directors, officers, employces and
representatives from Hability relating to disclosure provided by cach party to the other for purposces of'this prospectus:
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) Scars Holdings and ESL will relcasc Scars Canada's directors., officers, employces and representatives fromany claims that Scars Holdings or ESL may have

arising out of or in connection with, the Rights Offering or for the matters referred to above; and

)] Scars Holdings will agree to maintain the directors and officers liability and fiduciary liability coverage for current and former directors and officers of Scars
Canada relating to matters occurring at or prior to the closing of the Rights Offering for a period of six ycars thercafter.
Determination of Subscription Price

Scars Holdings has advised us that the subscription price was determined as follows.

On Scptember 28, 2014, the Scars Holdings board of directors determined that the exercise price per whole Common Share being distributed in the Rights Offering is
U.S.$9.50. The subscription price is cqual to the U.S. dollar cquivalent of the closing price of the Common Shares on the TSX on Scptember 26, 2014, the last trading day
before the Scars Holdings board of dircetors requested Scars Canada's cooperation with the filing of a prospectus regarding this Rights Offering. The board of dircctors of
Sears Holdings applied the Noon Exchange Rate as of September 26, 2014 to caleulate this valuc. In determining the subscription price, the Scars Holdings board of dircctors
considered a number of factors, including thosc described below. There can be no assurance that the Common Sharces will not trade below the subscription price or that it
will trade at prices near or above the subscription price after the date of this prospectus. You should not consider the subscription price to be an indication of the price at

which the Common Shares will trade following the Rights Offering.

In the course of reaching its determination on the subscription price, Scars Holdings' board considered a number of factors, inchiding without limitation:
. the current and historical trading prices of Scars Canada's Common Shares:

. that the structure of the Rights Offering treats all stockholders of Scars Holdings cqually through a distribution of transferable subscription rights on a pro
rata basis to all stockholders;

. Scars Holdings' iquidity nceds and the aggregate amount of proceeds to be paid to Scars Holdings pursuant to the Rights Offering if the Rights Offering
were fully subseribed;

. the cost of capital fromother sources;
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. the desirability of the Rights Offering relative to other potential transaction structures involving the Scars Canada business, including the opportunity
afforded by a Rights Offering to Sears Holdings' stockholders to participate in future growth of the Scars Canada business;

. the desirability of broad participation in the Rights Offering by Sears Holdings' stockholders and of the development of a trading market for the rights and an
cxpansion of the trading market for the Common Shares; and

. the presentations by Scars Holdings management and its financial advisors and the information provided to the board of dircctors regarding management's
cxploration of stratcgic altematives for maximizing the valuc of'its interest in Scars Canada over the past year and the engagement of BofA Mcrrill Lynch to
assist with thosc cfforts.

The forcgoing discussion of the information and factors considered by Scars Holdings' board of dircctors is not intended to be exhaustive, but includes the material
factors considered by Scars Holdings' board of dircctors in sctting the aggregate excrcise price. In view of the wide varicty of factors considered by Sears Holdings' board of
dircctors in cvaluating the Rights Offering and the aggregate exercise price, Scars Holdings' board of directors did not find it practicable, and did not atterpt, to quantify,
rank or othcrwisc assign relative weights to the foregoing factors in reaching its conclusion. In addition, individual members of Scars Holdings' board of directors may have
given
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different weights to different factors and may have viewed some factors more positively or negatively than others. The Scars Holdings' board of directors’ determinations
and recommendations described above were based upon the totality of the information considered.

IMPACT ON SEARS CANADA OF THESALE OF COMMON SHARES UNDER THE RIGHTS OFFERING

Ownership of Qutstanding Common Shares

Edward S. Lampert and certain other ESL investment vehicles have advised Scars Holdings that they intend to exercisc their pro rata portion of the basic subscription
rights in full (representing approximately 17.5% to 19.0% of'the outstanding Conmon Shares) as soon as practicable after the subscription rights have been distributed,
although they have not entered into any agreement to do so. Accordingly, on completion of the basic subscription rights in the Rights Offering. it is expected that ESL will
own between approximately 45.0% and 47.0% of the Cormmon Shares. ESL has also advised Scars Holdings that it may incrcasc its ownership in Scars Canada through its
excreise of the over-subscription privilege or through open market purchases of subscription rights or Common Shares. but only to the extent that such cxercise would result
in ESL continuing to own less than 50.0% of the Common Shares upon the completion of the Rights Offering. ESL has not advised us or Scars Holdings as to its intentions
with respect to future purchases or sales of Common Shares. Notwithstanding ESL's stated intentions, neither Scars Canada nor Scars Holdings has any agrecment,
armangerent or understanding with ESL as to the extent of ESL's exercise of its over-subscription privilege. If ESL excreised its basic subscription right as well as the over-
subscription right in full, and no other stockholder exercised its subscription rights, ESL would own between approximately 67.2% and 69.2% of the Common Sharcs.

Upon the excreisc by ESL ofits subseription rights. as described above, Scars Canada will cease to be a subsidiary of, or to be controlled by, Scars Holdings under
applicable Canadian laws. If afl of the subscription rights arc exercised in full in the Rights Offering, Scars Holdings will own approximately 11.7% of the outstanding
Common Sharcs. Scars Holdings may disposc of any Common Shares that it continues to own afier the Rights Offering, including through sales into the market or otherwise,
subject to applicable laws.

Intercompany Agreements

On or prior to the Record Date, Scars Canada will put in place its own directors and officers and fiduciary lability insurance, and related insurance at an anticipated
incremental cost of approximately $500,000 to $1 million per ycar.

Scars Canada docs not expect to incur material costs in the event that it is unable to negotiate to preserve the benefits that Scars Canada currently enjoys under the
terms of the Intercompany Agreements.

Other Agreements

Scars Canada is a party to certain other agreements pursuant to which the completion of the Rights Offering may require notices or consents. Sears Canada docs not
cxpeet to incur material cost in connection with notices and obtaining any conscents.
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DESCRIPTION OF THE RIGHTS OFFFRING
Sears Holdings has advised us that the description of the Rights Offering is as follows.
The Subscription Rights

Scars Holdings is distributing to the record holders of its SHC Stock as of the Record Date, trans ferable subscription rights to purchasc, in aggregate, up to 40,000,000
Common Shares owned by Scars Holdings at a price of U.S.$9.50 per whole sharc. Each holder ofrecord of SHC Stock will receive one subscription right for cach sharc of
SHC Stock owned by that holder as of 5:00 p.m.. New York City time, on October 16, 2014, the Record Date. Each subscription right will entitle the holder to purchasc
0.375643 of Common Sharcs. Holders may exercise their subscription rights and receive Common Sharcs (other than Common Shares allocable through the over-subscription
privilege) at any time following receipt of a subscription rights certificate and prior to the expiration date. Fach subscription right entitles the holder to a basic subscription
right and an over-subscription privilege. The subscription rights entitle the holders of subscription rights to purchase an aggregate of 40,000,000 shares for an aggregate
purchasc pricc of up to U.S.$380 million.

Scars Holdings will keep the Rights Offering open until the expiration date, and docs not intend to cancel, withdraw or terminate the Rights Offering. Scars Holdings
may. in its discretion, extend the expiration of the Rights Offering, and will announce any plans to do so by press releasc.

Basic Subscription Right. With your basic subscription right, you may purchasc 0.375643 of a Common Sharc per subscription right, subject to delivery of the
required documents and payment of the subscription price 0 U.S.$9.50 per whole share, before the Rights Offering expires. You may excrcise all or a portion of your basic
subscription right. or you may choose not to exercise any of your subscription rights. If you do not exercise your basic subscription rights in full. you will not be entitled to
purchasc any shares under your over-subseription privilege.

Fractional shares resulting from the exercisc of the basic subscription right will be climinated by rounding down to the ncarest whole sharc.
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For example, if you owned 1,000 shares of SHC Stock on the Record Date, you would have received 1,000 subscription rights and would have the right to purchasc 375
Cormon Shares (375.643 rounded down to the nearest whole share) for U.S.$9.50 per whole share. No fractional Common Shares or cash in licu of fractional shares will be
delivered.

Scars Holdings will credit your account or the account of your nomince record holder with Common Shares that you purchased with the basic subscription right as
soon as practicable afier you cxercise your subscription rights.

All Cormmon Shares purchased pursuant to the exercise of the subscription rights will be issued by way of direct registration in book-entry form. Registration in book-
entry formrefers to a method of recording share ownership when no physical sharc certificates are issued.

Over-subscription Privilege. If you purchase all Common Shares available to you pursuant to your basic subscription rights, you may also choose to purchasc a
portion of any Common Shares that other holders of subscription rights do not purchasc through the cxereisc of their basic subscription rights. Only holders who fully
excrcise all of their basic subscription rights, after giving cffect to any purchascs or sales of subscription rights by themprior to such exercise, may participatc in the over-
subscription privilege. If you wish to exercise your over-subscription privilege, you must indicate on your rights certificate, or the formprovided by your nomince if your
SHC Stock is held in the name of a nomince, how many additional Common Shares you would like to purchase pursuant to your over-subscription privilege, and provide
payment as described below.

Edward S. Lampert and certain other ESL affiliates have indicated to Scars Holdings that they intend to exercisc their pro rata portion of the basic subscription rights in
full in the Rights Offering as
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soon as practicable after the subscription rights have been distributed. although they have not entered into any agreement to do so. ESL has also indicated that it may
exercise its over-subscription privilege, but only to the extent that exercising such privilege would result in ESL continuing to own less than 50.0% of the Conmnon Sharcs.
Notwithstanding ESL's stated intentions., neither Scars Canada nor Sears Holdings has any agreement, arrangement or understanding with ESL as to the extent of ESL's
exereise of its over-subscription privilege. If ESL excrcised its basic subscription right as well as the over-subscription right in full. and no other stockholder exercised its
subscription rights. ESL would own between approximately 67.2% and 69.2% of the Common Shares

Common Sharcs will be allocated in the Rights Offering as follows:

. First, sharcs will be allocated to holders of rights who exercisc their basic subscription rights at a ratio of0.375643 of'a Cormmon Share per exercised
subscription right.

. Sccond, any remaining sharcs that were cligible to be purchased in the Rights Offering will be allocated among the holders of rights who exercise the over-
subscription privilege, in accordance with the following formwila:

. Each holder who excrcises the over-subscription privilege will be allocated a percentage of the remaining Common Shares equal to the pereentage that
results fromdividing (i) the number of basic subscription rights which that holder excreised by (if) the number of basic subscription rights which all
holders who wish to patticipate in the over-subscription privilege exercised. Such pereentage could result in the allocation of more or fower over-
subscription shares than the holder requested to purchasc through the exercise of the over-subscription privilege.

. For cxample, if Stockholder A holds 200 subscription rights and Stockholder B holds 300 subscription rights and they are the only two
stockholders who exercise the over-subscription privilege, Stockholder A will be allocated 40.0% and Stockholder B will be allocated 60.0% of
all remaining Common Shares available. (Example A)

¢ Third, if the allocation of remaining Corrmon Shares pursuant to the formula described above in the sccond step would result in any holder receiving a greater
number of Common Sharcs than that holder subscribed for pursuant to the over-subscription privilege. then such holder will be allocated only that number of
shares for which the holder over-subscribed.

. For exanple, if Stockholder A s allocated 100 shares pursuant to the formula described above but subseribed for only 40 additional Common
Shares pursuant to the over-subscription privilege. Stockholder A's allocation would be reduced to 40 Common Shares. (Exanple B)

. Fourth. any Common Shares that remain available as a result of the allocation de-scribed above being greater than a holder's over-subscription request (the 60
additional Common Shares in Example B above) will be allocated among all remaining holders who exercised the over-subscription privilege and whosc initial
allocations were less than the number of Common Shares they requested. This second allocation will be made pursuant to the same formula desceribed above
and repeated, if necessary, untit all available Comimon Shares have been allocated or all over-subscription requests have been satisfied in full.

To properly excreisc your over-subscription privilege, you must deliver the subscription payment related to your oversubscription privilege before the Rights Offering
expires. Because we will not know the total number of unsubscribed Common Shares before the Rights Offering expires, if you wish to maximize the number of Common
Shares you purchasc pursuant to your over-subscription privilege, you will necd to deliver payment in an amount cqual to the aggregate subscription price for the maxinum
number of Common Sharcs that could be available to you at the time you excrcise your basic subscription rights (i.c.. the aggregate payment for both your basic
subscription right and for all
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additional Common Shares you desire to purchase pursuant to your over-subscription request). Sce "Description of the Rights Offering-—The Subscription Rights”. Any
excess subscription payments received by the subscription agent, including payments for additional Common Shares you requested to purchase pursuant to the over-
subscription privilege but which were not allocated to you, will be returned. without interest or penalty. promptly following the expiration of the Rights Offering.

Fractional shares resulting from the exereise of the over-subscription privilege will be climinated by rounding down to the nearest whole share. No fractional Common
Shares or cash in licu of fractional sharcs will be delivered. Computershare, Inc., Sears Holdings' subscription agent for the Rights Offering. will detenmine, in its sole
discretion. the over-subscription allocation basced on the formula described above.

We can provide no assurances that you will actually be entitled to purchase the number of Common Shares ssuable upon the exercise of your over-subscription
privilege in full at the expiration of the Rights Offering. Scars Holdings will not be able to satisfy any orders for shares pursuant to the over-subscription privilege if all
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holders of rights exercisc their basic subscription rights in full.
Reasons for the Rights Offering

Secars Holdings has over the past year extensively considered strategic alternatives to maximize the value of its interest in Scars Canada, including the engagement of
BofA Merrill Lynch to pursuc a sale of such interest or Sears Canada as a whole and engaging in discussions with Canadian financial institutions to explore the possibility
of an underwritten secondary offering of Scars Holdings' interest. Sears Holdings' board of directors has determined that the Rights Offering is in the best interests of Scars
Holdings and its stockholders as way to disposc ofa non-core assct, and would provide, among other things. financial and operational benefits to Scars Holdings, including
but not limited to the following expected bencfits:

. Strategic Focus and Flexibility. Scars Holdings' board of dircctors believes that following the Rights Offcring, Scars Holdings will have a more focused
busincss and be better able to dedicate resources to pursuc appropriate growth opportunitics and cxecute strategic plans best suited to its business in an
cfficicnt manner.

. Additional Liguidity. The Rights Offering is cxpected to provide Scars Holdings with up to U.S.$380 million in gross procceds. strengthening its balance
sheet and liguidity. Of'this amount, Scars Holdings expects to reccive at least U.S.$168 million in mid-to-latc October 2014 from the carly exereise of the rights
distributed to ESL.

. Stockholder Flexibility to Avoid Dilution. Since the subscription rights arc being distributed. at no charge, to Scars Holdings' cxisting stockholders,
stockholders will have the choice to hold shares in both companics or in cither company separately. However, stockholders may wish to scll their
subscription rights to fund any taxincurred upon the receipt of the subscription rights, which would decreasce the amount of Conmon Shares available to
such stockholders. If the distribution of the rights to a stockholder is subject to withholding tax. the stockholder’s broker (or other applicable withholding
agent) may scll all ora portion of the subscription rights to fund the withholding tax, which would decreasc the number of Common Shares available to such
stockholder. Sce "Certain United States Federal Income Tax Considerations”.

Principal Sharcholder
Scars Holdings owns approximately 51.0% ofthe issued and outstanding Comyvon Sharcs and ESL owns approximately 48.5% of the outstanding SHC Stock.

Assuming the subscription rights arc exercised in full. Scars Holdings will disposc of 40,000,000 of its 51,962,391 Common Sharces as a result of the Rights Offering and
will ceasce to own a majority of Scars Canada’s outstanding shares. To the extent that the subscription rights are not exereised in full
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and that shares not purchased through the excreisce of basic subscription rights are not purchased pursuant to the over-subscription privilege, Scars Holdings will retain
ownership of a larger portion of Scars Canada's Common Sharcs. Scars Holdings may disposc of its remaining Cormmon Shares, including through sales into the public
market or otherwise, subject to applicable laws.

Edward S. Lampert and certain other ESL affiliates have advised Scars Holdings that they intend to exercise their pro rara portion of the basic subscription rights in full
as soon as practicable after the subscription rights have been distributed, though they have not entered into any agreement to do so.

Certain of the investment vehicles affiliated with ESL ("SPEs" ) arc liquidating vehicles which are not permitted by their terns to make new investments such as the
cxcreise of the rights. The gencral partner of the SPEs has offered to scll to SPE investors their pro rata share of the rights. If such investors do not wish te purchase their
prorate sharc of the rights. other persons affiliated with ESL may purchasc the nights fromthe SPEs. Persons affiliated with ESL intend to purchasc afl subscription rights
fromthe SPEs to the extent such rights are not purchased by SPE investors and, assuming all other subscription rights arc exercised in full by all other holders of rights, ESL
may beneficially own between approximately 45.0% and 47.0% of Scars Canada's Conmon Shares following the excrcise of basic subscription rights in the Rights Offering.
ESL intends to exercisc its subscription rights in full with respect to all subscription rights that it receives in the distribution. including all rights purchased fromthe SPEs.
but only to the extent that such exercise would result in ESL continuing to own Jess than 50.0% of Scars Canada's Common Shares. Notwithstanding ESL's stated intentions,
neither Scars Canada nor Scars Holdings has any agreement, arrangement or understanding with ESL as to the extent of ESL's excreise of its over-subscription privilege. If
ESIL exercised its basic subscription right as well as the over-subscription right in full, and no other stockholder exercised its subscription rights, ESL would own between
approximately 67.2% and 69.2% of the Common Shares.

You should not view the intentions of ESL. including the intentions of Mr. Lampert as a rccommendation or other indication. by themor any member of the Scars
Holdings boards of directors, regarding whether the excreise of the subscription rights or the exereise of the over-subscription privilege is oris not in your best interests.

Conditions, Withdrawal and Cancellation

Scars Holdings is not requiring an overall minimumsubscription, or any other condition, to complete the Rights Offering Scars Holdings will keep the Rights Offering
open until the expiration date, and does not intend to cancel, withdraw or terminate the Rights Offering. Scars Holdings may, in its discretion. extend the expiration date of
the Rights Offering. and will announce any plans to do so by press release.

Hfect of the Rights Offering on Outstanding SHC Stock

The Rights Offering will not affect the number of shares of SHC Stock you own or your percentage ownership of Scars Holdings. If you do not exercise your
subscription rights to purchase Cormmon Shares, following the Rights Offering you will no longer retain the sane indircet ownership interest in the Scars Canada businesscs
and as well, the SHC Stock that you hold will not reflect the camings. asscts or liabilitics of Scars Canada.

The trading price of SHC Stock immediatcly following the Rights Offering may be higher or lower than immediately prior to the Rights Offering because Scars Holdings
will own a lower proportional share of the assets and liabilitics of Scars Canada, the ongoing camings of Scars Canada will no longer be consolidated in Scars Holdings'
camings and Scars Holdings will reccive cash procceds of up to U.S.$380 million as a result of the sale of Scars Canada‘s Conmon Sharces (assuming the subscription rights
arc excrcised in full).
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Method of Exercising Subscription Rights

The exercise of subscription rights is irevocable subject to applicable law, including statutory rights of rescission and withdrawal, and may not be cancelled or
modified. You may cxercise your subscription rights as follows:

Subscription by Registered Holders.  1f you are a registered holder of SHC Stock, the number of Common Shares you may purchasce pursuant to your basic
subscription right will be indicated on the rights certificate that you receive. You may exercise your subscription rights any time after your reccipt of the subscription rights
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certificate and before the expiration date by properly completing and duly exceuting the rights certificate and forwarding it, together with your full payment, to the
subscription agent at the address given below under "--~Subscription Agent and Information Agent,” to be reccived before 5:00 pm., New York City time, on November 7,
2014,

Subscription by Beneficial Owners. I you arc a beneficial owner of shares of SHC Stock that arc registered in the name of a broker. dealer, custodian bank or other
nomince, you will not reecive a rights certificate. Instead, DTC will clectronically issue one subscription right to your nominece record holder for every share of SHC Stock
that you own as of the Record Datc. If you arc not contacted by your nominee, you should promptly contact your nominec in order to subscribe for Common Sharces in the
Rights Offcring.

Subscription by Purchasers of Subscription Rights.  1f you purchasc subscription rights during the subscription period through a broker, dealer, custodian bank or
other nominee, you will not receive a rights certificate. Instead, your broker, dealer, custodian bank or other nominee must exercise the subscription rights on your behalf. tf
you wish to excrcise your subscription rights and purchase Conmmon Shares through the Rights Offering, you should contact your nominec as soon as possiblc. Plcasc
follow the instructions of your nominee. Your nominee may establish a deadline that may be before the expiration date of the Rights Offering.

If you purchasc subscription rights during the subscription period direetly froma registered holder of SHC Stock, you should contact the subscription agent as soon as
possible regarding the cxercisc of your subscription rights. Plcasc follow the instructions of the subscription agent in order to properly excrcise your subscription rights.

Payment Method

Your payment of the subscription price must be made in U.S. dollars for the full number of Cormmon Sharcs that you wish to acquire in the Rights Oftering by cashicr’s
or certified cheek drawn upon a United States bank payable to the subscription agent at the address sct forth below under the heading " Subscription Agent and Information
Agent”. Your payment must be delivered to the subscription agent prior to the expiration of the Rights Offering. Personal checks will not be aceepted. Payment received
aficr the cxpiration of the Rights Offering will not be honored. and the subseription agent will retum your payment to you, without interest or penalty, as soon as practicable.

You should carcfully read and strictly follow the instruction letter and any other documents accompanying the rights certificate. Do not send subscription documents,
vghts certificates or payments dircetly to us or to Scars Holdings. Scars Holdings will not consider your subscription reccived until the subscription agent has reccived
delivery of a properly completed and duly exceuted rights certificate and payment of the full subscription amount. The risk of defivery of all subscription documents. rights
certificates and payments is bome by the holders of subscription rights, not by the subscription agent, Scars Holdings or Scars Canada. If sent by mail, Sears Holdings
recommends that you send those rights certificates and payments by ovemnight courier or by registered mail, properly insured, with return receipt requested, and that you
allow a sufficient number of days to ensure delivery to the subscription agent.
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Ifyou hold your shares of SHC Stock in the name of'a custodian bank. broker, dealer or other nomince and wish to exercise your subscription rights. you should contact
your nominee as soon as possible regarding the exercise of the subscription rights and the payment for the Common Sharcs.

Medallion Guarantee May Be Required

Your signature on your rights certificate must be guaranteed by an cligible institution. such as a member firmofa registered national sceuritics exchange or a member of
the Financial Industry Regulatory Authority. Inc., or a commercial bank or trust company having an office or correspondent in the United States, subject to standards and
procedures adopted by the subscription agent, unless:

. you provide on the rights certificate that shares are to be delivered to you as record holder of those subscription rights; or
. you arc an cligible institution.
Missing or Incomplete Subscription Information

If you hold your sharcs of SHC Stock in the name of'a custodian bank, broker, dealer or other nomince, the nominee will exercisce the subscription rights on your behalf
in accordance with your instructions. Your nomince may cstablish a deadline that may be before the 5:00 p.m. New York City time, November 7, 2014 expiration date that
Scars Holdings has established for the Rights Offering. If you send a payment that s insufficient to purchase the number of Common Sharces you requested. or if the number
of sharcs you requested is not speeified in the forms, the paynent received will be applied to exercise your subscription rights to the fullest extent possible based on the
amount of the payment received. subject to the availability of'shares under the oversubscription privilege and the climination of fractional shares. Any cxcess subscription
payments received by the subscription agent will be returned, without interest or penalty, as soon as practicable following the expiration of the Rights Offering.

Expiration Date and Extension

The subscription period, during which you may exercise your subscription rights. expires at 5:00 p.m.. New York City time, on November 7, 2014, which is the expiration
of the Rights Offering. If you do not excreise your subscription rights before that time, your subscription rights will expirc and will no longer be excreisable. Sears Holdings
will not be required to sell Common Shares to you if the subscription agent reccives your rights certificate or your subscription payment after that time. Scars Holdings has
the option to cxtend the Rights Offering. Scars Holdings may extend the Rights Offering by giving oral or written notice to the subscription agent before the Rights Offering
cxpires. If Scars Holdings clects to extend the Rights Offering. it will issuc a press release announcing the extension no later than 9:00 a.m, New York City time, on the next
business day after the most recently announced expiration date of the Rights Offering.

If you hold your shares of SHC Stock in the name of a broker, dealer, custodian bank or other nominee, the nominee will excrcise the subscription rights on your behalf
in accordance with your instructions. Pleasc note that the nominee may establish a deadline that may be before the 5:00 p.m.. New York City time, November 7. 2014
expiration datc that Scars Holdings has established for the Rights Offering.

Determination of Subscription Price

The Scars Holdings board of dircctors has determined that the subseription price will be U.8.$9.50 per whole share. The subscription price is equal to the U.S. dollar
cquivalent of the closing price of Scars Canada's Common Shares on Scptember 26, 2014, the last trading day before the Scars Holdings board of directors requested Sears
Canada's cooperation with the filing of a prospectus regarding this
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Rights Offering. The board of dircctors of Sears Holdings applied the Noon Exchange Rate as of September 26, 2014 to caleulate this equivalent value. In determining the
subscription price, the board of directors of Scars Holdings considered, among other things, (1) current and historical trading prices of Scars Canada’s Conmmon Shares,

(2) the desiability of broad participation in the Rights Offering by Scars Holdings' stockholders and (3) Scars Holdings' liquidity needs and the aggregate amount of
proceeds 1o be paid to Sears Holdings pursuant to the Rights Offering ifthe Rights Offering were fully subscribed. See "Description of the Rights Offering—Determination
of Subscription Price".



Subscription Agent and Information Agent

The subscription agent for the Rights Offering is Computershare, Inc. The address to which rights certificates and payments should be mailed or delivered by hand
dclivery or overnight courier is provided below. If sent by mail, Scars Holdings recormmends that you send documents and payments by registered mail, properly insured,
with retum rceeipt requested, and that you allow a sufficient number of days to ensure delivery to the subscription agent. Do not send or deliver these materials to Scars
Holdings or Scars Canada.

By first class mail: By hand or ovemight couricr:
Computershare, Inc. Computershare, Inc.
c/o Voluntary Corporate Actions c/o Voluntary Corporate Actions
PO Box 43011 250 Royall Strect Suite V
Providence, RI 02940-3011 Canton, MA 02021

If you deliver subscription documents or rights certificates in a manner different than that described in this prospectus, Sears Holdings may not honor the exercisc of
your subscription rights.

You should direct any questions or requests for assistance concerning the method of subscribing for the Conrmon Shares or for additional copics of this prospectus to
the information agent, Georgeson Inc., by calling (866) 741-9588 (toll-frec) or, writing to ScarsCanadaOffer(@georgeson.com

Fees and Expenses

Scars Holdings is not charging any fec or sales cormmission to issuc the subscription rights to you or deliver Common Sharces to you if you excrcisc your rights. If you
exereise your subscription rights through the record holder of your shares, you are responsible for paying any commissions. foes, taxes or other expensces your record holder
nay charge you. Scars Holdings will pay all reasonable fees charged by Computershare, Inc., as the subscription agent and Georgeson Inc., as the information agent.

No Fractional Shares
All Common Shares will be sold at a subscription price 0f U.S.$9.50 per wholce share. Scars Holdings will not scll fractional sharces. Fractional shares resulting fromthe

excreise of the basic subscription rights and the over-subscription privileges will be climinated by rounding down to the nearest whole share. Any excess subscription
payments received by the subscription agent will be retumed, without interest, as soon as practicable.

Notice to Nominees

If you are a broker. dealer. custodian bank or other nominee holder that holds shares of SHC Stock for the account of others on the Record Date, you should notify the
beneficial owners of the shares for whom you are the nominece of the Rights Offering as soon as possible to learn their intentions with respect to exercising their subscription
rights. You should obtain instructions fromthe beneficial owners o SHC Stock. If a benceficial holder of SHC Stock so instructs, you should conplete the rights certificate

and subniit it to the subscription agent with the proper subscription payment by
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the oxpiration datc or the date indicated by such holder, if carlicr. You may excrcise the number of subscription rights to which all beneficial owners in the aggregate
otherwise would have been entitied had they been direct holders of SHC Stock on the Record Date, provided that you. as a nomince record holder, make a proper showing to
the subscription agent by submitting the form entitled "Nominee Holder Certification.” which is provided with your Rights Offering materials. If you did not receive this
form you should contact the subscription agent to request a copy.

Beneficial Owners

If you arc a beneficial owner of shares of SHC Stock and will receive your subscription rights through a broker, dealer, custodian bank or other nominec. Scars Holdings
will ask your nomince to notify you of the Rights Offering. If you wish to exercise your subscription rights. you will nced to have your nominee act for you, as described
above. To indicate your decision with respect to your subscription rights. you should follow the instructions of your nomince. If you wish instead to obtain a scparate
rights certificate, you should contact your nominec as soon as possible and request that a rights certificate be issued to you. You should contact your nomince if you do
not reccive notiee of the Rights Offering, but you believe you are entitled to participate in the Rights Offering. Scars Holdings and Scars Canada arc not responsible if you
do not receive the notice by mail or otherwisc from your nominec or if you receive notice without sufficient time to respond to your noniinee by the deadline established by
your nominee, which may be before the 5:00 p.nmu. New York City time, November 7, 2014 expiration date.

Transferability of Subscription Rights

The subscription rights arc trans ferable during the course of the subscription period. Scars Holdings' application to list the subscription rights for trading on the
NASDAQ undcr the symbol "SHLDR" has been approved. Scars Canada's application to list its Commmon Shares on the NASDAQ has been approved. Scars Holdings
currently cxpect that they will begin to trade on the first business day following the distribution of the subseription rights, and will continue to trade until closc of business
on November 4, 2014, the third business day prior 1o the expiration date ofthis Rights Offering (or, if the offer is extended. on the fourth business day immediately prior to
the extended cxpiration date). As a result, you may transfer or scll your subscription rights if you do not want to exercisc themto purchase Conmon Shares. However, the
subscription rights arc a new issuc of sceurities with no prior trading market, and there can be no assurances provided as to the iquidity of the trading market for the
subscription rights or their market value.

If you are a beneficial owner of shares of SHC Stock on the Record Date or will receive your subscription rights through a broker, dealer, custodian bank or other
nomince, Scars Holdings will ask your broker, dealer, custodian bank or other nominee to notify you of the Rights Offering. If you wish to scll your subscription rights, in
addition to any other procedures your broker, custodian bank or other nominee may require, you must deliver your order to sclt to your broker, custodian bank or other
nomince such that it will be actually received prior to closc of business on November 4, 2014, the third business day prior to the November 7, 2014 expiration date of this
Rights Offering.

If you arc a registered holder of SHC Stock as of the Record Date and receive a rights certificate, you may take your rights certificate to a broker and request to scll the
rights represented by the certificate. The broker will instiuct you as to what is required to sell your subscription rights.
Validity of Subscriptions

Scars Holdings will resolve alt questions regarding the validity and formof the excreisc of your subscription rights, including time of reccipt and cligibility to participate
in the Rights Offering. Such determination will be finat and binding. Once made, subscriptions and directions arc wrevocable, and Scars Holdings will not accept any
altemative, conditional or contingent subscriptions or dircetions.
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There were no dividends declared or paid to holders of Common Sharcs during Fiscal 2011,

During the 52-week period ended January 29, 201 1, the Corporation distributed approxmately $753.4 million ($7.00 per Common Share) to holders of Common Shares as
extraordinary cash dividends. Payments for these extraordinary cash dividends were made on June 4, 2010 and Scptember 24, 2010,

USE OF PROCEEDS

Allof the gross proceeds of the sale of Common Shares upon excreise of the subscription rights, net ofany sciling expenses incurred by it, will be payable to and
reccived by Sears Holdings. Conscquently, Scars Canada will not receive any proceeds fromthe exercisc of'the subscription rights, any sale of the subscription rights by
any stockholder or the sale of Common Shares by Scars Holdings.

Assuming the subscription rights arc excrcised in full, Scars Holdings expects to reccive gross cash procceds of approximately U.S.$380 million as a result of the sale of
40,000,000 Common Shares.
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RISK FACTORS

Before deciding whether to excrcise subscription rights and invest in the Common Shares, prospective investors should consider the risks described below.

You should carefully consider the risks described below., togerher with all of the other information contained in, or incorporated by reference. into this prospectus.
in evaluating whether 1o exercise subscription rights and purchase our Common Shares. The following risk factors could adversely affect our business, results of
operations, financial condition and the price of our Common Shares.

Risks Relating to the Rights Offering
The subscription price determined for the Rights Offering is not necessarily an indication of the price at which Sears Canada's Comnon Shares will trade.

The board of dircctors of Scars Holdings based the per share subscription price being used in the Rights Offering on various factors including, among other things,
(1) current and historical trading prices of Scars Canada's Common Shares, (2) the desirability of broad participation in the Rights Offering by Scars Holdings' stockholders
and (3) Scars Holdings' liquidity needs and the aggregate amount of proceeds to be paid to Scars Holdings pursuant to the Rights Offering if the Rights Offering were fully
subscribed. The per share subseription price may not be indicative of the price at which the Common Shares will trade after the Rights Offering. After the date ofthis
prospectus, the Common Shares may trade at prices below or above the subscription price.

No prior market exists for the subscription rights and a liquid market for the subscription rights may not develop.

Scars Holdings' application to list the subseription rights for trading on the NASDAQ under the symbol "SHLDR"™ has been approved. However, the subscription rights
cither Scars Holdings nor Scars Canada can provide you with any assurances as to the liquidity of the trading

are a new issuc of securities with no prior trading market
market for the subscription rights or the price at which the subscription rights may trade during the Rights Offering.

Ifyou do not act promptly and follow the subscription instructions, your exercise of subscription rights will be rejected.

If you desite to purchase Common Shares in the Rights Offering, you must act promptly to ensurc that the subscription agent actually receives all required forms and
paynents before the expiration of the Rights Offering at 5:00 p.m, New York City time, on November 7. 2014, uniess Scars Holdings cxtends the Rights Offering. Ifyou arc a
beneficial owner of SHC Stock, you must act promptly to ensure that your broker. dealer. custodian bank or other nominee acts for you and that the subscription agent
receives all required forms and payments before the Rights Offering expires. Neither Sears Holdings nor Sears Canada is or will be responsible if your nomince fails to ensure
that the subscription agent receives all required forms and payments before the Rights Offering expires. If you fail to complete and sign the required subscription fors,
send an incorrect payment amount, or otherwise fail to follow the subscription procedures that apply to the exercisc of your subscription rights before the Rights Offering
cxpires. the subscription agent will reject your subscription or aceept it only to the extent of the payment received. None of Sears Holdings, Scars Canada or the subscription
agent undertakes any responsibility or action to contact you concerning an incomplete or incorrect subscription form or payment, nor are Scars Holdings, Scars Canada or
the subscription agent under any obligation to correct such forms or payment. Sears Holdings has the sole discretion to determine whether a subscription exercisc properly
complics with the subscription procedurcs.
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You will not be able to sell the Comnon Shares that you buy in the Rights Offering until your account is credited with the Conumon Shares.

Ifyou are a registered stockholder of Sears Holdings and you purchase Common Shares in the Rights Offering, your account will be credited with the Cormmon Shares
as soon as practicable after the exercise of your subscription rights. If your sharcs of SHC Stock arc held by a broker, dealer, custodian bank or other nominee and you
purchasc Common Sharcs pursuant to your subscription rights, your account with your nominee will be credited with the Comrnon Shares you purchased in the Rights
Offering as soon as practicable after the exercise of your subseription rights. Until your account is credited, you may not be able to scll your Comrnon Shares cven though
the Comrmon Shares sold in the Rights Offering will be listed for trading on the NASDAQ. The trading price may decline between the time you decide to sell your Common
Shares and the time you arc actually able to scll such Common Sharcs.

You may not revoke your exercise of the subscription rights and you could be committed to buying Conunon Shares at a price above the prevailing market price afier
completion of the Rights Offering.

Once you exereise your rights, you may not revoke the exercise even if you later icam information that you consider to be unfavorable to the exercisc of your rights. If
you cxereise your rights. you may not be able to scll the Conmon Shares purchased under the rights at a price cqual to or greater than the subscription price, and you may
losc all or part of your investment in the Common Shares.

You will not receive interest on your subscription funds during the period pending the closing of the Rights Offering.

The subscription agent will hold the gross proceeds fromthe sale of Common Shares under the rights in cscrow in a segregated bank account, and it wili releasc the
proceeds of any subscription rights exercised prior to the expiration date, together with any interest camed on the proceeds, less any applicable withholding taxcs. to Scars
Holdings as soon as is practicable after the excreise of such subscription rights. Common Sharcs subseribed for prior to the expiration date will be credited to your account
or the account of your nominee as soon as practicable after the excrcise of such subscription rights.



Ifyou make payment of the purchase price by uncertified check, your check may not clear in sufficient time to enable you to purchase Common Shares in the Rights
Offering.

Any uncertificd cheek used to pay for the Common Shares to be sold in the Rights Offering must clear prior to the expiration of the Rights Offering, and the clearing
process may require five or more business days. If you choose to excreise your rights, in whole or in part, and to pay for shares by uncertified check, and if your check has
not cleared prior to the expiration of the Rights Offering. then you will not have satisficd the conditions to excrcise your rights and will not receive the Common Shares you
wish to purchasc.

Ifyou receive and exercise the subscription rights, you may be subject to adverse US. federal income tax consequences.

If you receive a subscription right and excrcise that right, you should generally expect to have (1) taxable dividend income cqual to the fair market value (ifany) of the
subscription right on the date of its distribution by Sears Holdings and (2) no additional income upon the exercise of the subscription right. As a result, you may need to
fund any taxresulting fromthe reccipt of the subscription right with cash from other sources.

Sec "Certain United States Federal Income Tax Considerations”,
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Ifyou are a US taxpayer and receive and sell the subscription rights, you may be subject to adverse US. federal income tax consequences.

If you arc a U.S. taxpayer and receive a subscription right and scll that right, you should generally expeet to have (1) taxable dividend income equal to the fair market
valuc (if any) of the subscription right on the date of its distribution by Scars Holdings and (2) short-term capital gain or loss on the sale of the subscription right cqual to
the difference between the proceeds received upon the sale and the fair market value (if any) of the subscription right on the date of its distribution by Secars Holdings. It is
possible that the sale proceeds received upon a sale of the subscription rights wil be less than any taxresulting fromyour receipt of the subscription right. In this event,
you will gencrally need to fund the remaining portion of any tax with cash from other sources. Sce "Certain United States Federal Income Tax Considerations”.

Ifyou are a US. taxpayer and receive but do not sell or exercise the subscription rights before they expire, you may be subject to adverse U.S. federal income tax
consequences.

If you arc a U.S. taxpayer and receive a subscription right from Scars Holdings and do not scll or exercisc that right before it expires, you should generally expect to have
(1) taxable dividend income cqual to the fair market value (ifany) of the subscription right on the date of its distribution by Scars Holdings and (2) a short-termcapital loss
upon the expiration of such right in an amount equal to your adjusted tax basis (if any) in such right. In gencral, capital losses arc available to a U.S. taxpayer only to offsct
capital gains and may not be used to offsct dividend or other income {except, to the extent ofup to $3,000 of capital loss per ycar. in the casc of a non-corporate U.S.
stockholder). Accordingly, if you receive a subscription right from Scars Holdings and take no action, you may owe taxand nced to fund that tax with cash fromother
SOUICES.

You should discuss with your taxadvisor the U.S. federal incone tax conscquences of receiving and neither selling nor exercising the subscription rights.
See "Certain United States Federal Inconx Tax Considerations”.
If the Rights Offering is not fidly subscribed, ESL and other existing stockholders of Sears Holdings may increase their ownership in Sears Canada,

ESL beneficially owns approximately 27.6% of Scars Canada's outstanding Common Shares. Edward S. Lampert and certain other ESL affiliates have advised Scars
Holdings of their intent to cxercisc their pro rata portion of the basic subscription rights in fullas soon as practicable aficr the subscription rights have been distributed,
though they have not entered into any agreement to do so. Fairholme has also advised Scars Holdings that it expects that certain of its clients will participate in the Rights
Offering at levels to be determined, subjeet to review of the terms and conditions of the Rights Offering and regulatory considerations. As a result, following the completion
of the Rights Offering. we expeet ESL will beneficially own between approximately 45.0% and 47.0% of our Common Shares. To the extent that the subscription rights arc not
excreised in full by all holders of rights, ESL and Faitholme may increase their respective percentage beneficial ownership of Scars Canada through their excreise of the over-
subscription privilege. through open market purchases of subscription rights or Common Shares or otherwise. However, ESL has indicated to Sears Holdings that it docs not
intend to pursuc these options to the extent they would result in ESL owning 50.0% or more of Sears Canada'’s Corrmon Shares upon completion of the Rights Offering.
Notwithstanding ESL's stated intentions, neither Scars Canada nor Scars Holdings has any agreement, arrangement or understanding with cither ESL or Faithobne as to the
extent of the exercisc of any over-subscription privilege. I ESL exercised its basic subscription right as well as the over-subscription right in full, and no other stockholder
excreised its subscription rights. ESL would own between approximately 67.2% and 69.2% of the Common Shares. If Fairholme exercised its basic subscription rights as well
as the
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over-subscription right in full, ESL exerciscd its basic subscription right and no other stockholder exercised its subscription rights, Fairholme would own approximately
20.2% of'the Common Shares. Your interests as a holder of SHC Stock may difter fromthe interests of ESL or other existing significant stockholders of Scars Holdings. Sce
"Description of the Rights Offering—Principal Sharcholder”.

Risks Relating to the Common Shares
As long as ESL exerts significant voting influence over us, your ability to influence matters requiring shareholder approval will be limited.

ESL owns approximately 48.5% of the outstanding SHC Stock. Edward S. Lampert and certain other ESL affiliates have advised Scars Holdings that they intend to
excreisc their pro rata portion of the subscription rights which represents approximately 17,760,000 to 19.400,000 Comimon Sharcs, or 17.5% to 19.0% of Scars Canada's
outstanding Cormmon Shares as soon as practicable after the subseription rights have been distributed, although they have not entered into any agreement to do so. Upon
such exercise of the basic subscription right, ESL will own between approximately 45.0% and 47.0% of Scars Canada's outstanding Common Shares. ESL has further advised
Scars Holdings that, to the extent that it ray excrcise subscription rights under the additional subscription privilege deseribed under " Deseription of the Rights Offering”. it
will not do so if such exereise would increasc its collective ownership to 50.0% or more of the outstanding Common Shares. Notwithstanding ESL's stated intentions, neither
Scars Canada nor Scars Holdings has any agrecment, arrangement or understanding with ESL as to the extent of ESL's exercisc of its over-subscription privilege. IFESL
cxereised its basic subscription right as well as the over-subscription right in full, and no other stockholder cxercised its subscription rights, ESL would own between
approximatcly 67.2% and 69.2% of the Common Shares. If all of the subscription rights arc excreised in the Rights Offering, Scars Holdings will thercafier direetly own
approximatcly 11.7% ofthe Common Sharcs. So long as ESL dircetly or indirectly cxerts significant voting influence over of our outstanding Comon Shares, it wilt have the
ability to significantly influence the clection of the Board of Directors and the outcome of certain sharcholder votes.

Accordingly, ESL will have the ability to exercisc significant influcnce over certain actions to be taken orapproved by our dircctors and sharcholders., including with
respect to certam mergers or business combinations or dispositions of all or substantially all of our assets.
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ESL's significant voting influence control may discourage transactions involving a change of control of us, including transactions in which you, as a holder of our
Common Sharcs, might otherwise receive a premium for your shares over the then-current market price. Subject to certain limits, ESL is also not prohibited fromsclling its
significant intcrest in us to a third party and may do so without your approvaland, subject to apphicable laws, without providing for a purchasc of your Common Shares.
Accordingly, your Common Sharcs may be worth less than they would be if ESL did not maintain significant voting influcnce overus.

ESL's interests may be different than your interests and Sears Holdings and ESL may have investments in other companies that may compete with us and may have
interests fromtime to time that diverge fromthe interests of our other sharcholders, particularly with regard to new investment opportunitics.

In addition, conflicts of intcrest may arisc between Scars Holdings and/or ESL and us, including corporate opportunitics, potential acquisitions or transactions as well
as other matters. We may be adverscly affected by any conflicts of interest between Scars Holdings and/or ESL and us. Furthermore, neither Scars Holdings nor ESL owes
us or our sharcholders any fiduciary dutics under Canadian law.
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In the cvent that Scars Holdings experiences financial difficulty, it is not possible to predict with certainty the jurisdiction or jurisdictions in which insolvency or similar
proceedings would be commenced or the outcome of such proccedings. If'a bankruptey. insolvency or similar cvent occurs, there could be proccedings involving Scars
Holdings in the United States or clsewhere and it is possible that we could be made a part of these proceedings. This risk decreasces as the percentage of Commmon Sharces
held by Scars Holdings decreases.

The price of our Common Shares may decline if ESL or Sears Holdings alter their strategy with respect to their ownership of our shares.

ESL and Scars Holdings have advised us that they have not reached any decision regarding whether or for how long they will retain their share ownership in us and
what form, if any. the disposition or distribution of their Common Shares will take. ESL and Scars Holdings will, in their respective sole discretions, determine the timing and
terms of any transactions with respect to their Common Shares, taking into account business and market conditions and other factors that they deemrelevant. Neither ESL
nor Scars Holdings 1s subject to any contractual obligation to maintain its owncership position in us, nor is ESL subject to any contractual obligation to us to ymaintain its
ownership in Scars Holdings. Consequently, we cannot assure you that cither ESL or Sears Holdings will maintain its current direet or indirect ownership of our Common
Shares. Any announcement by ESLor Sears Holdings that they have reached a determination regarding what to do with their direct or indircet ownership of our Common
Shares, or the pereeption by the investment conmmunity that ESL or Scars Holdings has rcached such a determination, could have an adversce impact on the price of our
Common Sharcs.

The market price of our Common Shares is subject to market value fluctuations.

Fromtine to time, the stock market experiences significant price and volume volatility that may affect the market price of our Common Shares for reasons unrelated to
our performance. In addition, the financial markets arc generally characterized by extensive interconnections among financial institutions and, accordingly. defaults by other
financial institutions in Canada, the United States or other countries could adversely affect us and the market price of our Conemon Shares. The value of our Commmon Shares
is also subjeet to market value fluctuations based upon factors which influcnce our operations, such as legislative or regulatory developments, competition, technological
change and global capital market activity.

Risks Relating to Our Business
Ifwe are unable to compete effectively in the highly competitive retail industry, our business and results of operations could be materially adversely affected.

The Canadian retail market remains highly competitive as key players and new entrants compete for market share. Intemational retailers continue to expand into Canada
while existing competitors enhance their product offerings and become direet competitors. Our competitors include traditional full-line departient stores, discount

department stores, wholesale clubs, "big-box" retailers. intemet retailers and specialty stores offering altemative retail tormats. Failure to develop and implement appropriate
competitive strategics and the performance of our conpetitors could have a material adverse cffect on our business. results of operations and financial condition.

In order to stay competitive and relevant to our customers, the Corporations’ strategic plan for 2014 is centered on three strategic levers: merchandising value, cost and
efficiency valuc, and the value of our network and assets. The achievement of strategic goals may be adverscely affected by a wide range of factors. many of which arc
beyond our control. The inability to cxccute and integrate strategic plans could have a negative impact on the Corporation's current operations, market reputation,
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customer satis faction and financial position. The Corporation's ability to implement and achicve its long-term strategic objectives is dependent on the achicvenent of these
stratcgic plans and initiatives. There can be no assurance that such plans and initiatives will yicld the expected results. cither of which could cause us to fall short in
achicving financial objectives and long-range goals.

Additional risk may arisc when foreign retailers carrying on business in Canada in competition with us engage in rarketing activitics which are not in full conpliance
with Canadian legal requirements regarding advertising and labeling rules and product quality standards. Such retailers may gain an unfair advantage and their activitics may
negatively affect our business and results of operations.

The majority of the performance payments carned pursuant to the credit card marketing and servicing alliance with JPMorgan Chasc arc related to customers' purchases
using the Scars Card and Scars MasterCard. The credit card industry is highly competitive as credit card issucrs continue to expand their product offerings to distinguish
their cards. As competition increascs, there is a risk that a reduction in the percentage of purchases charged to the Scars Card and Scars MasterCard may negatively impact
our results of operations and financial condition.

Due to the s lity of our busi; our results of operations would be adversely affected if our business performed poorly in the fourth quarter or as a result of
unseasonable weather patterns.

Qur operations arc scasonal in nature with respect to results of operations and in products and services offered. Merchandisc and service revenucs. as well as
performance payments received fromJPMorgan Chasc, vary by quarter based upon consumer spending behavior. Historically, our revenues and camings have been higher
in the fourth quarter duc to the holiday scason and we have reported a disproportionate level of camings i that quarter. As a result, our fourth quarter results of operations
significantly impact our annual results of operations. Our fourth quarter results of operations may fluctuate significantly. based on many factors, including holiday spending
patterns and weather conditions. In addition, we offer many scasonal goods and scrvices. We establish budgeted inventory levels and pronotional activity to be in
accordance with our strategic initiatives and expected consumer demand. Businesscs that generate revenuce fromthe sale of scasonal merchandise and services are subject
to the risk of changes in consumer spending behavior as a result of unscasonable weather patterns.

Ifwe fail to offer merchandise and services that our customers want, our sales may be limited, which would reduce our revenues and profits and adversely impact our
resudts of operations.
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To be successful, we must identify, obtain supplics and offer to customers attractive, relevant and high quality merchandise and scrvices on a continuous basis.
Customers' preferences may change over time. If we misjudge cither the demand for products and services we scll or our customers' purchasing habits and tastes, we may be
faced with excess inventories of some products and missed opportunitics for products and services we chosce not to offer. This could have a negative effect on our revenucs
and profits and adverscly impact our results of operations.

Our failure to retain our senior management team and to continue to attract qualified new personnel could adversely affect our business and results of operations.
Our success is dependent on our ability to attract, motivate and retain senior Ieaders and other key personncl. The loss of one or more of the members of our senior
management may disrupt our business and adversely affect our results of operations. Furthermore, we may not be successful in attracting, assimilating and retaining new

personnel to grow our business profitably. The inability to attract and retain key personncl could have an adversce effect on our business.
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Ifwe do not successfudly manage our inventory levels, our results of operations will be adversely affected.

We must maintain sufficicnt in-stock inventory levels to operate the business successfully while minimizing out-of-stock levels. A significant portion of inventory is
sourced from vendors requiring advance notice periods in order to supply the quantitics that we require. These Iead times may adversely impact our ability to respond to
changing consumer preferences, resulting in inventory levels that are insufficient to meet demand or in merchandisc that may have to be sold at lower prices. Inappropriate
inventory levels or a failure to accurately anticipate the future demand for a particular product or the time it will take to obtain new inventory may negatively impact our
results of operations.

Ifwe are unable to secure an agreement with a financial institution for the igement of the credit and financial services operations under substantially the same
terms and conditions as currently in existence, our results of operations and financial condition will be negatively impacted.

Qur credit and financial services operations are currently managed by JPMorgan Chase. We entered into a long-term marketing and servicing alliance with JPMorgan
Chasc in 2005 with a termof 10 ycars. The termof this alliance is sct to expire in November 2015. We are currently in the process of considering other potential options with
respect to the future management of the credit and financial services operations., and there is a risk that we may not be able to sccure another service provider or that if we
do so, it will not be on terms and conditions as favourable to us as thosce we currently have with IPMorgan Chase, which would, in cither case, materially adverscely affect
our results of operations and financial condition.

 in these sy coudd harm our ability to

We rely extensively on computer systems (o process Iransactions, ize results and geourh
run our business.

Given the number of individual transactions that we process cach year, it is critical that we maintain uninterrupted operation of our computer and communications
hardware and software systens. Thesc systems are subject to obsolescence, damage or interruption from power outages, computer and teleconmunications failures,
computer viruses. sceurity breaches, catastrophic events such as fires, natural disasters and adverse weather occurrences and usage errors by our enployecs. [f the
systems arc damaged or ccasc to function properly, we may have to make a significant investment to fix or replace them may suffer interruptions in operations in the interim
and our reputation with our customers may be harmed. Our ability to maintain sufficient inventory levels in our stores is critical to our success and largely depends upon the
cfficient and uninterrupted operation of our computer and conmunications hardware and softwarc systems. Any material interruption in our conputer operations may have a
matcrial adverse cffect on our business and results of operations.

We rely on foreign sources for significant amounts of our merchandise, and our business may therefore be negatively affected by the risks associated with international
trade.

We are dependent upon a significant amount of products that originate fromnon-Canadian markets. In particular, we source a significant amount of products from
China. Wc are subject to the risks that are associated with the sourcing and delivery of this merchandisc, including: potential cconomic, social and political instability in
Jjurisdictions where supplicrs are located; structural integrity and fire safety of foreign factories; increased shipping costs, potential transportation delays and interruptions;
adversce foreign cumrency fluctuations, changes in internationat laws., rules and regulations pertaining to the importation of products, quotas; and the imposition and
collection of taxcs and dutics. Any increasce in cost to us of merchandisc purchased from foreign vendors or restriction on the merchandise made available to us by such
vendors could have an adverse cffect on our business and results of operations.
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Damage to the reputations of the brands we sell could reduce owr revenues and profits and adversely impact our results of operations.

As a diverse and multi-channcl retailer, we promote many brands as part of our normal course of business. Thesce brands include the Scars brand, its private label
brands for product lincs such as Jessica™, and non-proprictary brands exclusive to Scars. Damage to the reputation of these brands or the reputation of the suppliers of
these brands could negatively impact consumer opinions of Sears or our related products and reduce our revenues and profits and adversely inpact our results of
operations. In thosc circumstances, it may be difficult and costly for us to regain customer confidence.

If our relationships with our significant suppliers were to be impaired, it could have a negative impact on our competitive position and our results of operations and
Sfinancial condition.

Although our business is not substantially dependent on any one supplicr, our relationship with certain suppliers is of significance to our merchandising strategy,
including attracting customers to our locations. cross segment sales and image. The loss of a significant supplier relationship could result in lower revenues and deercased
customer interest in our stores, which, in tumn, would adversely affect our results of operations and financial condition. In addition, we may not be able to develop
relationships with new suppliers. and products fromalternative sources. if any, may be of'a lesser quality and more expensive than those we currently purchase.

We rely on third parties to provide us with services in connection with the administration of certain business functions,

We have entered into agreements with third-party service providers (both domestic and international) to provide processing and administration functions over a broad
rangce of arcas. These areas include finance and accounting, information technology, payroll, procurement and call centre functions. Scrvices provided by third partics as a
part of outsourcing initiatives could be interrupted as a result ofmany factors, such as social or political unrest, natural disasters, cxtreme or unscasonable weather, acts of
war or terrorisim, systerms breakdowns or power outages or other significant cvents outside of our control. contract or labour disputes, strikes or failure by third partics to
provide these services on a timely basis within service level expectations and performance standards, which could result in a distuption of our business. and adversely
affect ourresults of operations and financial condition. In addition. to the extent we arc unable to naintain our cutsourcing arrangements, we could potentially incur
substantial costs, including costs associated with hiring new employces. in order to retum these services in-housc.

We rely on our relationship with a number of licensees to manage and operate the day-to-day operations of certain cony s of our b
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We have centered into licensing arrangements with various third partics. Any financial instability of licensees and their inability to fulfill the terms and obligations under
their res pective agreements with us could have a material adverse cffect on our revenues with respect to these amangements and could causc us to incur substantial costs,
including moving the services in-housc or finding an altemative third party to performthe scrvices.

The lack of willingness of our vendors to provide acceptable payment terms could negatively impact our liguidity and/or reduce the availability of products or services
we seek to procure.

We depend on our vendors to provide us with financing for our purchasces of inventory and services. Our vendors could scek to limit the availability of vendor credit to
us or other terms under which they scll to us, or both, which could negatively impact our liquidity. In addition, the inability of our vendors to access liquidity, or the

insolvency of our vendors, could lead to their failure to deliver
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inventory or other services to us. Certain of our vendors may finance their operations and/or reduce the risk associated with collecting accounts reccivable fromus by
schling or “factoring” the reccivables or by purchasing credit insurance or other forms of protection from loss associated with our credit risks. The ability ofour vendors to
do so is subject to their pereeption of our credit quality and operational performance. Our vendors could be limited in their ability to factor reccivables or obtain credit
protection in the future becausc of their own financial condition and market pereeptions of our financial position, credit worthiness and opcrational performance, which
could reducc the availability of products orservices we scek to procurce,

We may be subject to product liability clains if people or properties are harmed by the products we sell or the services we offer.

We scll products produced by third party manufacturers. Some of these products may cxpose us to product liability claims rclating to personalinjury, death or property
damage causcd by such products and may require us to take actions, such as product recalls. In addition. we also provide various scrvices which could give risc to such
claims. Although we maintain fiability insurancc to mitigatc these potential claims, we cannot be certain that its coverage will be adequatc for liabilities actually incurred or
that insurance will continuc to be available on cconomically reasonable tems or at all. Product liability claims can be expensive to defend and can divert the attention of
management and other personnel for significant periods. regardiess of the ultimate outcome. Claims of this naturc. as well product recalls, could also have a negative impact
on customer confidence in the products and scrvices we offer and on our reputation, and could have a material adverse effect on ourbusiness and our results of operations.

b ial additional costs and become

Ifwe do not maintain the security of our ¢ , associate or company information, we could damage our reg ion, incur
subject to litigation.

Any significant sccurity compromisc or breach of customer, associate or Corporation data, cither held or maintained by the Corporation or our third party providers.
could significantly damage our reputation and brands and result in additional costs. lost sales, fincs and/or lawsuits. The regulatory environment in Canada related to
information sccurity and privacy is very rigorous. There is no guarantee that the procedures that we have implemented to protect against unauthorized aceess to sceured
data arc adcquatc to safcguard against all data security breaches. A data sccurity breach could negatively impact our business and ourresults of operations.,

We are subject to a mumber of long-term real estate leases which could restrict our ability to respond to changes in demographics or the retail envirovment and
adversely impact our results of operations.

As of October 14, 2014, we operated a total of 113 Full-Line department stores, 307 specialty stores (including 47 Scars Home stores, 11 Outlet stores, four Appliances
and Mattresscs stores, 211 Hometown Dealer stores operated under independent local ownership and 34 Corbeil stores). 1,378 catalogue merchandise pick-up locations and
96 Scars Travel offices. We own 14 Full-line departiment stores. The majority of the remaining Full-Line department stores are held under long-termleases. We operate the
majority of our Scars Home stores under short-termicasces. While we are able to change our merchandise mixand relocate stores in order to maintain competitiveness. we are
restricted from vacating a current site without breaching our contractual obligations and incurring lease related expenscs for the remaining portion of the Iease-term The
long-termnature of the leases may limit our ability to respond in a timely manner to changes in the demographic or retail environment at any location. which could adversely
affect our results of operations. In addition. when leascs for the stores in our ongoing opcerations cxpire, we rmay be unable to negotiate rencwals, cither on commercially
acceptable tewms, or at all, which could causc us to close stores. Accordingly, we arc subject to the risks associated with leasing real estate. which could have an adverse
cffect on ourresults of operations.
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We may be subject to legal proceedings if we violate the operating covenants in our real estate leases that could adversely affect our business and results of operations.

As of October 14. 2014, we had operating covenants with landlords for approximately 100 of our Full-Line department stores. An operating covenant gencrally requires
us, during nonmal operating hours, to operatc a store continuously as per the identificd fonmat in the lease agreement. As of October 14, 2014, the remaining termof the
various Scars operating covenants ranged fromless than one year to 25 years, with an average remaining torm of approximately seven years, not including renewal options
available to Scars Canada. Failurc to obscrve our operating covenants may result in fegal proceedings against us and adverscly affect ourbusiness and resulits of
opcrations.

We are subject to laws and regulations that impact our business and a failure to comply with such laws and regulations conld lead to lawsuits or regulatory actions
against us that could adversely affect our business and results of operations.

Laws and regulations arc in place to protect the interests and well-being of our customers and communities, business partners. supplicrs, employces, sharcholders and
creditors. Changes 1o statutes, laws, regulations or regulatory policies, including changes in the interpretation, implementation or enforcement of statutes. laws, regulations
and regulatory policics, could adversely affect our business and results of operations. In addition, we may incur significant costs in the course of conplying with any
changes to applicable statutcs, laws, regulations and regulatory policies. Qur failure to conply with applicable statutes, laws. regulations or regulatory policics could result
in a judicial or regulatory judgment or sanctions and financial penaltics that could adversely impact our reputation, business and results of operations. Although we believe
that we have taken reasonable measurcs designed to ensure compliance with goveming statutcs, laws, regulations and regulatory policics in the jurisdictions in which we
conduct business, there is no assurance that we will always be in compliance or deemed to be in compliance.

In addition, changing laws, regulations and standards relating to corporate governance and public disclosure, including those related to forcign private issuers and the
Sarbanes-Oxley Act of 2002, and related regulations implemented by the SEC are creating uncertainty for forcign private issuers, increasing legal and financial compliance
costs, and making some activitics more time consuming. We arc currently evaluating and monitoring developments with respect to new and proposed rules, such as the new
conflict minerals disclosurc requirements, and cannot predict or estimate the amount of additional costs we may incur or the timing of such costs. We intend to invest
resourees to comply with evolving laws, regulations and standards, and this investment may result in increased gencral and administrative expenses. If our cfforts to comply
with ncw laws, regulations and standards differ fromthe activitics intended by regulatory or goveming bodics duc to ambiguities related to practice, regulatory authoritics
may initiate legal proceedings against us and our busincss may be harmed. The costs of compliance or our failure to comply with these laws. rules and regulations could
adversely affect our reputation, business, results of operations, financial condition and the price of our Conimon Sharcs.

We may lose our foreign private issuer status in the future, which could result in significant additional costs and expenses to us.
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In order to naintain our curent status as a forcign private issuer under U.S. federal securitics laws, a majority of our Common Shares must be cither directly or indirectly
owned by non-residents of the United States unless we also satisfy cach of the three additional requirements in accordance with the definition of "forcign private issuer”
under the U.S. Exchange Act. In addition to the majority of our Common Shares being owned by residents of the United States, if any of (i) the majority of our exceutive
officers or directors arc United States citizens or residents, (i) more than fifty percent of our assets arc located in the United States or (ifi) our business is administered
principally in the United
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Statcs, then we would losc our foreign private issucr status. We currently satisfy the test and qualify as a forcign private issucr, but we cannot be certain that we will mect
thesc requirements in the future. The regulatory and compliance costs to us under U.S. federal sccuritics laws as a U.S. domestic issucr may be significantly morc than the
costs we incur as a Canadian foreign private issucr. If we ccase to be a forcign private issuer, we would not be cligible to usc the multijurisdictional disclosure systemor
other foreign issuer forms and would be required to file periodic and current reports and registration statements on U.S, domestic issucr fonms with the SEC, which arc more
detailed and cxtensive than the forms available to a foreign private issuer. We may also be required to preparc our financial statements in accordance with U.S. gencrally
accepted accounting principles, or GAAP. Thesc additional reporting obligations could be costly and have a negative impact on our financial condition.

We are required to comply with federal and provincial environmental laws and regudations, the cost of which may adversely affect our results of operations and
Sfinancial condition.

We arc exposed to environmental risk as an owner, lessor and lessce of property. Under federal and provincial laws, the owner, Iessor or lessee could be Tiable for the
costs of removal and remediation of certain hazardous substances on its propertics or disposed of at other locations. The failure to remove or remediate such substances, if
any. could lead to claims against us.

We are currently remediating various locations across Canada where we operated auto centers, gas bars and a logistics facility. The extent of the remediation and the
costs thercof have not yet been determined. We continue to monitor the costs of remediation and appropriately provide for these costs in our reserves. If we commit to
renovating a leascd or owned building that contains or may contain asbestos, orif asbestos is inadvertently disturbed, we will be legally obligated to comply with asbestos
remmoval standards. The extent of this liability has not yet been determined beeause the costs to remove asbestos depend upon factors including, among others, the location
and cxtent of any renovations undertaken. Inadvertent disturbance of asbestos cannot be forescen. The costs incurred by us could be significant and may negatively impact
our results of operations and financial condition.

We are exposed to a variety of legal proceedings, including class action lawsuits, and tax audits which, if adversely decided, could materially adversely affect us.

We curently are imvolved in various legal proccedings incidental to the nonmal course of business. Although we arc of the view that the final disposition of any such
litigation is not cxpected to have a material adverse effect on our liquidity, consolidated financial position or results of operations, the outcome of such litigation cannot be

predicted with certainty.

in the ordinary coursc of business. we arc subject to ongoing audits by taxauthoritics. While we belicve that our tax filing positions are appropriate and supportable,
periodically, certain matters are reviewed and from time to time challenged by the taxauthoritics. As we routinely evaluate and provide for potentially unfavorable outcomes
with respect to any tax audits, we belicve that the final disposition of tax audits will not have a material adverse effect on our liquidity. consolidated financial position or
results of operations. Ifthe result of a tax audit materially differs fromthe existing provisions, our effective taxrate and our net camings could be affected positively or
negatively in the period in which the taxaudits arc conpleted.

On July 5, 2013, a "Scars Hometown" store owner in Woodstock, Ontario launched a class action lawsuit on behalf of approximatcly 260 Scars Homctown dealers across
Canada who became dealers on or after January 1, 2011 against Scars Canada and Scars. Rocbuck and Co. (together with Scars Canada, the "Secars Defendants”), a
subsidiary of Scars Holdings. The claimalleges that the Scars Defendants breached contractual dutics and duties under provincial franchisc laws by forcing the Hometown
storc dealer-owners to work for subsistence-level compensation and by depriving themof any realistic opportunity to share in the profits generated by the Hometown store
system. The claim
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also alleges that Scars Canada has cneroached on the dealers’ protected market arcas through direct-channcl sales. The dealer plaintiffs seck $100 million in damages and
injunctive rclicf. The action was certificd as a class action on Sceptember 8, 2014, Akthough Scars Canada intends to vigorously defend these allegations, we belicve the
outcomx is indeterminable. and the monetary damages. if any, cannot be reliably estimated.

Our results of operations may be adversely impacted if insurance coverage is deemed insufficient or if we or the insurance industry is affected by unexpected material
events.

We nmintain directors and officers insurance, liability insurance. business interruption and property insurance and this insurance coverage reflects deductibles, self-
insurcd retentions, limits of liability and similar provisions. Although we have taken measurcs to ensurc that it has the appropriate coverage, including maintaining an annual
rescrve for liability claims, there is no guarantee that our insurance coverage will be sufficient. or that insurance proceeds will be paid to us in a timely manncr. In addition,
there are types of losses we may incur but against which we cannot be insured or which we believe are not cconomically reasonable to insure, such as losscs duc to acts of
war and certain natural disasters. If we incur thesc losses and they are material, our business, operating results and financial condition may be adverscly affected. Also,
certain material events may result in sizable fosscs for the insurance industry and materially adverscly impact the availability of adequate insurance coverage or result in
significant premium increases. Accordingly, we may clect to self-insure, accept higher deductibles or reduce the amount of coverage in responsc to such market changes.

Events outside our control such as social or political unrest, natural disasters, labour disruptions or contractual disputes, strikes, extreme or unseasonable weather,
acts of war or terrorism, systens breakdowns or power outages could have a material adverse effect on our business and results of operations.

Ourbusincss is sensitive to customers' spending patterns, which may be affected by domestic and international social or political unrest, natural disasters, labour
disruptions or contractual disputes of Scars Canada, its supplicrs or third party scrvice providers, strikes, extreme or unscasonable weather, acts of war or terrorism, or other
significant cvents outside of our control, any of which could lead to a decreasc in spending by consumers. In addition, such cvents as wellas systems breakdowns and
power outages could causc store closurces, distupt our supply chain or other operations, delay shipments of our merchandise to consumers, reduce our revenuc and result in
cxpenses to repair or replace our facilities. Disruptions during a peak scason such as the month of December, which may account for a substantialamount of a year's
camings. could have a particularly adverse effect on our business and results of operations,

Our business coudd suffer if we are unsuccessful in making, integrating, and maintaining acquisitions and inv

Fromtime to time we pursuc stratcgic acquisitions of, joint arangements with, or investments in, other companics or businesses. although we have no present
commitments with respect to any material acquisitions or investments. Any such acquisition, joint aangement or investment that we make may require us to spend our
cash. orincur debt, contingent liabilitics, or amortization cxpenses related to intangible asscts. any of which could reduce our profitability and harmour busincss.
Acquisitions, joint arrangements and investments also increase the complexity of our business and place strain on our management, personncl, operations, supply chain,
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financial resources, and internal financial controls and reporting functions. We may not be able to manage acquisitions, joint arrangements or investments cffectively, which
could damage our reputation, limit our growth and adverscely affect our business and results of operations.
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Financial Risks

Our business has been and will continue to be affected by Canadian and worldwide economic conditions; a persistence or worsening of current economic conditions
cotdd lead to reduced revenues and gross margins, and negatively impact our liquidity.

We plan ouroperations giving rcgard to cconomic and financial variables that are beyond our control. Changes to these variables may adverscly impact our
performance. Should the current cconormic conditions persist or worsen, heightened competition, a further decline in consumer confidence, lower disposable income, higher
uncmployment and personal debt levels may result, which could lead to reduced demand for our products and serviees. Any of these cvents could cause us to increase
inventory markdowns and promotional expenses, thereby reducing our gross margins and results of operations. If the Canadian or global cconomics worsen, we could
expericnee a decline in same store sales, crosion of gross profit and profitability.

Increasing fucl and cnergy costs may have a significant negative impact on our operations. We require significant quantitics of fucl for the vehicles used to distribute
and dcliver inventory and we arc exposcd to the risk associated with variations in the market price for petroleum products. We could experience a disruption in energy
supplics, including our supply of gasoline. as a result of factors that are beyond our control, which could have an adverse effect on our business. Certain of our vendors
also arc experiencing increascs in the cost of various raw materials, such as cotton, oil-related materials, steel and rubber, which could result in increases in the prices that we
pay for merchandise. particularly apparcl, appliances and tires and adversely affoct our resuits of operations.

We are exposed to liquidity risk and our failure to fulfill financial obligations could adversely affect our results of operations and financial condition.

We could face liquidity risk duc to various factors, including but not limited to, the unpredictability of the current cconomic climate. failure to sccure appropriate
funding vehicles and cash flow issues relating to the operation and management of the business. Failure to fulfill financial obligations duc and owing fromus as a result of
this liquidity risk could have undesirable consequences on us and adverscely affect our results of operations and financial condition.

Fluctuations in US. and Canadian dollar exchange rates may adversely impact our results of operations.

Qur foreign exchange risk is cumrently limited to currency fluctuations between the Canadian and U.S. dollar. We arc vulnerable to increascs in the value of the US.
dollar relative to the Canadian dollar becausce the majority of our revenues arc denominated in Canadian dollars and a substantial amount of the merchandise we purchase i
priced in U.S. dollars. The costs of these goods in Canadian dollars risc when the U.S. dollar increasces in vaiuc relative to the Canadian dollar and, as a result, we may be
forced to increase our prices or reducc our gross margins. We may usc foreign currency forward and option contracts to hedge the exchange rate risk on a portion of our
expected requirement for U.S. doflars. There can be no assurance that our hedging cfforts will achicve their intended results or that our estimate of our requirement for U.S.
dollars will be accurate, with the result that currency fluctuations may have an adverse impact on our results of operations.

In addition, any significant appreciation of the Canadian dollar relative to the U.S. doHar presents an additional challenge to us as our customers arc motivated to cross-
border shop, which may have an adverse impact on our results of operations.

We are exposed to counterparty credit risks which could adversely affect our resuldts of operations,

Credit risk refers to the possibility that we can suffer financial losses duc to the failure of counterpartics to meet their payment obligations to the Corporation. Exposurce
to credit risk exists for
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denivative instruments, cash and cash equivalents, short- term investments, accounts receivable and investments included in other long-termasscts. Cash and cash
cquivalents, accounts reccivable, derivative financial asscts, and other long-termassets of $345.6 million as at August 2, 2014 (February 1, 2014: $605.8 million; August 3,
2013: $399.0 million) exposc the Corporation to credit risk should the borrower default on maturity of the investment.

Although we seek to manage this exposure through policies that require borrowers to have a minimumecredit rating of A, and limiting investments with individual
borrowers at maximum levels based on credit rating. there can be no assurance that we will be able to success fully manage our credit risk.

We invest our surplus cash in investment grade, short-term money market instruments, the return on which depends upon interest rates and the credit worthiness of the
issuer. We attempt to mitigate credit risk resulting from the possibility that an issucr may default on repayment by requiring that issuers have a minimum credit rating and
limiting exposures to individual borrowers.

Expenses associated with our retirement benefit plans may fluctuate significantly depending on changes in actuarial assumptions, fisture market performance of plan
assets, and other events outside of our control and adversely affect our results of operations.

We currently maintain a hybrid registered pension plan (with both a defined benefit component and a defined contribution component), a non-registered suppiemental
savings arrangement and a defined benefit non-pension retirement plan, which provides life insurance, medical and dental benefits to cligible retired associates through a
health and welfare trust. The defined benefit component of the registered pension plan continues to accrue benefits related to future compensation increascs although no
further service credit is camed. In addition. we no longer provide life insurance, medical and dental benefits at retirement for associates who had not achieved the cligibility
criteria for these non-pension retirement bencfits as at December 31, 2008,

Therce is no assurance that our retirement benefit plans willbe able to cam the assumed rate of return. New regulations and market driven changes may result in changes
in the discount rates and other variables which would result in us being required to make contributions in the future that differ significantly fromthe cstimates.

Managcement is required to usc assumptions to account for the plans in conformity with IFRS. However, actual future experience will differ from these assumptions
giving rise to actuarial gains or losscs. In any year, actual expericnece differing from the assunptions may be material Plan asscts consist primarily of cash, altemative
investments, marketable cquity and fixed income sccuritics. The value of the marketable cquity and fixed income investments will fluctuate due to changes in market prices.
Plan obligations and annual pension expensc are determined by independent actuaries and through the use of a number of assumptions.

Although we belicve that the assumptions used in the actuarial valuation process are reasonable, there remains a degree of risk and uncertainty which may causc
results to differ materially from expectations. Significant assumptions in measuring the benefit obligations and pension plan costs include the discount rate and the rate of
compensation increase. Sce Note 20, "Retirement benefit plans™ to the Financial Statements for a more detailed description of our pension plans and the obligations
thercunder.

78









CERTAIN UNITED STATES FEDERAL INCOME TAX CONSIDERATIONS

The following is a discussion of certain U.S. federal income tax considerations relating to the receipt, sale, exercisc and expiration of the subseription rights and the
ownership and dispasition of Commmon Shares to holders of SHC Stock. This discussion is based on the U.S. Internal Revenue Code of 1986, as amended. or the "Code,”
U.S. Treasury regulations promulgated or proposed thereunder and administrative and judicial interpretations thercof, all as in cffect on the date hereof, and all of which are
subject to change, possibly with retroactive cffect, or to different interpretation. This discussion docs not address all ofthe U.S. federalincore tax considerations that may
be rclevant to specific holders in light of their particular circunstances or to holders subject to special treatment under US. federal income taxlaw (such as banks, insurance
companics, dealcrs in securitics or other holders that gencrally mark their sceuritics to market for U.S. federal income tax purposes, tax-cxempt entities, retirement plans,
regulated investment companics, real estate investment trusts, certain former citizens or residents of the United States, holders that hold SHC Stock, subscription rights or
Common Shares as part of a straddle, hedge, conversion or other integrated transaction, holders that do not hold their SHC Stock or subscription rights as capital assets,
holders that own or arc deemed to own 5% or morc of the Common Shares (as measured by voting power), holders that would not (upon cxercisc of the subscription rights)
hold the Conmon Shares as capital asscts, and holders that have a "functional currency” other than the U.S. dollar). This discussion docs not address any U.S. state or local
ornon-U.S. tax considerations or any U.S. federal estate, gift or alternative minimum tax considerations, nor doces it address any aspects of the uncarnced income Medicare
contribution tax pursuant to the Health Care and Education Reconciliation Act of 2010.

For purposcs of this discussion, the term"U.S, holder” means a beneficial owner of SHC Stock that receives subscription rights by reason of holding SHC Stock or that
acquircs Common Shares upon the excreisc of such subscription rights and that, for U.S. federal income tax purposcs, is

M an individual who is a citizen or resident of the United States;

. a corporation created or organized in or under the laws of the United States, any state thercof or the District of Columbia;

* an estate the income of which is subject to U.S. federal income taxregardless of its source; or

. a trust (x) with respect to which a court within the United States is able to excrcisc primary supcrvision over its administration and onc or more United States

persons have the authority to control alt of its substantial decisions or (y) that has in cffect a valid clection under applicable U.S. Treasury regulations to be
treated as a United States person.

As used in this discussion, the term "Non-U.S. holder” means a beneficial owner of SHC Stock that receives subscription rights by reason of holding SHC Stock or that
acquires Cormmmon Sharcs upon the excreise of such subscription rights and that is not a U.S. holder or a partnership (including an entity treated as a partnership for US.
federal income tax purposes).

The U.S. federal income tax considerations relating to the reecipt, sale, exercisc and expiration of the subscription rights and the ownership and disposition of Conmon
Shares to an entity that is trcated as a partnership for U.S. federal income tax purposes will depend in part upon the status and activitics of such entity and the particular
partner. Any such entity should consult its own taxadvisor regarding the U.S. federal income tax considerations applicable to it and its partners relating to the receipt, sale,
exercise and expiration of the subscription rights and ownership and disposition of Common Shares.

No ruling on the treatment of the receipt, sale, exereise and expiration of the subscription right or the ownership and disposition of the Conimon Sharcs in cach casc for
U.S. federal income tax purposcs, has been or will be sought fromthe IRS with respect to any of'the U.S. federal income tax considerations discussed below, and no
assurance can be given that the IRS will not take a position contrary to the discussion below.
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HOLDERS SHOULD CONSULT THEIR OWN TAX ADVISORS REGARDING THE U.S. FEDERAL. STATE AND LOCAL AND NON-U.S, INCOME, ESTATEAND
OTHER TAX CONSIDERATIONS RELATING TO THE RECEIPT, SALE, EXERCISE AND EXPIRATION OF THE SUBSCRIPTION RIGHTS AND THE OWNERSHIP AND
DISPOSITION OF COMMON SHARES IN LIGHT OF THEIR PARTICULAR CIRCUMSTANCES.

Tax Consequences to U.S. Holders
Receipt of Subscription Rights

A U.S. holder that receives a subscription right in respect of a share of SHC Stock should gencrally have taxabie dividend income equal to the fair narket value (ifany)
ofsuch right on the date ofits distribution from Scars Holdings to the extent it is made from Scars Holdings' cutrent or accumulated carnings and profits (as determined
under U.S. federal income tax principles ). If such fair market value exceeds Scars Holdings' current and accumulated camings and profits, such excess generally should be
treated first as a tax-free retum of capital to the extent of the U.S. holder's tax basis in such sharc of SHC Stock, and then as capital gain,

Ifa U.S. holder does not scll subscription rights to fund any taxrequired to be paid as a result of the distribution of the subscription rights, such U.S. holder will have to
pay any such tax fromother sources. Ifa U.S. holder does sell subscription rights to fund any such tax the proceeds may, depending on the sale price, be greater or less
than the amount of such tax and the U.S. holder will have to pay any shortfall fromother sources.

Suale of Subscription Rights

Upon the sale of the subscription rights received in respect of SHC Stock, a U.S. holder gencerally should recognize short-term capital gain or loss cqual to the difference
between the amount realized on such sale and the U.S. holder's adjusted taxbasis in the subscription rights sold. A U.S. holder's adjusted tax basis in a subscription right
should generally cqual its fair market value (if any) on the date of its distribution.
Exercise of Subscription Rights

A U.S. holder should generally not recognize any gain or loss upon the exercise of a subscription right. A U.S. holder's initial tax basis in cach sharc of Scars Canada
acquircd upon the exercisc of a subscription right should generally equal the sumof (1) the U.S. holder's adjusted taxbasis in such right and (2) the subscription price paid
for such share.
Expiration of Subscription Rights

[fa subscription right cxpires without being exercised by a U.S. holder, such U.S. holder should generally recognize a short-term capital loss cqual to such U.S. holder's
adjusted tax basis in such right. Capital losscs arc generally available to offsct only capital gain (cxcept, to the extent of up to $3,000 of capital loss per ycar. in the casc ofa
non-corporate U.S. holder) and therefore gencerally cannot be used to offsct any dividend income arising from the receipt of'a subscription right.
Ownership and Disposition of Comnon Shares

Taxation of Distributions on Common Shares.  Subject to the passive foreign investment company rules discussed below, the gross amount of any actual or deemed

distribution (including any Canadian taxcs withheld therefrom) on Common Shares will be included in the gross income of'a U.S. holderas a dividend to the extent such
distribution is paid out of our current or accumulated camings and profits, as determined under United States federal income taxprinciples. A distribution in excess of our
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limitations with respect to federal income tax retums filed by a U.S. holder. U.S. holders should consult their taxadvisors regarding the implications of the forcgoing
requirements with regard to the receipt, sale, and exercise of the subscription rights and the ownership and disposition of Common Shares.

Tax Consequences to Non-US. Holders
Receipt of Subscription Rights

A Non-U.S. holder that reccives a subscription right in respect of a share of SHC Stock should generally have taxable dividend income equal to the fair market value Gf
any) of such right on the date of its distribution from Scars Holdings to the cxtent it is made from Scars Holdings' current or accunulated camings and profits (as determined
under U.S. federal income tax principles ). If such fair market value cxceeds Scars Holdings' current and accumulated camings and profits, such excess gencerally should be
treated first as a tax-fice retum of capital to the cxtent of the Non-U.S. holder’s taxbasis in such share of SHC Stock, and then as capital gain.

A distribution of subscription rights treated as a dividend on SHC Stock that is reccived by or for the account of a Non-U.S. holder gencrally will be subject to U.S.
federal withholding taxat the rate of 30.0%, or at a lower rate if provided by an applicable tax treaty and the Non-U.S. holder provides the documentation (gencrally, IRS
Form W-8BEN or W-8BEN-E) required to claimbenefits under such tax treaty to the applicable withholding agent. If withholding tax applics to the distribution of the
subscription rights to a Non-U.S. holder, thc Non-U.S. holder's broker (or other applicable withholding agent) will be required to remit any such withholding taxin cash to
the IRS. Depending on the circumstances, the broker (or other applicable withholding agent) may obtain the funds necessary to remit any such withholding taxby asking the
Non-U.S. holder to provide the funds. by using funds in the Non-U.S. holder's account with the broker or by sclling (on the Non-U.S. holder's behalf) ali or a portion of the
subscription rights.

If, however, a dividend is effectively connected with the conduct of a trade or business in the United States by a Non-U.S. holder, such dividend generally will not be
subject to U.S. federal withholding tax if such Non-U.S. holder provides the appropriate documentation (gencrally, IRS Form W-8ECT) to the applicable withholding agent.
Instead, such Non-U.S. holder gencrally will be subject to U.S. federal incone tax on such dividend in substantially the same manner as a U.S. holder (except as provided by
an applicablc tax treaty). In addition, a Non-U.S. holder that is a corporation may be subject to a branch profits taxat the rate of 30.0% (or a lower rate if provided by an
applicablc tax treaty) on its cffectively connected income for the taxable year, subject to centain adjustments.

Sale of Subscription Rights
A Non-U.S. holder gencrally should not be subject to U.S. federal income taxon any gain realized on the sale of the subscription rights unless:
) such gain is cffectively connected with the conduct of a trade or business in the United States by such Non-U.S. holder, in which event such Non-U.S. holder
gencrally will be subject to U.S. federal income tax on such gain in substantially the same manner as a U.S. holder (except as provided by an applicable tax

treaty) and, if it is a corporation, may also be subject to a branch profits taxat the rate of 30.0% (or a lower rate if provided by an applicable tax treaty); or

(i) such Non-U.S. holder is an individual who is present in the United States for 183 days or more in the taxable year of such sale and certain other conditions are
met (except as provided by an applicable treaty).
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Exercise of Subscription Rights

A Non-U.S. holder should not recognize any gain or loss upon the exercise of a subscription right. A Non-U.S. holder's initial tax basis for U.S. federal income tax
purposcs in cach Common Sharc acquired upon exercise of a subscription right should cqual the sumof (1) the Non-U.S. holder's adjusted taxbasis in such right and (2} the

subscription price paid for such sharc. A Non-U.S. holder’s adjusted tax basis for U.S. federal income tax purposcs in a subscription right should cqual its fair market value (if

any) on the date of its distribution.
Expiration of Subscription Rights

If a subscription right cxpircs without being cxereised by a Non-U.S. holder. such Non-U.S. holder should generally realize a capital loss cqual to such Non-U.S. holder's
adjustcd tax basis in such right. A Non-U.S. holder generally cannot deduct capital losses.

Ownership and Disposition of Comunon Shares

A Non-U.S. holder generally should not be subject to U.S. federal income tax upon any actual or deemed distribution made on Commmon Shares or upon any gain realized
on the sale or other disposition of Cormmon Shares, unless (i) such distribution or gain is effectively connected with the conduct of a trade or business in the United States
by such Non-U.S. holder or (i) such Non-U.S. holder is an individual who is present in the United States for 183 days or morc and certain other conditions arc met, as
described above under the heading "Tax Consequences to Non-U.S. Holders-—Sale of Subscription Rights."

Information Reporting and Backup Withholding

Under certain circumstances, information reporting and/or backup withholding may apply to a Non-U.S. holder with respect to the distribution of the subscription
rights, unless such Non-U.S. holder certifics under penaltics of perjury that it is not a United States person (generally by providing an IRS Form W-8BEN or W-8BEN-E) or
otherwisc cstablishes an excroption. Any amounts withheld under the backup withholding rules generally will be allowed as a refund ora credit against a Non-U.S. holder's
U.S. federal inconx tax liability if the required information is fumished by the Non-U.S. holder on a timely basis to the IRS. If backup withholding taxapplics to the
distribution of the subscription to a Non-U.S. holder, the holder's broker (or other applicable withholding agent) will be required to remit any such backup withholding taxin
cash to the IRS. Depending on the circunstances, the broker (or other applicable withholding agent) may obtain the funds necessary to remit any such backup withholding
tax by asking the Non-U.S. holder to provide the funds, by using funds in the U.S. holder's account with the broker or by sclling (on the Non-U.S. holder’s behalf) altora
portion of the subscription rights.
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LEGAL MATTERS

Certain Canadian legal matters in connection with the Rights Offering will be passcd upon on behalf of Scars Canada by Torys LLP and on behalf of Scars Holdings by
Osler, Hoskin & Harcourt LLP and certain legal matters relating to United States laws will be passced upon on behalf of Scars Canada by Torys LLP, New York, New York and
on behalf of Sears Holdings by Wachtell, Lipton, Rosen and Katz LLP. As at the date hercof, the partners and associates of Torys LLP. as a group, beneficially own, dircetly
or indircetly, less than 1.0% of the outstanding sceuritics of Scars Canada, and the partners and associates of Osler, Hoskin & Harcourt LLP and Wachtell, Lipton, Rosen
and Katz LLP. as a group, beneficially own. dircetly or indircetly. less than 1.0% of'the outstanding sceuritics of Scars Holdings.
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