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Court File No.:  CV-17-11846-00CL 

ONTARIO
SUPERIOR COURT OF JUSTICE  

(COMMERCIAL LIST) 

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

AND IN THE MATTER OF A PLAN OF COMPROMISE OR  
ARRANGEMENT OF SEARS CANADA INC., 9370-2751 QUEBEC INC.,  

191020 CANADA INC., THE CUT INC., SEARS CONTACT 
SERVICES INC., INITIUM LOGISTICS SERVICES INC., INITIUM 
COMMERCE LABS INC., INITIUM TRADING AND SOURCING 

CORP., SEARS FLOOR COVERING CENTRES INC., 173470 CANADA 
INC., 2497089 ONTARIO INC., 6988741 CANADA INC., 10011711 

CANADA INC., 1592580 ONTARIO LIMITED, 955041 ALBERTA LTD., 
4201531 CANADA INC., 168886 CANADA INC., and 3339611 CANADA INC. 

(each an "Applicant", and collectively, the "Applicants" or "Sears Canada") 

NOTICE OF MOTION 
(Motion by Retirees re: Deemed Trust and distribution to the pension plan) 

Representative Counsel to the court-appointed Representatives of employees and retirees 

with respect to pensions and post-retirement benefits of the Applicants (collectively, the 

"Retirees") will make a motion to a Judge presiding over the Commercial List on a date 

to be established by the Commercial List Office at 330 University Avenue, Toronto, 

Ontario. 

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

THE MOTION IS FOR: 

1. A DECLARATION that the amount of the pension plan wind up deficit (the 

"Wind Up Deficit") as determined in the actuarial wind up report, that is owing by Sears 
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Canada to the Sears Canada Inc. Registered Retirement Plan, Registration No. 0360065; 

the "Sears Canada Plan") is deemed to be held in trust (the "Deemed Trust") for the 

beneficiaries of the Sears Canada Plan among the assets in the estate of Sears Canada, in 

accordance with section 57(4) of the Pension Benefits Act R.S.O. c. P. 8 (“PBA”); 

2. A DECLARATION that the amount subject to the Deemed Trust has priority 

ahead of the claims of all other creditors of Sears Canada, and that such amount is not 

distributable to such other creditors (other than the CCAA court-ordered charges 

described at paragraphs 47 and 50 of the Amended and Restated Initial Order, dated June 

22, 2017 (the "CCAA Charges"));  

3. AN ORDER directing the Monitor (or any subsequent trustee in bankruptcy or 

receiver) to pay the amount of Wind Up Deficit from the assets in the estate of Sears 

Canada into the fund of the Sears Canada Plan, after reasonable reserves in respect of the 

CCAA Charges; 

4. A DECLARATION that the plan administrator that was appointed by the 

Ontario Superintendent of Financial Services for the Sears Canada Plan, Morneau 

Shepell, ("Morneau" or the "Administrator"), has a lien and charge under section 57(5) 

of the PBA for the same amount of the Wind Up Deficit (the "Administrator's Lien 

and Charge"); 

5. A DECLARATION that the above declarations and orders survive any future 

bankruptcy or receivership of the Applicants; and, 
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6. Such further and other relief as counsel may request and this Honourable Court 

permit. 

THE GROUNDS FOR THE MOTION ARE: 

Background of the Sears Canada CCAA proceeding 

1. In 2005, Sears Canada came under the control of Edward Lampert ("Lampert") 

and his firm, ESL Investments ("ESL"), a hedge fund, both based in the United States.  

Lampert is the Chief Executive Officer of ESL. The path to control of Sears Canada 

commenced on or about January 22, 2002 when Kmart Corporation filed for Chapter 11 

bankruptcy protection.  It emerged from Chapter 11 as a subsidiary of the newly formed 

Kmart Holding Corporation ("Kmart"), which began trading on the NASDAQ stock 

exchange on June 10, 2003.  Through debt purchases made by ESL during the Kmart 

Chapter 11 proceedings, ESL became the majority shareholder of Kmart, controlling 

53% of the stock of the new company.   

2. On March 24, 2005, Kmart acquired Sears, Roebuck and Co. to form Sears 

Holdings Corporation ("Sears Holdings"). Sears Roebuck and Co. owned approximately 

54.3% of the shares of Sears Canada. Thus, through the acquisition by Kmart of Sears 

Roebuck, Sears Holdings became the majority shareholder of Sears Canada. Since 

Lampert and ESL were the controlling shareholders of the newly-formed Sears 

Holdings, this corporate structure also gave them effective control of Sears Canada. 
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3. Under the control of Lampert and ESL, the Sears Canada retail business 

deteriorated and had continual financial losses. Nevertheless, substantial cash was being 

extracted from Sears Canada.  On May 22, 2014, for example, it was announced at a 

Sears Holdings shareholders meeting call that Sears Holdings was exploring ways to 

"monetize" Sears Canada.  

4. Commencing in 2005, Sears Canada  declared five dividends, ultimately totalling 

approximately $3 billion in dividend payouts from Sears Canada:   

Dividend Amount

December 9, 2005 $1,557,000,000
May 11, 2006 $13,000,000

September 20, 2010 $753,000,000
December 20, 2012 $102,000,000
December 9, 2013 $509,000,000

Total $2,934,000,000

The Sears Canada Plan 

5. There are approximately 18,000 retirees of Sears Canada, who through their 

employment service earned an entitlement to be paid pension benefits for their lifetimes.  

Their pension benefits are payable to them from the Sears Canada Plan.  The pension 

benefits are the employees' deferred wages for work they performed for the company.  

As former retail employees, the majority of pension benefits paid to Retirees are modest.  

The Retirees rely on their pension benefits for their daily livelihood. 

6. Since 2007, the Sears Canada Plan had a funding deficit, meaning that there are 

insufficient assets in the fund of the plan to pay the monthly pension benefits in the full 
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amounts earned by each employee.  Over the subsequent years, the pension funding 

deficit worsened, ultimately reaching the current wind up deficit of approximately $267 

million:  

Pension Plan 
Wind-up Deficit

December 31, 2007 $36 million
December 31, 2010 $307 million
December 31, 2013 $133 million
December 31, 2015 $267 million

7. In 1996, a group of Sears Canada retirees organized the Sears Retail Group.  This 

group merged with another retiree group ASCR to form the Store Catalog and Retail 

Group ("SCRG")1.  The mandate of SCRG and its predecessor organizations is to 

protect Sears Canada's retirees' pensions and benefits.  There are approximately 6,000 

Sears Canada retirees who are members of SCRG.   

8. Starting in 2013, SCRG wrote to Sears Canada on several occasions expressing 

concerns over the underfunding in the Sears Canada Plan and the company's financial 

losses and deteriorating retail business. 

9. Under current Ontario law, pension plan members have no ability to wind up 

their own pension plan.  

10. On November 6, 2014 and February 27, 2015, given the continued deterioration 

of Sears Canada's business and the wind up deficit, SCRG wrote to Sears Canada and the 

1 Sears Canada refused to allow the retirees to use the "Sears" name in their organization 
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Superintendent, respectively, requesting that the Sears Canada Plan be wound up.  The 

wind up would require Sears Canada to pay the wind up deficit (amortized over five 

years).  The wind up at that time would also have ensured that the Deemed Trust over 

the pension deficit was crystallized before any insolvency filing.  

11. Despite the requests by SCRG, neither FSCO nor the company wound up the 

pension plan. 

12. On June 22, 2017, Sears Canada applied to court and obtained protection from its 

creditors under the CCAA. On the same date, the court also appointed the firm of Koskie 

Minsky LLP as Representative Counsel to the Retirees.   

13. Certain senior management attempted to continue the operation of certain Sears 

Canada stores on a going concern basis but was unsuccessful.  Sears Canada proceeded 

to liquidate its store inventory and sell its real estate and other assets.   

14. The main issue in the CCAA proceedings is the sale of remaining real estate 

assets and the distribution of the sale proceeds to creditors. The Monitor has reported in 

its Eighteenth Report dated May 7, 2018 that the cash balance of the estate as of April 

28, 2018 is $126.2 million, excluding any potential realizations from the sale of the 

remaining real estate assets. 

The pension plan beneficiaries are the priority creditors  

15. At the time of obtaining CCAA protection, Sears Canada had loans from two 

secured lenders: Wells Fargo and GACP Finance Co., LLC.  After obtaining CCAA 
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protection, these secured loans were "rolled up" into a DIP Loan with a CCAA court-

ordered priority.  Sears Canada has paid off these two loans.  There are no secured 

creditors. The Retirees are the priority creditors of the estate of Sears Canada. 

16. As of the date of Sears Canada obtaining CCAA protection, neither the company 

nor Superintendent had wound up the Sears Canada Plan.  

17. On August 11, 2017, Representative Counsel filed a motion before the CCAA 

Court for an order requiring the company or in the alternative, the Superintendent, to 

wind up the Sears Canada Plan.   

18. On October 26, 2017, Representative Counsel sent a letter to the Monitor, 

copying the Service List, providing notice that the Retirees intend to rely on and assert 

the Deemed Trust to recover the amounts owing by Sears Canada to the Sears Canada 

Plan.  For over the past nine months in the CCAA proceeding, all creditors and 

stakeholders of Sears Canada have been on notice that the Retirees assert the PBA 

deemed trust in the amount of the Wind Up Deficit as a priority payment to the Sears 

Canada Plan. 

19. On November 10, 2017, the Superintendent issued a Notice of Intended Decision 

("NOID"), proposing to order that the Sears Canada Plan be wound up as of October 1, 

2017.  A creditor with a contingent claim for a pending class action objected to the 

NOID and requested a hearing before the Financial Services Tribunal ("FST").  The 

objection was ultimately withdrawn.  
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20. On March 29, 2018, the Superintendent issued its wind up order for the Sears 

Canada Plan effective as of October 1, 2017.  Morneau is currently preparing the 

actuarial wind up report.  The Wind-Up Deficit as of the wind up date is expected to be 

in the range of $260 million.   

Retiree losses in the CCAA proceeding 

21. Effective as of October 1, 2017, Sears Canada terminated paying for health, life 

insurance, and certain other retiree benefits (the "OPEBs").  

22. Effective as of August 1, 2018, due to the underfunding in the Sears Canada 

Plan, Morneau reduced monthly pension benefits by 30%.   

23. The total claims of the Retirees are as follows: 

Claim Type # of 
Retirees 

Amount Status Priority 

Pension Plan  
Wind-up Deficit 

17,600 $260,200,000 Accepted a) deemed trust priority for 
plan members 
b) administrator's lien and 
charge (secured claim) 

OPEBs 6,300 $421,000,000 Accepted Unsecured claim 
Lifetime 
Merchandise 
Discount Claim 

16,400 $13,770,000 Accepted Unsecured claim 

Supplemental 
Pension Benefits 

106 $34,585,600 Under 
discussions 
with the 
Monitor  

Unsecured claim 

Total $729,555,600 
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The Pension Claims Process 

24. Subsequent to the effective wind-up date, on February 22, 2018, the CCAA 

Court issued a Claims Procedure Order with respect to employees and Retirees' claims 

with a claims bar date of May 7, 2018 (the "Claims Procedure Order").   

25. In accordance with the Claims Procedure Order, the Retirees (as well as 

Morneau) filed a claim for the Wind Up Deficit. The Retirees asserted priorities based 

on the Deemed Trust.2 Morneau also filed a claim for the Wind Up Deficit asserting the 

Administrator's Lien and Charge in accordance with section 57(5) of the PBA. 

26. The exact quantum of the Wind-Up Deficit will not be known until the final 

deficit calculations are completed by Morneau. 

27. The Claims Procedure Order contemplates that the Monitor will provide written 

notice of any determination it makes, including as to quantum and/or priority, of any 

pension claim. 

28. The Claims Procedure Order does not specify a time within which disallowances 

must be given regarding pension claims, nor to whom appeals from disallowances are to 

be taken. 

29. To date, the Monitor has not issued a disallowance in respect of the Retirees' 

claim for the Wind Up Deficit. 

2 The Retirees also filed claims for the terminated OPEBs, Lifetime Merchandise Discount Claim, and 
terminated Supplemental Pension Benefits. 
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Mediation 

30. On May 9, 2018, the CCAA Judge directed a Mediation among the Retirees and 

major creditor and stakeholder groups to try and reach a resolution of the estate.  A two-

day mediation occurred on June 13 and 14, 2018 with Regional Senior Justice Morawetz 

assisting as Mediator. The Mediation did not result in a settlement at that time. 

The PBA/PPSA Deemed Trust regime creates a priority for pension plan beneficiaries 

31. The Retirees are the priority creditors of the estate.  Section 57(4) of the PBA 

states that the amount that an employer owes to a pension plan on its wind up is deemed 

to be held in trust by the employer for the pension plan beneficiaries.  The amount 

subject to the trust is not the property of the debtor and cannot be distributed to creditors 

of the debtor.  The deemed trust operates as a priority claim and the amount subject to 

the trust – the Wind Up Deficit – is to be paid to the fund of the Sears Canada Plan 

ahead of the claims of all other creditors. 

32. Section 30(7) of the Personal Property Security Act, R.S.O. 1990, c P.10, (the 

"PPSA") expressly recognizes the PBA deemed trusts and states that they have priority 

over secured creditors with respect to an "account or inventory and its proceeds" of the 

debtor. 

33. In addition to the deemed trusts, section 57(5) of the PBA grants the pension plan 

administrator with a Lien and Charge over the same amounts owing by the employer to 
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the pension plan that are subject to the deemed trust, (i.e., in this case, the Wind Up 

Deficit). 

34. The Administrator's Lien and Charge is operative as a back-up priority in case 

the Deemed Trusts are not. 

35. Rules 2.03, 3.02 and 37 of the Rules of Civil Procedure. 

36. Sections 57(4), 57(5), and 75, as well as sections 57, 68, 69, and 83 of the PBA. 

37. Section 30(7) of the PPSA. 

38. Sections 11 and 2(1) of the CCAA (definition of "secured creditor"). 

39. Such further and other grounds that counsel may advise. 

THE FOLLOWING DOCUMENTARY EVIDENCE will be used at the hearing of 

the motion: 

(a) The Affidavit of William Turner, to be sworn; 

(b) The Affidavit of William Turner, sworn on August 11, 2017; and, 

(c) Such further and other material as counsel may advise and this 

Honourable Court permits. 
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July 20, 2018 KOSKIE MINSKY LLP
20 Queen Street West, Suite 900, Box 52 
Toronto, ON  M5H 3R3 

Andrew J. Hatnay – LSUC No. 31885W
Tel: 416-595-2083 / Fax: 416-204-2872 
Email: ahatnay@kmlaw.ca 

Demetrios Yiokaris LSUC#: 45852L
Tel: 416-595-2130/ Fax: 416-204-2810 
Email: dyiokaris@kmlaw.ca 

Amy Tang - LSUC #70164K
Tel: 416-542-6296 / Fax: 416-204-4936 
Email: atang@kmlaw.ca  

Representative Counsel to the Retirees of 
Sears Canada 

TO: SERVICE LIST 
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Scimcr2004 

FORM 51-102F3 
MATERIAL CHANGE REPORT  

 
 
 
1. Name and Address of Company 
 

Sears Canada Inc. 
 222 Jarvis Street, 9th Floor 
 Toronto, Ontario 
 M5B 2B8 
 
 
2. Date of Material Change 
 

March 24, 2005 
 
 
3. News Release 
 

A news release was issued by Sears Canada Inc. on March 31, 2005.   
 

 
4. Summary of Material Change 
 

On March 31, 2005, Sears Canada Inc. announced a change in ownership of its 
controlling shareholder resulting from the recent merger transactions involving 
Sears, Roebuck and Co. and Kmart Holding Corporation, which formed Sears 
Holdings Corporation.  Sears, Roebuck and Co., the owner of approximately 
54.3% of the issued and outstanding shares of Sears Canada Inc., is now a 
wholly-owned subsidiary of Sears Holdings Corporation.   

 
 
5. Full Description of Material Change 
 

See the news release attached as Schedule A. 
 
 
6. Reliance on Subsection 7.1(2) or (3) of National Instrument 51-102 
 

Not applicable. 
 
 
7. Omitted Information 
 

Not applicable. 
 
 
 
 
           …./2 
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8. Executive Officer 
 

The executive officer of Sears Canada Inc. who is knowledgeable about this 
material change is: 

 
 Rudolph R. Vezér 
 Senior Vice-President and Chief Legal Officer 
 Telephone:  (416) 941-4417 
 

 
 
DATED at Toronto, Ontario, this 1st day of April, 2005. 

 
 
 
        SEARS CANADA INC. 
 
 
 

       “Rudolph R. Vezér”  
       Rudolph R. Vezér 

        Secretary 
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SCHEDULE A 
 

Sears Canada Announces Change in Ownership of Controlling Shareholder 
Sears, Roebuck and Co. and Kmart Holding Corporation complete merger 

 
 
TORONTO – March 31, 2005 – Sears Canada Inc. (TSX: SCC) today announced  a change in ownership of 

its controlling shareholder resulting from the recent  merger transactions involving Sears, Roebuck and Co. 

and Kmart Holding Corporation which formed Sears Holdings Corporation (Nasdaq: SHLD).  Sears, 

Roebuck, the owner of approximately 54.3% of the issued and outstanding shares of Sears Canada, is now 

a wholly-owned subsidiary of Sears Holdings.  

 

The merger transactions were completed on March 24, 2005.  Sears Holdings is now the third largest 

retailer in the United States, with approximately U.S. $55 billion in annual revenues and nearly 3,500 retail 

stores, including 2,350 full-line and off-mall stores, and 1,100 specialty retail stores. 

 

Sears Canada is a multi-channel retailer with a network of 122 full-line department stores, 218 off-mall 

stores, 64 home improvement showrooms, over 2,200 catalogue merchandise pick-up locations, 113 Sears 

Travel offices and a nationwide home maintenance, repair, and installation network.  The Company also 

publishes Canada’s most extensive general merchandise catalogue and offers shopping online at 

www.sears.ca. 
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BUSINESS DAY |  CREATING A GIANT: THE OVERVIEW

Kmart Takeover of Sears Is Set; $11
Billion Deal
By CONSTANCE L. HAYS NOV. 18, 2004

Kmart will buy Sears, Roebuck for $11 billion, the companies announced yesterday, a
deal that unites two struggling merchants in an effort to survive against rivals like
Wal-Mart, which passed both in the 1990's on its way to becoming the nation's
largest retailer.

The companies plan to maintain largely separate identities, at least at first. But
shoppers can expect to find Sears moving beyond its base in suburban malls as
hundreds of freestanding Kmarts are eventually transformed into Sears stores.

The deal will create the nation's third-largest retailer, behind Wal-Mart and
Home Depot, with annual revenue of about $55 billion from nearly 3,500 stores.

Once the transaction is completed, most likely by March, Kmart products like
Martha Stewart Everyday housewares should soon start appearing in Sears stores.
Kmart stores are expected to begin selling Sears exclusives like Craftsman tools,
Kenmore appliances and Lands' End apparel.

The takeover is a triumph for Kmart's largest shareholder, Edward S. Lampert, a
billionaire investor who pushed the company to emerge from bankruptcy barely 18
months ago, shut many stores and sold dozens of others to Sears as he presided over
a run-up in Kmart's value on Wall Street. [Page C1.]

The move will combine Kmart, one of the original discounters -- whose "Blue Light
Specials" and "Attention Kmart shoppers" announcements are embedded in the

4
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American lexicon -- with Sears, a middlebrow department store that blazed a
mercantile trail across the country starting in the 19th century but has been on the
wane for the last 40 years.

Whether the two retailers can be winningly put together is uncertain, and the
ultimate strategy has not been fully spelled out. The goal is less to compete with Wal-
Mart directly and more to focus on profitable opportunities in selected markets.

Its success, analysts said, will largely depend on whether the new company can
achieve cost savings through economies of scale, and whether it can bring itself up to
speed with technology that has been so beneficial to Wal-Mart and Target.

It also hinges on the new company's finding a strong identity -- one that will
persuade shoppers to come to its stores. Customer traffic and sales have been
sluggish at both Kmart and Sears.

"This is going to be an enormous undertaking," said Mr. Lampert, who is
Kmart's chairman and will become chairman of the new company, to be called Sears
Holdings. "We're really not looking to have two separate cultures. We're hoping to
blend these into one great culture."

Whenever the deal receives regulatory approval, Mr. Lampert is sure to
dominate the new company, with Kmart having seven board seats and Kmart's newly
minted chief executive, Aylwin B. Lewis, running both retailers. Sears will name
three directors, including its current chief executive, Alan J. Lacy.

Though Kmart's team will control the finances, the Sears name is expected to be
front and center for consumers.

Expressing faith in Mr. Lambert's track record of squeezing profit from poorly
managed companies, Wall Street cheered the news yesterday. The share price of
Kmart rose nearly $8, to close at $109. Sears, Roebuck jumped $7.79, or more than
17 percent, to $52.99.

Under the deal's terms, Kmart shareholders will receive one share of Sears
Holdings for every Kmart share they own; Sears stockholders will have a choice of
$50 in cash or half a share of the new company.
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Sears employees learned of the announcement through an e-mail message sent
early yesterday, and many watched a Webcast featuring Mr. Lacy, Mr. Lambert and
Mr. Lewis addressing a Midtown Manhattan news conference.

Mr. Lacy, the chief executive of Sears who will become vice chairman of the new
company, said the deal would add impetus to his existing strategy of opening more
Sears stores outside shopping malls, where nearly all Sears's 870 stores are situated.

A number of stores are likely to be sold, Mr. Lacy said.

While insiders said discussions between the companies had been under way for
months, the deal was put together in a rush over the last couple of weeks.

Mr. Lampert said his goal was to make all the stores in the combined empire
profitable. "I don't think any retailer should aspire to have its real estate be worth
more than its operating business," he said.

Sears achieved higher sales in its stores compared with Kmart, calling this a
reason to switch hundreds of Kmarts to the Sears name.

"If we ever achieve that level of productivity in Kmart stores, whether as Kmarts
or as Sears, you're talking about an $8 billion opportunity," Mr. Lampert said.

Others saw the deal as having far less to do with what is sold in the stores than
with the ground beneath them. "This appears to be a heavily real estate-oriented
deal, not a merchandise-oriented one," said Eugene Fram, a marketing professor at
the Rochester Institute of Technology. "You really need star power in this case. Both
of these companies are faltering, and if you take a look at the size of the new
company, it's still only 20 percent of Wal-Mart in terms of sales."

The sale of Sears also appears to spell opportunity for Martha Stewart's
company, Martha Stewart Living Omnimedia, which sells a line of products
exclusively through Kmart in the United States. In a statement, its new chief
executive, Susan Lyne, said the merger "will create for us a broader retail presence
that reaches millions of new consumers." Its stock rose $1.09, to $18.49.
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Mr. Lampert, an often maverick investor from Greenwich, Conn., bought up
chunks of Kmart debt while it was operating under bankruptcy protection two years
ago. With an investment estimated at $700 million to $1 billion, he won control of
the emerging company, and pushed it to close stores and make other strategic
changes during and after its reorganization.

All the while, he has remained a large stakeholder in Sears, which has been
struggling to reinvent itself while larger and more nimble chains, including Wal-
Mart, Target, Home Depot and Lowe's, spirited away once-loyal Sears customers
with better merchandise, better prices or both.

Sears began in 1886 as a watch dealer, progressed to mail-order merchant and
by 1925 opened its first stores, becoming the nation's dominant retailer before World
War II.

But by the 1970's its retail fortunes were in decline, and with the hope of
diversifying, it adopted a "socks and stocks" strategy, entering the financial services
business in 1981 with its purchases of Dean Witter and Coldwell Banker. Twelve
years later, it sold or spun them both off, along with a mortgage division.

Sears sought more buyers for its refrigerators, stoves and other appliances with
the help of its credit division, which was started at the depths of the Depression. But
after higher-than-expected defaults by cardholders in recent years hurt earnings, it
sold the unit to Citigroup last year.

Sears is seeking to attract a fresh clientele to its stores by designing new formats
and adding to its selling floors brands like Lands' End, the mail-order clothing
company it bought in 2002 for $1.9 billion.

It is not clear whether Mr. Lampert lost patience with Mr. Lacy's efforts to turn
around Sears and decided to force a strategy of his own on the company. But it is
clear that as Sears ploddingly created its freestanding "Sears Grand" prototype
stores, opening the first outside Salt Lake City a year ago and since adding three
more, competitors like Wal-Mart, Target and Lowe's were opening stores far faster.
Wal-Mart held 300 ribbon cuttings last year and has announced plans for as many as
500 in the coming year.
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Kmart and its predecessors also have a long history, starting in 1899 as the five-
and-dime S.S. Kresge. It took an early lead in discount retailing after it opened the
first Kmart stores in 1962. But by the 1980's, the renamed Kmart had lost ground to
Wal-Mart, which emerged from small-town roots to consistently offer lower prices,
more products in stock and a more efficient supply network.

Kmart fell from its perch as the biggest discounter and became better known for
corporate bumbling than for anything it sold; by the 1990s, customers who found its
ad circulars in their Sunday papers often expected not to find the featured items in
the stores.

In autumn 2001, Kmart's chief executive embarked on a plan to sell thousands
of products at prices that undercut Wal-Mart's. The strategy was widely seen as
worsening Kmart's financial woes, and by January 2002, it had filed for bankruptcy
protection, the biggest retail bankruptcy in American history.

Combined, the two companies are expected to save money on back-office
operations and purchasing, experts said. Executives forecast $200 million in savings
from cross-selling merchandise and converting some Kmarts to Sears stores, along
with $300 million in savings from tighter purchasing and a streamlined supply
chain. But to survive as retailers over the long haul, they will need to find a
successful sales formula.

Peter J. Solomon, an investment banker who advised Lands' End during its sale
to Sears and owns a minority stake in Mr. Lampert's company, ESL Partners, said:
"If you eliminate $500 million of overhead, you can create very valuable earnings
and cash flow without ever changing the merchandising. I would say that Eddie has
done that to a great extent at Kmart."

© 2018 The New York Times Company
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The man behind the deal

 Eddie Lampert has built a reputation as one of the investing world's savviest money managers.
 November 17, 2004: 6:33 PM EST 

 By Yuval Rosenberg, CNN/Money contributing writer
 

NEW YORK (CNN/Money) - Edward S. Lampert is frequently described as being reclusive, but
the multimillionaire investor was front and center Wednesday as Kmart and Sears announced
their $11 billion merger.

The 42-year-old Lampert, who is set to become chairman of the combined companies, was clearly the
driving force behind the deal.

As Kmart's chairman, he owns nearly 53 percent of its stock through his ESL Investments hedge fund.
He is also the largest shareholder in Sears. ESL holds a 15 percent stake in the retailer.

Lampert started his fund in 1988 after earning an economics degree at Yale University and then
cutting his teeth under Robert Rubin at the risk arbitrage department at Goldman Sachs.

With his savvy bets on distressed or underperforming assets, he has built a reputation as a one of
Wall Street's most successful and renowned hedge fund managers.

ESL Investments has returned an average of 29 percent a year since its inception, according to a
BusinessWeek report, generally by building substantial positions in a few highly researched holdings.

Besides stakes in Kmart and Sears, Lampert's fund also owns large positions in car dealer AutoNation
and auto-parts retailer AutoZone.

That concentrated approach has paid off handsomely for Lampert, who last year took home a $420
million pay package, the fourth-biggest in the hedge fund industry, according to Reuters.

And though he's known to be media shy, Lampert is no stranger to headlines.

Early last year he was kidnapped at gunpoint from a parking garage at ESL's Greenwich, Conn.,
offices. Four captors held him for ransom, keeping him bound and blindfolded for some 30 hours
before he negotiated his own release.

The kidnappers were caught after Lampert's credit card was used to order pizza. The mastermind of
the plot was sentenced to 15 years in prison earlier this year.

He's gotten plenty of coverage for more positive reasons as well. Lampert made himself available to
BusinessWeek for a flattering cover story currently on newsstands. That's Lampert flashing a
Livestrong wristband on the cover -- the popular yellow bands are sold by a Lance Armstrong
foundation to support cancer research -- next to the headline: "The Next Warren Buffett?"

Those comparisons to the Oracle of Omaha have been tossed around over the years, but it is
Lampert's Kmart turnaround that has particularly impressed investors.

"I think he's a genius," said veteran value manager Marty Whitman of Third Avenue Management,
which helped fund Kmart's bankruptcy reorganization and now holds some 5 percent of outstanding
shares in the retailer.
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"Had he not been the leader who got this thing out of (Chapter) 11 in May 2003, there would have
been nothing left for us pre-petition creditors," Whitman added. "I'm firmly convinced that's the case."

Lampert built his position in Kmart by buying up the discount retailer's debt during its bankruptcy. He
helped steer Kmart through bankruptcy reorganization and became chairman when the company
emerged from Chapter 11.

Since then, Lampert has held down costs and inventories, and generated cash by selling off some real
estate. Kmart earlier this year sold 50 stores to Sears for $576 million and sold another 18 stores to
Home Depot for $271 million.

Those deals left many on Wall Street wondering if Lampert was positioning Kmart to stay in the retail
business long-term or simply using it as a vehicle to generate cash for investments.

"The retail performance has not been stellar up to this point," said Gary Giumetti, president of
consulting firm McTevia & Associates in Eastpointe, Mich., which specializes in restructurings.

Still, under Lampert's guidance, Kmart has recently posted four consecutive quarterly profits and
generated heaps of cash, even assales have continued to slide. Kmart on Wednesday announced a
13.7 percent drop in third-quarter sales.

Since it emerged from bankruptcy in May 2003, Kmart stock has climbed from $15 to $109. Of course,
as the share price has soared, the value of Lampert's stake has as well.

Lampert has rung up similar gains with another big investment, AutoZone. He bought into the
Memphis-based auto-parts retailer in the late 1990s, and eventually took a seat on the board.

With a growing piece of the company, Lampert pushed for changes. In the end, he brought in a new
chief executive who cut costs and poured more money into buying back shares, helping boost per-
share earnings. AutoZone stock shot up from the mid $20s and peaked above $100 late last year. It
closed Wednesday at $87.21.  
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Sears Holdings’ Fourth Quarter and Full Year 2013 Results  

Pre-Recorded Conference Call Transcript 
February 27, 2014 

 
 

Operator: Good day, ladies and gentlemen, and welcome to the Sears Holdings 
Corporation Fiscal 2013 Fourth Quarter and Full-Year Webcast. 

 
 At this time, all participants are in a listen-only mode.  If anyone should 

require any assistance during the call, please press star, then zero on your 
touchtone telephone.  As a reminder, today’s call is being recorded. 

 
 I would now like to turn the call over to Executive Vice President and Chief 

Financial Officer, Rob Schriesheim.  Sir, you may begin. 
 
Rob Schriesheim: Thank you, operator.  Please note that this morning we released our fourth 

quarter and full-year earnings results, which are now available on our Web 
site.  Also, note that our results are in line with our earnings outlook released 
on January 9th.   

 
 Joining me today is Eddie Lampert, our Chairman and Chief Executive 

Officer.  For our call today, you may access the accompanying slide 
presentation, which is available on the investor section of our Web site under 
events and presentations. 

 
 Before we begin on slide 1, I’d like to remind you that today’s discussion will 

contain forward-looking statements related to future events and expectations.  
These statements are based on current expectations and the current economic 
environment and actual results may differ materially from those expressed or 
implied in the forward-looking statements. 

 
 You can find factors that could cause the company’s actual results to differ 

materially listed in today’s press release and the presentation for today’s call 
that is posted at the investor information section of SearsHoldings.com and in 
our most recent SEC filings. 
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 In addition, on slide 2 our discussion will include certain non-GAAP financial 

measures.  Reconciliations to the most directly comparable GAAP financial 
measures can be found in the presentation in today’s press release. 

 
 Any reference in our discussion today to EBITDA means adjusted EBITDA 

as defined in the press release and presentation.  Finally, we assume no 
obligation to update the information presented on this call except as required 
by law. 

 
 I would now like to turn to slide 3 and turn the call over to Eddie Lampert. 
 
Eddie Lampert: Thanks, Rob.  I would also like to thank all of you for joining us today.  I’m 

proud of what Sears Holdings has accomplished in the last quarter and over 
the past fiscal year.  We’ve made significant progress in important areas of 
our transportation since we last spoke and have a clear plan to position the 
company in long-term growth and profitability. 

 
 I will take this opportunity to provide you with a more detailed discussion of 

our strategy and what we believe are early signs of success that give us further 
confidence in our plan.  We will then spend some time to update you on our 
fourth quarter and full-year results; followed by a discussion of how we are 
leveraging our risk portfolio of assets and redeploying capital to support our 
plan. 

 
 I want to start off by level-setting where we are.  The size and scope of the 

transformation we are pursuing is substantial.  We’re in the midst of 
transforming Sears Holdings into a member-centric business that provides and 
delivers value by serving its members in the manner most convenient for 
them, whether in-store, in-home or on the go. 

 
 Transforming a business is always challenging.  Add to it a highly 

promotional and fast-changing retail landscape and a consumer that has 
drastically changed the way they shop, and you have a significant task in 
trying to adapt a retailer the size of Sears Holdings. 
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At the same time, we are managing legacy pension obligations while freeing 
up the resources to invest in technology platforms.  Unlike many other 
retailers though, we’re taking a proactive approach and we are altering our 
business model to create a long-term sustainable advantage. 

 
 This is not something that will happen overnight and not something you 

measure in small increments of time.  As CEO, Chairman of Sears Holdings’ 
largest individual shareholder, I’m 100 percent committed to the success of 
this transformation and have confidence in our associates in the path we are 
taking. 

 
 We hope to accelerate the pace of change to become the leading retailer 

positioned for continued growth.  On slide 5, we listed our 5 strategic pillars.  
In my annual letter to shareholders released this morning, I noted that in 
January the Wall Street Journal ran a prominently placed story suggesting that 
beyond all of the retailers reporting for a profit, there is a, quote, “deeper 
malaise at work.” 

 
 A long-term change in shopper habits has reduced our traffic perhaps 

permanently, and shifted pricing power away from malls and big box retailers.  
Instead, shoppers seem to be figuring out what they want online than making 
targeted trips to pick it up from retailers that offer the best price. 

 
 While shoppers visited an average 5 stores per mall trip in 2007, today, they 

only visit 3.  Meanwhile, online stores have further sharpened purchased 
decisions and prices leading some shoppers to come into the stores only when 
they can cherry-pick discounted items. 

 
 All of these dynamics are ones for which Sears Holdings has been preparing 

for years.  As I – as I have described before, the five key pillars of our strategy 
are, one, creating lasting relationships with members by empowering them to 
manage their life; two, attaining best-in-class productivity and efficiency; 
three, building our brands; four, reinventing the company continuously 
through technology and innovation; and five, reinforcing the SHC way by 
living our values every day. 
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Our two key platforms: Shop Your Way and integrated retail, continue to 
become more prominent both in how we run the company and in how we 
serve our members.  Slide 6 outlines how we are accelerating our pace of 
change to position ourselves in the changing environment. 

 
We are proactively learning more and more each day about how our members 
want to shop and what resonates with them.  We’re utilizing this feedback as 
we continue our transition and invest in two primary areas: Our member based 
platform, Shop Your Way, and integrated retail. 

 
 These two key elements represent a different way of doing business at Sears 

Holdings, and are the foundations of our other programs and initiatives.  
Within these two key areas, we’re making substantial investments in engaging 
members with personalized, relevant content, offering more capabilities to our 
members, continually enhancing member engagement, and building out our 
platform technology. 

 
 To enable this change, we have been strategically realigning our portfolio 

businesses to focus on our core strengths, simplify Sears Holdings and 
become a more focused company that is more efficient to manage and easier 
to understand, all while enabling us to better optimize our allocation to capital 
and attract the best talent. 

 
 We are also enhancing our financial flexibility by reconfiguring our asset base 

to redeploy capital while we meet all of our financial obligations.  Finally, we 
are providing opportunities for our shareholders to participate in what we 
believe are value accretive activities. 

 
 As indicated on slide 7, we believe that we are proactively transforming our 

business to benefit from the changing retail landscape.  We believe we’re 
ahead of the game by transitioning to a member-centric integrated retailer 
leveraging our Shop Your Way platform. 

 
 Shop Your Way is unique in that it is a program that rewards members, 

enhances interaction with members and delivers useful information to them.   
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As a result, we’re able to be more strategic in how we, one, invest in 
capabilities to enable our members to access the widest possible assortment of 
products and services; two, use data and analytics on member trends to make 
targeted offers and decisions delivered in realtime. 

 
 We’re becoming a more fact-based company and are making decisions based 

on analytical data as opposed to gut feelings, and our members will expect us 
to provide them with offers that are relevant to them as individuals. 

 
 Three, expand our rates through Sears marketplace, our innovative community 

that allows third-party merchants to advertise or sell their products on the 
Sears Holdings family of Web sites where we now offer over 100 million 
items and multiple delivery options. 

 
 Four, enhancing our Shop Your Way membership benefits.  Membership is 

free and we want everyone to know the significant benefits of membership as 
our members always get more.  And finally, developing digital and social 
relationships with our members as we aspire to do more than simply transact. 

 
 We are working to build value-trusted relationships with our members by 

providing differentiated products and services that will be difficult for others 
to replicate.  At a high level, we are seeing increases in key member 
engagement metrics giving us confidence in our strategy and demonstrating 
tangible progress. 

 
 As indicated in our release, 72 percent of sales are now made to Shop Your 

Way members up from 58 percent during the fourth quarter last year, and we 
experienced year-over-year growth of 10 percent in online and multi-channel 
sales showing steady growth in both channels since 2006. 

 
 And on slide 8, you can see our framework for investing in integrated retail 

capabilities.  Integrated retail is a business model where members can shop 
our entire portfolio of offerings any time and from anywhere. 
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We believe that retail in the future will be about transacting with customers on 
their own terms whether it is in stores, in-home or on the go.  And we believe 
that we are the best company to serve members across all of these channels. 

 
 We have a physical presence in many communities, something which the pure 

play online retailers do not.  We’re the undisputed leader through our home 
services business, which is nearly 8,000 service associates making 
approximately 14 million calls into the home each year providing us with 
another way we can interact and service our members, and we have a robust 
online platform that is demonstrating consistent growth. 

 
 We believe Sears Holdings is uniquely positioned to win in the world of 

integrated retail.  Integrated retail combines the best of the various channels, 
broad product selection, ability to touch and feel the product and access from 
anywhere through mobile applications. 

 
 And all of these capabilities are accentuated through our Shop Your Way 

platform.  With Shop Your Way, we can pride our members with a 
differentiated and more convenient shopping experience.   

 
 As our members tell us more about their preferences and unique needs, we can 

better target these preferences and anticipate and meet these needs.  As shown 
on slide 9, we are investing heavily in our strategy across an array of fronts in 
specific applications and offerings. 

 
 In particular, through ShopYourWay.com, members can share information on 

products they like with their friends, post a review of any product, research 
products from other member reviews, win prizes and execute transactions. 

 
 Our celebrity partners such as Nicki Minaj and Adam Levine also provide 

content and interact with our members there. 
 
 As you can see on slide 10, we are showing consistent annual growth in our 

online channels.  Approximately half of the business is cross channel, buy 
online, pick-up in store or order in-store, ship to home. 
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 We realize higher growth in the cross channel online sales in recent years, 

which we consider to be a prove point for integrated retail strategy.  We have 
invested heavily in integrated retail including initiatives such as our Shop 
Sears mobile app for associates, as shown on slide 11. 

 
 Shop Sears was launched in early 2012 and over 300 stores, and as of the end 

of fiscal 2013, we’re in more than 400 stores.  This solution is currently 
accessed by our consultant of associates in departments like home appliances, 
consumer electronics, tools, lawn and garden, to name a few, via their 
assigned iPads and iPods. 

 
 This capability now provides our associates the opportunity to have a more 

engaging conversation with our members on the sales floor.  This also enables 
our associates to have all the information they need to assist members in 
making decisions on the products to purchase based on the member’s needs. 

 
 In 2014, we will continue building and investing further on this solution to 

provide our associates more tools that enable them to assist our members.  
Shop Sears is an application that focuses on addressing an important element 
of integrated retail which is bringing the digital into the physical world. 

 
 I am proud of the progress we have made in this area, which provides a better 

experience for our members. 
 
 On slide 12, you can see another example of how we are marrying the digital 

and physical world through our investments and integrated retail.  In-vehicle 
pick-up is a new service that we have launched powered by the Shop Your 
Way mobile app, which enables our members to pick up their online 
purchases at any Sears store within five minutes of arrival without ever 
leaving their car. 

 
 To do this, members can simply choose the in-vehicle pick-up option at 

check-out on Sears.com, then upon arrival at the store, they can use the 
shopping feature on the Shop Your Way app to initiate the in-vehicle pick-up  
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process and an associate will deliver the product to their car within five 
minutes. 

 
 On slide 13, you can see that we are also investing in capabilities, which we 

believe will help us build digital relationships with our members.  Two 
concrete examples of these applications are e-Receipts and Shopper Recap. 

 
 E-Receipts is a program that provides our members with the option to have a 

digital version of their sales receipt e-mailed to them instead of a paper receipt 
or if the member prefers in addition to a paper receipt. 

 
 We believe that this provides our members with a more convenient way to 

receive and archive their sales receipts.  Shopper Recap is an integrated retail 
capability powered by the Shop Sears’ app that allows us to continue the 
conversation with our members even after they leave our stores. 

 
 Through Shopper Recap, we can send our members a follow-up e-mail with 

information on the specific items they looked at in-store, providing them with 
the information they need to make an informed purchase decision in the 
future. 

 
 These functions are supported by our investment and technology platforms, as 

well as, our investment in wireless networks and devices at our stores.  
Moving to slide 14, one of the primary ways that we engage our Shop Your 
Way members is through ShopYourWay.com and the Shop Your Way mobile 
application. 

 
 Through our investment in these digital platforms, we’re helping making our 

members’ lives easier by offering them personalized deals, fun experiences, 
advice from associates, and the ability to connect with other members. 

 
 Throughout the last year, we continue to see significant increases in the 

number of members utilizing these platforms to save money, seek information 
on products and brands, and participate in rewarding sweepstakes. 
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Turning to slide 15, one of the exciting ways that we attract members to our 
digital platform is by offering exclusive products and content that reflect 
current social trends and pop culture. 

 
 In 2013, we expanded our celebrity relationships with Adam Levine and Nicki 

Minaj to engage their fans on social media and through all of our channels 
using Shop Your Way as the platform to bring the social experience and 
commerce together. 

 
 Both of these celebrity partners offer a line of exclusive clothing and products 

to Shop Your Way members.  In addition, Adam and Nicki offer exclusive 
content and allow members to follow their activity. 

 
 In turning to slide 16, you can see the traction we believe we are gaining in 

our member program.  While we use many metrics to shut – track our Shop 
Your Way program and member engagement, one important metric of note is 
member penetration where the percent of total sales that are derived for – 
from our members in Sears full-line and Kmart stores. 

 
 Our member penetration has increased for the full year from 59 percent in 

2012 to 69 percent in 2013.  And for the fourth quarter, from 58 percent in Q4 
2012 to 72 percent in Q4 2013.  Additionally, we’re seeing increased 
engagement from our members on our ShopYourWay.com platform as well as 
through increases in the redemption of the points our members are earning 
every day on every transaction. 

 
 As we set ourselves up for success in 2014, we continued our efforts in 2013 

to simplify our company and to focus it while simultaneously creating long-
term value for our shareholders.  As Rob will detail, we met or exceeded our 
key objectives related to expense reduction and inventory management, while 
also generating $2 billion of liquidity. 

 
 Also, we have announced we’re evaluating the separation of our Lands’ End 

business, do a spinoff to shareholders, and have made filings with the SEC to  
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accomplish this through a pro ratta distribution to Sears Holdings 
shareholders. 

 
 We’re also considering strategic alternatives for our Sears Auto Centers 

business subject to board approval and other conditions.  We expect that 
through these actions and through working with the Sears Canada board and 
management, with a goal of increasing and realizing the value of our 
investment in Sears Canada, we will raise in excess of $1 billion in proceeds 
to Sears Holdings in 2014 creating value and helping to fund our 
transformation. 

 
 In short, we believe that we’re entering 2014 well positioned in what we 

believe is a clear plan for success.  I will now hand the call off to Rob. 
 
Rob Schriesheim: Thanks, Eddie.  On slide 18, we review our performance against the three 

financial actions laid out at the beginning of the year.  First, we plan to reduce 
our fixed expenses by 200 million.  We believe we achieved that objective 
with total selling and administrative expenses being down 431 million on an 
adjusted basis, which excludes significant items and by about 200 million 
when excluding the impact of buying related expenses. 

 
 Second, we exceeded our objective of reducing our domestic inventory 

balance by 500 million at peak, achieving a reduction of about 620 million at 
the end of the third quarter.  Third, we generated 2 billion of liquidity through 
real estate transactions and our term loan financing against their liquidity 
objective of 500 million. 

 
 Slide 19 is a summary of our fourth quarter and full-year consolidated results, 

which are consistent with our release of January 9th.  As we continue to invest 
in Shop Your Way as part of our business model transformation, we are 
seeking to improve member engagement and enhance margins as we transition 
to a more variable base promotional cost model. 
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In the near-term, we incur the cost of two promotional programs impacting 
rates.  Long-term, if successful, we will expect our fixed promotional cost and 
SG&A to decline, and our variable promotional costs result in higher margins. 

 
 We have significant revenue scale, which provides us with substantial 

operating leverage from small improvements.   
 
 For each 100 basis point improvement in margin, we would see a $364 million 

improvement in EBITDA.  For each 100 basis point improvement in SG&A 
expense, we would see a $100 million improvement in EBITDA. 

 
 Let me now take you through some of the year-over-year changes underlying 

our results.  Slide 20 is a waterfall chart providing components of the decline 
revenues from 12.3 billion in the fourth quarter of last year to 10.6 billion in 
the current year quarter. 

 
 As shown in the slide, the primary drivers of the year-over-year revenue 

change include closed stores for 317 million, 53rd week for 465 million, 598 
million for domestic comparable store sales and Sears Canada, which 
represents 213 million of which 35 million was related to the 53rd week, 85 
million was due to unfavorable exchange rate impact, and 60 million due to 
comp store sales declines. 

 
 As you can note in the box on the upper right-hand corner of the slide, about 

64 percent of the 1.7 billion year-over-year decline is due to factors other than 
domestic com store sales performance.  As indicated on slide 21, for the 
quarter, our comp store sales declined by 6.4 percent as Kmart experienced 
the 5.1 percent decline and Sears a 7.8 percent decline. 

 
 We had reported on January 9th in our release that quarter-to-date comps were 

down 7.4 percent.  So we did see an improvement in our comp sales through 
the month of January.  While still early in the quarter, we are seeing positive 
domestic comparable store sales for the month of February for Sears’ full-line 
and Kmart formats combined. 
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For the quarter, Kmart experienced declines across most categories.  The most 
significant decline was in consumer electronics where we experienced a 
significant improvement in year-over-year profit largely driven by a change in 
promotional strategy. 

 
 Sears experienced declines in most categories including consumer electronics, 

tools and home appliances partially offset by an increase in the lawn and 
garden category.  Slide 22 shows that for the quarter, our gross margin 
decreased about 681 million to 2.5 billion in 2013. 

 
 As shown in the table on the upper right-hand side, about 38 percent of the 

year-over-year decline was due to a combination of comp store sales and rate 
with remaining change of 62 percent due to other factors. 

 
 The year-over-year impact of closed stores accounted for approximately 71 

million or about 10 percent of the change.  The impact of the 53rd week 
represents about 161 million or about 24 percent of the change. 

 
 The setup bars labeled, “Domestic operating performance” is a net amount of 

261 million or about 38 percent of the total margin decline.  The first bar in 
this set represents the margin impact of 116 million related to our comp store 
sales decline. 

 
 The next bar in the set represents the impact of margin rate, accounting for 

145 million of the margin decline, which was driven by higher promotional 
markdowns most notably in home appliances, and increase clearance 
markdowns in apparel due to lower end-of-season sellthroughs than planned. 

 
 Next, as indicated, we increased our year-over-year investment in Shop Your 

Way points by 108 million.  The higher cost of points demonstrates increased 
member engagement and is an indicator of the progress that we are making in 
our transformation to be a member-centric integrated retailer. 

 
 Furthermore, it is important to understand that we recognize the points 

expense when points are issued to our members.  Since the majority of these  
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points are valid for 12 months, we expect to see additional revenue and 
margin benefits from the points that were issued in Q4 within our 2014 results 
as the points will continue to be redeemed in the future. 

 
 Also, as previously noted, we have continued with our traditional promotional 

programs at historical levels as we are intending to move through the 
transformation in a thoughtful and deliberate manner. 

 
 As a result, we are carrying the cost of two promotional programs.  Finally, 

Sears Canada’s gross margin declined by 80 million for the fourth quarter 
accounting for approximately 12 percent of the total year-over-year margin 
decline due to a $23 million effect from foreign exchange rates and reduced 
margins in home furnishings, fitness, home décor, electronics, footwear and 
children’s wear. 

 
 An analysis of our full-year revenue and margin results similar to the previous 

three slides is covered on slides 43 to 45 in the appendix.  While I will not 
speak to the full-year results for the sake of time, note that the analysis are 
largely consistent with our fourth quarter analysis with the one notable 
exception being the impact of Sears’ hometown and outlet stores, which were 
separated in the third quarter of 2012. 

 
 Slide 23 summarizes some of what we believe are our substantial financial 

resources.  We had $1 billion of cash at year-end.  In addition, we also had 
immediate availability to borrow 885 million on our credit facilities, which 
reflects the effect of both the springing fixed charge covenant ratio and the 
borrowing base requirement, which reflects the effect of both the spring fixed 
charge coverage ratio covenant and borrowing base requirement. 

 
 We also had $4.5 billion of equity in inventory.  Inventory is a current asset 

which should be converted to cash very quickly or on average in 90 days in 
the normal course.  Taken together, we had about 6.5 billion of liquidity or 
assets, which could be converted into cash in the near-term. 
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In addition, we have up to $500 million in an uncommitted commercial paper 
program, as well as, having potentially available $760 million of secondly 
deck capacity subject to borrowing base requirements. 

 
 Slide 24 presents our inventory payable and net inventory balances for the 

past 3 years.  We have had success reducing the capital required to run our 
business as we have reduced our net inventory investment by about $1 billion 
over the past 2 years. 

 
 By reducing our net inventory investment and our payables, we have 

decreased the level of vendor support needed to run our business, derisking 
our business model in a way that benefits both us and our vendor partners. 

 
 Slide 25 itemizes our debt balances as of the end of the year and after making 

some adjustments provides our adjusted consolidated net debt positions.  Let 
me offer a few comments. 

 
 First, as the call box on the upper right notes, while our consolidated short-

term borrowings are up by about 238 million, our consolidated cash is up by 
419 million, meaning that our net short-term borrowings are down by 181 
million. 

 
 We continue to have 500 million in an uncommitted commercial paper 

program, which we manage on an as-needed basis.  Second, note that despite 
the added term loan debt of 1 billion, our adjusted net debt position when 
including the affect of our unfunded pension obligation, which has improved 
by about 600 million, is about flat year-over-year as we continue to fund the 
legacy pension obligation. 

 
 Note that the company’s legacy pension obligation essentially a form of debt 

has influenced revolver usage.  The contributions in 2012 of 516 million and 
in 2013 of 360 million have been funded by revolver borrowings. 

 
 On a pro forma basis, the revolver balance would be 447 million absent these 

contributions.  We have used one form of debt, being the revolver, to fund  
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another form of debt, the pension.  Of the fiscal year 2013 revolver balance of 
1.3 billion, about 876 million was driven over the past 2 years by pension 
contributions, which should be distinguished from funding operating 
expenses. 

 
 In the box on the upper left-hand side of slide 26, we show our domestic net 

short-term debt position of 755 million.  We had 1.3 billion in borrowings 
under our domestic credit facility versus 750 million last year; however, we 
have less commercial paper at 9 million this year versus 345 million last year, 
which impacts the level of credit facility borrowings. 

 
 We ended 2013 with cash of 577 million up nearly 200 million from last year.  

By taking these changes into account, net short-term debt is up about 40 
million versus last year.  Next, we show year-end availability on our 
committed domestic credit facility in the box on the lower left-hand side of 
the slide. 

 
 I’d like to make two points about the year-over-year change, both of which are 

primarily driven by our more efficient management of inventory.  First, our 
capacity at year-end 2013 was $2.5 billion. 

 
 Although the credit facility provides for up to 3.275 billion of revolver 

commitments, our ability to use the entire facility was limited at year-end by 
our borrowing base, which is determined relative to the value of eligible 
inventory and other collateral. 

 
 Also, just as last year, we did not have access to about 10 percent of the total 

commitments because we would’ve not have met the springing fixed charge 
coverage ratio covenant.  Second, the end of the year marks our seasonal low 
point of inventory levels, meaning that resulting potential reduction of our 
borrowing capacity occurs at a time of year when we don’t need full access to 
the credit facility. 

 
 As we have managed our inventory more efficiently, we have less need to 

borrow and our resulting borrowing capacity is about $350 million lower than  
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this time last year.  At seasonal highs during the 2014 holiday season, we 
currently anticipate that our domestic inventory will be at a level that the bond 
base will not limit access to the credit facility. 

 
 After deducting year-end borrowings and outstanding letters of credit and 

factoring in the impact of the springing fixed charge coverage ratio covenant 
and borrowing base requirement, availability to borrow was 549 million at the 
end of 2013 down from 1.4 billion at the end of last year; however, as with net 
short-term debt, that doesn’t tell the whole story.   

 
 Cash was nearly 200 million greater than last year reducing the difference 

versus last year to about 700 million.  When we add back incremental capacity 
under our 500 million, uncommitted commercial paper program, we had 1.6 
billion of potential liquidity compared with 2 billion last year. 

 
 Again, the 400 million difference from last year is mostly due to our more 

efficient management of inventory and its impact on our borrowing base at a 
time of year when we employ less capital in the business. 

 
 Note, that we also are permitted to raise up to 760 million in additional second 

lien debt subject to borrowing base requirements.   
 
 I’d also note that we would substantially delever our balance sheet and 

increase our availability to the extent we are successful in generating in excess 
of 1 billion of liquidity from the combination of the $500 million exit 
dividend in connection with the contemplated Lands’ End separation, our 
continuing work with the board and management of Sears Canada to increase 
and realize the value of our current $620 million stake and our consideration 
of strategic alternatives for the Sears Auto Centers’ business. 

 
 As we have commented, we believe that we have ample liquidity to run the 

business and also have the benefit of access to a rich portfolio of assets.  On 
slide 27, we show that over the past 5 years as part of our transformation, we 
have honored all of our legacy pension obligations contributing about 1.7 
billion. 
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 While the pension plan remains unfunded by about 1.5 billion at year-end, it is 

down by about 600 million from the prior year and based on current 
assumptions and estimates as indicated on the slide, we currently expect the 
unfunded obligation to decline to about 980 million in 2014. 

 
 The pension funding is highly sensitive to both the regulatory environment 

and interest rates.  Note, that a 100-basis point increase in the discount rate 
would reduce the pension liability by approximately $460 million. 

 
 On slide 28, note that we have continued to manage down our retail store 

footprint and the associated present value of lease obligations.  Over the last 3 
years, we have reduced our lease obligation by about $1 billion as we have 
adjusted our store base. 

 
 As we continue to manage our store footprint, we expect to reduce these 

obligations in the coming years.  Reducing our net minimum leased payments 
decreases corporate obligations and further derisks our business model. 

 
 As shown on slide 29, our debt structure is in place for the next few years as 

our domestic revolver extends into 2016 and we have negligible term debt 
maturities over the next several years. 

 
 Next, as shown on slide 31, we are reconfiguring our asset base as we 

accelerate our transformation.  In 2012, we separated our Sears hometown and 
outlet stores business through a rights offering transaction.  We consider the 
transaction to be successful. 

 
 It generated 450 million of gross proceeds for Sears Holdings, did not reduce 

our overall scale as our products and services are sold to their locations, and 
allowed existing shareholders the right to participate in value creation 
generated by Sears hometown and outlet stores, which we refer to as show. 

 
 We recently announced that we intend to separate Lands’ End and are 

exploring strategic alternatives for our Sears Auto Centers business.  We 
believe these strategic actions are beneficial for a number of reasons. 
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 First, Sears Holdings becomes a more focused company that is more efficient 

to manage and easier to understand.  Second, the management of these 
separated businesses are better able to pursue their own strategic 
opportunities, optimize their capital structures, attract talent and allocate 
capital on a more focused manner. 

 
 Third, they provide multiple opportunities for our shareholders to participate 

in the value creation generated by these businesses.  Finally, they potentially 
enhance Sears Holdings and the separated entity’s financial flexibility. 

 
 As we have demonstrated on slide 32, we believe Sears Holdings is asset rich.  

We believe we can readily generate liquidity from this asset base.  In fact, this 
year we generated 2 billion of liquidity consisting of 1 billion through real 
estate transactions, the United States and Canada, and another 1 billion as we 
executed a 5-year secure term loan in October. 

 
 On slide 33 – on slide 33, we provide an update on our asset reconfiguration 

activities.  We believe that we are executing on a clear plan to increase 
financial flexibility, further derisk our balance sheet and create shareholder 
value. 

 
 We expect to continue with these types of activities during 2014.  We 

currently anticipate generating about 500 million from an exit dividend in 
connection with the previously announced separation of Lands’ End through a 
pro ratta distribution to our shareholders with the separation being subject to 
board approval and other conditions. 

 
 We currently expect that the combination of, one, the Lands’ End transaction; 

two, our continuing to work with the board and management of Sears Canada 
to increase the value of our investment, which has a market value of about 620 
million and realize significant cash proceeds; and three, our valuation of 
opportunities with respect to a potential separation of our Sears Auto Centers, 
when taken together, will result in cash proceeds to the company in excess of 
$1 billion in 2014 to help fund our transformation and create value. 
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 In addition, we are capitalizing on our flexibility in our real estate portfolio to 
reduce unprofitable stores as leases expire and in some cases accelerate 
closings when circumstances dictate, as well as, continuing to benefit from the 
value of our real estate in both United States and Canada. 

 
 Finally, managing our store base and inventory more efficiently.  Also, on a 

separate, but related note, please see the N.R.  earnings release this morning.  
We provided a preliminary, and unaudited summary outlook, which is subject 
to change, of the Lands’ End fourth quarter and full-year showing EBITDA 
improvement, about $31 million and $42 million respectively as shown on 
slide 46. 

 
 Slide 34 substantiates our belief that we are an asset-rich enterprise with 

multiple levers at our disposal to generate what we believe to be ample 
financial flexibility to both meet all of our financial obligations, as well as, 
fund our transformation. 

 
 We are focused on investing on those initiatives that we believe will create 

long-term sustainable shareholder value.  We have demonstrated our ability 
and willingness to monetize assets as we redeploy capital in support of our 
transformation to a member-centric model leveraging Shop Your Way and 
integrated retail. 

 
 More specifically, in the past 2 years, we have generated about $4 billion from 

a range of actions including inventory, fixed expense reductions, real estate, 
asset reconfigurations, and a continuing adjustment of our store base. 

 
 We have executed these transactions in a way that we believe has been value 

accretive to our shareholders as we fund our investments and honor our 
financial obligations. 

 
 Now, let me turn the call back over to Eddie. 
 
Eddie Lampert: Thanks, Rob.  As I mentioned earlier, as the largest individual shareholder and 

the CEO, I am personally committed to investing in and driving Sears 
Holdings’ transformation, improving the profit performance of the company  
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and creating shareholder value, all while continuing to meet all of our 
financial obligations. 

 
 While I am not pleased with our profit performance, I am pleased with the 

progress we have shown in our transformation by continuing to improve our 
member engagement by leveraging Shop Your Way and integrated retail. 

 
 We are working in a very focused and diligent manner to drive this 

transformation to a member-centric model and achieve improved levels of 
profit performance.  Thank you for joining us this morning. 

 
Operator: Ladies and gentlemen, this concludes today’s conference.  Thank you for your 

participation and have a wonderful day. 
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Sears Holdings’ First Quarter 2014 Results  

Pre-Recorded Conference Call Transcript 

May 22, 2014 

 
 
Operator:   
 
Good day, ladies and gentlemen, and welcome to the Sears Holdings Q1 2014 earnings 
conference call.  At this time, all participants are in a listen-only mode.  [Operator Instructions]  
As a reminder, this conference call is being recorded. 
 
I would now like to introduce your host for today's conference, Mr. Rob Schriesheim.  Sir, you 
may begin. 
 
 
Rob Schriesheim:   
 
Thank you, Operator.   
 
Ladies and gentlemen, welcome to Sears Holdings' earnings call.  I am Rob Schriesheim, EVP 
and CFO.  Please note that this morning we released our first quarter earnings results, which are 
now available on our website.   
 
Joining me today is Eddie Lampert, our Chairman and Chief Executive Officer.  For our call 
today, you may access the accompanying slide presentation which is available on the investors 
section of our website under events and presentations. 
 
Before we begin, on slide one, I would like to remind you that today's discussion will contain 
forward-looking statements relating to future events and expectations.  These statements are 
based on current expectations and the current economic environment, and actual results may 
differ materially from those expressed or implied in the forward-looking statements.   
 
You can find factors that could cause the company's actual results to differ materially listed in 
today's press release, in the presentation for today's call that is posted at the Investor Information 
section of searsholdings.com, and in our most recent SEC filings.  
 
In addition, on slide two, our discussion will include certain non-GAAP financial measures.  
Reconciliations to the most directly comparable GAAP financial measures can be found in the 
presentation and today's earnings release.  Any reference in our discussion today to EBITDA 
means adjusted EBITDA, as defined in the earnings release and presentation. 
 
Finally, we assume no obligation to update the information presented on this call, except as 
required by law. 
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I would now like to turn to slide three and turn the call over to Eddie Lampert.  
 
 
Eddie Lampert:   
 
Thanks Rob.  I also would like to thank all of you for joining us today.   
 
Beginning on slide three, I will provide an update on the progress we are making in our 
transformation, review some highlights from the past quarter, and briefly review some of the 
actions we are continuing to take to simplify and focus our company, while creating long-term 
value for our shareholders.  Rob will then review our financial results for the quarter and update 
you on our asset redeployment efforts in more detail.   
 
Following Rob's remarks, I will outline a framework we have been working on with the intent to 
restore profitability to our company.   
 
Over the past year, we have successfully educated our various constituents on the strong asset 
base of Sears Holdings and the significant financial flexibility we have to fund our business 
operations and transformation.  Today we will share a framework which we have developed 
outlining our intent to restore our company to profitability.  We've already executed on certain 
aspects of that framework, but it is not meant to or designed to give guidance as to our future 
results, but rather to highlight some of the different levers we have at our disposal to restore 
profitability to a company of our size and scope. 
 
Slide five depicts our transformation from a traditional retail business model to our member-
centric business, leveraging Shop Your Way and Integrated Retail.  Our traditional business 
focused almost exclusively on managing an asset-intensive store-based network, selling products 
through that network, and employing mass marketing and promotional programs with a high 
fixed-cost component.  In our transformation, we are moving towards a model that is focused on 
providing benefits to our members by forming individual relationships using our technology and 
platforms.  Our new business model is less asset-intensive and variable in nature. 
 
On slide six, we outline the strategic pillars of our transformation.  Our two key platforms -- Shop 
Your Way and Integrated Retail -- continue to become more prominent both in how we run the 
company and in how we serve our members. 
 
In reviewing the first quarter, let's move to slide seven, where we provide an update on our 
transformation progress.  As you can see in the charts at the top, we generated a significant 
change in our same-store sales trends. 
 
Sears Domestic experienced positive comparable store sales growth of 0.2% as compared to a 
2.4% decline last year, despite the continuing impact of consumer electronics industry trends.  
We regained sales momentum in our appliances business, but overall profitability still remains 
challenged, highlighting a few of the issues that are inevitable in a transformation of this scale. 
 
The biggest negative contributor to sales has been from our consumer electronics business at both 
Sears and Kmart.  To address this decline, we are moving this business from a focus on selling 
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televisions to a company empowering Connected Living, which will bring together our 
capabilities in fitness equipment, electronics, appliances, home services, and auto services. 
 
Specifically, our Sears Domestic comparable store sales would have been roughly 60 basis points 
higher if it were not for the poor performance of the consumer electronics business. 
 
Another business that struggled in the first quarter was our Sears fitness equipment business.  
Sears is the leader in fitness equipment in the United States, and we intend to leverage and 
network this business also as part of Connected Living to develop capabilities that go beyond just 
selling treadmills, ellipticals, and other fitness equipment. 
 
As one step, in the first quarter, we rolled out the integration of Shop Your Way, with several 
third-party fitness activity tracking clouds, permitting us to reward members for activities 
monitored via Fitbit, Jawbone Up, iFit-enabled cardio equipment, and a host of smartphone apps. 
 
Kmart's comparable store sales were down 2.2%, as compared to a 4.6% decline last year, also 
despite the continuing impact of consumer electronics industry trends.  In fact, the poor consumer 
electronics sales contributed to over a 1% drop in comparable store sales.  Our grocery and 
household business also continued its poor performance, which has persisted for over a year and 
which we intend to address going forward.  Excluding the impact of these two categories, the 
comparable store sales performance at Kmart would have declined 0.4%. 
 
As you can see in the chart on the lower left, our online and multi-channel sales grew 26% over 
the prior year first quarter.  We continue to make our online capabilities more robust and 
appealing for our members.  We are also expanding our marketplace assortment and increasing 
the number of stores with tablet capabilities.  
 
Finally, as shown on the chart on the lower right, we continue to invest heavily in driving our 
Shop Your Way platform.  Member sales for the first quarter represented their highest level ever, 
reaching over 74% of eligible sales, up from 68% in the first quarter of 2013.  Points redeemed 
increased by over 30%, demonstrating that our members are becoming even more engaged with 
the program and taking advantage of the points that they are earning and the points that they are 
being awarded. 
 
Moving to slide eight, during the first quarter, we completed the spin-off of Lands' End, from 
which we received gross proceeds of $500 million, while also creating an opportunity for all of 
our shareholders to participate equally, based on their pro rata ownership, in any value created by 
a standalone Lands' End. 
 
Most recently, we announced we are exploring strategic alternatives for Sears Canada, including 
a potential sale of our interest, currently valued at $730 million, or Sears Canada as a whole.  We 
believe that the monetization of our stake in Sears Canada will improve our financial position and 
our ability to execute on our strategic transformation. 
 
As we have previously disclosed, we are continuing to evaluate strategic alternatives for our 
Sears Auto Center business.  We have had discussions with third parties regarding a variety of 
opportunities, including partnerships.  We are focused on either receiving adequate value from a 
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third party or otherwise positioning the business to allow Sears Holdings shareholders to 
participate in an improvement in the performance of this business.  
 
We are continuing these transformation efforts across our enterprise.  We have closed, or are in 
the process of closing, 80 stores and may close additional stores over the course of this year.  As 
of the end of the first quarter, we had about 1,900 Sears and Kmart big box stores, representing   
about 200 million square feet throughout the United States to serve our members.  Few 
companies have this scale and reach.  
 
Also, please note that, as we continue to grow our online business, we intend to continue to 
increase the services and products provided to our members through our online channels.  As an 
example, we now have data and experience in retaining our actively engaged members following 
store closings since June of last year.   
 
Given this experience, we believe that we can partially offset the impact of store closures, and, if 
successful with our integrated retail initiatives, grow our overall ecosystem in line with changes 
in consumer behavior and technology.  
 
The store actions, together with our expected reduction in inventory needs during the regular 
selling seasons and the holiday peak season, will further de-risk our business model and that of 
the vendors who sell to us.  We also expect that these actions should decrease our working capital 
needs and mitigate our losses going forward from these stores.   
 
With regards to our inventory, we have focused on improving productivity, and this has resulted 
in our domestic net inventory being down $511 million year over year, excluding the impact of 
Lands' End.   
 
To this end, we have been reducing slower selling inventory and focusing on keeping our overall 
inventory position fresh and relevant.  This initiative has hurt our overall gross margin in the near 
term, but we believe that a fresher and more productive inventory assortment should drive better 
sales, profit, and inventory productivity going forward.  This is a reflection of our business model 
transformation, which leverages integrated retail capabilities to move more of our sales online, 
requiring us to employ less inventory in the stores.  We intend to remain vigilant on our overall 
inventory management going forward.   
 
While Rob will cover our financial position and results in more detail, I want to highlight the fact 
that our net debt year over year is down substantially, when including our unfunded pension 
obligation, as is our net domestic short-term debt.   
 
In addition, we have increased our cash on hand, which when combined with our revolver 
availability and our net domestic inventory, provides with $5 billion of domestic liquid assets and 
net inventory, affording us strong financial flexibility, especially when considering our asset-rich 
portfolio and all the levers at our disposal to create further financial flexibility. 
 
I also want to discuss our pension funding obligations, which we always have met.  The pension 
obligations have been a constraint on our transformation.  This year should mark the peak of our 
pension needs, with approximately $500 million of funding required, and over the next five years, 
we expect funding requirements to be materially lower.  We anticipate that our pension will be 
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fully funded by 2019, based on current interest rates and regulations, and potentially sooner, if 
interest rates increase.   
 
We will continue to take actions that create value and flexibility to invest in the strategic priorities 
of our company.  After Rob covers our Q1 results and financial position in more detail, I will talk 
about a framework that outlines for illustrative purposes the levers that we believe we have to 
restore our company to profitability.   
 
Due in part to our historical performance challenges, we have taken various actions to re-deploy 
our capital both to invest in our Shop Your Way and Integrated Retail platforms, as well as to 
meet our financial obligations, including our legacy pension obligations. 
 
As legacy obligations decline, we expect to have more freedom to invest in and accelerate our 
transformation.  As changes occur in and around retail, we intend to be in the mix, focused on 
investments and acquisitions that accelerate and improve our transformation.  The framework we 
have laid out focuses on the levers we have in light of our scale to drive profitability, and I'll 
review that with you following Rob's presentation. 
 
Rob?  
 
 
Rob Schriesheim: 
 
Thanks, Eddie.   
 
Slide 10 is a summary of our first quarter consolidated results.  As we continue to invest in Shop 
Your Way and Integrated Retail as part of our business model transformation, we are seeking to 
improve member engagement and enhance margins as we transition to a more variable-based 
promotional cost model.   
 
In the near term, we incur the cost of two promotional programs while also reducing our slow-
moving, unproductive inventory levels, both of which impact our gross margins.  Longer term, if 
successful, we would expect our fixed promotional costs and selling and administrative expenses 
to decline and our variable promotional costs to result in higher margins, which we will discuss in 
more detail later in this presentation.   
 
We have significant revenue scale, which provides us with substantial operating leverage such 
that small improvements in margin can lead to substantial improvements in EBITDA.  Let me 
now take you through some of the year-over-year changes underlying our results. 
 
Slide 11 is a "waterfall" chart providing components of the decline in revenues from $8.5 billion 
in the first quarter of last year to $7.9 billion in the current year quarter.  As you can note in the 
box on the upper-right-hand corner of Slide 11, about 90% of the $573 million year-over-year 
decline was due to factors other than domestic comp store sales performance.  
 
The primary drivers of the year-over-year revenue decline include closed stores, which account 
for about 32% of the decline, or $185 million.  As Eddie indicated earlier, we have announced 
that we will be closing 80 stores and may consider closing additional stores in 2014.  As we have 
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invested heavily in our Shop Your Way program and Integrated Retail capabilities, we now have 
the ability to retain a portion of members who shopped the closed stores, thereby reducing the 
revenue impact of store closures. 
 
Next, the separation of Lands' End, accounting for 16% of the decline, or $91 million; $58 
million for domestic comparable store sales, about 10% of the decline; and, finally, Sears Canada 
for 25%, or $145 million of the decline, which consisted of $45 million due to a decline in 
comparable store sales, $25 million due to having fewer stores in operations, and $59 million due 
to unfavorable foreign currency exchange rates. 
 
As indicated on slide 12, for the quarter, our domestic comparable store sales declined by 1.0%, 
as Kmart experienced a 2.2% decline, which was partially offset by an increase in the Sears 
Domestic format of 0.2%.   
 
The decline at Kmart was driven primarily by declines in the consumer electronics and grocery 
and household categories.  Excluding the impact of these two categories, Kmart would have 
experienced a same-store decline of about 0.4%.   
 
The comp store sales increase at Sears was driven primarily by increases in the appliances and 
home categories, partially offset by declines in the consumer electronics, lawn and garden, and 
fitness categories.  Had it not been for the poor performance of consumer electronics, the Sears 
domestic comparable store sales would have been approximately 60 basis points higher.   
 
Slide 13 shows that for the quarter, our gross margin decreased about $328 million to $1.8 billion 
in 2014.  As shown in the table on the upper-right-hand side, about 40% of the year-over-year 
decline was due to a combination of comparable store sales and rate, with the remaining change 
of 60% due to other factors.   
 
More specifically, the year-over-year impact of closed stores accounted for approximately $37 
million, or about 11% of the change.  The impact of the Lands' End separation represents about 
$45 million, or about 14% of the change. 
 
The set of bars labeled "Domestic Operating Performance" is a net amount of $135 million, or 
about 40% of the total margin decline.  The first bar in this set represents the margin impact of 
$17 million related to our comp store sales decline.  The next bar in the set represents the impact 
of margin rate, accounting for $118 million of the margin decline, which was driven by higher 
promotional markdowns, most notably in home appliances, as well as in apparel. 
 
Next, as indicated, we increased our year-over-year investment in Shop Your Way points by $38 
million.  The higher cost of points demonstrates increased member engagement and is an 
indicator of the progress that we are making in our transformation to be a member-centric 
integrated retailer.   
 
Furthermore, it is important to understand that we recognize the points expense when points are 
issued to our members.  We expect to see additional revenue and margin benefit from the points 
that were issued in the first quarter throughout the remainder of 2014, as the points will continue 
to be redeemed in the future.   
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Also, as previously noted, we have continued with our traditional promotional programs at 
historical levels, as we are intending to move through the transformation in a thoughtful and 
deliberate manner.  As a result, we are carrying the costs of two promotional programs.  
 
Finally, Sears Canada's gross margin declined by $73 million in the first quarter, accounting for 
approximately 22% of the total year-over-year margin decline.   
 
While not shown on the slides, we were also negatively impacted by significantly higher utilities 
expenses.  For the full year, these expenses could run $30 million to $50 million or more higher 
than last year as electricity rates have increased by over 10%. 
 
Slide 14 summarizes some of what we believe are our substantial financial resources.  We had 
$842 million of cash at quarter end on a consolidated basis.  In addition, we had immediate 
availability to borrow about $1.2 billion on our credit facilities, which reflects the effect of both 
the springing fixed charge coverage ratio covenant and borrowing base requirement of our 
domestic credit facility.  
 
We also had $4.1 billion of equity in inventory.  Inventory is a current asset which can be 
converted to cash very quickly, or on average in 90 days in the normal course.  Taken together, 
we had about $6.1 billion of liquidity or assets on a consolidated basis which could be converted 
into cash in the near term. 
 
In addition, we have up to $500 million in an uncommitted commercial paper program, $159 
million of which was outstanding at the end of the first quarter.  In addition, we potentially have 
$760 million of second lien debt capacity available, subject to borrowing base requirements. 
 
Also note that, should we be successful in monetizing our 51% stake in Sears Canada, this would 
result in cash proceeds of approximately $730 million at current market values.  As indicated on 
the slide, this affords us the option, should we decide to do so, to apply those proceeds to our 
domestic revolver.  I would note that under the terms of our domestic revolver agreement, we 
have flexibility in how we use those proceeds.  We are not required to apply these proceeds to the 
outstanding revolver balance.  If we have received these proceeds and decided to apply them to 
the domestic revolver outstanding balance, then availability under our domestic revolver would 
have been $1.5 billion had the transaction taken place as of the end of our fiscal first quarter. 
 
Slide 15 presents our inventory, payable and net inventory balances for the past three years on a 
consolidated basis.  We have had success reducing the capital required to run our business, as we 
have reduced our net inventory investments by about $1.4 billion over the past three years.  By 
reducing our net inventory investment and our payables, we have decreased the level of vendor 
support needed to run our business, de-risking our business model in a way that benefits both us 
and our vendor partners. 
 
On Slide 16, we show that over the past five years, as part of our transformation, we have 
honored all of our legacy pension obligations.  While the pension plan remained unfunded by 
about $1.5 billion at fiscal year end 2013, it was down by about $600 million from the prior year, 
and based on current assumptions and estimates, as indicated on the slide, we currently expect the 
unfunded obligation to decline to about $900 million at fiscal year end 2014.   
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The pension funding is highly sensitive to both the regulatory environment and interest rates.  
Note that a 100 basis point increase in the discount rate would reduce the pension liability by 
about $460 million. 
 
On slide 17, you can see that our domestic pension contributions over the past nine years, 
including 2014, will have totaled $2.9 billion.  This year should mark the peak of our pension 
funding needs going forward with about $485 million of funding required.  Our pension funding 
should decline to around $300 million or less beginning in 2015 and decline to $75 million in 
2019.  
 
As you can see, our aggregate pension funding requirements over the five-year period ending 
2019 are expected to be about $1.2 billion, at which point we expect our pension to be fully 
funded based on current interest rates and regulations, and possibly sooner, should interest rates 
increase.   
 
As Eddie indicated, this should provide relief to the funding pressure we have felt as we have 
honored our legacy pension obligations and allow us to devote funding into our transformation.  
 
Slide 18 itemizes our debt balances as of the end of the year, and after making some adjustments, 
provides our adjusted consolidated net debt position.  Let me offer a few comments.   
 
First, as the call-out box on the upper right notes, our revolver borrowings are down by about 
$306 million, our commercial paper outstanding is down by about $218 million, with our short-
term borrowings down by $524 million. Our domestic cash is up by $218 million, meaning that 
our net short-term borrowings are down by $742 million on a year-over-year basis.    
 
Second, note that while our total debt has increased by about $426 million, our adjusted net debt 
position, when including the effect of our unfunded pension obligation, is down almost $400 
million year over year.  Note that the company's legacy pension obligation is essentially a form of 
debt and has influenced revolver usage.   
 
The contributions of $516 million in 2012, $360 million in 2013, and $98 million in the first 
quarter of 2014 have been funded by revolver borrowings.  On a pro forma basis, the revolver 
balance would be $97 million absent these contributions.  In essence, we have used one form of 
debt -- namely, our revolver -- to fund another form of debt, the pension.  Since 2012, almost 
$975 million of the first quarter revolver balance of $1.1 billion was driven by pension 
contributions which should be distinguished from funding operating expenses. 
 
Once again, note that should we be successful in monetizing our 51% stake in Sears Canada, this 
would result in cash proceeds of $730 million at current market values.  As indicated on the slide, 
this affords us the option, should we decide to do so, to apply those proceeds to our domestic 
revolver.   
 
I would note that under the terms of our domestic revolver agreement, we have flexibility in how 
we use those proceeds.  Again, we are not required to apply such proceeds to the outstanding 
revolver balance.  If we had received those proceeds and decided to apply them to the domestic 
revolver outstanding balance, this would have resulted both in usage of our revolver and our 
adjusted net debt being lower by $730 million. 
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In the box on the upper-left-hand side of slide 19, we show our domestic net short term debt 
position of $634 million.  We had $1.1 billion in borrowings under our domestic credit facility, 
versus $1.4 billion last year.  We had less commercial paper at $159 million this year versus $377 
million last year, which impacts the level of credit facility borrowings.  We ended the quarter 
with cash of $596 million, up about $218 million from last year.  By taking these changes into 
account, net short term debt is down about $740 million versus last year, or 54%.  
 
Next, we show availability on our committed domestic credit facility in the box on the lower-left-
hand side of the slide.  I'd like to make two points about the year-over-year change, both of which 
are primarily driven by our more efficient management of inventory.  
 
First, our capacity at the end of the first quarter was $2.5 billion.  Although the credit facility 
provides for up to $3.275 billion of revolver commitments, our ability to use the entire facility 
was limited at quarter's end by our borrowing base, which is determined relative to the value of 
eligible inventory and other collateral.  Also, just as last year, we did not have access to about 
10% of the total commitments because we would not have met the springing fixed charge 
coverage ratio covenant.  
 
Second, as we have managed our inventory more efficiently, we have less need to borrow, and 
our resulting borrowing capacity is about $470 million lower than this time last year.  At seasonal 
highs during the 2014 holiday season, we currently anticipate that our domestic inventory will be 
at a level that the borrowing base will not limit access to the credit facility. 
 
After deducting quarter end borrowings and outstanding letters of credit, and factoring in the 
impact of the springing fixed charge coverage ratio covenant and borrowing base requirement, 
availability to borrow at the end of the first quarter was $752 million, down from $823 million at 
the end of the first quarter last year.   
 
However, as with net short term debt, that does not tell the whole story.  Cash was about $218 
million greater than last year, and incremental capacity under our $500 million uncommitted 
commercial paper program was also $218 million greater than last year.  After including the 
impact of cash and incremental commercial paper capacity, we had nearly $1.7 billion of 
potential liquidity compared with $1.3 billion last year.   
 
Note that we also are permitted to raise up to $760 million in second lien debt, subject to 
borrowing base requirements.  
 
I would also note that we would continue to de-lever our balance sheet and increase our 
availability to the extent we are successful in monetizing our 51% stake in Sears Canada, which 
currently has a market value of about $730 million.  As indicated on the slide, this affords us the 
option, should we decide to do so, to apply those proceeds to our domestic revolver.  Had such a 
transaction taken place as of the end of our first fiscal quarter, and had we applied those proceeds 
to the outstanding domestic revolver balance, we would have had no net short-term debt.  
Actually, we would have been net cash positive. 
 
I would also note that we currently have $500 million of authorization remaining for share 
repurchases, as well as $275 million of authorization remaining for repurchases of our debt.  As 
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we have commented, we believe that we have ample liquidity to run the business and also have 
the benefit of access to a rich portfolio of assets.   
 
On slide 20, note that we have continued to manage down our retail store footprint and the 
associated present value of lease obligations.  Over the last three years, we have reduced our lease 
obligation by about $1 billion, as we have adjusted our store base.  As we continue to manage our 
store footprint, we expect to reduce these obligations in the coming years.  Reducing our net 
minimum lease payments decreases corporate obligations and further de-risks our business 
model. 
 
While we are reducing our lease obligations by adjusting our square footage and store base, on 
slide 21, we show that we continue to operate stores in some of the best malls in America.  There 
were two reports that had been done over the past six years -- one by Goldman Sachs and one by 
Morgan Stanley.   
 
The Goldman Sachs report listed the top 100 malls in America.  The Morgan Stanley report listed 
the top 100 fashion malls in America.  In 2007, we had Sears stores in 42 of the top 100 malls in 
America, and as of 2014, we have 41 stores in these malls.   
 
When looking at the top fashion malls, we were at 41 in 2009 and 39 in 2014.  When you view 
these two lists collectively, because there was overlap between the two lists, there were 149 
malls.  In 2007, we were in 63 of the malls, and we are now in 61.  As you can clearly see from 
the data, we are retaining stores in some of the best locations as we close stores to optimize our 
store footprint and reduce lease obligations. 
 
As shown on slide 22, our debt structure is in place for the next few years, as our domestic 
revolver extends into 2016, and we have negligible term debt maturities over the next several 
years. 
 
I would now like to shift gears and spend a few minutes to discuss how we are reconfiguring and 
redeploying our rich portfolio of assets to accelerate and fund our transformation.  
 
On slide 24, we show the framework we use to evaluate potential strategic transactions.  We 
believe that these transactions will enable us to accelerate and fund our transformation when they 
allow Sears Holdings, the separated entity, or both entities, to, one, become a more focused 
company that is more efficient to manage and easier to understand; two, pursue their own 
strategic opportunities and attract talent; three, optimize their capital structures and allocate 
capital in a more focused manner; four, enhance their financial flexibility; and, five, provide 
opportunities for our shareholders to continue to participate in the value creation generated by 
these businesses after separation. 
 
We believe that we are executing on a clear plan to increase financial flexibility, further de-risk 
our balance sheet, and create shareholder value.  We expect to continue with these types of 
activities during 2014.  
 
On slide 25, we provide an update on our asset configuration activities.  On our last earnings call, 
we disclosed that, at the time, we expected that the combination of, one, the Lands' End 
transaction, two, our continuing to work with the board and management of Sears Canada to 
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increase the value of our investment, and, three, our evaluation of opportunities with respect to a 
potential separation of our Sears Auto Centers when taken together would result in cash proceeds 
to the company in excess of $1 billion in 2014 to help fund our transformation and create value.  
We believe that we are on track to deliver against this commitment.  
 
On April 4th, we completed the separation of Lands' End through a pro rata distribution to our 
shareholders and received an exit dividend from Lands' End in the amount of $500 million as 
anticipated. 
 
On May 14th, we announced that we intended to hire an investment banking firm to explore 
strategic alternatives for our 51% equity stake in Sears Canada, including a potential sale of our 
51% interest or of Sears Canada as a whole.  Sears Canada's board of directors has advised us that 
they intend to cooperate fully with Sears Holdings in this process to achieve value for all 
shareholders.  The market value for our 51% interest was $730 million as of May 20, 2014.  
 
We also continue to evaluate options to separate our Sears Auto Center business.  In addition, we 
are capitalizing on our flexibility in our real estate portfolio to reduce unprofitable stores as leases 
expire and in some cases accelerate closings when circumstances dictate, as well as continuing to 
benefit from the value of our real estate in both the U.S. and Canada.   
 
In the first quarter, we received $79 million in proceeds from real estate transactions.  In addition, 
we continue to manage our store base, square footage, and inventory more efficiently. 
 
Slide 26 substantiates our belief that we are an asset-rich enterprise with multiple levers at our 
disposal to generate what we believe to be ample financial flexibility to both meet all of our 
financial obligations, as well as fund our transformation.  We are focused on investing in those 
initiatives that we believe will create long-term, sustainable shareholder value.  We have 
demonstrated our ability and willingness to monetize assets as we redeploy capital in support of 
our transformation to a member-centric model, leveraging Shop Your Way and Integrated Retail.  
 
More specifically, since the beginning of 2012, we have generated about $5 billion from a range 
of actions, including inventory, fixed expense reductions, asset reconfigurations, real estate, the 
execution of a term loan through our ABL accordion feature, and a continuing adjustment of our 
store base.  We have executed these transactions in a way that we believe has been value 
accretive to our shareholders as we fund our investments and honor our financial obligations.  
 
Moving to slide 27, I will now turn the call back over to Eddie, who will cover our plan for 
restoring our company to profitability. 
 
 
Eddie Lampert:   
 
Thanks, Rob. 
 
Transitioning to this section on slide 27, I mentioned that I want to use this opportunity to share a 
framework that outlines the levers to restore profitability to Sears Holdings.  Over the course of 
the next few slides, I will explain this framework.   
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As I said before, the framework is not intended to provide guidance or predict results.  Rather, it 
is intended to provide some dimensional context for the potential opportunities for increasing 
profitability, if we are successful in executing on the initiatives outlined.  
 
For some of these initiatives, which we are in the process of implementing, we are developing our 
plans to implement them for additional product categories.  Consistent with the strategic pillars of 
our transformation, the framework heavily leverages our two key platforms, Shop Your Way and 
Integrated Retail.  These platforms enable us to better engage with and serve our members.   
 
Additionally, it includes potentially transforming select product businesses, such as apparel and 
consumer electronics, and further expanding product categories like mattresses, where we've seen 
success.   
 
Finally, the framework illustrates potential significant reductions in both our cost of goods and 
SG&A structure through strategic sourcing, substituting Shop Your Way points for promotional 
markdowns, reductions in our square footage, process improvement, and the use of technology.  
 
On slide 28, we show that we are committed to serving our members better, driving sustainable 
and profitable growth, and maintaining disciplined stewardship of capital, which when taken 
together will create value for our shareholders.  A transformation of this size and scale is difficult, 
but our entire management team is committed to the transformation. 
 
On slide 29, we show the overview of our framework.  I reviewed this slide earlier on the call, but 
it is a very important slide to understand the model we have been operating for many years and 
the model we are moving towards.  It is a different mindset from selling products and running a 
store network to being a member-focused company.  We are putting our members at the center of 
our model.  Building relationships through personalization is the foundation, and we believe that 
our Shop Your Way and Integrated Retail capabilities will enable us to better serve our members.   
 
On slide 30, we show the summary of this framework.  This framework for profitability is 
centered on accelerating our new business model, which we believe will better serve our 
members.  We are building on and expanding our Shop Your Way and Integrated Retail 
capabilities every day, and our members are becoming more and more engaged as our metrics for 
the first quarter indicate.   
 
We are putting our members at the center of our model.  Building relationships through 
personalization is the foundation, and we believe that our Shop Your Way and Integrated Retail 
capabilities will enable us to better serve our members.  
 
We also need to address specific product businesses.  Consumer electronics, for example, is one 
of our largest revenue businesses.  However, we need to transform this business from one that 
focuses on selling televisions to a fully integrated Connected Life experience.  I will share some 
specifics on what that means on a subsequent slide.   
 
The framework for profit depicts leveraging our scale, and includes optimizing our store network 
and square footage; accelerating Shop Your Way and Integrated Retail as the foundation of our 
business model; transforming select business models; and reducing selling and administrative 
expenses. 
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We also believe we can significantly reduce our overall cost structure by, one, shifting our 
marketing spend from mass to digital campaigns in a more accelerated way; two, leveraging 
technologies that create labor and other cost efficiencies; and, three, re-engineering core 
processes throughout our network. 
 
On slide 31, we show how there's an opportunity to optimize our store network.  Stores will 
continue to play a very important role in serving our members, but we believe we can continue to 
engage and serve our members through our Shop Your Way and Integrated Retail platforms and 
our remaining vast store network.   
 
Based on experience to date in those stores we have closed over the last year, we believe there is 
an opportunity to optimize our store network while still maintaining a relationship with the 
members in those communities through our Shop Your Way and Integrated Retail platforms.  The 
potential benefit of this both could reduce our overall cost structure and working capital needs, 
while maintaining a substantial portion of the current sales and gross margin derived from 
members in communities where we may potentially reduce the store footprint.   
 
We believe that the combination of the positive margin impact of continuing to serve our 
members through Shop Your Way, together with the elimination of fixed expenses and inventory 
reductions associated with closed stores, could result in a positive $300 million to $400 million of 
incremental annual EBITDA. 
 
On slide 32, we have made substantial investments in Integrated Retail, and where we have, we 
are seeing very good results.  We will continue to roll these capabilities out to more of our stores.   
 
Three specific capabilities we will continue to expand are, one, our Shop Sears tablets that we 
currently have in over 571 stores and are currently rolling out to an additional 100 locations; two, 
digital signs, which we piloted in 60 stores in 2013 and expanded to over 250 locations in the first 
quarter of this year; three, RFID technology, which we piloted in 12 stores in 2013 and are 
expanding to over 200 locations this year. 
 
In the case of both RFID and digital signs, we've seen a benefit in sales and margin in the stores 
where we've enabled these capabilities.  In extrapolating from this experience, we believe there is 
the potential to generate about $500 million in incremental annual revenue and between $150 
million and $200 million of incremental annual EBITDA for these two initiatives alone.  
 
The Shop Sears application provides the foundation for integrated retail capabilities.  Of course, 
any investment required to execute on these initiatives would be rigorously evaluated to ensure 
there is an appropriate return on capital employed. 
 
On slide 33, we show the difference in annual spend between an average engaged Shop Your 
Way member and a very engaged Shop Your Way member.  The spend difference is significant, 
with our most actively engaged members spending 75% more than our average member.  We are 
focused on targeted actions that will convert more of our average active members to more 
engaged members.  The EBITDA potential is substantial.  As an example, moving 1 million 
members from average to most engaged status represents $50 million in EBITDA. 
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On slide 34, we show that cost of goods annual spend is $23.6 billion.  We are focused on 
reducing our overall cost of goods through a number of initiatives.  We have invested 
substantially in our pricing capabilities, both in people and technology, which will enable us to be 
more targeted and real-time, responding to our members' needs and the competitive environment.  
 
We're also focused on shifting our promotional design to be less dependent on promotional 
markdowns and replacing them with Shop Your Way points, where it makes sense.  There will 
always be a level of promotional markdowns as part of our go-to-market promotional design, but 
our intent is to replace a portion of our existing promotional markdowns with points.   
 
Also, we are focused on optimizing our supply chain to right-size our network, and leveraging 
our real estate portfolio, by partnering with other retailers, to lease out valuable, but 
underproductive space.  Through these actions, as outlined on slide 34, you can see that each 1% 
reduction in our cost of goods, which would include the impact of sub-lease income, would 
generate an incremental $230 million of annual EBITDA. 
 
On slide 35, selling and administrative expenses is also an area of focus.  As we've discussed in 
the past, we have reduced our fixed expense structure by about $800 million annually over the 
past three years, though this is a mix of costs included in both cost of goods and selling and 
administrative expenses. 
 
We believe there's still more opportunity.  Our areas of focus are re-engineering processes, 
leveraging technology, and shifting our marketing mix.  I mentioned earlier the benefits we are 
seeing in revenue and margin related to digital signs.  There is also a significant cost benefit as 
digital signs replace the need for manual labor and paper signs.  Each 2% reduction in selling and 
administrative expenses is $150 million of incremental EBITDA. 
 
On slide 36, we show that we need to provide our members with the products and services they 
are looking for.  We are transforming our apparel business with a focus on refreshed brands and 
product assortments and are reducing lead times to better meet our members' needs.  Our revenue 
per square foot in our apparel business is about one-third of the industry average.  Each $10 
improvement in our sales productivity per square foot represents $100 million in incremental 
annual EBITDA. 
 
On slide 37, we depict our Connected Life business initiative.  As an example, in the first quarter, 
we rolled out the integration of Shop Your Way, with several third-party fitness activity tracking 
clouds, permitting us to reward members for activities monitored via Fitbit, Jawbone Up, iFit-
enabled cardio equipment, and a host of smartphone apps. 
 
We're also going to transform our consumer electronics business from a business that was 
focused primarily on selling televisions to a business focused on providing Connected Life 
solutions.  We are currently rolling out the concept to select stores and are very excited about its 
potential to leverage many of Sears Holdings' strengths.   
 
Connected Life is about providing our members with connected products, date and experiences to 
help them manage their lives.  As shown in the picture on slide 37, our capabilities and breadth 
can provide Shop Your Way members seamless experiences across connected home, car and 
fitness. 
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On slide 38, I do want to touch briefly on working capital.  It has and will continue to be a big 
area of focus.  As we have discussed before, we have reduced our net domestic inventory levels 
by over $1 billion over the past three years.  We believe there is still substantial opportunity to 
further improve our inventory productivity.  We are focused on a number of initiatives centered 
on reducing the levels of slow-moving, unproductive inventory; thinking differently about how 
we buy and flow our merchandise given our Shop Your Way program and integrated retail 
platform; and buying smaller quantities of merchandise and turning it more frequently. 
 
As you can see on the slide, if we can turn our inventory one more time per year, we can reduce 
our net working capital requirements by about $400 million, enhancing liquidity, and freeing up 
capital that could be further used to further invest in our transformation. 
 
On slide 39, we provide a summary of the initiatives laid out in the previous slides.  As you can 
see, these opportunities have the potential to generate incremental annual EBITDA of between $1 
billion and $2.5 billion if we successfully execute on these initiatives under the assumptions as 
indicated. 
 
We believe we have a substantial opportunity to compete successfully in the changing retail 
landscape by proactively transforming our business to meet the realities of the retail industry.  As 
I have said in the past, transformations of this size and scale are challenging, and we may 
continue to experience challenges in our financial performance over the next several quarters.   
 
However, we have made progress across a wide spectrum of initiatives, such as leveraging our 
Shop Your Way and Integrated Retail platforms, reducing our legacy pension obligation, 
managing our expenses, de-risking our balance sheet, and enhancing our financial flexibility to 
position ourselves to meet all of our financial obligations.  
 
These initiatives, when coupled with executing on the profitability framework I just described, 
will position us to play offense, enable us to continue to seek opportunities to grow, and invest in 
our business through acquisitions and other strategic relationships.  
 
As I indicated earlier, as changes occur in and around retail, we intend to be in the mix focused 
on investments and acquisitions that accelerate and improve our transformation.  Again, we are 
focused on making a profit, and we expect to continue to focus on our strengths, including 
increased focused on our best members, best stores, and best categories. 
 
As the CEO and largest individual shareholder of Sears Holdings, I am personally committed to 
investing in and driving our transformation, improving the profit performance of the company 
and creating shareholder value.  We will do this all while continuing to meet our financial 
obligations.  Our team is committed and is actively engaged in the daily work to make this 
transformation work.   
 
 
Operator:   
 
Thank you for participating in today’s call. You may now disconnect. 
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Sears Holdings’ Second Quarter 2014 Results  

Pre-Recorded Conference Call Transcript 

August 21, 2014 

 
 
Operator:   
 
Good day, ladies and gentlemen, and welcome to the Sears Holdings Corp. Q2 2014 
earnings conference call. At this time, all participants are in a listen-only mode. [Operator 
instructions]  As a reminder, this conference call is being recorded. 
 
I would now like to introduce your host for today’s conference call, Rob Schriesheim, 
Executive Vice President and Chief Financial Officer for Sears Holdings.  Sir, you may 
begin.  
 
 
Rob Schriesheim:   
 
Thank you, Operator.   
 
Ladies and gentlemen, welcome to the Sears Holdings earnings call.  I am Rob 
Schriesheim, Executive Vice President and Chief Financial Officer.   Please note that this 
morning we released our second quarter earnings results which are now available on our 
website.   
 
Joining me today is Eddie Lampert, our Chairman and Chief Executive Officer.  For our 
call today, you may access the accompanying slide presentation which is available on the 
investors section of our website under events and presentations. 
 
Before we begin, on Slide 2, I would like to remind you that today's discussion will 
contain forward-looking statements related to future events and expectations.  These 
statements are based on current expectations and the current economic environment or 
are based on potential opportunities and actual results may differ materially from those 
expressed or implied in the forward-looking statements.  You can find factors that could 
cause the Company's actual results to differ materially listed in today's press release, in 
the presentation for today’s call that is posted at the Investor Information section of 
searsholdings.com, and in our most recent SEC filings.  
 
In addition, on Slide 3, our discussion will include certain non-GAAP financial measures.  
Reconciliations to the most directly comparable GAAP financial measures can be found 
in the presentation and today's earnings release.  Any reference in our discussion today to 
EBITDA means Adjusted EBITDA, as defined in the earnings release and presentation. 
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Finally, we assume no obligation to update the information presented on this call, except 
as required by law. 
 
I would now like to turn to Slide 4 and turn the call over to Eddie Lampert.  
  
 
Eddie Lampert:   
 
Thanks Rob.  I also would like to thank all of you for joining us today.   
 
Beginning on Slide 4, I will provide an update on the progress we are making in our 
transformation, review key highlights from the second quarter and briefly review some of 
the actions we are taking to simplify and focus our company while creating long term 
value for our shareholders.  Rob will then review our financial results for the quarter and 
update you on our asset redeployment efforts in more detail.  Following Rob’s remarks, I 
will provide an update on the framework for profit that I introduced on our last earnings 
call outlining our efforts to restore Sears Holdings to profitability.  This framework is not 
meant to give guidance as to our future results or to predict that we will be successful in 
executing every aspect of this framework, but rather to highlight some of the different 
levers we have at our disposal that could restore profitability. 
  
As the CEO and the largest individual shareholder of Sears Holdings, I am personally 
committed to investing in and driving our transformation, improving the profit 
performance of the company, ensuring our financial flexibility all while creating 
shareholder value.  
 
Slide 6 illustrates the transformation to move from a traditional retail operating model to 
a member-centric operating model.  While retailers continue to be impacted by the same 
external factors, we are moving aggressively to address what we can control.  We have a 
number of different levers at our disposal that will enable us to return a company of our 
size and scope to profitability and deliver value to our many stakeholders.   
 
A key component of transforming our business is to move towards a structure that 
focuses on providing benefits to our members by using technology and platforms to form 
individual relationships with them.  Our new business model is intended to be less asset-
intensive and our new cost structure is intended to be more variable in nature.   
 
Moving now to Slide 7. 
 
I will direct my opening summary comments on 5 key areas of focus: 
 
First, while we have continued to show progress in our transformation, as demonstrated 
by growth in our Shop Your Way penetration rates and our on-Line sales growth, our 
second quarter earnings are unacceptable.   We are taking steps to address our 
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performance on several levels including reducing costs, investing in the acceleration of 
our transformation, rationalizing our physical footprint to focus on our better performing 
stores and markets, and improving our pricing and promotional design to yield higher 
gross margins.  
 
Given our scale, small changes can have a big impact on our results.  For example, a 100 
basis point increase in margin rate in the second quarter would increase EBITDA by 
approximately $80 million for the quarter and over $300 million on an annualized basis.   
 
Second, our transformation continues through Shop Your Way and Integrated Retail. We 
continue to see increasing engagement from our Shop Your Way members who drove 
73% of eligible sales in the quarter.  In addition, our integrated retail initiatives drove our 
online and multi-channel sales up 18% in the quarter and 22% in the first half.  The 
success of these two platforms is allowing us to maintain relationships with our members 
as we rationalize our store footprint and place an increased focus on supporting our better 
performing stores.  Despite the fact that adjusting our footprint has resulted in store 
closures, we continue to have a substantial nationwide footprint with a presence in many 
of the top malls in the country similar to what we had in 2007. 
 
Third, we plan to take short and long term actions to enhance our financial flexibility. We 
have reduced our inventory by $1.7B over the past 3 years as we closed stores and 
improved productivity.  As a result, in the future we will be less reliant on inventory as 
the primary form of collateral in our financing arrangements.   
 
In the next 6-12 months, we intend to work with our lenders and others to evaluate our 
capital structure with a goal of achieving more long term flexibility. 
 
Fourth, we have a proven record of funding our transformation and our business model.  
We have a large, valuable, diverse and unencumbered set of assets and businesses.  In the 
first half of 2014, we generated $665 million in proceeds towards our initial stated goal of 
$1 billion for the year.   
 
We also continue to reduce our liabilities by:   

1. Decreasing lease obligations by over $1 billion over the past 3 years;  

2. Reducing our underfunded pension status by over $600 million in the past year, 
and  

3. Reducing our overall pension liability, including making $1.5 billion in lump sum 
payments in 2012 to our pension plan participants, which reduced our exposure to 
the market risk associated with managing pension plan assets. 
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Fifth, we continue to add to the talent pool of the company. We have brought in new 
leaders, and elevated others within the company, as we change our culture to be more 
accountable and focused on driving performance.  We currently expect the combination 
of these actions to improve operating results.   
 
We will continue to take actions that we believe will create value and provide us with the 
financial flexibility to invest in the strategic priorities of the company.  As changes occur 
in and around retail, we intend to be actively involved, focused on investments and 
acquisitions that we believe will accelerate and enhance our transformation. 
 
I will now hand the call over to Rob who will take you through our second quarter results 
and financial position followed by a more detailed update of our asset redeployment and 
reconfiguration activities. 
  
 
Rob Schriesheim: 
 
Thanks, Eddie.   
 
Slide 9 is a summary of our second quarter and year-to-date consolidated results.  As we 
continue to invest in Shop Your Way and Integrated Retail, as part of our business model 
transformation, we seek to improve member engagement and enhance margins as we 
transition to a more variable-based promotional cost model.  In the near term, we are 
incurring the cost of two promotional programs while also reducing our inventory levels, 
both of which impact our gross margins.  Longer term, we expect our fixed promotional 
costs and selling and administrative expenses to decline and our variable promotional 
costs to result in higher margins.  While our area of greatest leverage is margins and 
promotional costs, we have continued to reduce fixed expenses.  Since 2012 our annual 
fixed expenses have declined by about $800 million.  Our significant revenue scale 
provides us with substantial operating leverage such that small improvements in margin 
rate and selling and administrative expense can lead to substantial improvements in 
EBITDA.  
 
Let me now take you through some of the year-over-year changes underlying our results. 
 
Slide 10 is a “waterfall” chart providing components of the decline in revenues year over 
year.  As you see in the box on the upper, about 95% of the $858 million year-over-year 
decline was due to factors other than domestic comparable store sales performance.  
The primary drivers of the decline include:  
 

• Domestic closed stores, which account for about 30% of the decline or $256 
million.  As we have invested heavily in Shop Your Way and Integrated 
Retail capabilities, we believe we have the ability to retain a portion of 
members who shopped the closed stores. 
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• The separation of Lands’ End accounting for 39% of the decline or $330 
million, 

• $47 million for domestic comparable store sales, about 6% of the decline, 
and 

• Sears Canada accounted for 16%, or $140 million of the decline. 

• Finally, we also experienced a revenue decline in our Home Services 
business during the quarter, as well as a decline in delivery revenues which 
combined, accounted for the majority of the other revenue decline of $85 
million. 

 
Moving to Slide 11, as shown in the top box, the increase in our comparable store sales 
trends demonstrates a marked improvement in the performance of both Sears and Kmart 
store sales.    
 
The steady growth we are seeing in Shop Your Way Members sales penetration and 
Online and Multichannel Sales is indicative of the success of the transformation.   While 
we are moving in the right direction, there is more work to be done to get results where 
we expect them to be and to put other parts of the business on the right path forward. 
 
As you can see in the chart on the lower left, our online and Multichannel Sales grew 
18% in the quarter and I note our first half was up 22%.  We continue to make our online 
capabilities more robust and appealing for our members.  We are also expanding our 
marketplace assortment and increasing the number of locations with in-store tablet 
capabilities.  
 
Finally, we continue to invest heavily in our Shop Your Way platform.  As a result, we 
continue to see higher levels of member engagement, demonstrating that our members 
are becoming even more engaged.  
 
As indicated on Slide 11, for the quarter, our domestic comparable store sales declined by 
0.8%, as Kmart experienced a 1.7% decline which was partially offset by an increase in 
the Sears Domestic format of 0.1%.   
 
Sears Domestic experienced continued momentum in our appliances and mattresses 
categories in Q2 leading to a positive comparable store sales growth of 0.1% as compared 
to a 0.8% decline last year, despite the continuing impact of negative consumer 
electronics industry trends.  Our electronics business has been a drag on the Sears format 
for some time.  We are addressing this decline by shifting the focus of our electronics 
business away from simply selling TVs.  By transforming the business into one that 
focuses on empowering Connected Living, we expect that the new electronics business 
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will bring together our capabilities in fitness, electronics, appliances, home services and 
auto.  Adjusting for the negative impact of the consumer electronics business, Sears 
Domestic comparable store sales would have been about 150 basis points higher.  Our 
auto business, despite its efforts to focus on services, experienced a comparable store 
sales decline in the low double digits in the second quarter.   
 
Kmart’s comparable store sales were down 1.7% as compared to a 2.1% decline last year.  
Our grocery and household business continued its poor performance which has persisted 
for more than a year and which we intend to address going forward with assortment 
updates, private label growth, and pricing promotional effectiveness initiatives.  If we 
exclude the impact of the grocery and household and electronics categories, the 
comparable store sales performance at Kmart would have declined 1.0%. 
 
Note further, that had it not been for the consumer electronics and grocery and household 
categories, Total SHC Domestic would have had a comparable store sales increase of 
0.4%. 
 
Slide 13 shows that for the quarter, our gross margin decreased about $444 million to 
$1.7 billion in 2014.  About 37% of the year-over-year decline was due to margin rate 
deterioration, with the remaining change of 63% due to other factors.  More specifically, 
 

• The year-over-year impact of domestic closed stores accounted for 
approximately $54 million, or about 12% of the change.   

• The impact of the Lands’ End separation represents about $126 million, or 
about 28% of the change. 

• The set of bars labeled “Domestic Operating Performance,” is a net amount 
of $167 million or about 38% of the total margin decline.  With the margin 
rate impact accounting for nearly all of decline.  As compared to the prior 
year, Kmart’s gross margin rate declined 250 basis points, with decreases 
experienced in a majority of categories, particularly apparel, home and 
grocery & household.  Sears Domestic’s gross margin rate declined 330 basis 
points for the quarter with decreases experienced in a majority of categories, 
most notably apparel, home appliances (partially due to free delivery),  tools 
and footwear. 

• Next, as indicated, we increased our year-over-year investment in Shop Your 
Way points by $43 million.  The higher cost of points demonstrates increased 
member engagement and is an indicator of the progress that we are making in 
our transformation to be a member centric integrated retailer.  Furthermore, it 
is important to understand that we recognize the points expense when points 
are issued to our members.  We expect to see additional revenue and margin 
benefit from the points that were issued in the first quarter throughout the 
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remainder of 2014 and into 2015 as the points will continue to be redeemed 
in the future.  Also, as previously noted, we have continued with our 
traditional promotional programs at historical levels as we plan to move 
through the transformation in a thoughtful and deliberate manner.  

• Finally, Sears Canada's gross margin declined by $54 million in the second 
quarter, accounting for approximately 12% of the total year-over-year margin 
decline. 

Slide 14 summarizes some of what we believe are our substantial financial resources.   
We had $839 million dollars of cash at quarter-end on a consolidated basis. 
 
In addition, we had immediate availability to borrow about $486 million on our credit 
facilities, which reflects the effect of both the springing fixed charge coverage ratio 
covenant and borrowing base requirement of our domestic credit facility.  
 
We also had $3.9 billion of equity in inventory.  Note that inventory is a current asset 
which can be converted to cash very quickly, or on average in 90 days in the normal 
course. 
 
Taken together, we had about $5.2 billion of liquidity or liquid assets on a consolidated 
basis which could be converted into cash in the near term.  While I will provide more 
detail on our resources later, year to date, we have generated approximately $664 million 
of proceeds from non-core asset dispositions including $500 million from a dividend 
associated with the distribution of Lands’ End and approximately $164 million derived 
from the sale of real estate.  
 
We continue to have multiple options to generate additional liquidity given our ability to 
access diverse funding sources as well as the asset rich nature of our portfolio.  More 
specifically: 
 

• We have a $500 million uncommitted commercial paper line of which we 
had $493 million available as of the end of the second quarter.   

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

• We have continued to demonstrate our ability to monetize our substantial 
unencumbered real estate assets and there are numerous other forms of 
transactions that we could pursue to provide additional liquidity 
expeditiously using our real estate.  

• We are permitted to raise up to a maximum of $760 million of second lien 
debt, subject to borrowing base requirements. 
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• I would also point out that we have no term debt maturities until June of 
2018 and our revolver is in place until April of 2016.   

• We also, as previously disclosed, continue to explore strategic alternatives 
for Sears Auto Centers 

 
Slide 15 presents our inventory, payables and net inventory balances for the past three 
years on a consolidated basis.  We have had success reducing the capital required to run 
our business, as we have reduced our net inventory investment by about $1.7 billion over 
the past three years.  By reducing our net inventory investment and our payables, we have 
decreased the level of vendor support needed to run our business, improving our business 
model in a way that benefits both us and our vendor-partners. 
 
Inventory productivity has been a key priority this quarter and our efforts have resulted in 
a decrease of our domestic net inventory of $510 million year-over-year, excluding the 
impact of Lands’ End.  To this end, we have been reducing slower selling inventory and 
focusing on keeping our overall inventory position fresh and relevant.  This initiative has 
hurt our overall gross margin in the near term, but we believe that our efforts now to 
build a fresher and more productive inventory assortment are important and necessary 
steps to drive better sales, profit and inventory productivity going forward.   
 
On Slide 16 you can see that our Domestic Pension Contributions over the past 9 years, 
including 2014, have totaled $2.9 billion.  We expect this year to mark the peak of our 
pension funding needs going forward with our pension funding declining through 2019, 
at which point we expect our pension to be fully funded.   As you can see, prior to taking 
into account new legislation, our aggregate pension funding requirements over the 5 year 
period ending 2019 are expected to be about $1.1 billion based on current interest rates 
and regulations – and possibly sooner should interest rates increase.  This should provide 
relief from the funding pressure we have felt as we have honored our legacy pension 
obligations. 
 
On August 8th, new legislation was enacted that amends existing pension funding 
requirements.  We expect the new legislation to increase the discount rate we use to 
determine our pension liability, resulting in lower liabilities and lower funding 
obligations as shown in the yellow highlighted box. 
 
Slide 17 itemizes our debt balance as of the end of the second quarter, and after making 
some adjustments, provides our “Adjusted” Domestic Net Debt Position.  Let me offer a 
few comments.   
 
First, as the box on the upper right notes, our revolver borrowings and our commercial 
paper outstanding are down with our short term borrowings down by $352 million.  Our 
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domestic cash is up by $213 million, meaning that our “Net” short term borrowings are 
down by $565 million on a year-over-year basis. 
 
Second, while our Total Domestic Debt has increased by about $592 million, our 
“Adjusted” Domestic Net Debt Position, when including cash and our unfunded pension 
obligation, is down about $220 million year-over-year.  Note that the company’s legacy 
pension obligation is essentially a form of debt and has influenced revolver usage.  The 
$1.1 billion of contributions made in the last 10 quarters have been funded by revolver 
borrowings.  On a pro forma basis, the revolver balance would be $339 million absent 
these contributions.  We have used one form of debt, being the revolver, to fund another 
form of debt, the pension.  Since 2012, about $1.1 billion of the second quarter revolver 
balance of $1.4 billion was driven by pension contributions which should be 
distinguished from funding operating expenses. 
 
If we are successful in monetizing our 51% stake in Sears Canada at current market 
values, this would result in cash proceeds of about $765 million.  This would afford us 
the option to apply those proceeds to our domestic revolver, which would have the impact 
of reducing the domestic revolver and Adjusted Domestic Net Debt balances, should we 
decide to do so. 
 
On Slide 18 we show our domestic Net Short Term Debt position was down vs. last year 
by $565 million to $808 million primarily due to lower borrowings under our revolver, 
lower levels of commercial paper and higher levels of cash.   
 
Next, we show availability on our committed domestic credit facility.  I want to make 
two points about the year-over-year change in the availability on our committed domestic 
credit facility, both of which are primarily driven by our more efficient management of 
inventory.  
 

1. First, our capacity at the end of the second quarter was about $2.3 billion.  
Although the credit facility provides for up to $3.275 billion of revolver 
commitments, our ability to use the entire facility was limited at quarter’s end by 
our borrowing base, which is determined based on the value of eligible inventory 
and other collateral.  Also, just as last year, we did not have access to about 10% 
of the total commitments because we would not have met the springing fixed 
charge coverage ratio covenant.  

2. Second, as we have managed our inventory more efficiently, we have less need to 
borrow, and our resulting borrowing capacity is about $665 million lower than 
this time last year.  At seasonal highs, during the 2014 Holiday Season, we 
currently anticipate that our domestic inventory will be at a level that the 
borrowing base will not limit access to the credit facility. 
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After deducting quarter end borrowings and outstanding letters of credit and factoring in 
the impact of the springing fixed charge coverage ratio covenant and borrowing base 
requirement, “Availability to Borrow” at the end of the second quarter was $240 million 
versus $759 million at the end of the second quarter last year.  However, as with net short 
term debt, that doesn’t tell the whole story.  Cash was greater than last year and 
incremental capacity under our uncommitted commercial paper program was also greater 
than last year.  After including the impact of cash and incremental commercial paper 
capacity, we had $1.3 billion of potential liquidity compared with $1.4 billion last year. 
Note that we also are permitted to raise up to $760 million in additional 2nd lien debt, 
subject to borrowing base requirements.  
 
I would also note that we would continue to de-lever our balance sheet and increase our 
availability to the extent we are successful in monetizing our 51% stake in Sears Canada.  
I would also note that we currently have $500 million of authorization remaining for 
share re-purchases as well as $275 million of authorization remaining for re-purchases of 
our debt.  
 
As we have commented, we believe that we have sufficient liquidity to run the business 
and also have the benefit of access to a rich portfolio of assets.   
 
Moving to Slide 19, you will see that we have continued to manage down our retail store 
footprint and the associated present value of lease obligations.  As we continue to manage 
our store footprint, we expect to further reduce these obligations in the coming years.  
Reducing our Net Minimum Lease Payments decreases corporate obligations and further 
de-risks our business model. 
 
As shown on Slide 20, our debt structure is in place for the next few years, as our 
domestic revolver extends into 2016, we have negligible term debt maturities over the 
next several years and we have multiple options available to us for any refinancing we 
may want to consider. 
 
 As indicated earlier we have reduced our inventory by $1.7 billion over past 3 years via 
store closings and productivity – and as Eddie commented this will alter our reliance on 
inventory as the primary form of collateral in our capital structure.  Over the next 6 to 12 
months, we intend to work with our lenders and others to evaluate our capital structure 
with a goal of achieving more long term flexibility, and may take action sooner. 
 
I would now like to shift gears and spend a few minutes discussing how we are 
redeploying our portfolio of assets which we believe will accelerate and fund our 
transformation.  
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On Slide 22, we show the framework we use to evaluate potential strategic transactions.  
We believe that these transactions will enable us to accelerate and fund our 
transformation when they allow Sears Holdings, the separated entity, or both entities to: 
 

1. Become a more focused company that is more efficient to manage and easier to 
understand, 

2. Pursue its own strategic opportunities, and attract talent, 

3. Optimize its capital structures, and allocate capital in a more focused manner, 

4. Enhance its financial flexibility, and 

5. Provide opportunities for our shareholders to continue to participate in the value 
creation generated by these businesses after separation.  

 
We believe that we are executing on a plan to increase financial flexibility, further de-risk 
our balance sheet and create shareholder value.  We expect to continue with these types 
of activities during the remainder of 2014.  
 
On Slide 23, we provide an update on our asset reconfiguration activities.   
 
On our  Q4 and Full Year 2013 Earnings call in February of this year, we disclosed that 
at the time, we expected that the combination of (1) the Lands’ End transaction,   (2) our 
continuing to work with the board and management of Sears Canada to increase the value 
of our investment, and (3) our evaluation of strategic alternatives with respect to our 
Sears Auto Centers when taken together would result in cash proceeds to the company in 
excess of $1 billion in 2014 to help fund our transformation and create value.  We believe 
that we are on track to deliver cash proceeds of $1 billion, having raised $664 million 
through the first half of the year.  
 

• On April 4th, we completed the separation of Lands’ End through a pro rata 
distribution to our shareholders and received an exit dividend from Lands’ 
End in the amount of $500 million as anticipated. 

• On May 14th, we announced that we intended to hire an investment banking 
firm to explore strategic alternatives for our 51% equity stake in Sears 
Canada, including a potential sale of our 51% interest or of Sears Canada as a 
whole.  We subsequently engaged BofA Merrilll Lynch to assist us in 
connection with these efforts.  Sears Canada’s board of directors has advised 
us that they intend to support Sears Holdings in this process to achieve value 
for all shareholders.  The market value of our 51% interest was about $765 
million as of August 19, 2014.  

87



 

• As we have previously disclosed, we are continuing to evaluate strategic 
alternatives for our Sears Auto Centers business.  We have had discussions 
with third parties regarding a variety of opportunities, including partnerships.  
We can’t give you any assurance that we will be successful in this effort or 
with Sears Canada. 

In addition we are:  
• Capitalizing on the flexibility in our real estate portfolio to reduce 

unprofitable stores as leases expire and in some cases accelerate closings 
when economically prudent – as well as continuing to benefit from the value 
of our real estate in both the US and Canada.  Through the first half of the 
year, we have received $164 million in proceeds from Real Estate 
transactions. 

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

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

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

•  I would also point out, that while we are adjusting our store base, we 
continue to operate stores in some of the best malls in America.  Two reports 
have been done over the past six years, one by Goldman Sachs listing the top 
100 malls in America, and the other by Morgan Stanley listing the top 100 
fashion malls in America.  Combining the two lists, in 2007, we were in 63 
of the malls and we are now in 61.  We are retaining stores in some of the 
best locations even as we close stores to optimize our store footprint and 
reduce lease obligations. 
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Moving to Slide 24, I will now turn the call back over to Eddie who will provide an 
update on the framework for profit that he outlined on our previous earnings call. 
 
 
Eddie Lampert:   
 
Thanks, Rob. 
 
Transitioning to this section on Slide 24, I mentioned that I want to use this opportunity 
to provide an update on the levers we are using to restore profitability to Sears Holdings.  
As I have said before, the framework I am outlining is not intended to provide guidance 
as to our future results or predict that we will be successful in executing any aspect of this 
framework.  It is intended to describe the opportunities we are focused on to increase 
profitability. 
 
On Slide 25, we show that we believe that fostering deep and lasting relationships with 
our members will drive sustainable and profitable growth.  As we pursue this 
fundamental objective, we will remain disciplined stewards of capital, with an overriding 
focus on creating value for our shareholders.  A transformation of this size and scale is 
difficult, but our entire management team is committed to its execution. 
 
On Slide 26 we outline the framework of our new model, which leverages our scale and 
the investments that we continue to make in the Shop Your Way program and Integrated 
Retail capabilities.  These include:  
 

• Optimizing store network and square footage 

• Accelerating Shop Your Way & Integrated Retail as the foundation of our 
business model 

• Transforming select business models  

• Reducing selling and administrative expenses  

 
Turning to Slide 27, as we’ve discussed, there is a great opportunity to optimize our store 
network.   
 
I mentioned earlier, we have announced plans to close about 130 stores in 2014, having 
closed about 95 to date.   In fiscal 2013, these stores generated almost $1B in sales; 
however, they generated an EBITDA loss of about $26 million.  Due to the flexibility in 
our real estate portfolio we believe we will be able to close these underperforming 
locations efficiently.  So, by closing these locations, we would expect to generate 
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approximately $26 million of incremental EBITDA on an annualized basis by avoiding 
the losses they currently produce.  Furthermore, closing these locations is expected to 
reduce our working capital requirements by about $160 million in 2014. 
 
Additionally, we believe that there is opportunity to retain a portion of the sales 
associated with the closed locations by maintaining a relationship with the members who 
shopped those stores. This belief is based on experience we have had to date in stores that 
we have closed over the last year.  As is shown on the slide, we believe that the 
annualized EBITDA value of retaining these members could be about $50 million, 
resulting in a total annualized EBITDA benefit of about $73M.  As our ability to retain 
members improves, we believe that the potential annualized impact of optimizing our 
store network could be about $300 million to $400 million. 
 
On Slide 28, we show that we have made substantial investments in Integrated Retail 
capabilities in our stores.  We are seeing these investments drive very good results, and 
we will continue to roll out these capabilities to additional stores throughout the 
remainder of the year.  For example, these capabilities include more flexible technology, 
like the ShopSears app utilized by associates in stores, digital signs, which enable 
dynamic pricing and marketing, and RFID technology, which enables our associates to do 
inventory counts in a fraction of the time giving them more time to focus on serving our 
members. This has resulted in improved sales and margins in the stores where we have 
enabled this technology.  Based upon this experience, which we have introduced at 
hundreds of locations, we believe there is the potential to generate about $500 million in 
incremental annual revenues and between $150 million to $200 million of incremental 
annual EBITDA for these initiatives alone.  
 
On Slide 29 we wanted to highlight that our In Vehicle Pickup has received very positive 
feedback from our members.  We launched this member benefit in the first half of the 
year at our Sears Full-Line Stores to make pickup of online orders easier.  This is one of 
the many ways we demonstrate our industry leadership in leveraging online channel and 
physical stores to enhance the integrated shopping experience.  Based on that positive 
feedback we are looking to expand this capability to Kmart and are piloting it in 115 
Kmart stores. 
 
On the bottom half of this slide, we show that during the second quarter we announced 
new functionality that allows our members and customers to order from sears.com and 
kmart.com and pick up in each other's stores – all over the U.S.  This will allow Members 
and customers to shop their favorite brands and pickup at the location most convenient to 
them, with no charge for shipping. 
 
On Slide 30, we show that the difference in annual spend between an average engaged 
Shop Your Way member and a very engaged Shop Your Way member continues to be 
significant, with our most actively engaged members spending 75% more than our 
average active member.  We are focused on targeted actions that will convert more of our 
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average active members to more engaged members and we continue to see positive signs 
that these actions are working.  Both the number of members that have redeemed points 
in the last 12 months and the number of emailable members have increased meaningfully. 
To put this in perspective, moving 1 million members from average to most engaged 
status represents $50M in EBITDA. 
 
We are focused on enhancing margins and reducing our overall cost of goods through a 
number of initiatives.  On Slide 31 we show that cost of goods annual spend is $23.6B.  
We have invested in our pricing capabilities, both in people and technology, which will 
enable us to be more targeted and real-time, responding to our members’ needs and the 
competitive environment. We are also focused on shifting our promotional design to be 
less dependent on promotional markdowns and replacing them with Shop Your Way 
points, where it makes sense. There will always be a level of promotional markdowns as 
part of our go to market promotional design, but our intent is to replace a portion of our 
existing promotional markdowns with Shop Your Way points.   
 
Also, we are focused on optimizing our supply chain to right-size our network, and 
leveraging our real estate portfolio by partnering with other retailers to lease out valuable 
but unproductive space.   
 
Strategic sourcing is one specific area I would like to call out where we have made some 
progress since our last call.  In the first half of the year, we have executed a number of 
strategic sourcing initiatives that we expect will improve profitability for the company in 
the future by $80 million on an annualized basis.  We will continue to utilize the strategic 
sourcing framework to continue to identify and go after additional savings across both 
merchandise and non-merchandise sourcing.    
 
Through these actions, you can see that with revenue held constant, each 1% reduction in 
our cost of goods, which would include the impact of sub-lease income, would generate 
an incremental $230 million of annual EBITDA. 
 
On Slide 32, selling and administrative expense is also an area of focus.  As we have 
discussed in the past, we have reduced our fixed expense structure by about $800 million 
annually over the past three years – though this is a mix of costs included in both Cost of 
Goods Sold and Selling and Administrative expense.  Through the first half of the year, 
we have reduced our fixed expenses by $30M, and we believe there is still significantly 
more opportunity.  Our areas of focus are re-engineering processes, leveraging 
technology and shifting our marketing mix.  In the first half of the year, we shifted more 
of our marketing dollar spend from fixed marketing assets to more variable-based, 
targeted digital assets, reducing our marketing expenses by $42 million while maintaining 
similar levels of marketing productivity.    Again, I would point out that the impact of 
these initiatives can be substantial.  With revenue held constant, each 2% reduction in 
selling and administrative expenses translates into $150 million of incremental EBITDA. 
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On Slide 33 we aim to clearly show both the challenge and the opportunity represented 
by Apparel.  Our revenue per square foot in our apparel business is about one third of the 
industry average.  Each $10 improvement in our sales productivity per square foot 
represents $100 million in incremental annual EBITDA.  To that end, we are aggressively 
transforming our apparel business with a focus on refreshed brands and product 
assortments and are reducing lead times to better meet our members’ needs.   
 
We are excited about our brand introductions, including the launch of Impact by Jillian 
Michaels, a performance activewear collection for women, which further strengthens our 
fitness offerings.   
 
We recognize the need to continue to innovate in our fabrics and unique styles and 
designs.  We plan to launch new technology in fabrics and design in our Everlast women 
and men’s lines. 
 
We have also been working to improve our ability to react faster to member needs and 
changing trends.  We will reduce risk by making smaller and more seasonal buys, and 
reducing lead times to better meet our members’ needs.  We successfully reduced lead 
times by over 30% in more than 25 brands, and reduced SKUs by about 30%.  These 
shorter lead times and focused assortments will permit greater flexibility, speed and 
accuracy going forward.   
 
Turning to Slide 34, we depict our connected solutions business initiative.  Connected 
Solutions are focused on providing our members with products that can be monitored and 
managed from their smart device anywhere in the world, helping our members better 
manage their lives.  
 
We’ve brought together one of the most authoritative assortments of smart, connected 
home and personal automation products from both well-known national brands as well as 
innovative start-ups – across diverse categories such as: 
 

• Home automation products such as thermostats, smart locks, lighting, 
switches and sensors 

• Mobile phones and tablets as well as service plans from AT&T and Verizon 

• Smart Watches  

• Fitness products such as treadmills, fitness bands and heart rate monitors 

• Connected garage door openers, including Craftsman Assurelink 

• Connected baby monitors 
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Slide 35 shows our phased approach to growing the Connected Solutions platform.  In 
phase 1, we piloted three 2,000 square foot shops in the Chicagoland area.   In phase 2, 
we plan on opening an additional 7 locations with a focus on optimizing the experience 
and testing a smaller 500 square foot format.  In phase 3, we plan to leverage the 
learnings from phases 1 and 2 as we scale the concept and roll-it out to additional stores.  
 
On Slide 36, I do want to touch briefly on working capital, which has and will continue to 
be a big area of focus.  As we have discussed before, we have reduced our net domestic 
inventory levels by over $1 billion over the past 3 years.  We believe there is still 
substantial opportunity to further improve our inventory productivity.  We are focused on 
a number of initiatives centered on: 
 

1. Reducing the levels of slow moving and unproductive inventory 

2. Buying and flowing our merchandise differently given our Shop Your Way 
program and Integrated Retail platform, and 

3. Buying smaller quantities of merchandise and turning it more frequently 

 
As you can see on the slide, if we can turn our inventory 1 more time per year, we can 
reduce our net working capital requirements by about $400 million, enhancing liquidity 
and freeing up capital that could be used to further invest in our transformation. 
 
On Slide 37, we provide a summary of the initiatives laid out on the previous slides.  As 
you can see, if we successfully execute on these opportunities, they have the potential to 
generate incremental annual EBITDA of between $1 and $2.4 billion under the 
assumptions as indicated. 
 
We believe we have a substantial opportunity to compete successfully in the changing 
retail landscape by proactively transforming our business to meet the new realities of the 
industry.  As I have said in the past, transformations of this size and scale are not easy, 
and we may continue to experience challenges in our financial performance over the next 
several quarters.  However, we have made progress across a wide spectrum of initiatives, 
such as leveraging our Shop Your Way and Integrated Retail platforms, reducing our 
legacy pension obligation, managing our expenses, de-risking our balance sheet, and 
enhancing our financial flexibility to  position ourselves to meet all of our financial 
obligations.  We believe these initiatives, when coupled with executing on the 
profitability framework I just described, will position us to play offense and enable us to 
continue to seek opportunities to grow and invest in our business through acquisitions 
and other strategic relationships.   
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As I indicated earlier, as changes occur in and around retail, we intend to be in the mix 
focused on investments and acquisitions that accelerate and improve our transformation.  
We are committed to driving profitability, and we expect to focus on our strengths, 
including our best members, best stores and best categories.  
 
As the CEO and the largest individual shareholder of Sears Holdings, I am personally 
committed to driving our transformation, improving the profit performance of the 
company and creating shareholder value.  Our team is committed and is actively engaged 
in the daily work to make this transformation work.   
  
 
Operator:   
 
Ladies and gentlemen, thank you for participating in today’s conference. This concludes today’s 
program. You may now disconnect. Everyone, have a great day. 
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Date Div*

12/09/13 5.000
11/28/13 5.000
12/20/12 1.000
09/20/10 3.500
05/27/10 3.500
05/11/06 0.060
02/13/06 0.060
12/09/05 18.640
11/10/05 0.060
08/11/05 0.060
05/12/05 0.060
02/11/05 0.060
11/10/04 0.060
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05/13/02 0.060
02/13/02 0.060
12/13/01 0.060
08/13/01 0.060
05/10/01 0.060
02/13/01 0.060
11/10/00 0.060
08/11/00 0.060
05/11/00 0.060
02/11/00 0.060
11/10/99 0.060
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Court File No. CV-17-l1846-00CL

ONTARIO

SUPERIOR COURT OF JUSTICE

COMMERCIAL LIST

THE HONOURABLE MR. THURSDAY, THE 13th

JUSTICE HAINEY DAY OF JULY, 2OI7

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

AND IN THE MATTER OF A PLAN OF COMPROMISE OR
ARRANGEMENT OF SEARS CANADA INC., CORBEIL
ÉrncrnrquE INC., s.L.H. TRANSroRT INC., THE cur INC.,
SEARS CONTACT SERVICES INC., INITIUM LOGISTICS
SERVICES INC., INITIUM COMMERCE LABS [NC., INITIUM
TRADING AND SOURCING CORP., SEARS FLOOR
COVERING CENTRES INC., 173470 CANADA INC., 2491089
ONTARIO INC., 6988741 CANADA INC., 10011711 CANADA
INC., 1592580 ONTARIO LIMITED, 955041 ALBERTA LTD.,
4201531 CANADA INC., 168886 CANADA INC., AND 3339611
CANADA INC.
(each, an "Applicant", and collectively, the "Applicants")

SISP APPROVAL ORDER

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

Arrangement Act, R.S.C. 1985, c. c-36, as amended (the "CCAA") for an order, inter alia,

approving the Sale Process (as defined below) and certain related relief, was heard this day at 330

University Avenue, Toronto, Ontario.

ON READING the Notice of Motion of the Applicants, the Affidavit of Billy Wong sworn

July 5, 2017 including the exhibits thereto (the "Second Wong Affidavit"), the First Report of

FTI Consulting Canada Inc., in its capacity as Monitor (the "Monitor") filed, and on hearing the

submissions ofrespective counsel for the Applicants, counsel to the Monitor, counsel to the Board

of Directors and the Special Cornmittee of the Board of Directors of Sears Canada Inc., counsel to

Wells Fargo Capital Finance Corporation Canada as administrative agent under the DIP ABL
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Ð
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Credit Agreement, counsel to GACP Finance Co., LLC as adrninistrative agent under the DIP

Term Credit Agreement,, and such other counsel as were present, no one else appearing although

duly served as appears from the Affidavits of Service of Sonja Pavic sworn July 6, 2017 fied:

SERVICE AND DEFINITIONS

1. THIS COURT ORDERS that the tirne for selice of the Notice of Motion and the Motion

Record herein is hereby abridged and validated so that this Motion is properly retumable today

and hereby dispenses with further service thereof.

2. THIS COURT ORDERS that any capitalized term used and not defined herein, shall have

the meaning ascribed thereto in the Initial Order in these proceedings dated June 22, 2077, as

amended (the "Initial Order") or the Sale Process, as applicable.

APPROVAL OF THE SALE PROCESS

3. THIS COURT ORDERS that the Sale Process attached hereto as Schedule "A" (the "Sale

Process") is hereby approved. The Applicants, the Monitor and the Financial Advisor are hereby

authorized and directed to take any and all actions as may be necessary or desirable to implement

and carry out the Sale Process, subject to the milestones contained in the Dehnitive Documents

(as defined in the Initial Order), in order to select one or more Successful Bids which shall be

consummated no later than Octob er 25,2077 or such other later date as agreed to by the Applicants,

the Monitor and the DIP Lenders or as otherwise ordered by the Court.

4. THIS COURT ORDERS that the Applicants shall, unless otherwise ordered by the Court

or agreed to by the Monitor and the DIP Lenders, by no later than September 27,2017 seek bids

for the liquidation of inventory and FF&E not otherwise included in a Successful Bid(s) (as defined

in the Sale Process), if any, with such liquidation(s) to comrnence no later than November 7,2011 .

5. THIS COURT ORDERS that nothing in this Order or the approval of the Sale Process shall

affect the rights and remedies of any party to an agreernent with any of the Applicants affecting

lands or premises in which Sears Canada has an interest, including without limitation any lease,

any operating agreement, any agreement containing an option or right of hrst refusal (or other

sirnilar right) (such right, a "ROFR") ("Property Agreements") and all rights and remedies of

the Applicants and counterparties to any Property Agreements are reserved and shall remain
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unaffected by this Order or the approval of the Sale Process. For greater certainty, the rights ancl

remedies and protections in favour of counterparties that are reserved and unaffected herein,

(whether statutory, contractual or at cor¡rnon-law), if any, including any right to receive full

disclosure of information and documentation from the Applicants, the Financial Advisor and the

Monitor relating to the Sale Process, including but not limited to the allocation of the purchase

price for the property(ies) subject to the ROFR(s) in that particular counterparty's favour, and the

allocation for all property that is subject to any en bloc offer to which it may form a part, or be

related to by way of condition or otherwise.

6. THIS COURT ORDERS that:

(a) by no later than August 4,2077, on the request of a holder of a Property Agreement,

the Applicants shall advise such holder whether the Applicants intend to take the

position that the ROFRs subject to such request are no longer in force; and

(b) if the Applicants have received a Binding Bid in the Sale Process for an Asset that

is the subject of a ROFR under a Property Agreement from a bidder (a "ROFR

Bidder") and the Applicants take the position that the ROFR will not be triggered

by such Binding Bid, then the Applicants will provide written notice to the relevant

holder of the applicable Property Agreement as follows:

(i) if such holder is not a bidder in the Sale Process for such Asset, by

September 8,2077; and

(ii) if such holder is a bidder in the Sale Process for such Asset, then once the

Applicants have elected to proceed with the transaction with the ROFR Bidder, and

in any event, no later than Septernber25,2017. The Applicants shall serve materials

in connection with such Asset sale to any party other than such holder by September

26,2017.

7. THIS COURT ORDERS that each of the Applicants and their respective affiliates,

partners, ernployees, and agents and the Monitor and the Financial Advisor and their respective

affiliates, partners, directors, employees, and agents shall have no liability with respect to any and

all losses, claims, damages or liability of any nature or kind to any person in connection or as a

result of perfonning their duties under the Sale Process, except to the extent of such losses, claims,
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damages or liabilities resulting from gross negligence or willful misconduct of the Applicants, the

Monitor or the Financial Advisor, as applicable, as determined by this Court.

8. THIS COURT ORDERS that, in connection with the Sale Process and pursuant to clause

7(3Xc) of the Canada Personal Inþrmation Protection and Electronic Documents Act, the

Applicants, the Financial Advisor and the Monitor are authonzed and permitted to disclose

personal information of identifiable individuals to prospective investors, financiers, purchasers or

bidders and to their advisors, but only to the extent desirable or required to negotiate and attempt

to complete one or rnore investment, finance or sale transaction (each, a "Transaction"). Each

prospective investor, financier, purchaser, or bidder to whom such information is disclosed shall

maintain and protect the privacy of such infonnation and shall limit the use of such information to

its evaluation of the Transaction, and if it does not complete a Transaction, shall: (i) return all such

information to the Applicants or the Monitor; or (ii) destroy all such information that is not

electronically stored and, in the case of such information that is electronically stored, destroy all

such information to the extent it is reasonably practical to do so. The purchaser in any Transaction

shall be entitled to continue to use the personal information provided to it, and related to the

property purchased, in a manner which is in all material respects identical to the prior use of such

information by the Applicants, and shall retum all other personal information to the Applicants or

the Monitor, or ensure that all other personal information is destroyed.

9. THIS COURT ORDERS that at any time during the Sale Process, the Monitor, the

Applicants or the DIP Lenders may apply to the Court for directions with respect to the Sale

Process.

GENERAL

10. THIS COURT ORDERS that this Order shall have full force and effect in all provinces

and territories in Canada.

1 1. THIS COURT HEREBY REQUESTS the aid and recognition of any Court, tribunal,

regulatory or administrative bodies, having jurisdiction in Canada or in the United States of

America, to give effect to this Order and to assist the Applicants, the Monitor and their respective

agents in carrying out the tenns of this Order. All courls, tribunals, regulatory and administrative

bodies are hereby respectfully requested to make such orders and to provide such assistance to the
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Applicants and to the Monitor, as an officer of this Court, as may be necessary or desirable to give

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

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

Order.

ENTERED AT / INSCRJT À rONO¡rrO
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Schedule "4"

Sale Process

On June 22,2OI7, Sears Canada lnc. and certain of its subsidiaries (collectively, "Sears Canada") sought

and obtained protection under lhe Companies' Creditors Arrongement Act (the "CCAA") pursuant to an

initial order (the "tnitial Order")granted by the Ontario Superior Court of Justice (Commercial List) (the

"Court"). The lnitial Order contemplates Sears Canada pursuing all avenues of refinancing, restructuring,

selling and reorganizing their Business and Property (each as therein defined) subject to prior approval

ofthe Court.

Sale and lnvestment Solicitation Process

This sale and investment solicitation process (the "Sale Process") sets out the manner in which
(i) bids and proposals for a broad range of transaction alternatives including investment
proposals involving the Business, Property, assets (the "Assets") andf or leases (the "Leases") of
Sears Canada, whether en bloc or any portion(s) thereof, will be solicited from interested
parties, (ii) any Binding Bids, Binding Lease Modification Proposals and Binding Lease Surrender

Proposals (each as defined below) received will be considered and negotiated with interested
parties, (iii) any Binding Bids, Binding Lease Modification Proposals and Binding Lease Surrender

Proposals as subsequently negotiated, may be selected as Successful Bid(s) (as defined below),

and (iv) the Court's approval of such Successful Bid(s) will be sought, with an anticipated

completion date of all transactions by no later than October 25,2OI7.

The Sale Process shall be conducted by BMO Nesbitt Burns lnc. ("BMO Capital Markets", the

"Sale Advisor") on behalf of Sears Canada and under the supervision, review and approval of
both the Special Committee of the Board of Directors of Sears Canada lnc. (the "Special

Committee") and FTI Consulting Canada lnc. in its capacity as court-appointed monitor of Sears

Canada (the "Mon¡tor"). References to Sears Canada throughout this Sale Process shall mean

the Special Committee in circumstances where the integrity of this Sale Process so requires (as

determined by the Special Committee or any of the advisors, the Sale Advisor or the Monitor).

Parties who wish to have their bids or proposals considered with respect to the Business, Assets

and/or Leases, whether as a whole or any portions thereol shall participate in this Sale Process

in accordance with the procedures set out herein.

The sale of the Business, Assets and/or Leases will be on an "as is, where is" basis and without
surviving representations or warranties of any kind, nature, or description by Sears Canada, the

Sale Advisor, the Monitor or any of their respective agents or estates, except to the extent set

forth in a definitive transaction agreement executed by Sears Canada in accordance with this

Sale Process.

For the purpose of this Sale Process, the term "Landlord" shall include landlords under real

property leases and occupancy agreements for any of the Applicants' leased premises.

Solicitation Process

2

3

4.

5.

1.

LECÀL I :450-13 l54 4

423



July 1.2,2017

6. The Sale Process will be conducted as follows:

a The Sale Advisor and Sears Canada with the assistance of its advisors and in consultation
with and under the supervision of the Monitor will:

(i) prepare a form of non-disclosure agreernent acceptable to the Monitor ("NDA") to be

executed by interested parties;
(ii) prepare forms of transaction documents to be used by interested parties in submitting

bids and proposals to Sears Canada, the form and substance of such transaction
documents to be acceptable to the Monitor after consultation with the DIP ABL Lenders

and DlPTerm Lenders (as defined in the lnitialOrder, and togetherthe "DlP Lenders")

(the "Transaction Documents" );
(iii) solicit interest from parties to enter into NDAs, and begin analyzing the transaction

a lternatives;
(iv) require that all potential bidders that wish to participate in the Sale Process must sign

an NDA in form acceptable to Sears Canada and the Monitor priorto participation in the
Sale Process, provided however that a Landlord need not sign an NDA to submit a

Binding Lease Modification Proposal or a Binding Lease Surrender Proposal; and

(v) provide potential bidders who have executed an NDA with access to an electronic data

room of due diligence information.

b. Landlords may submit to the Sale Advisor Binding Lease Modification Proposals (as defined

below) in connection with existing Leases or occupancy agreements to which they are a

party. lt is recommended that any such proposals be received in binding form on or before
5:OO p.m. Eastern Daylight Time on August L5, 2O!7 (the "B¡nd¡ng Lease Modification
Proposal Deadline"), with a contemporaneous copy delivered to the Monitor, but in no

event later than August 3L,2017;

Parties interested in pursuing a transaction must submit binding offers based on the
relevant forms of Transaction Documents including the items set out in paragraph 8 below
(a "Binding Bid") by 5:00 p.m. Eastern Daylight Time on August 31',2017 (the "B¡nd¡ng B¡d

Deadline") to the attention of the Sale Advisor as set out below, with a contemporaneous
copy delivered to the Monitor. Landlords may submit to the Sale Advisor proposals to have

Sears Canada surrender existing leases to which they are a party (a "Binding Lease

Surrender Proposal") provided that all such proposals must be received in binding form on

or before the Binding Bid Deadline, with a contemporaneous copy delivered to the Monitor;
and

d. Subject to the terms set forth herein, following the Binding Bid Deadline and the Binding

Lease Modification Proposal Deadline, Sears Canada and its advisors, in consultation with
the Monitor and the DIP Lenders, may seek to negotiate final terms with one or more

parties, and may select one or more Successful Bid(s) subject to the approval of the Court,

all in accordance with the timeline set out in the process letter, which shall be in a form

acceptable to the Monitor and the DIP Lenders, to be delivered by the Sale Advisor to
interested parties.

The Sale Advisor shall advise prospective bidders that if a Binding Bid will be submitted for
one or more Assets or Leases that are subject to an agreement which may or may not

c

e

2
LEC^l- l:1i03S181 4

424



7

July L2,2OI7

contain restrictions in the nature of a right of first refusal, option to purchase or similar

right, the beneficiary of such agreement(s) reserves all rights and remedies in respect of
such agreement(s). The contents of this paragraph 6(e) shall be placed in the data room for

any Asset that is subject to a ROFR.

The Sale Advisor may, in consultation with Sears Canada and the Monitor, and subject to the

terms of the Definitive Documents (as defined in the lnitial Order), engage local market leasing

agents or realestate brokers to solicit Binding Bids for discrete Assets or assignments of Leases.

Submission of Binding Offers

8. ln order for a bid to be considered a Binding Bid, it shall comply with the following:

(i) it shall contain:
a. duly executed Transaction Documents;

b. the identity and contact information of the bidder and the identities of each

person or entity that will be sponsoring or participating in such bid, including

direct and indirect owners;
c. a blackline showing changes to the relevant Transaction Documents provided to

the interested party by Sears Canada; and

d. evidence of authorization and approval to submit and consummate the bid from

the bidder's board of directors (or comparable governing body);

(ii) it includes a letter stating that the bid is irrevocable for a period of at least 20 business

days after the Binding Bid Deadline;
(iii) it provides written evidence of a firm, irrevocable financial commitment for all required

funding or financing in connection with the bid;
(iv) if applicable, a separate Transaction Document that includes a separate allocation of

value to each individual Asset or Lease subject to the bid that is the subject of a valid

and enforceable right of first refusal, option to purchase or similar right;
(v) it is accompanied by a cash deposit (the "Deposit") of IO% of the total cash purchase

price contemplated by such bid, which shall be paid to the Monitor by wire transfer (to a

bank account specified by the Monitor) and held in trust in accordance with this Sale

Process;
(vi) it does not include any request for or entitlement to any break fee, expense

reimbursement or similar type of payment;
(vii)it is not conditional upon:

a. the outcome of unperformed due diligence by the bidder, and/or
b. obtaining financing; and

(viii) it is received by the Binding Bid Deadline.

A Binding Lease Modification Proposal and a Binding Lease Surrender Proposal shall comply with

the following:

(¡) it shall contain:

a. duly executed relevant Transaction Documents;

b. the identity and contact information of the Landlord contact person;

9

3
l-l:(i/\l- l:1501S134.1

425



July 12,2OI7

c. a blackline showing changes to the relevant Transaction Documents provided to
the interested party by Sears Canada; and

d. evidence of authorization and approval to submit and consummate the
proposal from the Landlord's board of directors (or comparable governing body)

or confirmation that such authorization and approval is not required for the

Binding Lease Modification Proposal or Binding Lease Surrender Proposal, as

applicable, to be binding on such Landlord;

(ii) it includes a letter stating that the proposal is irrevocable for a period of at least 20

business days after the Binding Bid Deadline;

(iii) in the event that third party financing is required to close the transaction, it provides

written evidence of a firm, irrevocable financial commitment for all required funding or
fina ncing;

(iv) it is not conditional upon

a the outcome of unperformed due diligence by the Landlord, andlor

b. obtainingfinancing;

(v) it is received by the Binding Lease Modification Proposal Deadline or the Binding Bid

Deadline, as applicable; and

(vi) to the extent that a Landlord intends to submit a proposal contemplating a material

modification of an existing Lease to which it is party (a "Binding Lease Modification
Proposal"), such Binding Lease Modification Proposal must, in addition to the foregoing

requirements, contain such Landlord's consent that the Sale Advisor and Sears Canada

may share such Binding Lease Modification Proposal with other bidders in the Sale

Process who have signed NDAs, subject to any restrictions that may be contained in

such Binding Lease Modification Proposal,

Sears Canada, with the consent of the Monitor, the Sale Advisor and the DIP Lenders, may waive

compliance with any one or more of the requirements specified in sections 8 and 9 and deem,

with the consent of the bidding party, a non-compliant bid, lease surrender proposal or lease

modification proposal to be a Binding Bid, a Binding Lease Surrender Proposal or a Binding Lease

Modification Proposal, respectively, with the exception of a bid or a lease surrender proposal

that is received after the Binding Bid Deadline or a lease modification proposal that is received

after the Binding Lease Modification Proposal Deadline.

Evaluation of Comoetins Bids a Prooosals and Court Aporoval

1.1. Following the Binding Bid Deadline and the Binding Lease Modification Proposal Deadline, as

applicable, Sears Canada shall consult with the Monitor, the Sale Advisor and the DIP Lenders

and decide whether to (i) continue negotiations with a selected number of bidders that have

submitted Binding Bids, Binding Lease Modification Proposals and/or Binding Lease Surrender

Proposals, with a view to selecting one or more non-overlapping Bindings Bids, Binding Lease

Modification Proposals and/or Binding Lease Surrender Proposals (collectively, the "Successful

l_0.
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Bid(s)") upon approval of the Board of Directors of Sears Canada, and (ii) take such steps as are

necessary to finalize and consummate the Successful Bid(s). Sears Canada shall have no

obligation to conclude a sale arising out of this Sale Process and reserves the right and

unfettered discretion to reject any bid or proposal (including any Binding Bid, Binding Lease

Modification Proposal and Binding Lease Surrender Proposal), but shall not do so without the

approval of the Monitor after consultation with the DIP Lenders. lf Sears Canada does select any

Successful Bid(s), it shall be under no obligation to accept the highest bid.

Following selection of a Successful Bid(s), Sears Canada and its advisors in consultation with the

Monitor shall seek to settle any necessary definitive agreement(s) with respect to the Successful

Bid(s) in form and substance acceptable to the DIP Lenders and the Board of Directors of Sears

Canada. Once all necessary definitive agreement(s) with respect to a Successful Bid have been

finalized, Sears Canada will apply to the Court as soon as reasonably practicable for an order in
form and substance acceptable to the Monitor and the DIP Lenders (an "Approval and Vesting

Order") approving such Successful Bid and authorizing Sears Canada to (i) enter into any and all

necessary agreements with respect to the Successful Bid, (ii) undertake such other actions as

may be necessary to give effect to such Successful Bid, and (iii) implement the transaction(s)

contemplated in such Successful Bid.

Each Landlord shall be advised by no later than two business days after the selection of a

Successful Bid(s) relating to such Landlord's Lease(s), and in any event no later than October 6,

2Ol-7, which of its Lease(s) are included in such Successful Bid(s).

All Deposits shall be retained by the Monitor and invested in an interest bearing trust account.

lf one or more Successful Bids are selected and an Approval and Vesting Order is granted in

connection therewith, the Deposit paid in connection with such Successful Bid(s) (plus

applicable interest) will be non-refundable and shall, upon closing of the transaction

contemplated by such Successful Bid(s), be applied to the purchase price to be paid in

connection with such Successful Bid(s) or be dealt with as otherwise set out in the definitive

agreement(s) entered into in connection with such Successful Bid(s). Any Deposit (plus

applicable interest) delivered with a Binding Bid that is not selected as a Successful Bid, will be

returned to the applicable bidder within ten (10) business days of the date of expiration of such

Binding Bid or an earlier date as may be determined by Sears Canada, in consultation with the

Monitor and the Sale Advisor,

Consents an lnformation

15 Any amendments to this Sale Process, including the relevant dates and deadlines set forth
herein, may be made with the written consent of the Special Committee, the Monitor and the

DIP Lenders, or by further order of the Court.

t6 Notwithstanding anything else contained herein, Sears Canada, in its reasonable business

judgment and in consultation with the Sale Advisor, the Monitor and the DIP Lenders may, from

time to time, withdraw any Leases or Assets from this Sale Process in accordance with the CCAA,

and Sears Canada's rights under the lnitial Order.

1.4.
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lf any DIP Lender intends to participate as a bidder in this Sale Process, such party must provide

written notice of such intention (the "Part¡cipation Notice") to the Sale Advisor, with a copy to
the Monitor, on or before July 17,2017 (the "Participation Notice Deadline"). Any DIP Lender

who delivers a Participation Notice shall not be entitled to any Bid lnformation or Confidential
lnformation (each as defined below), and cannot be a Restricted Process Observer (as defined
below), or to participate in the review or drafting of Transaction Documents or the review,

consideration, negotiation or selection of Successful Bid(s). The failure of such parties to deliver
a Participation Notice by the Participation Deadline shall render such parties unable to
participate as a bidder in this Sale Process.

Subject to the confidentiality terms hereof, the Sale Advisor shall provide regular updates to the
DIP Lenders and their advisors with respect to matters related to the Sale Process. Any

information that is provided by the Sale Advisor, Sears Canada, the Monitor or their advisors to
any of the DIP Lenders or their advisors, in respect of the Sale Process, including regarding any

participants therein, any bids received or terms thereof or otherwise ("Confidential

lnformation"), will be provided on a strictly confidential basis only and such parties shall not be

permitted to share such Confidential lnformation with anyone other than any other DIP Lenders

or the DIP Lenders' advisors, without the consent of Sears Canada and the Sale Advisor in
consultation with the Monitor.

ln addition, the following highly-sensitive information will solely be provided on a strictly
confidential basis only to the Restricted Process Observers (as defined below), notwithstanding
the terms of any bids or proposals received: the identity of the bidders; the particular Assets,

Leases and/or Business that are the subject of a particular Binding Bid, Binding Lease

Modification Proposal or Binding Lease Surrender Proposal; the proposed purchase price for the
Business, Assets and/or Leases identified in a Binding Bid, Binding Lease Modification Proposal

or Binding Lease Surrender Proposal; and the number of bidders that are considering or have

submitted Binding Bids, Binding Lease Modification Proposals and/or Binding Lease Proposals

for a particular Asset, Lease or Business, and copies of all bids or proposals received in the Sale

Process (collectively, the "Bid lnformation"). The Monitor will maintain a list of personnel

and/or categories of personnel who have a need to know the Bid lnformation, including
personnel and/or categories of personnel of the financial and legal advisors to the DIP Lenders

(the "Restricted Process Observers"). No Bid lnformation will be provided to any individual who
is not a Restricted Process Observer and, notwithstanding the terms of the DIP Facilities (as

defined in the lnitial Order), Restricted Process Observers shall only be permitted to share such

Bid lnformation with other Restricted Process Observers unless the prior written consent of the
Monitor in consultation with the Sale Advisor is obtained.

Subject to the terms hereof, the Special Committee or its designate may participate in the
negotiations under the Sale Process and shall give instructions to Sears Canada's advisors in

respect of or relating to this Sale Process. Certain members of management of Sears Canada

have advised the Special Committee and Sears Canada's advisors that they intend to submit a

bid or proposal. Management of Sears Canada involved in any capacity in connection with the
submission of any bid or proposal will not be provided with Confidential lnformation or Bid

lnformation, including information about Binding Bids, Binding Lease Modification Proposals or
Binding Lease Surrender Proposals that third parties have made or information about whether
any particular party has made a Binding Bid, Binding Lease Modification Proposal or Binding

Lease Surrender Proposal, shall not participate in the review or drafting of Transaction

6
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Documents or the review, consideration, negotiation or selection of Successful Bid(s), and may

be subject to further restrictions as may be determined from time to time by the Special

Committee in consultation with Sears Canada's advisors and the Monitor.

Under no circumstances should the management of Sears Canada communicate with any

interested party without one of the Sale Advisor, the Monitor or Osler, Hoskin & Harcourt LLP

("Osler"), legal advisor to Sears Canada, present.

All communications relating to a potential bid must be addressed to the Sale Advisor. lnterested
parties must adhere to the following communication protocol:

(i) members of Sears Canada's management team will only be available to prospective

bidders at times scheduled and on terms determined by BMO Capital Markets as it
determines necessary to advance the Sale Process, provided that such meetings or
other communications with management must be supervised by any one of the Sale

Advisor, the Monitor or Osler; and

(ii) members of Sears Canada's management and outside advisory teams have been

instructed to direct any and all inquiries from prospective bidders to BMO Capital

Markets.

Nothing in this Sale Process shall be construed to (i) permit or require any amendments to the

terms of any Lease without the consent of the applicable Landlord, or (ii) obligate any Landlord

to negotiate with a party regarding any such amendments.

Failure to adhere to this communication protocol may result in disqualification of the
interested party from the Sale Process andlor the rejection of any bid made by such

interested party.

7
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Court File No. CV- 17- I 1 846-00CL

ONTARIO

SUPERIOR COT]RT OF' JUSTICB

COMMERCIÄL LIST

THE HONOURABLE MADAM TUESDAY, THE 18th

CONWAY DAY OF JULY,2OI7

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

AND IN THE MATTER OF A PLAN OF COMPROMISE OR
ARRANGEMENT OF SEARS CANADA INC., CORBEIL
ÉlpcrnreuE INC., s.L.H. TRANSPORT INC., THE cur INC.,
SEARS CONTACT SERVICES INC., INITIUM LOGISTICS
SERVICES iNC., INITIUM COMMERCE LABS INC., INITIUM
TRADING AND SOURCING CORP., SEARS FLOOR
COVERING CENTRES [NC., 1]3470 CANADA INC., 2497089
ONTARIO INC., 6988741 CANADA INC., 1OOI171I CANADA
INC., 1592580 ONTARIO LIMITED, 955041 ALBERTA LTD.,
4201531CANADA INC., I68886 CANADA INC., AND 33396I1
CANADA INC.
(each, an "Applicant", and collectively, the "Applicants")

LIQUIDATION SALE APPROVAL ORDBR

THIS MOTION, made by the Applicants, pursuant to fhe Companies' Credilors

Arrangemenl Act, R.S.C. 1985, c. c-36, as amended (the "CCAA") for an order, inter alia,

approving: (i) the transactions contemplated under the Amended and Restated Agency Agreement

entered into between Sears Canada Inc. ("Sears Canada") and a contractual joint venture

comprised of Gordon Brothers Canada ULC, Merchant Retail Solutions ULC, Tiger Capital

Group, LLC and GA Retail Canada ULC (collectively, the "Agent") dated July 12, 2017 and

amended and restated on July 74,2017 (the "Agency Agreement") and certain related relief; (ii)

the transactions contemplated under the Amended and Restated Consulting Agreement entered

into between Sears Canada and the Agent dated July 72,2017 and amended and restated on July

14, 2017 (the "Consulting Agreement", and together with the Agency Agreement, the

"Liquidation Agreements") and certain related relief; and (iii) the Sale, the Hometown Dealer

,€uRE

c)
m
q,
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Sale, and the Sale Guidelines (each as defined below) and certain related relief, was heard this day

at 330 University Avenue, Toronto, Ontario.

ON READING the Notice of Motion of the Applicants, the Affìdavit of Billy Wong swom

July 5, 2017 including the exhibits thereto (the "Second Wong AffTdavit"), the Affidavit of Billy
'Wong sworn July 72,2017 including the exhibits thereto (the "Third Wong Affidavit"), the

Affidavit of Sean Stidwill sworn July 17 ,2017 including the exhibits thereto, the First Report and

the Supplement to the First Report of FTI Consulting Canada Inc., in its capacity as Monitor (the

"Monitor") filed July 12 and July 13,2071, respectively, and on hearing the submissions of

respective counsel for the Applicants, counsel to the Monitor, counsel to the Board of Directors

and the Special Committee of the Board of Directors of Sears Canada, counsel to Wells Fargo

Capital Finance Corporation Canada as administrative agent under the DIP ABL Credit

Agreement, counsel to GACP Finance Co., LLC as administrative agent under the DIP Term

Credit Agreement, and such other counsel as were present, no one else appearing although duly

served as appears from the Affidavits of Service of Sonja Pavic sworn July 12,2017 and July 18,

2017 filed:

SERVICE AND DEFINITIONS

1. THIS COURT ORDERS that the time for service of the Notice of Motion and the Motion

Record herein is hereby abridged and validated so that this Motion is properly retumable today

and hereby dispenses with further service thereof.

2. THIS COURT ORDERS that any capitalized term used and not defined herein, shall have

the meaning ascribed thereto in the Initial Order in these proceedings dated June 22, 2017, as

amended (the "Initial Order"), the Agency Agreement, the Consulting Agreement, or the Sale

Guidelines, as applicable.

THE AGENCY AGREEMENT

3. THIS COURT ORDERS that the Agency Agreement, including the Sale Guidelines

attached hereto as Schedule "4" (the "Sale Guidelines"), and the transactions contemplated

thereunder are hereby approved, authorized and ratified and that the execution of the Agency

Agreement by Sears Canada is hereby approved, authorized, and ratihed with such minor

arnendments as Sears Canada (with the consent of the Monitor and, to the extent required under
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the Agency Agreement, the DtP ABL Lenders and the DIP Term Lenders) and the Agent may

agree to in writing. Subject to the provisions of this Order and the Initial Order, Sears Canada is

hereby authorized and directed to take any and all actions as may be necessary or desirable to

irnplement the Agency Agreement and each of the transactions contemplated therein. Without

limiting the foregoing, Sears Canada is authorized to execute any other agreement, contract, deed

or any other document, or take any other action, which could be required or be usefulto give full

and complete effect to the Agency Agreement.

THE CONST]LTING AGRBBMENT

4. THIS COURT ORDERS that the Consulting Agreement, including the Sale Guidelines

and the transactions contemplated thereunder are hereby approved, authorized and ratified and that

the execution of the Consulting Agreement by Sears Canada is hereby approved, authorized, and

ratified with such minor amendments as Sears Canada (with the consent of the Monitor and, to the

extent required under the Consulting Agreement, the DIP ABL Lenders and the DIP Term

Lenders) and the Agent may agree to in writing. Sears Canada is hereby authorized and directed

to take any and all actions as may be necessary or desirable to implement the Consulting

Agreement and each of the transactions contemplated therein. Without limiting the foregoing,

Sears Canada is authorized to execute any other agreement, contract, deed or any other document,

or take any other action, which could be required or be useful to give full and complete effect to

the Consulting Agreement.

THE SALE

5. THIS COURT ORDERS that subject to receipt of the Initial Guaranty Payment by Sears

Canada and delivery of the Agent LIC to Sears Canada, the Agent is authorized to conduct a

liquidation sale of the Merchandise, Designated Sundry Goods, Designated Company

Consignment Goods, and FF&E (each as defined in the Agency Agreement) (the "Agency Sale")

at the Applicants' retail stores as set out on Schedule "8" attached hereto (the "Agent's Stores")

in accordance with this Order, the Agency Agreement and the Sale Guidelines and to advertise

and promote the Agency Sale within the Agent's Stores in accordance with the Sale Guidelines. If

there is a conflict between this Order, the Agency Agreement and the Sale Guidelines, the order

of priorityto resolve such conflicts is as follows: (1)this Order; (2)the Sale Guidelines; and (3)

the Agency Agreement.
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6. THIS COURT ORDERS that Sears Canada, with the assistance of the Agent, is authorized

to conduct a liquidation sale of the Merchandise and FF&E (each as defined in the Consulting

Agreement) (the "Consultant's Sale", and together with the Agency Sale, the "Sale") at the

Applicants' retail stores as set out on Schedule "C" attached hereto (the "Consultant's Stores",

and together with the Agent's Stores, the "Stores", and individually, a "Store") in accordance with

this Order, the Consulting Agreement and the Sale Guidelines and to advertise and promote the

Consultant's Sale within the Consultant's Stores in accordance with the Sale Guidelines. If there

is a conflict between this Order, the Consulting Agreement and the Sale Guidelines, the order of

priorityto resolve such conflicts is as follows: (1) this Order; (2) the Sale Guidelines; and (3) the

Consulting Agreement.

7. THIS COURT ORDERS that, subject to paragraph 12 of the lnitial Order, the Agent, in its

capacity as agent or consultant of Sears Canada, as applicable, is authorizedto market and sellthe

Merchandise, Designated Sundry Goods, Designated Company Consignment Goods, and FF&E

(as such terms are defined in the Liquidation Agreements, as applicable) on a "ftnal sale" and "as

is" basis and in accordance with the Sale Guidelines, and free and clear of all liens, claims,

encumbrances, security interests, mortgages, charges, trusts, deemed trusts, executions, Ievies,

financial, monetary or other claims, whether or not such claims have attached or been perfected,

registered or filed and whether secured, unsecured, quantified or unquantifìed, contingent or

otherwise, whensoever and howsoever arising, and whether such claims arose or came into

existence prior to or following the date of this Order (in each case, whether contractual, statutory,

arising by operation of law, in equity or otherwise) (all of the foregoing, collectively "Claims"),

including, without limitation the Administration Charge, the FA Charge, the KERP Priority

Charge, the Directors' Priority Charge, the DIP ABL Lenders' Charge, the DIP Term Lenders'

Charge, the KERP Subordinated Charge and the Directors' Subordinated Charge (as such terms

are defined in the lnitial Order) and any other charges hereafter granted by this Court in these

proceedings (collectively, the "CCAé. Charges"), and (ii) all Claims, charges, security interests

or liens evidenced by registrations pursuant to the Personal Property SecuriÍy Acl (Ontario) or any

other personal or movable property registration system (all of such Claims, charges (including the

CCAA Charges), security interests and liens collectively referred to herein as "Encumbrances"),

which Encumbrances, subject to this Order, will attach instead: (i) to the Guaranteed Amount and

any other amounts received or to be received by Sears Canada under the Agency Agreement, in

the same order and priority as they existed on the Sale Commencement Date; and (ii) to the
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proceeds of sale of the Merchandise and FF&E (as defined in the Consulting Agreement) other

than amounts due and payable to the Agent by Sears Canada under the Consulting Agreement, in

the same order and priority as they existed on the Sale Commencement Date.

8. THIS COURT ORDERS that subject to the terms of this Order, the Initial Order, the

Liquidation Agreements (as applicable) and the Sale Guidelines, the Agent shall have the right to

enter and use the Stores and all related store services and all facilities and all furniture, trade

fixtures and equipment, including the FF&E, located at the Stores, and other assets of Sears Canada

as designated under the Liquidation Agreements (as applicable), for the purpose of conducting the

Sale, and for such purposes, the Agent shall be entitled to the benefit of the Applicants' stay of

proceedings provided under the Initial Order, as such stay of proceedings may be extended by

futher Order of the Court.

9. THIS COURT ORDERS that untilthe Vacate Date (as defined in the Sale Guidelines) for

each Store (which shall be on or before October 72,2017 (the "Sale Termination Date")) the

Agent shall have access to the Stores in accordance with the applicable Leases (as such term is

defined in the Sale Guidelines) and the Sale Guidelines on the basis that the Agent is an agent or

consultant of Sears Canada, as applicable, and Sears Canada has granted the right ofaccess to the

Stores to the Agent. To the extent that the terms of the applicable Leases are in conflict with any

term of this Order or the Sale Guidelines, it is agreed that the terms of this Order and the Sale

Guidelines shall govern.

10. THIS COURT ORDERS that except as provided for in this Order, any further order of the

Court and the Sale Guidelines, nothing in this Order shall amend or vary, or be deemed to amend

or vary the terms of the Leases or operation agreements. Nothing contained in this Order or the

Sale Guidelines shall be construed to create or impose upon Sears Canada or the Agent any

additional restrictions not contained in the applicable Leases, occupancy agreements, or operation

agreements.

1 l. THIS COURT ORDERS that, except as provided for in Section 5 hereof in respect of the

advertising and promotion of the Sale within the Stores, subject to and in accordance with this

Order, the Liquidation Agreements (as applicable) and the Sale Guidelines, the Agent, as agent or

consultant for Sears Canada, as applicable, is authorizedlo advertise and promote the Sale, without
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funher consent of any Person (as defined in the Initial Order) other than Sears Canada and the

Monitor or a Landlord (only as expressly provided under the Liquidation Agreements).

12. THIS COURT ORDERS that until the Vacate Date, the Agent shall have the right to use,

without interference by any intellectual property licensor, Sears Canada's intellectual property

including without limitation trade names, trademarks and logos relating to and used in connection

u,ith the operation of the Stores, as well as all licenses and rights granted to Sears Canadato use

the trade names, trademarks and logos of third parties, solely for the purpose of advertising and

conducting the Sale in accordance with the terms of the Liquidation Agreements, the Sale

Guidelines and this Order.

13. THIS COURT ORDERS that upon delivery of a Monitor's cerlificate to the Agent

substantially in the form attached as Schedule "E" hereto, (the "Monitor's Agency Certificate")

and subject to payment in full by the Agent to Sears Canada of the Guaranteed Amount, the

Expenses, any Company's Sharing Recovery Arnount, the Net FF&E Proceeds, the Net Designated

Sundry And Consignment Goods Proceeds and all other amounts due to Sears Canada under the

Agency Agreement, all of Sears Canada's right, title and interest in and to any Remaining

Merchandise and Remaining FF&E at the Agent's Stores, shall vest absolutely in the Agent, free

and clear of and from any and all Claims, including without limiting the generality of the foregoing,

the Encumbrances, and, for greater cerlainty, this Court orders that all of the Encumbrances

affecting or relating to such Remaining Merchandise or Remaining FF&E shall be expunged and

discharged as against such Remaining Merchandise or Remaining FF&E upon the delivery of the

Monitor's Agency Cerlificate to the Agent; provided however that nothing herein shall discharge

the obligations of the Agent pursuant to the Agency Agreement, or the rights or claims of Sears

Canada in respect thereof, including without limitation, the obligations of the Agent to account for

and remit the proceeds of sale of such Remaining Merchandise and Remaining FF&E (less the

FF&E, Commission) to the Designated Deposit Accounts, subject to the terms of the Agency

Agreement. The Agent shall comply with paragraph 12 of the Initial Order and the Sale Guidelines

regarding the removal and/or sale of any FF&E or any Remaining FF&E.

14. THIS COURT ORDERS that upon delivery of a Monitor's certificate to the Agent

substantially in the form attached as Schedule "F" hereto, (the "Monitor's Consulting

Certificate") and subject to payment in full by the Agent to Sears Canada of all amounts due to
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Sears Canada under the Consulting Agreernent, all of Sears Canada's right, title and interest in and

to any Remaining FF&E at the Consultant's Stores shall vest absolutely in the Agent, free and

clear of and from any and all Claims, including without limiting the generality of the foregoing,

the Encumbrances, and, for greater certainty, this Court orders that all of the Encumbrances

affecting or relating to such Rernaining FF&E shall be expunged and discharged as against such

Remaining FF&E upon the delivery of the Monitor's Consulting Cerlificate to the Agent; provided

however that nothing herein shall discharge the obligations of the Agent pursuant to the Consulting

Agreement, or the rights or claims of Sears Canada in respect thereof, including without limitation,

the obligations of the Agent to account for and remit the proceeds of sale of such Remaining FF&E

(less the FF&E Fee) to Sears Canada, subject to the terms of the Consulting Agreement. The Agent

shall comply with paragraph 12 of the Initial Order and the Sale Guidelines regarding the removal

andlor sale of any FF&E or any Remaining FF&E.

15. THIS COURT ORDERS AND DIRECTS the Monitor to file with the Couñ a copy of the

Monitor's Agency Certifìcate and the Monitor's Consulting Certificate, forthwith after delivery

thereof.

AGENT LIABILITY

16. THIS COURT ORDERS that the Agent shall act solely as an agent or consultant to Sears

Canada and that it shall not be liable for any claims against Sears Canada other than as expressly

provided in the Liquidation Agreements. More specifically:

(a) the Agent shall not be deemed to be an owner or in possession, care, control or

management of the Stores, of the assets located therein or associated therewith or

of Sears Canada's employees (including the Retained Employees) located at the

Stores or any other property ofSears Canada;

(b) the Agent shall not be deelned to be an employer, or a joint or successor employer

or a related or common employer or payor within the meaning of any legislation

goveming employment or labour standards or pension benefits or health and safety

or other statute, regulation or rule of law or equity for any purpose whatsoever, and

shall not incur any successorship liabilities whatsoever; and
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(c) Sears Canada shall bear all responsibility for any liability whatsoever (including

without limitation losses, costs, damages, fines, or awards) relating to claims of

customers, employees and any other persons arising from events occurring at the

Stores during and after the tenn of the Liquidation Agreements, or otherwise in

connection 'with the Sale, except to the extent that such claims are the result of

events or circumstances caused or contributed to by the gross negligence or wilful

misconduct ofthe Agent, or its employees, agents or independent contractors (other

than Sears Canada's employees and the Retained Employees, agents or independent

contractors) located at the Stores, or otherwise in accordance with the Liquidation

Agreements (as applicable).

17. THIS COURT ORDERS that to the extent any Landlord may have a claim against the

Applicants arising solely out of the conduct of the Agent in conducting the Sale for which Sears

Canada has claims against the Agent under the Liquidation Agreements (as applicable), the

Applicants shall be deemed to have assigned such claims free and clear to the applicable Landlord

(the "Assigned Landlord Rights"); provided that each such Landlord shall only be permitted to

advance each such claims against the Agent if written notice, including the reasonable details of

such claims, is provided by such Landlord to the Agent, Sears Canada and the Monitor during the

period from the Sale Commencement Date to the date that is thifty (30) days following the FF&E

Rernoval Deadline, provided however that the Landlords shall be provided with access to the

Stores to inspect the Stores within fifteen (15) days following the FF&E Removal Deadline.

AGENT AN TJNAFFECTED CREDITOR

18. THIS COURT ORDERS that the Liquidation Agreements shall not be repudiated,

resiliated or disclaimed by Sears Canada nor shall the claims of the Agent pursuant to the

Liquidation Agreements and under the Agent's Charge and Security Interest (as defined in this

Order) be compromised or ananged pursuant to any plan of arrangement or compromise among

the Applicants and their creditors (a "Plan") and, for greater certainty, the Agent shalì be treated

as an unaffected creditor in these proceedings and under any Plan.

19. THIS COURT ORDERS that Sears Canada is hereby authorized and directed, in

accordance with the Liquidation Agreements, to remit all amounts that become due to the Agent

thereunder.
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20. THIS COURT ORDERS that no Encumbrances shall attach to any amounts payable or to

be credited or reimbursed to, or retained by, the Agent pursuant to the Liquidation Agreements,

including, without Iimitation, any amounts to be reimbursed by Sears Canadato the Agent pursuant

to the Liquidation Agreements, and at all times the Agent will retain such amounts, free and clear

of all Encumbrances, notwithstanding any enforcement or other process or Claims, all in

accordance with the Liquidation Agreements.

DESIGNATED DEPOSIT ACCOIJNTS AND SALE ACCOTINTS

21. THIS COURT ORDERS that no Person shall take any action, including any collection or

enforcement steps, with respect to amounts deposited into the Designated Deposit Accounts

pursuant to the Agency Agreement or the Sale Accounts pursuant to the Consulting Agreement,

including any collection or enforcement steps, in relation to any Proceeds or FF&E Proceeds, that

are payable to the Agent or in relation to which the Agent has a right of reimbursement or payment

under the Agency Agreement or the Consulting Agreement, as applicable.

22. THIS COURT ORDERS that amounts deposited in the Designated Deposit Accounts or

the Sale Accounts by or on behalf ofthe Agent or Sears Canada pursuant to the Agency Agreement

and the Consulting Agreement including Proceeds and FF&E Proceeds shall be and be deemed to

be held in trust for Sears Canada and the Agent, as the case may be, and, for clarity, no Person

shall have any claim, ownership interest or other entitlement in or against such amounts, including,

without limitation, by reason of any claims, disputes, rights of offset, set-off, or claims for

contribution or indemnity that it may have against or relating to Sears Canada or any third party.

AGENT'S CHARGE AND SECURITY INTEREST

23. THIS COTIRT ORDERS that subject to the receipt by Sears Canada of the Initial Guaranty

Payment and the issue of the Agent LlC,lheAgent be and is hereby granted a charge (the "Agent's

Charge and Security Interest") on all of the Merchandise, Proceeds, the FF&E Proceeds (to the

extent of the FF&E Cornmission) and the Designated Sundry And Consignment Goods Proceeds

(to the extent of the Designated Sundry And Consignment Goods Commission) (and, for greater

certainty, the Agent's Charge and Security Interest shall not extend to other Property of the

Applicants as defined inparagraph 4 of the Initial Order) as security for all of the obligations of

Sears Canada to the Agent under the Agency Agreement, including, without limitation, all amounts
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owing or payable to the Agent from time to time under or in connection with the Agency

Agreement, which charge shall rank in priority to all Encumbrances including without limitation

all charges created under the Initial Order; provided, however, that the Agent's Charge and

Security Interest shall be junior and subordinate to all Encumbrances, but solely to the extent of

any unpaid portion of the Unpaid Company's Entitlement due to Sears Canada under the Agency

Agreement (the "Subordinated Amount").

24. THIS COURT ORDERS that the filing, registration, recording or perfection ofthe Agent's

Charge and Security Interest shall not be required; and the Agent's Charge and Security Interest

shall be valid and enforceable for all purposes, including as against any right, title or interest filed,

registered or perfected prior or subsequent to the Agent's Charge and Security Interest coming into

existence, notwithstanding any failure to file, register or perfect any such Agent's Charge and

Security Interest. Absent the Agent's written consent or further Order of this Court (on notice to

the Agent), Sears Canada shall not grant or permit to exist any Encumbrances over any

Merchandise, Proceeds, FF&E Proceeds (to the extent of the FF&E Commission), or the

Designated Sundry And Consignment Goods Proceeds (to the extent of the Designated Sundry

And Consignment Goods Commission) that rank in priority Í.o, or pari passu with the Agent's

Charge and Security Interest.

25. THIS COURT ORDERS that the Agent's Charge and Security Interest shall constitute a

mortgage, hypothec, security interest, assignment by way of security and charge over the

Merchandise, the Proceeds, the FF&E Proceeds (to the extent of the FF&E Commission), and the

Designated Sundry And Consignment Goods Proceeds (to the extent of the Designated Sundry

And Consignment Goods Commission), and other than in relation to the Subordinated Amount,

shall rank in priority to all other Encumbrances of or in favour of any Person. For greater certainty,

the terms Initial Guaranty Payment, Agent L/C, Merchandise, Proceeds, FF&E Proceeds, FF&E

Comrnission, Designated Sundry And Consignment Goods Proceeds, Designated Sundry And

Consignment Goods Commission, and Unpaid Company's Entitlement used in these paragraphs

23-25 shall have the meanings given to them in the Agency Agreement.

26. THIS COURT ORDERS that notwithstanding:

(a) the pendency ofthese proceedings;
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(b) any application for a bankruptcy order now or hereafter issued pursuant to the

Bankruptcy and Insolvency Act ("BIA") in respect of any of the Applicants, or any

bankruptcy order made pursuant to any such applications;

(c) any assignment in bankruptcy made in respect of any ofthe Applicants;

(d) the provisions ofany federal or provincial statute; or

(e) any negative covenants, prohibitions or other similar provisions with respect to

borrowings, incurring debt or the creation of encumbrances, contained in any

existing loan documents, lease, mortgage, security agreement, debenture, sublease,

offer to lease or other document or agreement to which an Applicant is a party;

(i) the Agency Agreement and the transactions and actions provided for and contemplated

therein, including without limitation, the payment of amounts due to the Agent thereunder

and any transfer of Remaining Merchandise and Remaining FF&E, (ii) the Consulting

Agreement and the transactions and actions provided for and contemplated therein,

including without limitation, the payment of amounts due to the Agent thereunder and any

transfer of Remaining FF&E, (iii) the Assigned Landlord Rights, and (iv) the Agent's

Charge and Security lnterest, shall be binding on any trustee in bankruptcy that may be

appointed in respect of any of the Applicants and shall not be void or voidable by any

Person, including any creditor of the Applicants, nor shall they, or any of them, constitute

or be deemed to be a preference, fraudulent conveyance, transfer at undervalue or other

challengeable reviewable transaction, under the BIA or any applìcable law, nor shall they

constitute oppressive or unfairly prejudicial conduct under any applicable law.

27. THIS COURT ORDERS that Sears Canada is authorized and permitted to transfer to the

Agent personal information in Sears Canada's custody and control solely for the purposes of

assisting with and conducting the Sale and only to the extent necessary for such purposes and the

Agent is hereby authorized to make use of such personal information, as if it were Sears Canada.

subject to and in accordance with the Liquidation Agreements.
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APPROVAL OF THE HOMETOWN DEALBR SALE

28. THIS COURT ORDERS that Sears Canada and the Hometown Dealers are authorized to

conduct a liquidation sale (the "Hometown Dealer Sale") of Merchandise and FF&E (each as

defined in the Sale Guidelines) located at their respective Hometown Dealer stores as set out on

Schedule "D" attached hereto in accordance with this Order and the Sale Guidelines, as applicable.

The rights and obligations of the landlords of such Hotnetown Dealers shall also be governed by

this Order and the Sale Guidelines, as applicable.

GENERAL

29. THIS COURT ORDERS that this Order shall have full force and effect in all provinces

and territories in Canada,

30. THIS COURT HEREBY REQUESTS the aid and recognition of any Court, tribunal,

regulatory or administrative bodies, having jurisdiction in Canada or in the United States of

America, to give effect to this Order and to assist the Applicants, the Monitor and their respective

agents in canying out the terms of this Order. All courts, tribunals, regulatory and administrative

bodies are hereby respectfully requested to make such orders and to provide such assistance to the

Applicants and to the Monitor, as an officer of this Court, as may be necessary or desirable to give

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

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

Order.
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SALE GUIDELINES _ IT\TVENTORY AND FF&E

The following procedures shall apply to any liquidation sales (the "Sale") of inventory and goods
("Merchandise") and FF&E (as defìned below) to be held at Sears Canada's retail stores (listed
on Schedules "B" and "C" to the Liquidation Sale Order (as defined below), the "Stores"). In
addition, the following procedures, to the extent applicable, shall apply to the sale of Merchandise
and FF&E located at Hometown Dealer stores as set out on Schedule "D" to the Liquidation Sale

Order (the "Hometown Dealer Sale") and to any Landlords of such Hometown Dealer stores.

Terms capitalized but not defined in these Sale Guidelines have the meanings ascribed to them in
the initial order of the Ontario Superior Courl of Justice (Cornmercial List) (the "Court") dated

June 22,2017 (as amended and restated, the "Initial Order"), the Liquidation Sale Order, the
Agency Agreement (as defined below), or the Consulting Agreement (as defined below).

Except as otherwise expressly set out herein, and subject to: (i) an Order of the Court (the

"Liquidation Sale Order") approving, ínter alia, (a) the Amended and Restated Agency
Agreement between Sears Canada lnc. ("Sears Canada") and a contractualjoint venture
comprised of Gordon Brothers Canada ULC, Merchant Retail Solutions ULC, Tiger
Capital Group, LLC and GA Retail Canada ULC (the "Agent") dated July 12,2017 and
amended and restated on July 14,2017 (the "Agency Agreement"), (b) the Amended and

Restated Consulting Agreement between Sears Canada and the Agent dated July 12,2017
and amended and restated on July 14,2077 (the "Consulting Agreement", and together
with the Agency Agreement, the "Liquidation Agreements"), and (c) these Sale

Guidelines; or (ii) any further Order of the Court; or (iii) any subsequent written agreement
between Sears Canada and its applicable landlord(s) (each individually, a "Landlord" and,

collectively, the "Landlords"), the Sale shall be conducted in accordance with the terms
of the applicable leases/or other occupancy agreements for each of the affected Stores
(individually, a "Lease" and, collectively, the "Leases"). However, nothing contained
herein shall be construed to create or impose upon Sears Canada or the Agent any
additional restrictions not contained in the applicable Lease or other occupancy agreement.

The Sale shall be conducted so that each of the Stores rernain open during their normal
hours of operation provided for in the respective Leases forthe Stores until the applicable
premises vacate date for each Store under the Liquidation Agreements (the "Vacate
Date"), and in all cases no later than October 12,2017 (the "Sale Termination Date").
Rent payable under the respective Leases shall be paid as provided in the Initial Order.

The Sale shall be conducted in accordance wìth applicable federal, provincial and

municipal laws, unless otherwise ordered by the Court.

All display and hanging signs used by the Agent in connection with the Sale shall be

professionally produced and all hanging signs shall be hung in a professional manner.
Notwithstanding anything to the contrary contained in the Leases, the Agent may advertise
the Sale at the Stores as a "everything on sale", "everything must go", "store closing" or
similar theme sale at the Stores (provided however that no signs shall advertise the Sale as

a "bankruptcy", a "liquidation" or a "going out of business" sale, it being understood that
the French equivalent of "clearance" is "liquidation" and is permitted to be used).
Forthwith upon request, the Agent shall provide the proposed signage packages along with

2
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proposed dimensions by e-mail or facsimile to the applicable Landlords or to their counsel

of record and the applicable Landlord shall notify the Agent of any requirement for such

signage to otherwise comply with the tenns of the Lease andlor the Sale Guidelines and

where the provisions of the Lease conflicts with these Sale Guidelines, these Sale

Guidelines shall govern. The Agent shall not use neon or day-glow signs or any

handwritten signage (save that handwritten "you pay" or "topper" signs may be used). If a
Landlord is concerned with "Store Closing" signs being placed in the front window of a
Store or with the number or size of the signs in the front window, Sears Canada, the Agent
and the Landlord will work together to resolve the dispute. Furthennore, with respect to

enclosed mall Store locations without a separate entrance flom the exterior of the enclosed

mall, no exterior signs or signs in common areas of a mall shall be used unless explicitly
permitted by the applicable Lease. In addition, the Agent shall be pennitted to utilize
exterior banners/signs at stand alone or strip mall Stores or enclosed mall Store locations
with a separate entrance from the exterior of the enclosed mall; provided, however, that:
(i) no signage in any other common areas of a r¡all shall be used; and (ii) where such

banners are not permitted by the applicable Lease and the Landlord requests in writing that
banners are not to be used, no banners shall be used absent further Order of the Court,
which may be sought on an expedited basis on notice to the Service List. Any banners used

shall be located or hung so as to make clear that the Sale is being conducted only at the

affected Store and shall not be wider than the premises occupied by the affected Store. All
exterior banners shall be professionally hung and to the extent that there is any damage to
the facade of the premises of a Store as a result of the hanging or removal of the exterior
banner, such damage shall be professionally repaired at the expense of the Agent.

The Agent shall be pennitted to utilize sign walkers and street signage; provided, however,
such sign walkers and street signage shall not be located on the shopping centre or mall
premises.

Conspicuous signs shall be posted in the cash register areas ofeach Store to the effect that

all sales are "frnal" and customers with any questions or complaints are to call the Agent's
hotline number.

The Agent shall not distribute handbills, leaflets or other written materials to customers

outside of any of the Stores on Landlord's propefty, unless explicitly permitted by the

applicable Lease or, if distribution is customary in the shopping centre in which the Store

is located. Otherwise, the Agent may solicit customers in the Stores themselves. The Agent
shall not use any giant balloons, flashing lights, or amplified sound to advertise the Sale or
solicit customers, except as explicitly pennitted under the applicable Lease or agreed to by
the Landlord, and no advertising trucks shall be used on landlord property or mall ring
roads, except as explicitly permitted under the applicable Lease or agreed to by the

Landlord.

At the conclusion of the Sale in each Store, the Agent and Sears Canada shall anange that
the premises for each Store are in "broom-swept" and clean condition, and shall anange
that the Stores are in the same condition as on the commencelrent of the Sale, ordinary

wear and tear excepted. No property of any Landlord of a Store shall be removed or sold
during the Sale. No permanent fixtures (other than FF&E (as defined below) for clarity)
may be removed without the Landlord's written consent unless otherwise provided by the

applicable Lease and in accordance with the Initial Order and the Liquidation Sale Order.

I
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Any trade fixtures or personal property left in a Store after the applicable Vacate Date in
respect of which the applicable Lease has been disclaimed by Sears Canada shall be

deemed abandoned, with the applicable Landlord having the right to dispose of the same

as the Landlord chooses, without any liability whatsoever on the part of the Landlord.
Nothing in this paragraph shall derogate from or expand upon the Agent's obligations
under the Liquidation Agreements. Notwithstanding the foregoing, Sears Canada shall only
exercise its rights to abandon FF&E pursuant to section 5.1(h) of the Agency Agreement
and section 3.4(d) of the Consulting Agreement provided that the applicable Landlord has

consented thereto or upon further Order of the Court.

Subject to the terms of paragraph 8 above, the Agent may sell furniture, fixtures and

equiprnent owned by Sears Canada ("FF&E") and located in the Stores during the Sale.

For greater certainty, FF&E does not include (i) any portion of the Stores' HVAC system
or systems; and (ii) any furniture, fixtures and equipment owned by the
Hometown Dealers. Sears Canada and the Agent may adveftise the sale of FF&E consistent
with these Sale Guidelines on the understanding that the Landlord may require such signs
to be placed in discreet locations within the Stores reasonably acceptable to the Landlord.
Additionally, the purchasers of any FF&E sold during the Sale shall only be permitted to
remove the FF&E either through the back shipping areas designated by the Landlord or
through other areas after regular Store business hours or, through the front door ofthe Store
during Store business hours if the FF&E can fit in a shopping bag, with Landlord's
supervision as required by the Landlord and in accordance with the Initial Order and the
Liquidation Sale Order. The Agent shall repair any darnage to the Stores resulting from the
removal of any FF&E by the Agent or by third party purchasers of FF&E fiom the Agent.

The Agent shall not make any alterations to interior or exterior Store lighting, except as

authorized pursuant to the affected Lease. The hanging ofexterior banners or other signage,

where permitted in accordance with the terms of these Sale Guidelines, shall not constitute
an alteration to a Store.

Sears Canada and the Agent hereby provides notice to the Landlords of Sears Canada's
and the Agenl's intention to sell and remove FF&E from the Stores. The Agent shall make
commercially reasonable efforts to arrange with each Landlord represented by counsel on
the Service List and with any other Landlord that so requests, a walk-through with the
Agent to identifl the FF&E subject to the Sale. The relevant Landlord shall be entitled to
have a representative present in the applicable Stores to observe such removal. If the
Landlord disputes the Agent's entitlement to sell or remove any FF&E under the provisions
of the Lease, such FF&E shall remain on the premises and shall be dealt with as agreed

between Sears Canada, the Agent and such Landlord, or by further Order of the Court upon
application by Sears Canada on at least two (2) days' notice to such Landlord and the
Monitor. If Sears Canada has disclaimed or resiliated the Lease governing such Store in
accordance with the CCAA and the Initial Order, it shall not be required to pay rent under
such Lease pending resolution of any such dispute (other than rent payable for the notice
period provided for in the CCAA and the Initial Order), and the disclaimer or resiliation of
the Lease shall be without prejudice to Sears Canada's or the Agent's claim to the FF&E
in dispute.

If a notice of disclaime¡ or resiliation is delivered pursuant to the CCAA and the Initial
Order to a Landlord while the Sale is ongoing and the Store in question has not yet been

12
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13.

14

15.

16.

17.

vacated, then: (a) during the notice period prior to the effective time of the disclaimer or

resiliation, the Landlord may show the affected leased premises to prospective tenants

during normal business hours, on giving Sears Canada, the Agent and the Monitor twenty-
four (24) hours' prior written notice; and (b) at the effective time of the disclaimer or
resiliation, the relevant Landlord shall be entitled to take possession of any such Store

without waiver of or prejudice to any claims or rights such Landlord may have against

Sears Canada in respect of such Lease or Store, provided that nothing herein shallrelieve
such Landlord of any obligation to mitigate any damages claimed in connection therewith.

The Agent and its agents and representatives shall have the same access rights to the Stores

as Sears Canada under the terms of the applicable Lease, and the Landlords shall have the
rights of access to the Stores during the Sale provided for in the applicable Lease (subject,

for greater certainty, to any applicable stay ofproceedings).

Sears Canada and the Agent shall not conduct any auctions of Merchandise or FF&E at

any of the Stores.

The Agent shall design ate a party to be contacted by the Landlords should a dispute arise

conceming the conduct of the Sale. The initial contact person for the Agent shall be Ian

Fredericks who may be reached by phone at l-847-418-2075 or email at

ifredericks@hilcoglobal.com. If a dispute should arise concerning the conduct of the Sale

subject to a Hometown Dealer Sale, the respective Landlord should contact the relevant
Hometown Dealer. If the parties are unable to resolve the dispute between themselves, the
Landlord or Sears Canada shall have the right to schedule a "status hearing" before the

Court on no less than two (2) days written notice to the other pafty or pafties, during which
time the Agent shall cease all activity in dispute other than activity expressly permitted
herein, pending determination of the matter by the Court; provided, however, subject to
paragraph 4 of these Sale Guidelines, if a banner has been hung in accordance with these

Sale Guidelines and is the subject of a dispute, the Agent shallnot be required to take any

such banner down pending determination of any dispute.

Nothing herein or in the Liquidation Agreements is, or shall be deemed to be a consent by
any Landlord to the sale, assignment or transfer of any Lease, or shall, or shall be deemed

to, or grant to the Landlord any greater rights than already exist under the terms of any

applicable Lease.

These Sale Guidelines may be amended by written agreement between Sears Canada, the

Agent and the applicable Landlord.

448



SCHEDULE (B''
AGENT'S STORES

(See attached)
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Channel Stores

Full Line

FullLine
FullLine
FullLine
Full Line

Full Line

Full Line

FullLine
FullLine
Full Line

Full Line

Full Line

Full Line

Full Line

FullLine
FullLine
FullLine
FullLine
FullLine
Full Line

Home

Home

Home

Home

Home

Home

Home

Home

Home

Home

Home

Home

Home

Home

Home

001417-Regina - Cornwall

001678-Saint John

001430-Grande Prairie

001318-Alma

001311-St George De Beauce

00L646-Bathurst
001434-Prince Albert
001082-Sault Ste. Marie

001019-Ottawa-H u ll

001647-Cornerbrook

001383-Dru mmondville
001624-Dartmouth
001431--Moose Jaw

001618-Truro
001435-Lloyd minster
001047-Brockville

001029-Chicoutimi
001839-Kamloops - Aberdeen Mall

001448-Red Deer Relocation

001428-Medicine Hat

001382-Edmonton North Home

001357-Calgary South Home

001336-Ancaster Home

001353-London Home

001395-Windsor Home

001354-Scarborough Home

001342-Woodbridge Home

003801-0rillia Home

001381-Sudbury Home

001364-Kingston Home

00L365-Ottawa East Home

001348-Laval Home

001346-St. Bruno Home

001352-Quebec City Home

001394-Ste Foy Home
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SCHEDIILE (6C"

CONSI]LTANT'S STORES

(See attached)
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Channel Stores

Liquidation
Liquidation
Liquidation
Liquidation
Liquidation
Liquidation
Liquidation
Liquidation
Liquidation
Liquidation

00L835-Abbotsford
00L424-Winnipeg - Garden City

001664-Halifax Outlet

001-039-Chatham

001238-Ca mbridge

001036-Cornwall
001384-Timmins

00L080-St Eustache

001-084-Place Vertu

001-39L-5orel
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SCHBDULE (¡D''

HOMETOWN DBALER STORES

(See attached)
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Channel Stores

Dealer

Dea ler
Dealer

Dealer

Dealer

Dealer

Dealer

Dea ler
Dea ler

007642-5pruce Grove, AB

007668-Fort McMurray, AB

007678-St. Albert, AB

007697-Sherwood Park, AB

007183-Okotoks, AB

007585-Cold Lake, AB

O07 47 I-O r angevi I le, O N

007534-Rimouski, QC

007872-Rouyn Noranda, QC
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SCHBDULE ú(E''

Court File No. CV-17-l 1846-00CL

ONTARIO

ST]PERIOR COURT OF JUSTICE

COMMERCIAL LIST

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

AND IN THE MATTER OF A PLAN OF COMPROMISE OR
ARRANGEMENT OF SEARS CANADA INC., CORBEIL
ÉlecrzuelrE INC., s.L.H. TRANSIoRT INC., THE cur INC.,
SEARS CONTACT SERVICES INC., INITIUM LOGISTICS
SERVICES INC., INITIUM COMMERCE LABS INC., INITIUM
TRADING AND SOURCING CORP., SEARS FLOOR
COVERING CENTRES INC., 173470 CANADA INC., 2497089
ONTARIO INC.,6988741 CANADA INC., IOOI1711 CANADA
INC., 1592580 ONTARIO LIMITED, 955041 ALBERTA LTD.,
4201531 CANADA INC., 168886 CANADA INC., AND 3339611
CANADA INC.
(each, an "Applicant", and collectively, the "Applicants")

MONITOR'S AGENCY CERTIFICATE

RECITALS

All undefined terms in this Monitor's Agency Certificate have the meanings ascribed to them in

the Arnended and Restated Agency Agreement entered into between Sears Canada Inc. ("Sears

Canada") and a contractualjoint venture comprised of Gordon Brothers Canada ULC, Merchant

Retail Solutions ULC, Tiger Capital Group, LLC and GA Retail CanadaULC (the "Agent") dated

July 12,2017 and amended and restated on July 74,2017, a copy of which is attached as Exhibit

"o" to the Affidavit of Sean Stidwill sworn July 17,2077 .

Pursuant to an Order of the Court dated July a,2017 , the Court ordered that all of the Remaining

Merchandise and the Remaining FF&E shall vest absolutely in the Agent, free and clear of and
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from any and all clainrs and encumbrances, upon the delivery by the Monitor to the Agent of a

ceñificate certifying that (i) the Sale has ended, and (ii) the Guaranteed Amount, the Expenses,

any Company's Sharing Recovery Amount, the Net FF&E Proceeds, the Net Designated Sundry

And Consignment Goods Proceeds and all other amounts due to Sears Canada under the Agency

Agreement have been paid in full to Sears Canada.

FTI CONSULTING CANADA INC., in its capacity as Court-appointed Monitor in the

Contpanies'Creditors Anangentenl Acl proceedings of Sears Canada Inc., et al. ceftifies that it

has been informed by the Agent and Sears Canadathat:

The Sale has ended.

The Guaranteed Amount, the Expenses, any Company's Sharing Recovery Amount, the

Net FF&E Proceeds, the Net Designated Sundry And Consignment Goods

Proceeds and all other amounts due to Sears Canada under the Agency Agreement

have been paid in full to Sears Canada.

The Remaining Merchandise includes the Merchandise listed on Appendix "A" hereto.

The Remaining FF&E includes the FF&E listed on Appendix "B" hereto.

DATED as of this o day of o,2077.

FTI CONSULTING CANADA INC., in its
capacity as Courl-appointed Monitor of
Sears Canada Inc., et al. and not in its
personal capacity
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APPENDIX "A''

LIST OF REMAINING MERCHANDISE
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APPENDIX "B''

LIST OF REMAINING FF&E
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SCHBDULE ..F'

Court File No. CV-17-1 1846-00CL

ONTARIO

SIIPBRIOR COURT OF JUSTICE

COMMBRCIAL LIST

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

AND IN THE MATTER OF A PLAN OF COMPROMISE OR
ARRANGEMENT OF SEARS CANADA INC., CORBEIL
ÉlpcrnleuE INC., s.L.H. TRANSPORT INC., THE cur INC.,
SEARS CONTACT SERVICES INC., INITIUM LOGISTICS
SERVICES INC., INITIUM COMMERCE LABS iNC., INITIUM
TRADING AND SOURCING CORP., SEARS FLOOR
COVERING CENTRES INC., 173470 CANADA INC., 2497089
ONTARIO INC., 6988741 CANADA INC., IOOI17Il CANADA
INC., I592580 ONTARIO LIMITED, 955041 ALBERTA LTD.,
4201531 CANADA INC., 168886 CANADA INC., AND 3339611
CANADA INC.
(each, an "Applicant", and collectively, the "Applicants")

MONITOR'S CONSULTING CERTIFICATE

RECITALS

All undefined terms in this Monitor's Consulting Ceftifìcate have the rneanings ascribed to them

in the Amended and Restated Consulting Agreement entered into between Sears Canada Inc.

("Sears Canada") and Gordon Brothers Canada ULC, Merchant Retail Solutions ULC, Tiger

Capital Group, LLC and GA Retail Canada ULC (the "Agent") dated July 12,2077 and amended

and restated on July 14,2017, a copy of which is attached as Exhibit "O" to the Affidavit of Sean

Stidwill sworn July 17,2017 ,

Pursuant to an Order of the Courl dated July o, 2077,the Court ordered that all of the Remaining

FF&E shall vest absolutely in the Agent, free and clear of and from any and all claims and
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encumbrances, upon the delivery by the Monitor to the Agent of a certificate certifying that (i) the

Sale has ended, and (ii) all amounts due to Sears Canada under the Consulting Agreement have

been paid in full to Sears Canada.

FTI CONSULTING CANADA INC., in its capacity as Couft-appointed Monitor in the

Companies' Creditors Aruangentent Act proceedings of Sears Canada Inc., et al. cerlifies that it

has been informed by the Agent and Sears Canada that:

The Sale has ended.

All amounts due to Sears Canada under the Consulting Agreement have been paid in full

to Sears Canada.

The Remaining FF&E includes the FF&E listed on Appendix "A" hereto.

DAIED as of this o day of .,2077

FTI CONSULTING CANADA INC., in its
capacity as Court-appointed Monitor of
Sears Canada Inc., et al. and not in its
personal capacity
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APPENDIX "A''

LIST OF REMAINING FF&E
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IN THE MATTBR OF the Cotttponies' Cretlitors Arrangentent Acf, R.S.C. 1985, c. C-36, as amended Court File No: CV-17-l 1846-00CL

AND IN THE MATTER oF A PLAN oF CoMPRoMISE oR ARRANGEMENT OF SEARS CANADA TNC., CORBEIL ÉLECTRIQUE INC., S.L.H. TRANSPORT

INC., THE CUT INC., SEARS CONTACT SERVICES INC.,INITIUM LOGISTICS SERVICES INC.,INITIUM COMMERCE LABS INC.,INITIUM TRADING AND

SOURCING CORP., SEARS FLOOR COVERING CENTRES INC., I73470 CANADA INC.,2497089 ONTARIO INC., 698874I CANADA INC., IOOIl71I CANADA
INC., 1592580 ONTARIO LIMITED,955041ALBERTA LTD.,4201531 CANADA lNC., t68886 CANADA INC., AND 3339611 CANADA lNC.

Applicants

Ontario
SUPERIOR COURT OF JUSTICE

COMMBRCIAL LIST
Proceeding commenced at Toronto

LIQUIDATION SALE APPROVAL ORDER

OSLER, HOSKIN & HARCOURT LLP
P.O. Box 50, I First Canadian Place

Toronto, ON M5X 188

Marc Wasserrnan LSUC# 44066M
Tel: 416.862.4908

Jeremy Dacks LSUC# 41851R
Tel: 416.862.4923

Michael De Lellis LSUC# 48038U
Tel: 416.862.5997

Lawyers for the Applicants
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476



477





479



480



481





483



484



485
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0360065
Sears Canada Inc. Registered Retirement Plan

✔

✔

2015 01 01 ✔

2015 12 31

Bev Church

Senior Director, Treasury

Sears Canada Inc.

700-290 Yonge Street

Toronto ON M5B2C3 Canada

416 941-4051 416 941-3931

700-290 Yonge Street

Sears Canada Inc.

Toronto ON M5B2C3 Canada

941-3931416 416

✔

941-4051

CIBC Mellon Trust Company (DC Portion)

320 Bay Street, 6th Floor

Toronto ON M5H4A6 Canada

416 643-5113 416 643-6360
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✔

Sun Life Assurance Company of Canada

225 King Street W, 4th Floor

Toronto ON M5V3C5 Canada

408-7616 416 595-0679416

✔

✔

5,742,000.00

20,240,000.00

0.00

1,060,000.00

24,922,000.00

11,485,000.00

0.00

0.00

11,485,000.00

32,898,000.00

11,853,000.00

0.00
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1,018 1,962

11 36

2 6

23 100
24 51

476 690

85 213
35 80

142 213

143 348

0 0

0 0
0 0
0 0
0 0

1,959 3,699

5,658

6,650

234

6,884

457

9

0

760

1,226

5,658

16,357

7,957
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0.00

76,495,000.00

82,938,000.00

1,336,001,000.00

1,288,998,000.00

67,679,000.00

2

✔

✔

✔

✔

✔

Pension Services Portal 1 October 2016

Bev Church
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0360065 Sears Canada Inc. Registered Retirement Plan

2015 01 01 2015 12 31

✔

1,403,775,000.00

2015 12 31

0

✔

✔

✔

✔

✔

✔
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509



510



511



512



513



514
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516



517



518



519



520



521



522



523



524



525



526



527



528



529



530



531



532



533



534



535



536



537



538



TAB 3 



539



540



541



542



543



544



545



546



547



548



549



550



551



552



553



554



555



556



557



558



559



560
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564
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569



570
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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 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 
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