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Prelude

Enclosed are materials intended to provide you with information, facts and goals to discuss the strategic plan for the
2009 - 2011 period. The materials are not exhaustive but hopefully, are sufficient to enable informed and constructive
two-way discussions at the August 7% offsite.

The breadth of the Sears business makes a single day discussion of all businesses and strategies impractical.
Therefore, we will focus our discussions at the offsite on the priority fopics. If any Board member(s) wish to have follow
up discussions then we are most willing fo do so.

At the offsite, we hope to have discussions that make you feel a creative part of the 2008 - 2011 plan and be sufficiently
informed and involved to be comfortable supparting the plan,

In November, we will present a detailed ptan for 2009 and 2010, and a more high level plan for 2011, At this time, we
will seek your formal approval of the 2009 and 2010 plan.

We really appreciate the time and effort you will expend working with us at the offsite and we hope to maet and excead
your expectations. '
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Introduction

The 2009 — 2011 plan is intended to be more strategic than prior plans -
this does not mean that the #1 priority is not continuous improvement
and the pursuit of fixing the basics ...
. A 2009 - 2011 detailed pian is being created versus a single year plan, as in prior years, to enable a longsr term

visionary plan — a singie year plan has a tendency to be {co factical and not address longer term trends
. The plan consists of two components:

1. Cverarching strategies: these are intended to describe a business vision which is rational, practical and
economiic and which positions Sears for growth beyond what continuous improvement activities will yield

2. Continuous improvement: a focus on fixing the basics at Sears — assoriments, talent quality, cuftural mindsets,
etc. More than 80% of the activities of the existing organization are dedicated to continuous improvement; the

scope of continuous improvement is broad, examples include;

- Expanding women's contempaorary fashions to increase the number of customers below age 45 — the
market share above 45 years old is growing at Sears

—  Create a commission model {o sell electronics and achisve an EBITDA margin of 4%
- Reduce shrink in stores to 0.66% of revenues, from 0.86% in 2008
- Grow the B2B business to $10 MM EBITDA in 2011, from $3.5 MM in 2008

- Etc.

. This document covers the overarching strategies, the lesser strategies and continuous improvements will be covered in

November at the Board meeting
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700 -7:15 Introduction Dene Rogers
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1:15 - 2:00 Financial Services Rick Brown
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Historical Summary

2008 Plan EBITDA best since the late 90's economic growth era and will
be achieved without the capital requirements of the historic credit and

financial services business ...

Pro Forma

Fiscal Year o )  2008Plan 2007 2006 2005 2004 . 2003 2002 2001 2000 1999 1998
Results for the Year {in millions)
Ravenus $ 5738 $ 5845 $§ 5933 § 5933 § 6307 $ 6300 § 659 § 6741 5 6486 $ 5938 § 5284
Gross Margin 1,986 1,044 1,912 1,865 1,859 1,817 2,040 1,917 1,953 4,791 1,564
Cther Income 688 663 867 651 1,002 987 3830 913 918 865 811
Expenses L L2008 2057 2M5 2189 2876 2874 2440 2361 2264 2080 1847
EBITDA - Operating 566 522 484 346 488 530 530 469 606 606 5209

115 72 50 86 161 208 219 158 A82 249 142

Capital Expenditures

Growth in late 80's due to improved economic conditions and an era of significant cost reductions and supplier
rationalization resulting in improved margins
Early 2000 sales growth was aimast wholly due to the Eatons acquisition, however, this was unprofitable

-~ Lack of scale with only 7 sicres in the Eatons banner

—  Downtown store footprints too large, and subsequently selling space has been reduced
2002 emerged with improved profitability as Eatons stores were converted to the Sears banner {excludes unusual
item write-off of $150 MM capital and 530 MM operating)
2005 pro-forma represents the first full year excluding the credit and financial services business; EBITDA reduced

~ $120 MM after sale
2006 and 2007 focused on improving productivity including marging and expenses and stemming a S-year same-

store-saies CAGR of 3.6%

Privaie and Comfidsniial




Financial Quicomes for 2009 — 20711

By 2011, achieve $686.8 MM of EBITDA — nearly double the 2005PF
EBITDA ...

Key Financial Goals and Metrics (§ MM

2008 Plan 2009 Plan 2010 Plan 2011 Plan
Nat Merchandise Sales $5.017.5 854178 + 2% 52202 + 2% $5,324.6 +2%
Groas Margin 18858  40.8% 20688 414% 21254 419% 21838  424%
Cther lncome 868.4 7081 + 3% 7304 + 3% T52.3 +3%
Expenses 2,108.3 2,162.5 22079 22593
EBITDA 565.9 6055 + 7% 6547.9 + 7% £86.8 + 8%
EBITDA % 9.8% 10.3% 10.8% 11.2%
Capital Expense {approx.) 5115 3110 5115 $120

Private and Confidential 7




Summary — Financials

The 2009 — 2011 plan will deliver the largest EBITDA in the history of
the company ...

6,113 2005 Fro 2008 2007 2008 2000 V0 2014
Jformal?  Actual?  Actusl?  Planf  Pan Pl Plan
Total Revenue 5,833.1 5,832.9 58440 57358 5.BBBH 5,584.1 £,113.0
% Chy 0.2% 0.0%  (150%  (1L9% 249 2.0% 2.3%
Revonua o e a0 s 0e a0 0p Grass Margin 18645  1,911.8 1,057 1,9858 20089 21254 27918
% Chg 0.7% 2.5% 1.8% 2.1% 3% 3,2% 3.2%
1086 Gross Margin Rate 38.7% 37.5% 28.7% 40.8% 41.4% 41.5% 42,4%
Gross Othar Income 6851.0 B867.7 562.5 638.4 TOG.¢ 7314 752.%
Rargin - % Chg 4.3% 2.6% {0.8%% 3.8% 2.0% 3.0% 3.0%
2005 2006 2007 2008P 20060 20409 201P
Income B4 Expenses 25155 25788 2,608.1 2,674.2  2.768.0 2.855.8 2,848.0
% Chg 1.6% 2.5% 1.1% 2.5% 3.5% 3.2% 3.2%
Expenses Total Expenses 21684 2,161 20865 21083 24625 2,207.9  2,269.3
. < i ; % Chg 3.0% (2.5% (1.4)% 1.0% 2.8% 24% 2.3%
2005 2008 2007 20%8F 2009F  2010F  2011P
EBITOA 346.1 464.4 521.6 565.9 jaralal 347.9 $86.8
% Chg {5.9%% 34.2% 12.3% 8.5% 7.0% 7.0% 6.0%
Mat income ' B4.8 152.8 304.2 287.2 346.5 3930 3454
% Chg (12.5)% 80.4% 99.3% {5.8)% 20.7% 124%  (11.1)%
EBITDA ! : =
006 2008 2007 20087 2006F  200P 20i1P EPS - Operating 0.79 1,42 2.83 287 322 3.85 3,26
% Chg (12.8¥% 78.8% 89.3% {6.6Y% 20.7% 13.4% {(11. 1Y%
1 Based on pro forma statements
2 Fiscal year January to December
3 Fiscal year February [o January; restated for IFRS Inventory changes; % change fo non-compatable 2005
i Actuals
Operating . . ; 4 2008 Plan % versus 2007 actual comparable pericd
2005 2008 2007 JC0BF  2000P  Z04CP 24P
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Overarching Strategies — Summary

The major change is to restructure the organization into brands that are

customer centric and create enterprise wide support groups ...
1. New Retall Brands

As the core Sears customer ages, it becomes increasingly difficult to be a relevant brand to all people across various ages
and income brackets, particularly when it comes to fashion. Apparel sales have suffered as consumers move towards an
ever-growing array of segment-targeted and largely off-mall shapping options. Sears will counter this trend by:

—Re-launching the Eatons brand in Direct channels and select stores targeted at mid to high income shoppers aged 30-55

—Creating a “Brand X banner targeting “younger minded” customers (primarily targeting people aged late 20’s io early 40's)
with a new service model, new Eurcpean-inspired fashion-forward apparel sold in shared-Sears and off-mall locations

~Creating a "Brand Y” banner targeling young (shoppers in their 20's to 30's) consumers with a low price point model and
new brands ‘

2. Sears Home Concept

Alarge portion of Sears business comes from hardiines products that are relevant to customers of all ages and incomes, and
thus the retail brands mentioned above. Sears is proposing to develop larger Home stores in major urban markets with the
floor space required to offer a wide range of major appliances, electronics and furniture (home fashion and décor) uniquely
designed fo allract a broad range of customers from large gecgraphical areas

3. Tying Brands Together

While the new retail brands will be kept isolated from “Sears” to maintain their individual brand integrities, “sticky points” such
as branded credit cards and loyalty pragrams will provide information to an enhanced customer data warshouse enabting
targeted cross-promotion and customer retention programs

4. Support Structure

Build enterprise-wide support organizations to manage all non-customer facing facets of the business (e.g. SKU lifecycle
management, finance, business capability) to improve productivity, reduce risk, and enable easier culiural fransformation.
Offloading these functions into expert groups will furthermore allow brands to primarily focus on customers and less on

aperational issues
Private and Confidential 10




QOverarching Retail Strategy

Private and Confideniial

1




Overarching Retail Strategy

The retail strategy is intended to achieve the following ...

1.

Acquire new customers via repositioning existing, low financial productivity stores as new retail brands, which are planned to
be primarily catalogue / infernet based businesses with a few flagship stores:
. Re-launch the T, Eatons brand as a more fashionable, higher ticket apparel/accessories brand
. Create a new brand (Brand X} that appeals to younger minded fashion customers, with price points that are
comparable to Sears, with a focus on people aged approximately late 20's to early 40's
. Later in 2010, and based on learnings from Eatons and Brand X, develop a Brand Y, targeting disposable, lower price
point fashions for people aged in their 20's to 30's
Target the *home” as an emerging market where numerous products and services can be aggregated to make Sears “the”
home store — aggregate appliances and furniture, and a comprehensive range of services including energy efficiency,
independent living, home improvements (reptacing roofs), insurance, and so on — the current Home stores provide sufficient
space to present competitive electronics, mattress and furniture assortments, but are not large enough to allow for significant
growth in furniture — thus, in major cities, larger stores are proposed
Given the range of products and services Sears provides, and especially if the Eatons and Brand X retail concepts are
successiul, the need for enhanced cross-brand loyalty incentives, such as the loyalty program, is paramount — these include:
. An enhanced loyalty program with complementary partners such as Rogers Communications, Tim Hortons, Sobeys,
etc., and travel rewards provided by Sears Travel
. A CRM capabitity that allows direct, targeted marketing propositions to increase cross-brand/cross-business loyalty and
which offers some relief to the current dependency on the flyer which is expensive and losing productivity
. An expansion of services that are not fashion taste dependent, such as gift registry, home décor services and the home
strategy described above, which appeal to all customer segments and which leverage Sears #1 position as the most
trusted brand in Canada
Align the organization into two basic categories:
. Customer focused teams that consist of merchandising/marketing/brand management that perform less operational
activities — organized by retail brand: Sears, Eatons, Brand X, etc.
. Enterprise-wide support organizations that are not customer focused but more operational, process ariented and able
to support each retail brand so that:
— Expert groups are established, e.g., an axpert group that provides replenishment, versus having disparate
groups organized by merchant team, as is now the case
—  Minimize headcount
— Increase governance and control of key processes, e.g., inventory management




Retail Vision

The main goal is to acquire new customers by launching new retail
fashion brands ...

®

Brand Specific
Organizations

S@@lf 8 ) T. Brand
m

Eatons g.s

1 T
1 §
3 Cornmon i
;
i

Merchandise <. ﬂ — @

Sears Home Cohoept

@ New Retail Brands

« Form brand-centric retail teams that consist of merchandising,

Brand marketing, customer insights and brand management
v » Launch new retail brands that use low financial productivity
stores — grow sales primarily via catalogue / internet

: . « Eatons to target higher ticket, more fashionable customers

7 @ « Brand X for younger minded customers, 30’s — early 40’s

» Brand Y (later in 2010) to target customers 20's — early 30's

i
i
1
H

®

Enterprise-Wide
Organizations

@ Sears Home Concept

Sku Lifecycle Managemeant

« Develop a larger sized furniture (home fashion and décor)

store that offers hardlines products and services relevant o all

Customer Insight & Management

cusiomers

Businass Capability

@ Tying Brands Together

+ Develop "sticky” Sears brand loyalty programs including

Store Operations

evolving the current loyalty pragram and new businesses such

as gift registry and "common merchandise” such as baby

Finance

furniture, patio sets, and other less fashicnable product

@ Support Structure

Business Specialty Groups: Real Estate, Legal, Etc. + Form enterprise-wide organizations that enables expert

groups to be formed and to minimize overhead
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New Retail Brands — Rationale © 7 New Retail Brands

1. Sears current customers
s In the fashions categories, Sears atfracis a more mature, classic, mid-price point customer and should focus en this
customer base, which is growing as a percent of the population, versus attemplting to be “all things to all people’
2. The size of the fashions market
= Segments of younger minded customers represent estimated sales of $23 billion® — this Is a market where Sears is
relatively underpenetrated
3. Sears brand perception
= Tends to limit the Sears brand expanding into younger-minded / younger custormer segmentis
4. Store space constrainis
= Insufficient space is available to expand assortments {0 provide critical scale to appeal to a broader customer base
unless other valuable categories are removed
5. Vendor consiraints
= Vendors, and the products they sell, often will not place their products in Sears stores {even if it waé possible to
physically fit them info stores)
8. Underperforming existing real estate
= Several urban stores, such as the Toronfo Eaton Centre, are not profitable if FMV lease rates are applied and which
can be repositioned as new retail brands that are more relevantio the customers in the irade area

1. Stalistics Canada Private and Confidential



Sears Current Customers -'New Retail Brands

Sears customer locus is a post-family, elderly customer ...

Sears R
Share Legeny Total Market Customer Segmentation
Post
Young Young Mature Mature it
e . families  Elderly

adulfs families adulis families 40-70, singie or | >70, singi or
~40, sihgle or 240, single or 40-70, singie or 40-70, single or couple caupte with adull coupie, with or
2oupie, no kds souple with cotple no kids with Kids at heme children not at  withaul lds at

at home kids at hume at home ham nome

e e )

o
QO
o
s
[4s]
£
Q@ vid
£
o
[ &
£
Low
Total
: : Market
Total Spend $11.88 $11.1B $8.1B $2.58 $g4.18B4

Sears Share

1. Segments combined fo maniainmi
are not & signiflcanlinfiuenter of sverall segment (GK HH'S, 0.0
income, or M typa). Sowee: Ipsea Ganade Onlze Gmnibie i
refattves are living st home are placed ints 'family seg

Qi = 550K, 3. includes vary sm snstt ol <40 with adit children not st home* households who
assTy to map repertad market spend to Swelscan no adfustriants mads within subsagments (age,

nal represantation. Note 28 of Dannar Gin rl drzwn o scale. Househa!ds whars other adull
exciuzive and callecively ey ey sli househalds in Canada.

Brivate and Confidential 18

= {028, Figlres waigh
of households). Tablais




Sears Current Customers (11)

) ) _i\éew Retail B_r'an'ds:}__ .

in non-fashion categories, such as appliances, the Sears brand/product
offering has broad appeal — the same is less true of the fashions
categories that skew to an older customer ...

Sears % of Total Market Sales By Segment

Young Young Mature Post
Adults Family Family Family Elderly

High | 2.28% | 5.35% | 6.14% | 4.68% | 5.98%
Mid 4.31% | 5.76% | 5.39% | 6.24% | 6.25%
4.33% | 4.21% | 4.40% | 5.81% | 6.38%

Low

[ <25% [253%[:>3% |

Sears % of Total Women's Wear Market Sales By Segmo:ent1

Young Young Mature Post
Adults Family Family Family Elderly

high | 2.34% | 6.88% | 6.33% | 4.47% | 5.83%
v | 595% | 7oa% | 75% | a5 | saan
7.11% | 8.13% | 6.72% | 9.54% | 10.68%

Low

[<6% [ 69% | >9% |

Sears % of Tolal Major Appliances Market Sales By Segment

Young Young Mature Post
Adults Family Family Family Elderly

High | 13.30% | 23.20% | 22.40% | 19.50% | 33.30%
Mia | 19.60% | 21.50% | 18.80% | 24.00% | 14.80%
13.20% | 15.60% | 12.00% | 14.80% | 16.90%

Low

[ <15% | 15-20% [ >20% |

Sears % of Total Men's Wear Market Sales By Segment

Young Young Mature Post
Adults Family Family Family Elderly

High | 156% | 6.03% | 6.29% | 3.88% | 6.14%
Mia | 486% | 6.53% | 6.47% | 7.45% | 8.81%
5.28% | 4.86% | 4.53% | 6.53% | 6.11%

Low

[ <3% [ 3-6% | >6% |

1. Tha fashioh coinponents of wonsel's and mean's cannot be excluded; if they coulld then the skew (o older customers would be more pronounced

Mote: Data is share of market held by Sears Card holders. Actual Sears market share is approvimataly 100% larger and assumed to be of similar distribution
Private and Confidential



Sears Current Customers (i)

While Sears is growing share in the women 45 — 55 segment, the
segment under 45 years old is declining ...

Market Share (%)

30

25 +

Retall Catalogue
2001 61.4% 77.8%
2007 45.9% 54.4%
Changs - 15.5%p!s - 23.4%pis

14-24

25-34

35-44

45-54

55-64 65 & Up

# Total Market 2007 ® Sears Retzil 2004

% Sears Retail 2007 % Sears Catalogue 2004 4 Sears Catalogue 2007

1. Suures: Sears Internat

Private and Confidential
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New Retall Brands

Sears Current Custfomers — New Brands

Three new “fashions” retail brands are proposed for piloting, and if
successful, rolling out to acquire new customers

Sears

Share Leqend Total Market Customer Segmentation & Banner Positioning
Post
Young Young Mature Mature 1re
. e families  Elderly
adulis famnilies adults families 40.70, stagie or  >70, sngle or
<40, single or <40, singlle o 40-78, single or 40-70, single or couple  couple with adull coupie, with or
couple, no kids coupie with couple ne kids with lids at home childran notat  without kids at

al hume kids at home homa®
Highs
o~ 1$288 NIM -
o .
)]
o
U
k4
@ Adid
5
o 4.9 billion.
Low

combines i maintain
ant mfluencer of ove
yoe). 3oursa: Ipsos Oanada Online Om 600, no= 1028 F
rsl% Ieea arz diving 2t iome are placed info family ssgments m‘wd,rg o ape oﬁesnander il 5% of hous=hah 5; Table
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| NewRetail Brands

Sears Brand Perception

The Sears brand is reasonably stronger among people in the mature
family and elderly segments ...

Sears Brand Equity by Segmentation

o112 1

Young Young Mature Post Eldefly Young Young Malure Past  Elderly Young Young Mature  Post  Elderly

Adult  Family  Family Family Adull  Family  Family Family Adult  Family Family Famiy
Low Income Middle Income High Income

{. Scurse: IPSOE Brand Survey, 2068
Private and Confidential 20




Store Space Constraints — Home & Hardlines

" New Retail Brands

The number of SKU’s available to consumers has grown dramatically
since the early 1990’s, placing pressure on the ability of Sears to
present broader assortment within a fixed square footage store ...

Major Appliance SKU's at Sears

2,550
.

Oig\i

. o @59': ’

Cacie ‘f

I\ |

260 /
1893 2008

Yiar

- As consumer tastes expand and manufacturing
technelogy advances, categories like major
appliances expatrience exponential SKU growth
at Sears and other ratailers

1. Snurne: Ryemson Cantrz for the Swsdy of Conmercizl Aclivity

3,100 -
2,800 -
2,700 -
2,500 -
2,300 4
2,100 -
1,800 -
1,700 -
1,500

Stores

. Total Msjor H&H Stores in Canada !

T T T T 1

1996 2000 2001 2002 2003 2004 2005 20068 2007

Year

- At the same time, the number or retailers has grown
steadily, providing consumers with even more
purchasing choices

Privale and Confidential
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" NewRefail Brands

Store Space Consiraints — Apparel & Accessories

The number of fashion choices has grown dramatically, both in terms

of stores number and target customer segments ...
Seiected.'!\!ew Enfrants into the Canadian A&A Market, 1970 - 2008 '?anszégz?iﬂ) (2008)
sLara

'MAR'(HN*P O8A

- Amarican Eagles

+American Eagle
Outfitters {2001}

«Old Navy (2001}

=Pottery Bari, PB Kids

«Boca Rettan
{1981)

«Cole Haan (1891} {2001) Sportwear (2008)
rLand’s End (1991} »ingredible Universe « Sketchers {2001) « Cassis (2008}
+L.L. Bean {1891) (1998) + Children's Place < TNA {2008)
«Talbot's (1991) *Spiegel Catalogue {2002) » Abercrombig & Fitch
«Eagle (1992) (1596} *8am's Citb (2003) (Fali 2008)
«Value Villaga «Urbar: Outfiters sHennes and Maurltz  «"Fashion Lab" {2006)
{1992} {19896} (2004} « Agent Provacateur
- Banana Republic +Payless Shoe Source -« Outdoor World (2004) (2007/2008)
« Price Club (1986} (19943 {1897} »Lane Bryant (2004) « Quicksilvar (2007}
*Sunglass Hut «Sportmart {1994) -Nike (Stores) (1998) < 3ephora {2004) + Change (2007}
« Eddie Bauer (1989 - Sports Authority *bebe (1993) « Burlington Coat «Olsen Eurape (2007)
(1977} +The Gap (1389) (1904} -Linens ' Things Factory (2005) « Agrapostale (2007)

+Cosico (1985} Winnars (1990)

Cosmetics SKU's at Sears

{2000) < Jasef (2005}

Wal-Mart (1994

New Fashions Stores

1483

(Aggregated)
8,800
Do 1,256
966 :
20
2008 1945 1654 1098 2000 2005 2008

1. Saurse: Ryerson Gentre far the Sy of Commertial Activity — Fuli st ol HAH slorss in Appondix

Private and Confidential
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Vendor Constraints

__:-':Nre:\#fj.R'e_ta'ii Bk_ar_}dsé'-_ :

New retail brands remove constiraints applied on Sears by vendors
unwilling to sell their products in Sears stores ...

Sears Has Limited Vendors

Women's Wear

» Point Zero
= Haggar
» Lavis

= Liz Claiborme

Men's Wear
« Chaps
- Dickies
« Buffalo

= Plerre Cardin

Shoes & Accessories
« Skefchears
« Florsheim

= Viciorinox

iz claiborne

@FLQRSH £

SWISE ARMY

Manyv Eatons Vendors Won't Seli to Sears

Waomen's Wear

KORS by
MICHAEL KORS

« Michael Kors

- Citizens of Humanity
« Juicy Couture

« Seven for All Mankind

Men's Wear
« Panguin
- Ben Sherman

= Lucky Brand Jeans

Shoes & Accessories

« Puma

- Ugg
- Heys Luggage

Privaie and Gonfideniial ' 23
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 New Retail Brands

Underperforming Stores

The ex-Eaton stores located in urban markets are cash flow positive but
underperform on a square foot basis compared to other stores ...

EBITDA / sq.ft.
(normalized for special leases)
20 1
18 4 —
16 4 i
8 14 1 ]
2 :
&H 12 VPG, Rideau,
E 10 4 Sherway =
«©
E 8 - Sudhury, &njou,
3 g TECL, Weoadbine Grand Prajrie
Zz .
4 4
2 \ -

0 T T T |r-.| T : T T T T T T = T T T " T T
Q’b‘(\@@'\\@\"\% q}@’\‘b’ibrﬁ)“;b "b%bﬂ’b/c\‘oq’é%wé\
EBITDA / sqit.

O Former Eatons Stores — — “Sweel Spot Suburban Siores ~
2007 Salas 69,004 48,834 25,602 42,037 26,824 33,304
2007 EBIDTA 463 971 628 7,331 4,277 4,735
Retall Area {sq.f.) 326 265 ‘ 187 122 _ 81 102
EDIBTAT Sq.ft.2 38 6.0 7.1 60.4 541 5314

1. TEC rent currently at $1 psf; adjusiment to FMV rates would result in EBITDA/sf ~ ${15) to ${20)
2. EDIBTAJ aq.ft. has besn adjusted to normalize for special lease rales
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Sears Home Concept
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Rationhale . Sears Home Concept

The goal is to develop a larger store concept to grow the furniture

business and aggregate a fulsome range of home products and
services ...

1. While Sears market shate is 28% of the $3.2 billion major appliance market, it is only 8.8% of the $8.1 billion
furniture and electronics market *

°

Furniture assoriment is incomplete and more space is reguired to be more relevant fo more customers

&

Sears competition {lkea, Leon's) currently has a wider assortment in larger stores and is more
comprehensively merchandised

For appliances, electronics, and mattresses, Sears has a competitive assortreent and a broad range of home
services

-

Sears has 350 appliance SKUW's on its current Home store floor (ve. 180 at Leon’s), 59 mattress SKU's {vs. 51
at Sleep Country), and 45 telavision SKL's {vs. 110 SKLI's at Future Shop)

Sears has the most holistic product / service offering as compared to its competitors — from home
improvement, energy efficient products and services, etc.

The “home” is an emerging, holistic markat where a convergence of products and services wili be demanded by time
constrained customers and an advantage will accrue fo retail / servics providers that aggregate / bundle offerings

Can free up sub-scale Home stores for other uses, e.g. Brand X, etc. — customers will travel longer distances to buy
larger ticket items, so the need for local stores is relatively less

1, Sourta: Sististics Canada and Sears intemal

Private and Confidential 28




Sears Market Share

" Sears Home Concept

Sears is the dominant market share leader in appliances, but has
opportunity for growth in furniture and electronics ...

Majer Appliances

34%

Cther, $1.855,
52%

B&M, $200,
6%

Source: Synovate, 2007

Sears, 51,102, The Brick, $504

Leon's, $410,

Other, 33,805,

Private and Confideriial

Eleclronics

Sears, $236,
%

Future Shop,
682 ,18%

Wal Mart,
$310.8%

Cther, 32,631,
68%
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Sears Market Share (1)

 Sears Home Concept

in 2006 — 2007, electronics and mattresses underwent successful
category recharges leading to increased sales and merchandise

margin ...

Category Recharges

- Key elements included:

- New and relevant assortment {electronics)

« New value propositions e.g., free delivery, free gift with purchase (mattresses)

- New promational events and methods (hoth)

Sears Electronics Sales ($ MIV)

V‘ﬁ 248

o l -
@ i
K\ B
ey

244

2005 2008 2007
Merch Margin (BMBI}  $43.1  $42.3  §54.7

2008pP
$61.0

Scars Maitress Sales (§ MM)

172 178

2005 2006 2007 2008P

ketch Margin ($Mki)  £58.5 $59.8 5714 3747

Private and Confideriial 28




Furniture vs. Appliances Retailing /. ~Dears Home Concept

increasingly, customers want more choices in furniture and understand

how the whole room looks — it is less of a single item purchase than
appliances ...

Buving g Living Room Piece

» Customers assess the item characteristics (size,

functionality} and have less choices (colour, style and
fashionabiiity)

» Furniture is becoming less of a commadity (swivel chalr,
desk) business versus a fashion category where the
“whole room” is considerad, akin to women’s fashicn

3 ) . . where the "whole outfit” becomes more important than
» Custormer will buy sight unseen, which enables intermet s . P
Co . an individual piece
orders fo be placed, e.g. a slightty larger or smaller size
in the same model may nct be on the floor but .

Customers won't buy sight unseen, e.g. a different style

customers will be comfortable buying can be easily envisaged

Private and Confideniial



 Sears Home Concept |

The Limitations of Store Space

The Home stores have sufficient capacity to display a large selection of
mattresses, electronics and appliances, however insufficient square
footage exists to grow effectively in furniture ...

Leon's

T

50

B Major Apaliances i : SR
Micrawaves . 200 T Microwaves 75 250
iStoves 1,216 LA T Stoves 40 1,200
Dishwashers 2600 S ._Qon‘fp_arat_a._lt.s._. :Dishwashers 40 1,600
Laundry 2,085 ap.plganc_:e flﬂ?r_sgace » ‘Laundry 50 2,100
‘Refrigeratinn 870 = . Reftigeration 50 1,000
Censumar Electonics S 50" Cohsumar Elsthonics © - st o 3807 B0
Televisions 200 Televishong 40 B0
iCameras 100 - Cameras 30 150
Cornputers 75 DR BT N Computers . 20 180
Audio 25 375 T Compaiable... .. Audia a0 450
Components 40 00 L e_gtr_gzj_mg space... Components 40 &00
Speakers 25 1 1 [ N Speakers 30 360
‘Accassories 100 . 300 Accessories - 200 ROO
Mattrggsed T : 38 [E 88000 Mattregaas 5o omn s B vgi] i B5a0 ¢
Sleep sets 25 B,260 " Lepn's matlress: Sleep sels 501 12500
ldattresses 5 1,250 a -Space more-than © N Iattresses 10 2500
Box Springs 4| [ 0] S double Sears S Boyx Springs A0 2,000
Cots 2 300 " spacs Cots 1 500
Air Beds 2 200 Air Beds- 1,000
Fuiniture; e . BO0: 551020 Furnifure : : AR 750
‘Bedroom 10 2 500 \ Bedroom 3,750
Living Roarm 10 3,500 Faon's furnitire Living Room -7 000
Dining Room 10 1 500 . space marethan- .. Dining Room S3000 |
Homg Décor 500 | 2500 $ i double Sears ‘Horme Décor 5,000
Chairs o Capage i [Chairs 8000 |
Sofas 4 iSnfag _ 18,000
Non-Sales Space: s . NerBales Space i hnmnf A G007
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Furniture Assortment | Sears Home Conept

Furniture retailers have tended to open larger store footprints as they
expand to new retail concepts ...

Sears Home 40,000 Sears New Concept 100,000 — 120,000
Large kea {e.q.,
tkea 120,600 Vaughan, Etobicoke) 350,000
The Brick 40,000 The Brick Superstore 110,000
{e.g., Mississauga)
Leon’s 80,000 Large Leon’s (e.g., 120,000
‘ Newmarket)

Frivale and Confidential
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Sears has Extensive Offerings and Capabilities

. Sears Home Concept -

Growing product assortments is key, and just as important is growing
home services capabilities — Sears already has (or will have) the
broadest offering ...

Wal-Marti Sam's Club
Zelters

Costco

The Bay/ Home Qutfittars
Canadian Tire

Loblaws/! Superstore

Winners! Home Sense
Home Hardware
Home Depat

Landon Drugs

Best Buy / Fulure Shop ]

Brault & Marineau

The Brick
Rona

tkea

Leon's

Direct Energ
Pro Hardware

Reliance Home Comfort

Privale and Confidential
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“‘Sustainability Services” — Case Study

o :S_giars. Home i?ché_e_pf g

An example of the need to aggregate services — to provide a solution —
is home energy efficiency where the services are fragmented ...

Household Efficiency Improvaments Valye Chain

< : N

R S L N - - L _\\ : . Choose \ L
A SR Al -2 -Choose Products - ; S ; Finance
, vya:rene$$_ S ) - Hat R //“: . 0 © O'd"Cti L '/ - Contractor /. DIY / .
Realize potential energy | Obtain energy auditto |dentify product options Find contractors with Paying for
inefficiencies get tax beneafits for energy improvements| capacily and qualifications improvements

S

o

-

<~

<

Questions ...

Questions ...

Questions ...

Questions ...

Questions ...

What options do | have
and where do | start?

Who can heip me and
what will it cost?

How “green”is this
product? What is its

How am | going ic pay
for this? Howis it

How to make this
cash flow neuiral in

paybhack period? installed and maintained? year 17
b i § L
Pitfalls ... Pitfalls ... Pitfalls ... Pitfails ... Pitfalls ...
Information overload Don't want to wait for | Skepticism around actual Process may reguire Need deferred
1 ack of a one-stop shop audit or go through ‘green” benefits several contractors for payment
for resources rebate appfication Customers often On|y different kinds of work program, tax and
process Rebate / incentive allowances

undertake projects with
very short pavhacks

program complicated
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| Sears Home Concept

Big Ticket Brand Perception

Sears has a dominant top of mind with appliances and, to a lesser
extent, furniture which is partly from limited assortments ...

Percentage of Total Population 46% . Percentage of Total Population |
Who chose Sears as the retaller they would | Who chose Sears as the retailer they would |
most likely to buy their Major Appliances from most likely to buy their Furniture from

25%

6% 7%
o s A% 0P 5%
o,
* e n [
The Bay WalMari Leons Home Future  The Brick  Braull Sears The Bay Brauit tkea Leon's The Brick Sears (Net)
Depot Shop Mariineau  (Net) Martineau
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“Home” is an Emerging Market - Rationale

" Sears Hamé Cort{:ept

As people have less disposable time, the trend will be to converge
products than services — this represents a big opportunity for Sears ...

1. Qur customers are increasingly time-constrained and want help

managing their homes:

= Over 70% of houses are now dual income, up from 34% in 1967 1

- New services are emerging to facilitate home management 97.0% -

= Energy efiiciency
» Home automation

2. Consumers no longer want to purchase individual items basad on
price alone — the house is becoming a fashion statement and

servicas need to reflect that;

« HGTV is now the #1 specially channal among wemen?, teaching
them how to decorate their whaole home / rooms 210%

« Consumers are looking for design idea "solutions” for a roam,
rather than a multitude of furniture optichs without context

3, As the home becomes an expression of a person’s identity, the

Consumer Spending on Household Accessories

28.0%

% of Population
) el [ned
[ ol )
2 3 g
E- S-S

R B

2008 2007 2008

—e— Over 5150 Annual Spand -=-- Undsr $50 Annual Sperd

furniture markat is segmenting by life-stage and the numhber of SKiFs

is growing faster, e.g. IKEA:

» New store formats in excess of 300,000 square feet
+ 1/3 of assortment is trendfinnovation and refreshed sach year

Sauce 1; Sististios Canada

2 ¥edia tn Canada Magezine

« Children’s IKEA infreduced 1987, Youth IKEA intreduced 2008

B

Yaung Adult

Young Family Mature Family

Post Family

Private and Gonfidential



J,
Real Estate Management B

. Sears Home Concept

Developing larger Home stores in major markets will free up some real
estate for stand alone Eatons, Brand X or Brand Y off-mall stores ...

- Opportunities to repurpose or dispose of
fow performing real estate locations, for
example, Greater Toronto Area:

Wt NG : %
R N I e
i _?ﬁ.nbic;né‘g: ’ : : ™ B

Home Stores

< Despite significant consumer real estate
activity {~ 70k housing starts and ~ 95k
resalas in 2007, sales declining or flat:

Woodbridge +1.1%
Scarborough - 2.5%
Mississauga ~0.5%
Sherway -~ (0.86%

« Larger home concept to be more
relevant in these active home markets;
existing real estate could be repurposed

S o Coct for new retail brands {e.g. Brand X)

| Siogping Rangs

Fuli Line Stores @

= Opportunity fo repurpose under performing
full fine stores in dense urban markets with
Lot o retail brands more relevand to the trade area,

o o e.g. convert part of Yorkdale to Eatons to
appeal to upscale fashion shoppers

Note: Store facaiiens are for illustrative mapases oy and do not necessadly reflect panned locaiians
1. Houslag stads: Siatisilcs Canada; Resals ransastians: Taroric Real Eatata Board
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Tying Brands Together

Privale and Confiderniial
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Concepts and Geals TR ES

“Sticky tools” that increase customer shopping frequency, such as
branded credit cards and loyalty program need to be enabling targeted
cross-promotion and customer retention programs ...

1. Increase the effectivensass of loyally program and share of Sears credit cards

2. Direct marketing and customer relationship management
= Opportunity fo introduce new retail brands

- Opportunity for cross-promotion and customer transition between stores and services

3. Leverage “common interest merchandise” in Sears stores:
= Categories such as infant furniture, patic, etc., that is less fashionable

4. New services that are not “fashions” oriented:
« Gift registry
« Home products and services

« [nsurance

Frivate and Confidentiai 38



1. Sears Credit Card

Tyi_hg Brands Tegether_” .

The Sears branded credit card is losing market share as the number of
competitive cards is continually growing — change is required ...

Sears Card Performance

M)

Canada — Cards in Circulation (M

701 - 75%
5011 L 70%
01}
40 -
307

20 4

=21 Sears Card Penetration -~ Canada - Credit Cards in Circulation (MM) ——

Private and Confidential
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Weaknesses
+ Rademplion options limitad to Sears

» Does not have a comprehensive travel
reward

« Being out-spent in marketing

Oppartunities

» Develop loyalty program: pariner with
complementary retailers such as Tim
Hortens, Rogers Communications,
Sobeys

= Use partnership to offer more
redamption options and create a “zero
net cost” redemption / reward model
among pariners

» Use continued partnership to increase
overall marketing spend

+ Use Sears Travel as the travel
redemption — need to expand beyond
package offerings

38



2. Direct Marketing ahace

By using an enhanced data warehouse that captures customer
information across all brands, Sears can introduce its customer base to
the new retail brands and produce cross-promotional programs ...

T
« Customer Relations Management, run from the Sears customer data can have Customer profn;?;‘ .
the power to: Sarah, Age 34 \
» Entice consumers to new banners by providing unique offers custemized by ]

previous shopping habits

Purchase History:

GE Profile Gas Range, Sears

« Develop analytically-driven custom marketing and promotional programs
P Y ¥ g P Prog Home Expo — December

fargetad at specific groups (direct mail) or even individuals (e-mait)
Guess Perfume, Brand X —
January

Based on Sarah's address and

S‘ P T Brand Brand S@@lfgé purchase history we can
\3@@#@ Eaton ey oy g axtrapolate that she has a higher
T : ' H disposabie income and does not
: ome currenthy buy her clothing at
Concept Sears. Statistically she is 44%
likely to respend {o this offer”

Suhs Frometional Ofer,
%30 Citizens of Humanity Jeans
with purchase of Guess perfume

. EnhancedData" " .
Warehouse

1. Fictional exampls foe Buslrative paposes

Private and Confideniial
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f - = g -
3. Common Interest Merchandise . Tying Brands Together '

Sears has vast categories of product that is not fashion oriented —
leveraging this product to cause cross-brand shopping between Sears
and new retail brands is critical ...

Examples: Common Interest Merchandise Examples: Driving Cross-Shopping

= Basic appars! — socks, Nike shoes, T-shirds + Lovaity program — e.g. offer double points for promaotions

_ to those who buy $100 in Eatons and Sears
= Skin care and mass fragrances such as Lancome

» Make Sears common interest merchandise available on
Eatons / Brand X websites and include direct marketing
+ Outdooar living — grills, patio sets, lawn mowers, show pieces in catalogues / intemeat
biowers, etc.

« Infants ~ furniture, apparel, car seats, strollers, stc.

+ Ship in of commaon mearchandise to Eafons / Brand X

» Electronics stores when seasonally relevant, e.g. show / rain
terwear i

. Games outerwear in Novernber

« Tays

= And soon...

Frivate and Confidentiel &1



%f: ‘f' “r

4. Common Services & Home Products i hying Brands Together

Many new Sears services and home products are relevant across
consumers of all retail brands ...

Gift Reqgistry
- Sears Gift Registry can span across all banners, providing users with a larger selection of items to choose from and
intraducing new customers to other retail brands

« Sears preadth and depth of assoriments and services will ke a key differentiator in the competitive landscape {e.g.,
custorners could register for major appliances, furniture, electronics, HIPS, travel, etc.)

. Data gathered from gift registry can be used in the customer data warehouse for future sales opporiunities

Home Producis and Services

- Opportunity to generate leads across all retail brands for universal home services (e.g., HVAC)

- Cater home services to specific customer segments, e.g. a younger-minded, eco-conscious Brand X custamer might
be targeted for ecoEnergy audit; an affluent Eatons customer might he fargeted for maid services, etc.

Insurance

- Introduca new insurance products that can be marketed to customers across all retail brands — home, auto, income
protection, grandparent birthday, ete.

- Opportunity to seil protection or merchandise replacement agreaments for H&H items across all retail brands
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Enterprise-Wide Support Organizations
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Enterprise-wide organizations will be key to fulfilling the retail vision
by improving performance and reducing expenses...

Create expert teams, comprising of more job-speoiﬂfj skilled people versus attempting fo train / improve existing
associates that have inadequate basic skills and low career poteniial, e.g. for refail marketing:

Retail Markeiing Sears Today Future — Expert Enterprise Wide
«  Quantitafive skills Low High
Use of elasticily tools to estimals sales / GP% Low High
«  Time to assess all promotional programs Limited _ Adequate
«  Carser potential Limited Basic skills that are fungible

Reduce headcount. expert groups can save headcount — the current merchandising project will reduce headcount by
25%, froem ~ 800 to ~ 800, and:

» Save approximately $12 MM expenses
= Da-risk organization through hetier processes and tools

= Lassen the cultural challenges of legacy Sears associates

Privale and Confidential
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Rationale (II) - Enterprise-Wide Support

Enterprise-wide organizations will build efficiencies among teams that
are critical to enabling the retail vision ..,
If the number of SKUs continues to grow to be more relevant to more people {expanded by ~ 50,000 or 12% aver the

past 12 months), and the range of businesses such as Eatons / Brand X expands, then the need to simplify management
of key processes / functions is increased as compared to Sears in 2005, e.g. CRM;:

Element of CRM Sears Today Future — Expert Enterprise Wide
« T systems “Many-to-many” structure “Many-to-one” structure

(linked to central customer hub)

Diffaerent customer bases Multiple definitions of same customer One customer definition

Capability Low - dispersed among multiple groups High - one expett group
(Birect, Retail, Home Services, Travel, elc.)

+ Effectiveness Low High
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Agenda
700 -7:15 Introduction Dene Rogers
715 - 7:30 2009 - 2011 Financials Dave Merkley
7:30 - 9:30 Retail Strategy Dene Rogers / All
§:30 — 10:00 Ratall Slores Dennis Singh
10:00 — 10:45 Real Estate Robbie Wasserman, Dennis Singh
10:45 - 11:45 Direct Strategy Rick Brown, Chris Peters, Simon Rodrigue
11:45 - 12:30 Lunch
12:30 - 1:15 Home Services Arv Gupta
115 — 2:00 Financial Services Rick Brown
2:00 — 2:45 SKU Lifecycle Management Tim Flemming
2:45 - 3:30 Business Capability Cathy McConnell, Tim Flemming
3:30-4:15 Sustainability James Gray-Donald
4:15 - 4:30 Wrap Up / Next Steps Dene Rogers
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Refiail Stores

Grow profitable retail sales by introducing new business models and
developing integrated solutions for our customers ...

Continuous Improvement

Merchandising and marketing segmentation

Financials (incremental):

EBITDA

Create a selling culture

Financials {incremental):

EBITDA

. Inventory shrinkage reduction

Financials (incremental):

EBITDA

Annualized

$10.0 MM

Annuslized

$7.7 MM

Annualized

$5.0 MM

Strategic nitiatives

. Pharmacy
Finahcials (Incremental):
EBITDA

. One Sears home solufions
Financials {incremeantal);
EBITDA

. Giff registry
Financials {incremental).

EBITDA

. Outlet format remix
Financials {incremental):
EBITDA

Private and Gonfidentlal

$8.0 MM

2009
$4.2 MM

2010
$16.0 MM

2010
$8.4 MM
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Market Opportunity: Pharmacy

The pharmacy industry is expected to grow rapidly over the next few
years due to accelerated growth of the elderly population ...

Paopuiation growth, 85 vears and over
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Market/competilive overview:

. 11in7 Canadians is over 85 years old {13.7% of the Canadian
population, an increase of 11.5% from 2001-2006)

J Growth of the elderly population will start accelerating in 2011,
when the first baby-boomers turn age 65

. Average of 36.8 prescriptions annually for people 60+ {implies
frequent pharmacy visits)

. $20.9 hifion business in 2007 estimate of $23.8 billion business
in 2009 {13.8% growth in two years)

. General merchandise and food stores have gained 7.3%
market share in pharmacy from 1998 to 2005
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Strategic Response: Pharmacy

Capture market share in this growth industry through the
introduction of pharmacy in full line stores ...

Very relevant to the Sears customer

—  25% (1 million) Sears card holders are over the age of 65

= Significant halo effect on women's waditional brands, children’s wear, and cesmetios

. Develop partnership with a national pharmacy

e Tast and learn in a minimum of 5 locations in 2009

. Pharmacy focated in or adjacent to cosmetics environment for improved synergies

“ Raolleut of 50 stores in 2010

Financials {incremental): 2008
EBITDA $0.3 MM
Risks:

° Inability to secure a pharmacy partner

. Inability to attract and retain pharmagcists

Mitigants:
Provide licensee with main ficor location

. Ability to be aligned with a national company
On-line possibility

2010
$3.0 MM

Private and Confidential
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Market Opportunity: One Sears Home Solutions

Home installed products & services is a strong growth market, with
major competitors currently capturing market share ...

Market/competitive overview:

. Overall window freatment sales have been declining over
the last b years
- Ready made sales have decreased by an average of
4.7% per year
— In siore lead generation for custom solutions have
been stagnant, averaging fewer than 2 leads per day
per store

. Major competitors are gaining market share with the
introduction of intreduction of Lowes and the expansion of
existing total solution providers including Rona, Home
Depot, and Home Hardware

. Based on a consumer study, the second mest common
renovation expected {6 be undertaken in the next 12 months
is kitchen renovalions

Opportunity:

v Sears products and services are not currently integrated,
with each of the businesses cperating in "silos”

" Leverage the opportunity to provide custorners with total
solutions including kitchen cabinets, major appliances
{including high end), furniture and electronics

Privata and Confidential

Kitchen cabinet market share

tdorket Share - Top 5 Retatders

T .
Home Rena Home lkzs Sears
Bepat Hardware
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Planned renovations
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Heating &
Cooling, 11.8%
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Carpots, 10.3% Wood Fiooring.
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Strategic Response: One Sears Home Solutions

integrate retail stores and home installed products to provide
customers with a holistic (One Sears) shopping experience ...

Merchandise integration

< Create a dominant décor assoriment by integrating the floor presentation of installed (HIPS) and take-
with window treatment

Create greater relevanay o the customesr
3 store fest conducted in TEC, Mississauga and Fairview
— HiPS lead generation: 23.9% increase
—~ Ready made window treatment sales: 6.7% increase
« 34 store rollout in progress, to be completed by Septembar 2008

Associate integrafion

«  Grow profitable sales by intsgrating the HIPS iead developer role into the store structure, thereby
enhancing daily accouniahility by store leadership

«  Phased implementation beginning in September 2008

Kitchen cabinets and major appliance integration
Develop a business model to aggressively acquire market share in the kitchen solutions business

«  Offer customers a tofal {One Sears) kitchen solution including the cross promotion of major appliances,

furniture and slecironics
«  Testandlearninfall 2008

Financiais {incremental}: ' 200 2010
EBITDA $3.3 M $5.8 MM
Risks:

¢ Market share erosion due to the increasingly competitive landscape

Mitigants:
Build life long customet relationships by offering holistic home solutions

Privale and Confidential




Market Opportunity: Gift Registry

The gift registry market is estimated at a total $1 billion and is
dominated by wedding & baby registries ...

Market/compstitive averview:

The wedding registry market size is estimated at $800 MM
150k weddings occur avery year

The baby registry market size is estimated af $120 MM
340k births occur every year

Wedding registry sign-up is seasonal and occurs
predominantly January through June

The market leader for wedding registry is The Bay, with
estimated sales of 5500 MM

The market 1zader for haby registry is Babies R Us

Gift registry market

Gift Ragistry Markat

Gilher $50 MM
4%

Baby 5120 MM
12%

Wedding $800 MM
&50%

Wedding registry seasonality (Sears registrant sign-up)
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Strategic Response: Gift Registry

Gain market share and drive incremental profitable sales through a

gift registry recharge ...

. New in-store concept includes dedicated registry consulianis, floor
space, performance measurement, training, and in-store
marketing

. Enhanced gift and bridal merchandise assortment in home decor

. Capitalize on our assortment strengths in infant’s apparel,
hardware, major appliances, furniture, electronics, and home
installed products & services

. Active participation in regional gift and bridal shows
. Develop customers for tife {average age of brides is 28 — 30)

. Pitot the new concept in 4 Winnipeg stores (Polo Park, Garden
City, Kildonon, and St. Vital Cenire)

. Rollout to 50 siores in 2009 and to the remainder of stores in 2010
« AT capital of $3.5 MM is neaded for terminals and scanners

Financials (incremental): 2009 2010
Sales $40.0 MM $80.0 MM
EBITDA - $8.0MM $16.0 MM
Risks:

“ Market share erosion by not competing in gifi registry
. High IT costs

Mitigants:

. Structured in-siore concept including staffing, training &
management engagement

" Enhanced marketing and merchandise assortment

Private and Confideniial

The Bay in-store presentation

54




Market Opportunity: Qutlet Format Remix

The discount retail market is becoming increasingly competitive with
new alternatives for outlet shoppers ...

Market/competitive overview: Competitor store growth

TJX Companies has become the market izader through rapid Competitor Store Growth
aexpansion of its Winners and Home Sense banners, adding
73 Winners and 71 Home Sense focations since 2000 208 — s
1§06 P——
. ) ] . ) ) 160 P
The "Winners” model is currently re-inventing the discount g H0 —
retail market, offering customers sharp prices on distressed 3T
inventory and the draw of weli priced brand names g g; Home Sensd
. Cutlet shopping is faced with increased competition from both 0
on-line and cross border Eg | i ‘ ‘ .
2000 2001 2002 2003 2004 2006 2008 2007

Private and Confidential
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Sears Response: QOutlet Format Remix

Improve outlet profitability through operating efficiencies and
enhanced merchandise mix ...

° implement the Winners type modet (“thrill of the hunt™
- 50% distraessad inventory, 50% opportunity buys

. Reduce existing number of outlet stores from 1210 8
. Open more regional localions to reducs transportation costs

—  Future vision: Vancouver, Alberta, Regina, Quebec, 3 Ontario {Brampton/Dixie/Ottawa), London and Halifax

- This requires an added Alberta location and reducing GTA stores by five (close Brampton, Shoppers World,
Brampton Liguidation, Markham, and Kenmore)

. Leverage national purchasing power to establish 50% of inventory for special opportunity buys

® Appoint a national outlat direcior

Financials {incremental}): 20089 2010

Sales ($8.0 MM) ($16.0 MM)
EBITDA $4.2 MM $8.4 MM
Risks:

. Excess catalogus backlog

Mitigant:
< SKU life cycle management alternatives to clear distressed inventory
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Agenda
7:00-7:.15 introduction Dene Rogers
715 - 7:30 2009 - 2011 Financials Dave Merkiey
7:30 - 8:30 Retail Strategy Dene Rogers / All
9:30 - 10:00 Retail Stores Dennis Singh
10:00 — 10:45 Resl Esiale Robhie Wasserman, Dennis Singh
10:45 — 11:45 Direct Strategy Rick Brown, Chris Peters, Simon Rodrigue
1145~ 12:30 Lunch
12:30 — 1:15 Home Services Arv Gupta
1:15 - 2:00 Financial Services Rick Brown
2:00 ~ 2:45 SKU Lifecycle Management Tim Flemming
2:45 - 3:30 Business Capability Cathy McConnell, Tim Flemming
3:30 - 4:15 Sustainability James Gray-Donald
4:15 - 4:30 Wrap Up / Next Steps Dene Rogers

Private and Confidential
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Real Estate Strafegy

Optimize store count and square footage in markets and locations
that best serve Sears core customers, through new environmentally
efficient and cost effective building prototypes that can be operated
more profitably...

Goals for 2009 — 2011

1. Expand inio high profit matkets with no / underpeneirated Sears presence
2. Dispose of real estate in at risk markets in which stores are in decline, e.g. southern Ontario auto marketa
3.  Re-purpose underperforming real estate such as the targe urban Eatons stores

4. Monstize heavily depraciated saleable real estate such as the Vaughan distribution centre

Private and Confidential 58




1. Expansion into Profitable Markets

Leveraging Sears Environics tool, conduct market analyses to identify
the correct locations for new off mall stores in profitable markets...

2008 action plan includes:
identify high growth communities and areas of urban cenires based on 2008 census data
Capture market demographics of each existing store’s trade area
Overiay Sears customer segmentation data -- scheduled for September, 2008

«  Map geographic postal codes where each existing store’s customers live, through existing card share
and delivery data; alternatively, run semi-annual POS postal code surveys

= National identification of under stored markeis

[dentify where in each market to best locate a store and mine existing data fo determine whether there
are competitors we should always locate near to draw their traffic, and others we should always avoid
as they damage sales in a category

+ Identify where markets have grown 1o the point we should buy out an existing dealer store and convert
to a corporate store

«  Enclosed malls — only The Bay / Lord & Taylor, and Sears remain as credible anchors. Where can we
capitalize on the lack of existing anchors to get the tandlords {6 pay for us {o be in better physical
plant. The Bay / Lord & Taylor may divest some real estate - what Bay locations could we take if they
divest? (e.g. Mic Mac Mall in Dartmouth NS}
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1. Expansion into Profitable Markets (11)

L ?

While low unemployment and population growth have occurred in
westem provinces, attracting & retaining talent has been challenging ..

Immigration Employment Raies

Poputation Growth

Unemployment (%)*

Labour Participation {%}*

2008 2007 Growth 2008 2007 Growth
Newfoundland 11.0 115 4% €825 61.8 1%
P.EI 6.4 74 -10% 72.8 76.8 3%
Nova Scotia 6.6 7.4 -11% 654 64.9 1%
New Brunswick 8.1 58 40% 67.2 66.3 1%
Quebsc 8.3 6.1 3% 66.8 66.7 0%
Gnlario 6.5 8.3 3% 89.2 68.9 0%
T - 7 . - B 1< A I 1 A [ 0%
Saskatchewan 3.4 38 ~13% 704 o7 0% E
Alberta 28 3.4 -18% 5.7 753 1%
. Brilish Columbia 4.1 4.1 0% 87.5 67.1 1%}
Immigration - New Permanent Residents (persans)
Province 2003 2004 2005 2006 2007 5 Yr Growth
Newfoundland 359 579 497 508 545 52%
P.EL 154 310 330 565 992 544%
Nova Scotia 1474 1771 1929 2586 2520 T1%
. New Brunswick ! 886 795 1091 d646 1643 M7
Quebec 39554 44243 43313 44681 45208 14% :f
Ontario 119721 125080 140524 125310 111312 %}
Manitoba 6503 7426 8096 10047 10955 688%
Saskatchewan 1668 1942 2108 2724 3517 111%
Alberta 15833 18474 19404 20716 20857 32%
British Columbia 35231 37027 44770 42084 38941 11%
Populaticn by Province (000's)
Province 2003 2004 2005 2006 2007 5Y¥r Growth
Newfoundland 518 517 514 509 506 -2%
P.E.L 137 137 138 138 138 1%
Nova Scolia 936 338 936 035 934 0%
_Mew Brunswick 23 - 2 oL T4 749 0%
Quebeac 7494 7549 7598 7651 7700 % |
Qntario 12282 12420 12565 12705 12803 4%
Manitoba 1161 1170 1174 1178 1186 2%
Saskatchewan 994 804 990 987 996 0%
Alberta 3161 3208 3280 3370 3474 10%
British Columbia 4155 4203 42680 4320 4380 5%

Frivale and Confidential

Declining unemployment rates in westarn
provinces has challenged retailers’ ability to
altract and refain tatent

Labour shortages have been experienced in high
growth provinces such as Alberta and
Saskatchewan

Although the western provinces have the
lowest unemployment rates in Canada,
Quebac and Ontario have the highest
immigration, which is the main driver of
Canadian population growth

Quebec and Ontario have the highest
populations in Canada, although Alberta has the
highest population growth

* - 2008 and 2007 values are tsken from the month of June of that vear
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1. Expansion into Profitable Markets (Il])

There is an opportunity for Sears to expand into underserved
Ontario and eastbound markets where rents are lower, immigration
is higher and there is a greater availability of labour compared to the
western markets...

. Rent for a 1 floor unfinished 100,000 sq ft Charlottetown-style big box vary by province due to market condilions

Province City Est. Rental Rate {psf) Est. Capitalization Rate (psf)
Newfoundiand St. John's $8.50 - $10.50 8.0% - 9.0%

Nova Scotia Halifax $8.00 - $10.00 7.75% - 8.25%

New Brunswick Fredericton $10.00 - $12.00 7.75% - 8.25%
Quebec Montreal $13.00 - $15.00 7.0% - 7.5%

Ontario Toronto $15.00 - %17.00 6.75% - 7.25%
Manitoba Winnipeg $12.00 - $14.00 7.25% -7.75%
Saskatchewan Regina $18.00 - $22.00 7.25% -7.75%
Alberta Calgary $21.00 - $24.00 6.25% - 6.75%

British Columbia  Vancouver

$22.00 - $25.00

6.25% - 6.75%

. For fuli line, the sales per square foot on average is higher in Ontario and Quebec than in the Prairies. Associate
turnover and hourly wages are also generally lower in Ontario and Quebec compared to the Prairies where the
cost of consfruction and rent is higher

Region Net Sales /sqft  Associate Turnover %  Avg Hourly Wage
Attantic $239.81 51.8 $10.35
Quebhec $246.66 46.8 $11.08
Ontario E $2569.03 43.5 $11.23
Ontario C $224.14 38.1 $11.94
Ontario W $232.90 36.2 $11.59
Prairies £ $242.42 49.8 $10.84
Prairies W $235.19 91.0 $12.08
Pacific $239.88 49.7 $12.57
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1. Expansion into Profitable Markets (V)

* « adjusted for inflation to reflect 2009 costs

Once profitable markets have been identified, employ the successftul
Charlottetown one floor full line prototype ...

= Charlotistown full line store delivering strong EBITDA performance (EBITDA of $2.8 MM or 16%)

« Owverall costs to build a full lins store have increased since 2004 when the Charlotietown full line store was built. The table
helow includes estimated construction costs for a 100,000 full line store by province:

Lease Hold

Building costs Fixturing Total*

[per sq ft} Improvements
MNova Scotia $59.20 $34.16 §22.54 $115.90
P.E.Il $56.20 $34.88 $24.95 $115.03
Quebec $56.28 $34.20 $22.54 $116.02
Ontario $61.28 $35.70 524.34 $121.32
Maritoba $61.28 $35.63 824,12 $121.03
Saskachewan $70.01 $39.84 $24.12 $133.97
Alberta $74.40 $41.48 $22.54 $138.42
British Columbia $70.65 $40.15 $24.12 $134.92
|Cos;10 bufld Charoftetown store in 2004 $51.50 $30.46 32227 $104.23 ]

= The vision is to continuously re-enginear the building prototype for sach retail store format to reduce the construction cost
per foot and increase the ability of achieving 20% IRR on new store proposals

= Graen technology should also be incorporated into the building design to reduce operating costs and position Sears as a
market leader in sustainability initiatives

« LED lights and an energy management system are just a couple of examples of key drivers for this initiative:
— LED Lights ($17,751 savings per store)
- EMS Management System ($2,029 savings per store)

Private and Confidentiai
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1. Expansion into Profitable Markets ( V)

Power centre square footage has increased by 69% since 1998; during
this same period, enclosed shopping mall square footage increased by

only 6% because only 1 regional mall has been built in Canada since
1991...

Shopping format Sq Ft
70 Shopping mall

65

B0 — 10 Yy Growth: 6%
= 55
5 56
5]

i1 45

7 et e
g % u.?:,.r-::_.‘.-,;; - —

30 Shopping Centre [}
25 == Pow er Cenfre |

20

Power centre

10 ¥r Growth: 69%

1898 1999 2000 2001 2002 2003 2004 2005 2008 2007
Year
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1. Expansion into Profitable Markets (V1)

Retail space & market share is shifting away from shopping malls to
power centres ...

Market/Competitive Gverview Competifor Store Growth
+  Power cenires are branded as “destination shopping’ locations Competilar Stare Grouth
by GConsumers 560 Canadian Tie
—  Shopping malls are becoming less relevant fo Canadian 4B e s st et
consumers as key retailers are migrating to power centers 400 “\fj”"'shz‘;ﬂ*
MR . . = - a sghouse
-~ Survey's indicate that the majority of Canadians find that g W e P Eeimans
power canters provide convenient one-stop shopping g R e—— Y
{72%) and lower prices (68%) g 2 L
g = .Jome Dapt
= Major US retailers faciiitated power centre expansion, including 120 eSS
Best Buy, Old Navy, Home Depot, Wal-mart, Staples and &0
Winners : 0 ‘ ' ‘ ' = ‘
2060 2001 24002 2002 2004 2005 2008 2007

. Canadian retailers are converting to power centre formats,
including Rona, Canadian Tire, Danier Leather, Harry Rosen,
Jacob, Loblaws, Zeflers, Mark’s Work Wearhouse, & Reitmans

. Power ceriter specialty retailers have gained market share

—  Mark's Work Wearhouse gained 2.7% market share, while
Sears retall declined 1.4% (mean's wear, 2007 vs 2004)

—  Mark's Work Wearhouse is now the market leader in
men's appare

— Relitmans gained 0.8% martket share, while Sears retail
declinad 0.6% (women’s wear, 2007 vs 2004)
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1. Expansion info Profitable Markets (V1)

Capitalize on profitable market growth and attract new customers
through the introduction of retail stores in power centre locations ...

Full Line Off Mall Stores
» Roli-out of 80,000 sq. ft. Charlottetown store model

. Charlottetown model delivering strong EBITRXA performance (EBITDA of $2.8 MM or 16%)
- Payioll expense is 100 bps below the full line average
—  Shrinkage expense is 36 bps below the full line average

. Market opportunities identified in Whitby and Kanata, build stores in 2010
. Opportunity for additional 8 off mall locations by 2041

Financials (incraementaly: 2010
Sales $48.0 MM
EBITDA $6.9 MM

Specialty Store Banners
. Proliferation of apparel specialty sfores in power centres

Mark’s Work Wearhouse has 358 stores expanding by 80-70 stores annually over the next four years

. Reitmans has 375 stores under the Reitmans name and more than 800 stores overall under sight different
banners (Reitmans, Smart-8ef, RW&Ca, Penningtons, MXM, Thyma Matemity, Addition-Elie, Cassis}

. Need to test and learn mem’s & womean's free standing stores
. Propose 3 in women's wear and 3 in men's wear
. Rollout 10 additichal women's wear and 10 additional men’s wear stores in 2010

Financiais {incremental): 2009 2010
Sales $17.3 MM $149.5 MM
EBITDA $1.4 MM $12.0 MM
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2. Dispose of Real Estate in at Risk Markets in Decline

Action the worst performers — develop an analytically based and
internally coordinated process to evaluate whether to refurbish,
relocate, or exit poor performing stores...

Lowest parforming Sears stores by EBITDA and [ease end dates

Fuli Line Store Name G.L.A (000's) EBITDA (000's) EBITDA % End of L.ease Term Date  Notice of Renewal Date
001322-FAIRVIEW 158.9 293.8 0.98 30172017 30/11/2016
00%311-ST GEORGE DE BEAUCE 54.2 2429 3.40 10/03/2012 10/03/2011
001417-REGINA - CORNWALL 122.9 226.0 1.28 16/09/2016 16/09/2015
001627-NEW MINAS 308 200.9 4,33 18M0/2008 181042008
001626-NEW GLLASGOW 36.3 135.0 2.80 20/09/2016 20/09/2015
001317-COBOURG 31.7 80.5 1.68 22/08/2009 22/08/2008
001320-WQODBINE 131.9 -87.6 -0.47 31/08/2015 31/08/2015
001039-CHATHAM 91.8 -248.6 -2.40 10M2/2017 10M12/2018
Home Store Name G.L.A {000's) EBITDA (000's) EBITDA % End of Lease Term Date  Notfice of Renewal Date
001394-STE FOY HOME 437 -79.1 -0.92 09/12/2013 09/06/2013
001353-LONDON HOME 43 -128.5 -1.21 07/08/2013 07/02/2013
001335-ORION GATE HOME 354 -149.6 -2.02 30/11/2009 01/01/2009
001349-PTE. CLAIRE HOME 45.7 -1581.0 -1.84 19/03/2013 19/0972012
001362-SHERWAY HOME 48.5 -174.4 -1.32 31/512012 3041172011
001351-BROSSARD HOME 61.3 -195.2 -2.27 02/02/2010 02/08/2009
001348-LAVAL HOME " 435 -212.3 -2.83 26/3/2018 26/3/2017
001356-LASALLE HOME 44.3 -289.5 -3.56 30/69/2010 30/09/2008
001350-LACHENAIE HOME 50 -431.5 -8.61 20/10/2012 20M6/2011
001395 WINDSOR HOME 51,5 -697.3 -9.66 04/67/2011 04/01/2011
Acticn Aporoach:

= Lising market analytics, identify declining markets to axit — e.g. Windsar ON and the decline in the auto industry

+ Isolate all Sears stores due for iease renewal within the next 5 and 10 years; Corparate Stores fo pricritize which ones to
stay in, renovate, relocate; investigate repositioning of older siores (average enclosed mall full line store is 32 years old,
versus average freestanding home store at 8 years old)
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3. Repurpose Underperforming Real Estate

Opportunity to split oversized flagship stores into muitiple banner
offerings in underperforming urban malls ...

» Primary candidates are Vancouver Pacific Centre (VPC) and Toronto Eaton Centre {TEC). Each is an old depariment
store model with 100,000 sf floor plates on 7 levels

» The EBITDA of these stores is in the lowest 25% nercentile and if FMV leases were applied, would perferm more poorly

» ltis challenging to drive customers to shop above the 3% floor. Furthermore, and it is challenging to operate cost-
affectively in a high vertical environment

= Best producing floors are lower mall, mail-level, and fioors 1 and 2. Potential to put a different bannear on each floor, for
axample:
-~ Brand X on lower mall to meet the younger customer demaographic that shops that level
— Eatons on mall level
~  Sears on floors 1 and 2, with an edited assoriment suited to a downtown urban customer

« Simitar approach (but potentially less radical) could be taken in other A-level malls with two fioor stores that underperform
for the market {e.g., Toronto Yorkdale)

Private and Confidential
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3. Repurpose Underperforming Real Estate (1)

Opportunities o reduce and monetize unused space in dense urban
locations like TEC and VPC ...

Opportunity: Landlord Recovary

° Sears occupancy costs at TEC and VPC are well below market renis;

Occupancy 2007 Sales 7 2007 Sales Index’

Store Rent/sqft CAM  Tax* Costs GLA sf GLA to Canada
TEC $§ 138§ 008§ 490 § 636 815070 §$134 0.822
VPC § 216§ 004 § 206 5§ 426 630455 $123 0.755

¢ The landlord, Cadillac Fairview, is interested in recovering some space to redeploy to uses that can generale more
income, such as a lease to commercdial retail unit tenants at approx. § 70 — 100 psf

v In VPG, floors 5 — 7 are vacant. Option to re-introduce discussions with {andlord, Cadillac Fairview, to reduce our
footprint on the lower levels and sell back the upper levels. Similarly, the footprint on the lower levels of TEC could be
reduced and sold back to Cadillac Fairview.

Past discussions failed due to an inability to reach an appropriate price. With Sears now wanting to refain portions to
operate its multi-banner offering and the value of the real estate higher due to lower cap rates, perhaps now there is a
greater ability to find common ground.

Oppottunity: Sears Canada HQORB Move o TEC

« Beginning fali 2008, HQB moving tc Y2 of floor 4, and 5,8, 7
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4. Monetize Depreciated Assets

Sale / leaseback of owned distribution centres, could raise Sears over
$300 MM in cash. This capital can be re-invested to support store
growth and other strategic opportunities ...

+  Below are estimated values of Sears distribution centres adjusted by Colliers from its earlier appraisals:

P 5o Dufferin Piace 38 | F8.5M
Port Coguitlam 1483 Coast Mefidian R, |- - 31546 = 1 847 k o
iTotal $377.9M  %$313.5M -$356.30 § 780.1M

$322.6 ~ $365.0M

«  Sears will be able to capture ~ $300 MM in net cash flow before transaction costs:

Tax Value of

i N NPV of
Scenario Total Tax Deferrad Tax Current Tax Nat Cash Flow Reduction in Reduciion in
Expense Expense Payable UGCC Pool
UCC Pool
{Recapture)
High 31,130,093 11,840,827 19,289,266 337,010,734 70,305,135 25,565,504
Low 20,057,089 4,350,660 15,666,429 298,233,571 63,211,785 22,386,104

= Taximplications:

- There is no tax rollover available on an exchange of our DG properties for retail properties, since property uses
are different

—~ Sears will have a further future tax cost of $23 MM - $25.6 MM, due to the reduction in cur UCC pool

Private and Confidential [
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4. Monetize Depreciated Assets (1)

Unlocking more value through sale [ leaseback ...

Linlocking Maore Value

. We could unlock more value without the early termination rights we've plannad for in the leaseback of Vaughan,
Calgary, and Port Coquitlam properlies, but that would sacrifice flexibility

. Timing — the credit crunch makes it mare difficult to find a player with the resources to do this type of transaction. More
‘suitors are available without an exchange for retail properties as part of the propeosed fransactions

o We might gain a rollover and avoid the tax implications if the sale-leaseback is done with our owned store properties in
exchange for other store properties

Sears Owned Retail Properties

Building Area | Land Area | Valuation as at

Location Channel {sq.ft) {acres} 113072006
Quebec Fleur de Lys  |Full Line Store 210,885 12.6] § 14,000,000
Kitchener _{Fuli Line Store 177,230 12.6| valuation nof available
Windsor Full Line Store 305,628 18.5! % 23,000,000
Peterborough Fult Line Store 104,418 6.8} valuation not available
Barrie Fult Line Store 105! % 8,500,000
Trois Rivieres Fult L.ine Store 8} valuation not available
Montreal Place Vertu  |Full Line Store 134 % 8,600,000
Quebec Levis Fult Line Store 125 8.9 valuation not available
Newmarket Fult Line Store 144,923 | 12,01 § 11,900,000
Chariottetown Full L_ine Store 108400 | 150! % 11,200,000
Calgary North Hill Full Line Store 237616 | 129§ 21,800,000
Winnipeg Garden City |Full Line Store 92,306 |  10.8] valuation not available
Chi"iWBCk - Full Line Store 9?,014 10,8} valuation not availab!g
Burnaby Metrotown  [Full Line Store 278,916 12,31 § 20,400,000
Newmarket __IHome 35,500 4,01 valuation not available
Regina Home 43,000 3.2] valuation not available
Totals 2,420,296 171.5/ 5 119,500,000
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Agenda
7:00-7:15 introduction [Dene Rogers
7115730 2009 - 2011 Financials Dave Merklay
7:30 — 9:30 Retail Strateqy Dene Rogers [ All
9:30 - 10:00 Retail Stores Dennis Singh
10:00 ~ 106:45 Real Estate Robbie Wasserman, Dennis Singh
10045 — 11:45 Direct Strategy Rick Brown, Chris Paters, Simon Rodrigue
11:45 - 12:30 Lunch
12:30 - 1:156 Home Services Arv Gupta
1:15 - 2:00 Financial Services Rick Brown
200 - 2:45 SKU Lifecycle Management Tim Flemming
2:45 - 3:30 Business Capability Cathy McConnell, Tim Flemming
3:30 - 4:15 Sustainability James Gray-Donald
4:15 - 4:30 Wrap Up / Next Steps Dene Rogers
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Si‘rafegies

Significant potential exists to grow the Direct business today - the
biggest constraint is organizational capability ...

1. Reduce our dependency on catalogues (now 68% of sales) tc be less than half of the Direct business (JC Psnnay
and Lands’ End currently at 43% and 32% respectively}, the EBITDA margin benefit is approximately 600 bps

2. Transition to a holistic business modet operating as a multi-channel retailer with more cross-channel! promotions and
in-store use of the internet

w

Expand the SKU universe via partners such as Otio, La Redoute, Marks & Spencer and others to become more
relevant to more customer segmenis

4. Launch additional Direct businesses under the Eafons and Brand X banners — the geal is to make the direct
channels more than 50% of the sales by 2011

5. Transition the Direct organization from being a “coepy and paste” group with limited capabilities to a highly
competent, energetic, entreprenaurial and growth generating team

Frivale and Confidential
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Competitive Landscape

L0

Market trends favour internet growth ...

Market Trends

£y

Generational Consumar Trends

Increased ease of shopping and transacting onlineg
“Puli” marketing vs. “push” marketing; opt infout
Brand/banner trust imporiant for Direct purchases
Tendency to be critical of inferior technology

Shifting Economics

Rising cost of paper, printing & distribution negatively

impact traditional paper-based direct marketing
resulting in increased eCommerce activity

Increased sustainability awareness

Incraased traflic and fueliransportation cost favour
consumer migration {o oniine/direct

Technology Advancemenis/New Media and Channels

Internet, wireless/mobile, CRM, rapid technology
Ubiquitous data access {speed, storage, size, cost)
increasing data/customer insight
internat applications & media consumption:

+  E-commerca, onling communities, blogs

Government Legislation/Sceial Advocacy

Privacy/Regulations continue to drive the way retailers

are able to collect and use information

Frivate and Corfidential

Threatls

Weakness of US currency and a more competitive
retail environment has led to altractive online U.S.
shopping options for Canadians

Canadian government is not taldng action when
{1.8. retailers are not compliant - allows U.8,
retailers mars rapid/lower cost expansion

New store growth (e.g. Wal-Mart) occurring in the
rural markets, the bastion of Sears business {(65%
of sales)

More retailers will be able to "plug and play” with
partners/networks o rapidly bring to market
ratevant assoriments demanded by consumers

Retaiiers will implement more sophisticated
customer relationship management processes to
maximize engagament




Canadian E-Commerce Landscape

Online B2C sales in Canada are expected to grow over 2x between
2007 and 2011 ...

Internet Users in Canada, by Age, 2007 (% of each
Broup

Canadian B2C E-Commerce Mefrics, 2006 - 2011
2006 2007 2008 2008 2010 2011

B2C e-commerce sales* {billioans}

C§ §11.0 $15.7 $20.9 $26.2 $31.7 $ar.2

% Change - 42.4% 33.4% 25.2% 20.9% 17 4%

Online shoppers and buyers {millions)

Infemet users ages 14+ 19.2 20.0 20.7 21.3 2.9 226 Hate: alf locations; personal nonkusiness uvse’

Orline shopers ages 14+ 135 142 147 5.2 15.8 16.2 Soirce; Statistics Canada, "Canadian Intemeat Use Survey,* June 12, 2008

% of Internet users who are online a9sET? wiwiisatketer.com
shoppers 702% 708% 713%  T17%  71.8%  71.9%

Online buyers ages 14+ 10.2 11,1 11.8 12.5 13.0 13.8 QEipe BLvers i Canada, 20046-201 1 nHitons amnd 9 of

iternest Users)

of Intemet users who are ontine

buyers 53.0%  H55% 57.1%  5B.5%  594%  60.3% BB 10 2 152 0%
Cniine Buyers % of anline shoppers 75.6% 782% B01% B1.7% B27%  83.8% 1.1 (35,59
Average annual amount spent enline per buyer -

c§ $ 1,079 § 1,415 § 1,773 § 2,103 § 2,420 § 2,734 :

% Change - 311%  25.3% 18.7%  15.5% 12,6%

Nola; Includes orline fravel, avent tickets and dighat download spending
Source: aMarketer, November 2007

‘Wote: ages Tds, ternet dsers whe have made at Rast onve purchase
OREne WHNINR the past yesr
Soudroe eldarfeter, Novernbay 2007,

ORGFEE Wi e BT late roum
= Over 60% of Canadian internet users will buy on- + Internet penetration in Canada is very high, however,
line by 2011; sales in 2011 expecied to be $37.2B, ecommerce market is underdeveloped
up 133% from 2007 ‘ » Traditional Sears customers show the lowest propensity
« By 2011, the Canadian on-line consumer is to shop on-line today
expected to spend $2,734 annually, up 83% from = As we aspire to move fo a broader demographic, we will
2607 need {o upgrade the internet capahbilities to meet future
axpectations
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Competition

Sears Canada’s online competitors are actively improving their

capabilities ...

. Upgrading

o Consta_'nﬁy_._:'__'___.__.

Re-Launching in. |

Reiauhchihg’_in :

 Launching in 2009

- US Retailers .
selling into Canada

» Costeo (~$150MM
in 2 years)

+ Future Shop / Best
Buy

= Chapters (extending
offering to non book
calegories)

+« HBC
s Zollers

» The Bay (Phase 2
includes a Gift
Reqgistry rebuild}

¢ Home Qutfitters

= Home Depot
{complete site
rebuild)

= Canadian Tire

« Rona (Fuli site re-
iaunch planned for
late 2008)

» TSC (looking to
sxpand with Vendor
to consumer)

« Loblaws (CE &
Apparel)

» Holt Renfrew {small
offering o start)

» Wal-Mart
(transactional)

» Lowes (transactional}

« Shoppers (full
commerce offering —
focus on cosmetics)

» Amazon.ca {Full
Line}

« Crate and Barral

= Overstock.ca

- Williams Sonoma

« Bed, Bath and
Beyond

+ Brooks Brothers
+ Ll Bean

= JC Penny

» J Crew

Unigue Visitors Growth vears of

Data
WALMART.CA 4.3
HOMEDEPOT.CA 3.9
APPLE INC 5.4
COSTCO.CA 33
RONA.CA 5.4
THEBRICK.COM 5.4
CANADIANTIRE.CA 5.4
HBC.COM 5.4
AMAZON.CA 5.4
CHAPTERS.INDIGO.CA 5.4
EBAY.CA 5.4
SEARS.CA 5.4

TOYSRUS.CA 3.7

i

Overall

Growth CAGR
710% 64%
391% 50%
386% 34%
163% 34%
305% 29%
297% 29%
249% 26%
189% 22%
170% 20%
169% 20%
149% 18%
127% 16%
2434 65

= Wal-Marl has experienced significant growth at 84% even though

they do not offer a fully transactional site today

« Although cur consumers are loyal, we are losing market share and
not attracting consumers at the same rate as our competitors

« Sears unique visitors, an indicater of total customers, during
the last 12 month are down 1% vs. the same time last ysar

Private and Confideniial
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Financial Performance

Although sales have decreased over the past seven years, EBITDA
has increased two fold because of better inventory management
and cost reductions ... |

= The response rate on all catalogues have dectined over the
Net Sales last five vears (&.g. General Books have declined from 35.1%

-
(in willons) in 2003 to 30.6% in 2007)
$1,2966  $1,3085

[

] 5171997 814182 gy 700 510806 $1.026.2

« Specialogues deliver the lowest productivity; decling is mostly
due to fower circulation lavels, and test/learn Ot programs

= Internaf growth has been steady at a 23% CAGR over the
past two years but because of the relatively low internet sales

— . . L B L base, this has not heen sufficient to offset the erosionin
2001 Tota! 2002 Total 2003 2004 2008 2008 2007 Cata|0gue sales
Diract Diract O intermet @ Catalogue
¢ Gross profit has been under competitive pressure but gross
margin has been maintained over the last 3 years becausge of
EBITDA gains in vender subsidies and foreign exchange
{in § Millions)
$106.3
$86.5 « EBITDA is increasing because of cost take outs & increased

§75.0 handling charge revenuas. Over the [ast two vears, handling
charges have delivered $13MM per annum and merchandise

losses have been reduced by $12MM per annum

« Betwaen 20058 and 2007 Internet sales increased by $83Mb
resulting in an EBITDA benefit of $5MM dus to a lower cost
operating modael

2003 2004 2005 2006

2001
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JC Penney (JCP)

JC Penney shifted sales away from traditional catalogues to .the
internet ...

100.0 1
90.0 4
40.0 4
70.0 4
80.0 4
50.0 4
40.0 4
30.0
20.8 1
10.G

JCP Internet & Catalogue Balance of Sale

FEUTB%

521%. —d ET.1%

T AT % v, 42.9%

0.0

100.0 1
90.0 4
80.0 4
70.0 4
60.0 4
50.0 4
40.0 A
30.0 4
20.0 4
10.0 4

0.0

1959 2001 2063 2005 2007 2008

|—¢— tnt - Penny ==~ Cat - Penny

Sears Internet & Catalogue Balance of Sale

68.6%

31.4%

24.2%

3.4% 15.7%

0.5% 11.2%

1899 2001 2003 2005 2007 2008

|--|&- tnt - Sears =@ Cal - Sears |

« JCP catalog sales have been declining at a rate of 7%
each year over the last 3 years while internet has heen
growing at 28% over the same time period

« JCP made a substantial mgve in 2004 fo invest in new
systems and technology ($260MM} to position itself as
a multi-channel retailer; investing in an enterprise wide
solution that integrated POS and inventory systems
across both channels

» JCP forecasts an internet balance of sale of 70% by
2010

{Note 1: 2006-2008 are Sears estimates)

= Sears Canada catalogue sales have beeh declining at
a rate of 6% each year over the last 3 years

+ Sears intermnet sales have been growing at 15% over
the same time; however, industry growth within e-
commerce in Canada has been close 10 25%
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Lands End

Millions

Lands’ End has moved to a 68% internet balance of sale versus

catalogue at 32% ...

Website Visitors

70 5
60 4
50 4
40
30 4

20 T ¥
2005 2008

—— Sears Canada ——lands End]

2007

# of Books vs, Impressions

80 1
70 125
&1 20
50 @
40 15 8
30 4 g 8
20 4
10 1 18
HE T t a
2005 2006 2007
|m Lands End Books -2~ Lands End Impressians

« Lands’ End website traffic grew 2x times that of Sears between 2008 and 2007 (29% vs. 14%)

+ Lands’ End is increasing web traffic despite reduced catalogue impressions through other forms of interactive

marketing

+ Lands’ ind catalog saies have been declining at a rate of 22% per year over the last 3 years; while internet sales have
been growing at 16% on a much larger sales base than Sears Canada

« Sears catalogue has been declining at 6% per year while internet has grown 18% per year over the same time period
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Catalogue Strategy

Transition to a media plan focused on the internet, supported by

targeted specialogues and core catalogues ...

Complexity
©

100% 2005 Today Optimal
General & Mix

Core Bocks  Grow Internet while de-investing in traditional print catalogues

increase catalogue productivity;

100%
Specialoguss

2

2}

4)

26058 20 Generaloguss
1 Specialogue

2008: 17 Geperalogues
25 Specialogues

2008: 17 Generalogues/G Eatons
22 Specialogues

Peak complexity and risk of over
fraguency, cannibalization of core &
specialogues and reduced RO

Balance blend of targeted specialogues,

(including mufti-channel vehicles and
$Ears.ca)

Imnrove catalogue customer experience;

= Accurate sales forecasting and inventory buys + Increase in-siock position
+ Reduce distribution costs + Deliver customized affers for kay segments

« Improve page productivily via better analytics

Create new catalogue media plan:

Optimize customer targeting;

» Reduce cora book investment

« Continue to develop specialogue progran: but need existing best customers
to double profitability + Implement new customer management tests to

+ Implement new vendor page subsidies

» Increase test and ieam activities, combine proven
winnars with new Otlo/M&S content

Private and Confidential

+ improve presentation and content

+ Operationalize customer segmentation to target

acquire, retain and reactivate customers

+ Leverage modernized and de-duped customer
database to improve catalogue response rates




Transition — From Cafalog to Internet

()2

The 2009 Direct sales plan grows by 5% YoY overall via a reduction in
catalogue sales of 4% and internet growth of 25% ...

1400 1
1200 4
1000 A
800
600 4
400
200

Net Sales

1026

1031

1083

1133

1202

0

2007 (A)

2008 (A/E)

2008 (E)

2010 (E)

prp (E3

0O Catalogue

782

712

Ga4

615

554

244

319

518

10 Intemet

386

EBITDA 4o -

120 4
100
80 4
60 4
40 4
20 1

0

108

128

2007 (A)

2008 (A/E)

2009 {E)

2010 (€)

2011 (E)

O Catalogue

59

57

54

48

43

80

1 Intermet i

46

Catfint Split (%) 0 BBa T 4l

57

72

Caver

Shift media plan te more seasonally relevant
targeted offers

Increase productivily by 600bps in catalogues to
offset anticipated continuing sales erosion

Internet sales drivers include Increased content,
improved custormer marketing, enhanced site
funclionality and enhancements to site navigation
leading fo increased fraffic and conversion

Grow SKU base through new partners, brands and
Vendor to Customer (V2C) solution

Shift in advertising expense to email, search and
increased internet spend

Operational improvements {o reduce expenses as
more business shifts {o direct to customer (D2C),
agency parinerships, and miscellaneous income
through handling charges

Catalogue continuous improvement focus on refurns
and omits rates to reduce expense while driving
sales

{Note Internat EBITDA Is not fully burdened with its share of
catalague production and distribution expensa)
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Sears.ca— Enhance customer experience

Focus on specific online tactics to drive sales via three key levers ...

Traffic
{Customer Marketing)

» Search marketing investment

— Move from Cost per Click to
Cost par Acquisition

» Community development
+ Behavioural retargeting

— Retarget non purchasing
customers afier they leave
the site

« Search engine optimization
- Remnant/display ad purchasing
« Shopping site expansion
= E-mail expansion
- Focus on relevance to the
consumer
+ Contest
= Affiliate Marketing

Average Ticket
{Site Relevance)

+ Crossfup selling

— Automated suggestions of
relevant product

« Shopping cart improvements
— Testing and flow improvement
= Category display, product
discovery
— Home page and category
page rebuilds to feature depth
and breadth of assortment
= Site relevancy and re-targeting
+ Buying guide program
- Content for consumers to
explore and understand
complex preduct purchases

Conversion
{Presentation/Search)

* Product content improvements
- Providing the information needed

for a consumer to make the
huying decision

+ Site tweaks and testing
- Agile development model that

allows for many smaller changes

+ Product review improvemeants

— Re-launch user review program
Froduct GG & A

— introduce forums for consumers

to ask questions on products
and categories

Search result refinements
Navigational improvement

The above factics may require a redirection in our platform strategy away from Amazon Services, A
scoping exercise will begin in the next 30 days to determine development timelines (feasibility of 09
launch), leverage poinis from Sears Holdings and the current sears.ca cart, product and customer
registration process as well as the impacts of leaving Amazon prior to contract expiration in Jun 2011.

Privale and Confidential
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Evolving the Business — A True Multi-channel Business

The internet becomes the enabler to a multi-channel business ...

Customer Insights..

“Align Value Proposition

« Linking segmentation across stores and Direct fo
acquire customers

= Customization of offers that are unique and/or shared
across channels (push or pull strateay)

= Utilize the wealth of data at Sears through a central
hub to trend and mine segments of growth and
cpportunity to increase customer insight

= Expand targeted customer contact programs (o
test/evaluate new brands and products

« Develop expanded assortments that resonate across
channels or become unique to a channel

« Standardized pricing across all channals for “One
Sears” categories and commoen items

+ Migrate {o a multi-channel compliance model

+ Create a unified marketing stratsgy that supporis cross
channel calendars and traffic; leverage unigue events
but capitalize on joint avents

« Qptimize corporate wide media spsnd based on return

» Create promotional price parity on core assoriments
across channels

« Implement consistent and compatible messaging to
customers

» Enable the ability for cross channel fulfiliment
« Create a true end-to-end Direct to Customer model

+ Develop an enterprise-wide inventory system to reduce
omits

+ Deploy a Vendor to Customer model to allow for SKU
expansion without inventory costs

« Create an optimal organization {o satisfy the cross
channel marketing plan

« Build an open, flexible [T infrastructure

« Integrate direct-to-customer assessment capabilities
into merchandise planning proceass
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Sears as a Multi-channsl! Retailer

A significant transformation in the way Sears does business is
required to become a multi-channel retailer ...

Current

Channels

rmmm——————- Change State

Retait

Internet

Catalogue

Enterprise
Wide
Charge
of
Compatibility
integration

Optimization

« Segmentation

= Customization

« Trend and growth
mining

Align Valys Pronosition

« Assortments

« Pricing

+ Compliance

Jntegrate Customer
= Crogs channel

fulfiliment
» Holistic D2C

.

Cross channsal
calendars and traffic
Optimize spend
Enterprise wide
resource allocation
Promational parity

Optirnize O R
Model

» Lagistics enhancements
« \V2C; D2C

» Org design

a

.

Multichannel State

1

‘ Internat
Direct to Wsb /

Internet

Conwmeon
SKU's

Catalogqua

Internet

New hrands, banner
parinerships, tasts

Internet

l

Broadest and maost compeliing assartment
Laverage marketing spend

Service solutions

Cross channeal testing

Optimized inventory

increased purchase power

Seamless customer experience

+

®

-

-

-

Y

¥
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SKU Universe

An expanded SKU universe will allow Direct to be more relevant to
more customer segments ...

Sales Volume

Expand Sk Hnivarse

Long Tall
SKU Bensian

1) Extend Partnierships and Direct to Web

= Extend Otio partnership to includs hoeme décor, specially
sizes as well as a broader extension of their assortment

« Expand La Redouts and Together assoriments

« Develop Marks & Spencer partnership

« Farm new relationships via new banners to becomes more
relevant and attract new customers

= Continued growth in exclusive offers to the web

2Y Vendor to Customer

®©

Core Assortment

® ®

Pariner Cart ta Cart
Vendor o Cusiomer  On-lins Exclusive

« Create an endless aisle shopping experience that is supporied
by “drop shipment” model o the customer

« Linkage to over 120 unique Canadian vendors while expanding
assortment with existing vendors 1o carry a broader selection of
their line

« Align V2C model to support a test and learn, action-chaining to
support internat growth

3) Cart to Cart

+ Deploy a “plug & play” model to integrate shopping carts with
other vendors to instantly access a greatar number of SKUs
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Customer Segmentation

Sears will develop new retail brands to attract new customer
segments ...

Sears : . - .
Share Legend Total Market Customer Segmentation & Banner Positioning
Post
Young Young Mature Mature i
A i

acdults families aduits families fanj!;e_s Eﬁ?ﬁ,@’m
<44, single of <40, single or 40-70, singie or A0-70, single oF couple i
tauple, no kids coupte with couple no kids with kidz al home

at home kids gt home & hoine

. Eatcms -. :

Low

4l

mphe size, 2. Anwmal hetd inoome réngas: Hig
gment (8K Hi's, £.05% of popuiation). 4, s Fie boar ad

i wpe). Soueer Ipsos (Canada O 3 eted July 292, 2008, n = 1,028, Figures wel
g st home are placed info 'tam e of respondar {8.5% of houss! . Table is n

Rl
rd 1o Biatsean: ne adjustmants ma:
RALr Cirg

=

<501, 3. Includes very smallaegment of <40«
i 3pr§'p’\’tsd narkal 50

ol dravin io scaElp
&l Bousshokdy in
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New Banner: Eatons (High Level Project Road Map)

The 2008 direct plan for Eatons includes the planned release of three

core books ...

Gct 18: Catalogue Validation

Sep 22: MTP

Aug 5 1 mock up review

2008

]
)
)
]
]
3
]
E
]
3
E
r
1
t
1
1
1
]
T
]

2008

TRBD: Transactional websita launch

. Oct 18: Website Live
: (Non Transactional)

Jul 31: Spring Buying Begins

FPrivale snd Confidential

2010

Aug B: T. Eaton Fall/ |
Winter Validation ;

May 9. T. Eaton Spring/
. Sumimer Validation

Mar 7. T. Eaton Spring Validation




Direct Business Capability: Talent Improvement

Focus on people, tools, and processes {o achieve Direct resuits ...

Objective

; lmprave
Talent™ -

" Dovelop &+
“ Implement

-~ Change
. Processes -

L Reeit
- Competencies; -

" Doelop; -
-Coach and Trair :

" Create New. .
2 Farecasting for™
o, P&L Metrics:

- Improve Product.
i Selection &
'- Marketing o

Change Culture

- Performance !

- & Culture Of:
* Accolintability

.. Practice:. .

" Management .|

- Diagnose .
Tk Gaps

~BujdRisk
-+ Identification &

Mitigation Capability

Private and Confidenfiaf

- Implement Féct_
“Based Decisio'ns_'

" Improved Media'
Plans and Product

. Content: ",

QOufcome

" EBITD

to__'_". L
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Direct Business Capability: Talent Improvement

Recruit talent that is competent, energetic, entrepreneurial, and focused
on sales and growth ...

Q2 Actions Q3 Actions

v New DVP AZA appointed to improve product » New E-Commearce Customer Experience Director and
offer content, develop new growth opportunities Director of Interactive Marketing and Community

v New E-Commerce Leader appointed 1o drive + New Finance ieadership planned to imprave forecasting,
sears.ca sales growth P&l control, revenue generation, expense reduction

v New Director, Strateqy and Business » New Media Planning analytics to improve rescurce
improvement Merchandising appointed to allocation decisions and catalogue productivity
optimize new growth businass improvement

v New Direct Business Analyst appointed to « Re-assessment of Q2 Direct Merchandising re-
provide analytics and diagnostics for fact-based organization

dacision making

+ Review of Direct Organizational structure to mateh current
v implemented new Direct Merchandising and future business needs
organization

+ Succession Plan for all key roles
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Customer Relationship Management

Today’s architecture is a “many-to-many” data sources structure - to
achieve optimal customer insight, a many-to-one CRM structure is

required ...

: . Dex Gustomer
Relait’ Customer e
© - Calalogue . Create ‘Chase Customer
Customer Customer -

/ Retail Cuslomer

Corones)

/.

Today

Vantive
Customer

Gustomer
identification

)

- Disparale, siloed usage

+ Multiple definitions of the same customer
« Resources inefficiency on multiple sources
+ No clear “owner” of customet, slloed ownership

Future Brand ¥ Clstomer

T ~ Dex Customer
Retail Customer
. Cataloque . .

o Creale Chase Customer

... Cuslomer Co S Customer
Brand X Customer)
r -

i . Hon_-le Customer
Eatons Custome A i
y - . Vantive

f Customer Retail Customer

Cusfomer
identification

» Deliberate, concerted usage across all banners

+ One end custamer definition

= Efficient maintenance

= Ownership residing with a ceniralized, expert team
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CRM — Project Timeline

Pending solution review and business case approval in late 2008, a cross
functional team will deliver the customer data hub solution by G4 2009 ...

Campalgr Management - Al Chaanel
ie., Campaign Codes (source codal promo code)

T o TEm omes

SALES |

Data Disciplines
Standardization/Business Process/ Data In & Out flow

Calalogua >7 Rapid pmtatyping>

Other Channels >

Q3 2008 Q4 2008 Q1 2008 G2 2009 Q3 2008 Q4 2008
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Agenda

7:00 - 7:15
7:15 - 7:30
7:30 — 9:30
9:30 - 10:00
10:00 - 10:45
10:45 — 11:45
11:45 - 12:30
1250~ 1015
1:15 — 2:00
2:00 —2:45
2:45 -~ 3:30
3:30-4:15
4:15 - 4:30

Introduction

2008 - 2011 Financials
Retall Strategy

Retall Stores

Real Estate

Direct Strategy

Lunch

Home Sewvices
Financial Services
SKU Lifecycle Management
Business Capability
Sustainability

Wrap Up / Next Steps

Private and Confideniiai

Dene Rogers

Dave Merkley

Dene Rogers / Ali

Dennis Singh

Robbie Wasserman, Dennis Singh

Rick Brown, Chris Peters, Simon Rodrigue

Arv Gupta

Rick Brown

Tim Flemming

Cathy McConnell, Tim Flemming
James Gray-Donald

Dene Rogers
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HOME INSTALLED PRODUCTS AND SERVICES

exteRiOR |,
C Tsione . [  CENTRALAIR
SR /| CONDITIONING -

. "H@?WATE?R; T —

- HEATERS  FURNACE

i

| ooorsawmpbows |
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Home Installed Products and Services (HIPS) — Financial Overview

The HIPS team plans to grow its EBITDA to $40 MM by 2010, which is

double 2008 levels...

TARGET GROWTH PLAN

2006 2007 2008 2009 2010
ACTUALS % ACTUALS % PLAN Y TARGET % TARGET Y

Total Revenue * 263.2 2671 3014 377.9 437.6

% of increase 1.5% 12.8% 25.4% 15.8%

Income B4 Expenses 83.8 87.0 97.8 126.0 146.4

% to Revenue 31.9% 32.6% 32.4% 33.3% 33.5%
Payroll & Benefits 34.8 13.2 36.9 13.8 399 13.2 47.6 12.6 51.4 11.8
Merchant Commission 0.7 0.3 0.9 0.4 0.8 0.3 0.8 0.2 0.8 0.2
Advertising 7.8 3.0 7.9 3.0 8.9 29 11.5 3.0 12.7 2.9
Occupancy 4.3 1.6 4.3 1.6 41 14 41 1.1 41 09
Other Expenses 24.9 95 *219 8.2 22.7 7.5 31.8 8.4 37.4 8.5
Total Expenses 725 27.6 71.9 26.9 76.4 25.4 95.9 25.4 106.4 24.3
EBITDA 11.3 4.3 15.1 5.7 21.4 7.1 30.0 7.9 40.0 9.1

% of Increase 33.4% 41.4% 40.7% 33.0%

¥ Telal Revenue includes grossed up misc income

**  Excludes one time roofing warranty credit of $4.0mm

Private and Confidential

83




HIPS Business Qverview

Installed Products

HVAC

Window
Coverings

Floor
Caverings

Instailation

Home
Maintenance

Renovation (Do-it-for-me)

Roofing

Doors &
Windows

General
Renovations

Services

~Central :A{'C i

‘Drapery /.
Blinds :

E.Caa"'péés];rﬁ.:. :

“Appliances

Upholstery .
1 Cleaning "

Shingle

Raofing

Ehiraﬂ(fé.'-:—__

Doars

BamRena | Home

Inspaections

:Fummaces ..

Andoor -
| Shutters .

| AreaRugs

Central Vac”

Maid S:a:rvises'

Soffit/

‘Fascia/ .

Guiters /
Siding -

'Ga_régef :

Doors

Kitchen Rena

ecoENERGY
Ev_aiuations

- Air Cleaners

Hard
Flooring ..+

‘Garage
Doer
‘QOpeners .

'C'arpet e

Cleaning. " .

‘Windows :
[ Refacing

Cabinet

Gas. o
Fireplaces -

Duct Cleaning -

& Services

CAwning &
Shutters:

independeant
Living

“Hot Water -
Tanks

Home Security.

Decks

Fencing/

Tanklass. .~

Painting

' StairRailings -

Power Pips

General . | i
Plumbing 25550

Landscaping

Thermostats

‘Elestrical 520

Rental

Solar Water
Heater

I:] Existing Businesses

LEGEND

D In Development

[] Future Potaential
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2007 Market Share — Home Improvement (DIY & DIFM)

Home Depol

Rona Ing. ali banners
Home Hardware
Sears {Total all banners)

lkea

Major department stores -
Mass and discount retailers
DOrug stores

Warehouse clubs

Hardware & hame Improvement
stores

Electronics slores

Furniturefurniture & appliance
stores

Home furnishing stores

Paini & home decoration sfores
{addad Jan/i7)

Other type of retail stores
Nan-retail store locations

None of the above

16.6%
5.8%
3.3%
1%
1.7%

3.4%
2.2%
1%

28.1%
9.1%

2.2%
1.5%

0.1%
5.9%
43.0%
12.1%

Central ‘Air

Cordifiofing

5.0%
1.5%

1.2%
0.7%

168.1%
45.4%
12.3%

14.7%
10.0%
5.0%
2.9%

2.9%
0.4%

0.2%

38.2%

0.3%

B.8%
F8%
2.1%

. Fumates

7.4%
5.8%
0.9%
A,1%

8.3%
3.5%

2.8%

i4.1%
52.0%
5.0%

o as
i "Fireplace

4.9%
8.7%
1.9%
8.9%

11.6%
2.5%

0.6%

17.2%

3.8%
1.3%

22.4%
26.7%
14.0%

Kitchen

Cabinets

17.6%
7.2%
1.6%
0.4%
B.7%

0.4%
3.3%
0.3%

28.5%

8.4%
0.8%

7.1%
36.4%
12.7%

- Roin

9.4%
2.5%
7.0%
21%

40,1%

0.3%
0.4%

0.3%
2.4%
39.4%
12.6%

" Siding’

8.2% 14.2% 9.0%
4.2% 6.8% 0.5%
7.5% 57% 1.3%
1.7% 0.8% 2.0%

3.0% 0.9% 3.1%
2.6% 2.9% 0.3%
37.2% 42.1% 21.4%
0.2% - -

1.3% 0.5% 2.8%
0.7% - -

0.8% 0.4% 4.4%
38.6% 41.9% 53.9%
15.5% 11.3% 13.8%

Source: Synovale, 2008
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SWOT

o
B

STRENGTHS

« Trusted name; SEARS

« Strong brands - Kenmore, Carrier
« National installation group

« Nalional sales organization

« Product warranties

= Various financial opticns, such as one year deferrad, 24
month equalized billing, unrestricted time period [P at 8.9%

Sears Ciub poinis and rewards

« Sears fiyer reach

National service organization - trained technical workforce
Call senter infrastructure

» Customer information — data rich

+ Capital to invest

"

WEAKNESSES
= Field organizational capability
= Relationship building skills
» Sales skills
« Aging technical workforce
« Quality, quantity, procass consistency and standards
of instailation and services are variable
« Price competition with independents
= Difficulty reaching non-Sears traditional customers
« Liability — warranty obligations {old jobs)
+ In-store showroom space constraints

OPPORTUNITIES

+ 1.3 MM home visits per yaar - ability to develop life-long
relationships _

< DIFM (Do it For Me} increasing

« Energy managsmeant awareness

« Rising fusl costs

= Government grant programs for energy efficiencies

« jeveraging strength of HVAC business

+ 500k resale homes per year

= In-sfore displays and lead generation

« Sarvice contracis -> raplacement sales

= Extended warranty sales capability

« 10% of Canadians still use cil heating

THREATS
« Fragmented market — many compelitors

« Aging and shrinking installation/service worldforee not being
replaced as quickly with studenis finishing trade school

= [nsiallation not keeping up with sales - HVAC, roofing

= [ncreasing competition (Home Depot and Lowes, factory
direct) ‘

« “Do Not Call” registry challenging telemarketing efforts

+ Rising fuel costs

Frivale and Confidential
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Home Services - Strafegy

Grow in-home visits to build life long customer relationships, and grow

service & cross-channel sales...

BUILD COMPETITIVE ADVANTAGE WITH IN-HOME VISITS

BUSINESS SERVICE 2008 201G 2008-2010 ACTIVITIES
EBITDA EBITDA
HWVAC Instaliations increase Ieads by leveraging all points of contact w Sears
R . Customers
% oo Manage my | Rental $0.30i §2.3 Mhd Pilot Hot Water Tank Hentat ~ expand markets and products i
& 5 | Basemant o
8 S B R [ Oil Producis & Services $1.3 MM $4.0 MM Acquire S & E businesses - markel electric and gas conversions E
‘é’) g : | Maintenanee & Duat Cleaning $2.2 MM 2.4 MM Laverage acauigition of EXCELL [ SICAS E
[ e
g ; S | ecoENERGY Evalustions $G.3 kM 30.4 MM Strategic alliance with AmeniSpec i
Z oo R
5= - Energy. - Energy Saving Procucts $1.6 MM $2.4 Mt Strategio alliance with SkyPower
. Managem_eﬁt- 2l Searci,develop&markel new energy savings preducts & services
G - | Financing innovative financing such as Home squily lines of oredil & Rental |
o S . Reat Estals Sirategic alliance with Realtors
cRLL e ’ Home Staging Explore alliance with Home Steging pariner
J Manage my - Sears Cerified Home
Move : — :
@ I [ Home Inspections $0.4 MM $0.6 MM Managernent Senvices sentract with Carson Dunjop ]
& =
@ R Eff?Ci_en ke [N | Energy Managament Search, develop & markel new energy savings products and
g “Green® Home . Air & Water Oustity services
= c
= - Dacks/Fancing
[it] g Lawn & Garden Maintenance Develop business model
z L Landseaping
o i
&
® T ;
o L e - —
£ | Professional ;|\ | Electics
[ Ny gt > Plumbing Develop business model
O - Services Handyman Ssnvices £0.1 MM $0.2 M
Inde?e_fndeﬂt_ i [ mdependent Living £0.3 MM $0.8 hiM Acquisitiorn }
codldng

BUILD LIFE LONG RELATIONSHIPS WITH CUSTOMERS




Key Initiatives

ENERGY MANAGEMENT

- Energy Evaluations.

MANAGE MY BASEMENT

MANAGE MY MOVE

Products

ving

Privale and Gonfidsntial
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Energy Management

Households responsible for >45% of GTA's green house gas emissions,
23% of that resulting from in-home energy use...

Confribution to GTA GHG emissions Contribution fo GTA GHG emission
by sector : by end use (households only)
% contribution to GTA GHG emissions % contribution to GTA GHG emissions
50 - 25 -
[+)
..4%_/0 23% 21.0%
w0 . . ;‘\
16.5%
30 - 15
20 10 A
10 5 4
E.O%
0 . ERSEAST NENTNN k-8 SR N 0 ; : ; i ]
Households Commercial Publicinstitutions Residential Residential Personal Reasidential
natural gas elechicity use  vehicles waste
usea

Sowree: BCG "Gresning Graater Toronto — Cvarview of HVAGC Inltlative™ June 2008
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Energy Management {1l)

Opportunity to improve household efficiency through two key
initiatives...

HVAC and water heater
Home retrofits sfficiency improvements

Heat loss through
chimney

Attic/roof
insulation

Windows/doors,
draftproofing

A
s

Furnaces Central Water healsrs
air conditioners

« Efficiency » Efficiency + Efficiency

\ improvemanis improvements improvements
o . lace old (replace old {replace old
Wali insulation (rep ] i .
models with models with madels with
fiew ones new ones new ones
« Renewable
ahergy (e.g.,

solar thermal)

Saurce: BCG "Gresning Greater Toromo - Overnview of HVAL Inlilative” June 2008
Private and Cenfidential 100



Energy Management (ill)

Several options exist to reduce CO, emissicns through space
heating...

Furnaces Air Conditicning Hot Water

1 ) - ‘.-E :
t t N
i 3 N

1 :
| £ :
. § E
‘ ESER ; ‘ :
: Energy Star Energy Star : :
: furnaces air conditioners ; e
: mvne e Tankless ;

water heaters

Geothermal systems Geothermal systams

Solar thermal :
watsr heaters |

So.la.r. bowéf
pean
saver
Hydro company reductions Water haater Pbr Pipe
insulation

Source: BCG "Greening Greater Toronta - Overview of MVAC Infaiive”™ June 2008
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Energy Management (Vi)

T

Ontario home retrofit market size estimated between $500 MM and
$1.25 billion excluding audit revenues...

Current Low casa High case 160% case

% of Ontarfo homes auditad 4% 18% 25% 100%
Mumber of Onfaric homes audited 135k 501k 836Kk 3,300k
% of audits resudting in at least 24% 50% 75% 100%
one improvement

Number of audits resulting in af 43K 251k 627k 3,300k
teast one mprovemeant

Average incentivesiretrofit $993 $993 $693 $093
Average value/retrofit! 51,987 $1,987 $1,0987 $1,887

{assumes 2x incentives)

+Value per audit {pre + posi) $450

Source: BCG “Greening Greater Toronlo — Overview of HVAG inftiative™ June 2008

$450

Privale and Confldentiai

$450

$450
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Energy Managemenf( V)

Ontario space heating retrofit market size up to $2 billion...

Current Low case High case 100% case

% of Ontario homes audited 4% 15% 25% 100%
Number of Ontario homes audited 135k 501k 836k 3,300k
% of audits recommending space 80% B80% 80% 80%
heating improvemenis

% of audits resufting in space 25% 50% 75% 100%
heating improvemenis

# of space heating improvements nfa 200K 499K $993
Average estimated n/a $2,700 $4,000 $3,350

revenuesffurnace

Source: BCG "Greening Grealer Toronlo - Overview of HVAC lnidative™ June 2008
Private and Confidential 103




Energy Management (Vi)

~80% of audited homes in need of space heating equipment
‘improvements, but only ~20% purchase...

Y% of audifs performed

(1 Pre-1980
80% - 75%, . 8{)% E“} Total
g Better communic """on of
poten‘ual reciﬁct!ons in. energy
BOY% - billsand’ process ssmphflcat!on
ouid s;gmﬁcanﬁy brmg up
“rale of space haating -
40% o npmvements undez’taken
(i e :
20% - 18%
0% D T T : :

Space heatling improvemenis recommended Space heating imptovements undertaken

Note: Based on ecoENERGY program

Source: BCG "Greening Greatar Toronto — Overview of HVAG hifiative™ Juno 2008, Netural Resources Canada
Private and Confidential
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Energy Management (V)

T

From a customer’s perspective, there are no single providers
of Energy Management. Sears can occupy this position ...

Cost of audit

Time

+ Don't want to wait for
audit, want to buy
gquipment/make
improvements
immediately

Incremental hassle

*» Finding auditor,
applying for rebates,
atc.)

Overwheimed
« Information overload

Information overload

« Don't know where to
start

» Confusion regarding
options available

Lack of trust
« Skeplicism around
greenwashing?

Long paybacks

» Cusfomers often only
undertake projects with
very short paybacks (2-
3 years)

Process compiexity
» Auditors cannot
recommend contractors

Process complexity

+ May require several
contractors for different
types of work

+ Potential for
repaiefincentive process
o be viewed as
complicated

Financing

» High up~front cost

« Financing opportunities
vary across jurisdictions

» Lack of consideration of
lifetime savings (i.e., net
present value of energy
cost savings)

1. Do it yourself 2. The act of misleading consumers regarding tha environmental practices of a campany ar the environmental benefits of a product or senvice
Source: BUCG “Graening Greater Toronlo — Overview of HVAC Ihitiative” June 2008

Private and Confidential
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Energy Lvaluations

The ecoENERGY evaluation will allow Sears to gain customer leads in
energy efficient products ...

Background
s Faderal rebates, up fo $5k, are available for homeowners, who make energ?/ efficiency upgrades. Many provinces
are also matching these federal rebales. Some federal rebate examples inciude

El'igible Improvements/Retrofits Federal Rebates

Heating System — Raplacs existing heating equipment with ENERGY STAR qualified gas $500
furnace that has 82% AFUE or better and a DC variable —speed motor

Cooling System — Replace central air-conditioning system with an ENERGY STAR qualified $200
SEER 14 system

. The market is fragmented with currenily only one national service provider, AmeriSpec
= Whois AmeriSpec?
< Currenily provides both home inspections and ecocENERGY evaluations
«  Owned by Service Master (2006 operating revenues of $3.4 billion) who provide other services {carpet
and uphoistery cleaning, disaster restoration, furniture repair, maid services, specialty cleaning)
= National exposure — 75 franchises within 62 territories and also have franchises in the US

Opporttunity

- Sears recently applied and received a license with Natural Resourges Canada 1o provide the service of
ecoENERGY evaluations throughout Canada

« Provide fully integrated, branded, home energy efficiency solutions for customers, including ecoENERGY
evaiuations and fulfillment

. Sears and AmeriSpec are in the midst of forming a strategic alliance whereby AmeriSpec will conduct the
evaluations. Sears will be the exclusive recipient of customer leads on energy efficient products
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Energy Saving Products

Tankless and Power Pipe products are energy saving products
currently available on the market...The solar water heater is a

emerging product... Powsr-Pip

- For 2 Hnfred tina e .
Fower-Pie™ masstaciee.
RenenABUTY Ensgy, k-

L weinga $5G rebata

Tankless

§ B el LR VERRTRRLS,
© P ™ s

e G e Ay K
£ 4 Rarian ande o,
P v >

hepance
i % \;\ R ﬂﬁms Capxdr & i
GGt the e b o s vl
¢ Beiioged & Maneiscured i Camd e | i Ak
s e N Ak

'Call Sears HomeCentral® toda
-1t scherule your Poerer-Plpe installation. Y % Reﬂﬁm"ﬁfﬁf[f 3&@!’3‘
- 1-866-506-7866 WAL PV pipR o 5 i

South Facing Solar Panel

Energy Transfer

~ Water Healing Tank
> Hot
Water
to Taps
Solar Water
Heating
Tank
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Energy Saving Products (1if)

The installation of solar water heaters is an opportunity for Sears to
infroduce a new energy saving product that is not currently available

in the residential market...
Background

o
&

Opportunity

®

°

Rasidantial solar power is an emerging growth market in Canada
Currently, there are no national retail providers of turn-key residential solar energy systems

The market potential is high as a resuit of escalating non-renewable energy prices and “green” climate
change strategies being introduced by different ievels of govarnmant

Ontario Government mandate to install 100k solar water heaters
The adoption of solar water heaters is intarnaticnal,

“All new homas in Hawaii will be required to have solar water heaters installed starting in 2010 under a
law approved by the Legislature. Hawaii becomes the first state requiring the energy-saving systems
in homes” (Associated Press, May 8, 2008)

“80% of Israeli homes already have solar water heaters” {0 i v iy e mes, July 7,2008)

The market potential is high. There are currently 8.7 MM single family owned households that have water
heaters in Canada. Although the replacement rate is only 7.8% per vear, customers can add the solar
portion without having to replace their water heater

The solar power program is an opportunity for Sears to acquire new customers and increase in-home visits
and diversify into a new business where Sears can leverage existing expertise systems & processes

With every solar installation, convert the competitar's water heater rental tc a Sears rented product

Value Proposition for Customers.

“«

@

<

Offsets over 50% of household hot water needs - a typical family of four can save between $200-325 and
between 600 — 760 kg of greenhouse gas emissions (an average sized car gensrates about 1 ton of
greenhouse gas emissions per year) depending on whether the water heater is fueled by electricity or gas

ROl for customer is B-7 years
Customers can receive additional government incentives
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Energy Saving Products (V)

Sears is entering into a strategic alliance with a key industry solar
power provider which will enable speed to market and a dominate
market position nationally...

. SkyPower is the teading developer of renewable energy projects and is the largest independent renewable energy
company in Canada

. SkyPawaer is owned by Lehman Brothers Company (NYSE:LEH). Netincome (2007} of US$4.2 billion. Total asseis
of US$691 billion {as of November 30, 2007}

. Lehman Brothers is a member of various environmental action groups and committees and is committed {o
environmental action

. SkyFower is one of Canada’s leading independent renewable enérgy
developers with...
= QOver 140 wind and solar projects under development in
Canada, US & India and over 6 million acres across
Canada

= Currently developing large scale photovoltaic parks
throughout Canada to generate over 11,000 MW of
enerqy

«  Developing the largest North American solar farm near
Kingston, Ontario

. SkyPower Lite is a subsidiary of SkyPower specializing in residential
solar hot water systems

. Recent acquisition of specialized installation capability

Private and Confideniial

108




Sears/Sky Power Alliance

A Sears [ SkyPower alliance is a non-competing, complimentary

partnership that leverages the core capabhilities of each organization...

T
adustyy
Lesder

B e
- “_\"
Corporate

Agitity

Slrong
Parinerships
o

Hational
Team

//’

Technology
Evperiise

e i

Peocurement
Advantage

e

Instaliation
Capability

Residential
Solar Power

SkyPower

Speed To Market

Government &
Consumer
Pasitioning

A

Dominant Market
Poasition

Private and Confideniial

Trusted
Brands
éﬁmpm ate
Agitity

-

—
Mationat Retsil
infra-siryoitre

[

Fhyanoing
ptions

’Nﬁ‘——"“’—'—““"“-..\
- Marketing
Experiise

Largs Customer
Database

e SER—

Saars Club
Rewards

3

Hational Major

Rarket Sales —
Foree .~ Mationa Call
Canter

11@




Potential Structure

An exclusive supply agreement for installed producis and services with
SkyPower Lite could be an efficient and effective way of structuring a
partnership arrangement...

Sears
E | | 1
Marketing . Lead' . In-Hlome 8§§e3 Sales ?iliiﬁg‘ &
Generation Consultation Contract Financing 7
SkyPower Lite
| |
Validate Sales and Installation of Service, Maintenance,

installation Requirements Product and Warranty
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Key Initiatives

ENERGY MANAGEMENT

MANAGE MY BASEMENT

MANAGE MY MOVE
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Rental Program

The rental program is an opportunity for Sears to acquire continuous
cash flow with no weather dependencies...

Background
. The Canadian water heater rental market is based primarily in Ontario, Quebec, and some parts of the Afiantic with
approximaiely 54% Ontario homeocwners renting their water heaters (2.5 MM water heaters)

. During a marketing campaign to cornvince consumers fo switch to natural gas, natural gas distributers installed and
rented water heaters to consumers, By 19899, due to increased competiticn among natural gas utilities, many gas
utilities began focusing on their core operations, which led them to divest their non-core businesses. This divasiiture
lad to two dominate competitors which account for 80% of the market

»  Consumers' Waterheater Income Fund (public, widely held)

» 1.4 MM water heater customers with 2007 EBTIDA of $143 MM, expecting o increase to $160 MM in
EBITDA by 2009

«  Reliance Limited Partnership {(owned by Alinda Capital Partners)
= 1.1 MM water heater customers, 300k HVAC rental cusiomers
. The profitabitity of the water heater renial business is dependent upon:
+  Rental rates (approximately 1.8% of installed retail price)
+ Increasing the customer base through new hame construction and replacements
»  Level of attrition from buyouts and termination (1.3%-2.1%)
s The key risks include:
«  Preference of owning versus renting
«  Slow down in housing starts
= No long-term writien contracts
Opportunity
= Expansion into western Canada
»  Expand product offaring and include bundling (HVAC, tankless water heaters,
Power Pipe, solar water heater, efc.}
+  Conlinuous cash flow with no seasonality
«  "Own” the customer's basement through products and/or services
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Rental Program (Il)

The rental of hot water tanks (HWT), furnaces and air conditioners is
an opportunity for Sears to acquire new customers and diversify into

a related business in which Sears can capitalize on their synergies.
The market potential is high (estimated at $278.2 MM annually)...

Market Opportunity — Potential Rental Revenueg —
Single Family Dwellings only

Markst Landscape

Location Rental of hot Rental of
water tanks HVAC
equinment

Maritimes X

Quebeac ¥

Ontario X X
Dominated by Dominated by
Direct Energy Reliance

Waeast of Ontario Limited

Type of | #of Replace- | Monthly Rarket

Unit owned ment per | Rental Oppotiunity
Hshids yvear® Rato - Size Per
{apts not Competitors | Year
included}

Hot 87 MM 7.8% $13.00 3105.9 MM

water (40 Gallon})

tanks

Foroed 57 MM 2.8% $60.00 $114.8 MM

Air

Furnace

Central 2.8 MM 3.3% $50.00 $57.4 MM

AIC

TOTAL $278.2 MM

Sotrse: “2003 - Sunvey of Hotesohold Energy Use', Matural Resourees Canada
RNST HIRAL hiponis®
128 Home Camfort
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Rental Program (Ilf)

Of an estimated total urban market opportunity of $194.5 MM (urban +
rural = $278.2 MM), HIPS estimates the following share for the first five

years...
HOT WATER TANKS ! YEARLY REPLACEMENTS : : - YEARLY RENTAL INCOME
MKT SHARE GRWTH |Year 1 |Year 2 |Year 3 |Yeard |Year § Year1 |Year2 |Yeard |Yeard |Yeard Year 1 Year 2 Year 3 Year 4 Year §
Atlanlic 1.00%| 2.00%| 250%| 3.00%| 4.00%] |Atantic 78 156 196 235 313} |Atlantic 6,084 24,336 51,792 go410 128,154
Quabec 0.50%| 1.00%| 1.50%| 2.50%| 3.00%]| |Quebec 705 411 2116 3527 4232} |Quehec 54 930 220,038 495,144 935,298 1,540,500
Ontario 0.50%| 1.00%| 2.00%| 2.00%) 3.00%]| |Ontario 948 1.896 3791 3791 5,697 | {Ontario 73,944 295,776 739,362 | 1335768 2070042
-Praires 2.00%| 3.75%] 3.75%| 3.75%| 3.76%] |Praires 1,390 2607 2507 2,607 2,807 | {Praires 108,420 420,186 B26,876 | 1233570 1540,262
BC 2.00%| 3.75%) 375%| 3.75%) 3.75%f |BC 1086 203 2035 2,035 20351 {BC 84,708 328,146 B45 F06B 963056 1,280,526
CANADA 0.91%] 1.75%] 2.32%) 2.64%]| 3.22%| |CARADA 4,207 | 8,105] 0,745 | 12,195| 14,874 | JCANADA 328,146 | 1,208,482 | 2,750,782 | 4,548,102 3,659,484
FURNACES : : YEARLY REPLACEMENTS : YEARLY RENTAL INCOME
MKT SHARE GRWTH [YR1 |YR2 (YRI [YR4£ (YRS YR 1 YR 2 YR3 YR4 YR 5 YR1 YR 2 YR3 YRA YRS
Atlanlic 0.00%| GO0%!| D00%: G.00%| 0.00%] [Adantic - - - - - Atlantic - - - - -
Quebec 1.00%| 2.00%] 3.00%} 5.00%)| 7.00%{[Guebec 207 413 620 1834 14471 [Quebec 74 520 207 720 EEO600 | 1285040 2,158 200
Ontario 1.00%| 2.00%| 3.00%]| 5.00%| 7.00%||Cutarie a1 1,522 1533 2554 35761 |Ontario 183,960 735 840 1555640 | 3,126,560 5,333,760
Praires 1.00% | 2.00%) 3.00%) 5.00%)| 7.00%] |Praires 366 732 1,008 1,829 2551 |Praires 131,760 627040 1,185840| 2239560 1,619,860
BC 1.00%| 2.00%| 300%) 5.00%| 7.00%||BC 30 &1 91 152 213{ |BC 10,800 43,560 93,280 185,760 317,160
_CANADIA 1.00%{ 2.00%; 3.00%| 5.0%] 7.00%} |CANADA 1,114 2,228 3,342 5,569 7,797 | |CANADA 401,040 1,604,160 3,609,360 6,817,320 11,629,080
"BIR CONDITIONERS ™ i : CVEARLY REPLACEMERTS ™7l GERRLY RENTAL INCOME ;
:MKT SHARE GRWTH |Year 1 |Year2 [Year 3 |Year § [Year§ Year1 ([Year2 ([Year3 [Yeard |Yeard Year 1 Year2 Year 3 Year 4 Year 5
‘Atlantic 0.00%| 0.00%| 0.00%{ 0.00%)| 0.00%] {Allantic - - - - - Atfantic - - - - -
Nuebec 1.00%)] 2.00%| 3.00%] 5.00%| 7.00%]| {Quebec 41 82 123 205 267 | |Quebec 12,300 49,200 $10,700 203,100 356,700
Ontario 1.00%; 2.00% | 3.00%] 5.00%| 7.00%| {Ontaric 434 863 1.302 2170 3038 | jOnlarie 130,200 £20,800 1,171,800 2,213,400 3./75800
Praires 1.00%]| 2.00%| 3.00%] 5.00%| 7.00%| |Fraires 186 372 555 930 1,302 | IPraires 55,800 223,200 502,200 948 600 1,618,200
‘BC 1.00%| 2.00%| 3.00%] 5.00%| 7.00%| |BC 29 58 87 145 201 | {BC 8,700 34,500 76,300 147 900 252 800
{CANADA 10% 2.0% 3.0%| 50% 7.0%[{CANADA 650 1,380 2,070 3,450 4,831 [CANADA 207,000 828,000 1.863,000 | 3,519,000 6,003,300

YEAR 5
Rental Income = $24.3 MM
EBITDA = §20.5 MM
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Rental Program (IV) - P&L (Operating Type Lease Capitalize Merchandise,
Installation Cost & Sales Comimission)

EBITDA is forecasted to grow to $20.5 MM by year 5 (2013)..
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Expansion of Oif Products and Services

The expansion of oil products and services will allow Sears to target
10% of the Canadian market ...

Background
+« In December 2002, Sears proceadad with a formal offar to purchase {0OL service receivables from Imperial
Oil for $10.5 MM. Rasad on revenues of $32 4MM with 7% EBIT, made up of 82k setvice plans, 180k
service calls, 40k leasefrentals, 1.4k installs
» 3ears entered into an exclusive marketing agreament which prohibited actively marketing alternative fuet
oplions, which will expire September 26, 2008

Opportunity
= 10% of Canadian households heat their homes with oil, representing roughly 1.35 MM homes (primarily in
Quebec, Ontario and Atlantic Canada)
- Based on an average lifespan of 20 years, there is approximately 55k new units eligible replacements
each year {rented, leased or purchased for oil or alternalive fuel)
+  Sears wants {o be the supplier of choice for thaese conversions through sales or rental agreements
+  On average 50-60% of new instalis may lead to a paris protection plan after the sxpiration of warranty
terms
= Sears rental program allows for aase of conversion with a viable financing option
= 4% of hot waler heaters are oil fired representing an opportunity for conversion o more energy sfficient
sources and financing through the new rental program

+  Imperial Qi only represents 10.5% market share, which is dominated other maijor integrated oil companies
and many independents. A study conducted in May 2008 (SBR Global) identified 50 potential acquisition
targets. Sears current business infrastructure could handle increased volume with minimal incremental fixed
costs

Approach
»  Purchase new service and equipment receivables at a discounted rate to reflect the high altrition given the
increase in oll prices
»  Promote conversion capabilities to new customers and be "top of mind” when decisions are made
+  Link conversions to Saears rental program and bundling opportunities with other energy efficient /
conservation products
= Cross promote additional Sears producis and services

FPrivate and Confidential
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Key Initiatives

ENERGY MANAGEMENT

MANAGE MY BASEMENT

MANAGE MY MOVE
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Home Inspections

A home inspection may be a catalyst in developing a life long
relationship with a customer...

Background

There are approximately 500k resale homes in Canada every year, with 245k in major centres {excluding
condos)

The home inspection business is fragmented, with two key players — Pillar to Post and AmeriSpec who each
have equal market share at 10% (25k inspections per year) . The rest of this market is made up of smaller
independents

Carson Dunlop is the industry leader in hoeme inspection education with over 30 years experience in the
industry. They currently have two inspection companies within the GTA — Carson Dunlop and Boulevard,
who each complete 3k and 1.5k inspections respeciively

Opportunity:

.

Approach

Sears is entering the home inspection business nationally to facilitale lead generation opportunities and to
begin a life long relationshio at a critical time

Qver the first 3 years after a move, on average a mover will spend $1,300 on general household purchases,
$3.950 on furniture and appliances and $7,465 on renovations ("Economic Impact of MLL.S Home Sales
2004-2008," Canadian Real Estate Association)

Enter into an alliance with Carson Dunlop 1o facilitate a “Sears” branded home inspection business
Convert the Boulevard business {o the Sears branded home inspection business immediately

Through Carson Dunlop’s training relationships with independents, build the Sears Home Ihspeclion
business through a licensee model that will consolidate these independents over the next few months

A potential risk is that the customer may not consider a house inspection by Sears to be independent. in
order to mitigate the risk, Sears will provide the customer with full transparency, disclosure and signoff

Continue to leverage relationships with real estate agents and banks for lead generation
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Home Inspections (1)

The proposed structure facilitates a flexible partnership that will
enable timely growth on a national scale, minimizing the investment

by Sears...

« Management Services
Agreement
« Exclusivity

« Licensing Agreements "Sears”
= Exclusivity

« L gads

« Inspection Data

-~ Home
_Inspectors ~

+» Business Management
= Training
« National Development
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Agenda
7:00 715 Introduction Dene Rogers
7:15 - 7:30 2008 - 2011 Financials Dave Merkley
7:30 - 9:30 Retail Strategy Dene Rogers / All
9:30 - 10:00 Refail Stores Dennis 3ingh
10:00 - 10:45 Reai Estate Robbie Wasserman, Dennis Singh
10:45 - 11:45 Direct Strateqy Rick Brown, Chris Peters, Simon Rodrigue
11:45 - 12:30 Lunch
12:30 - 1:15 Home Services Arv Gupta
145~ 2:00 Financial Services Rick Brown
2.00 - 2:45 SKU Lifecycle Management Tim Flemming
2:45 - 3:30 Business Capability Cathy McConnell, Tim Flemming
3:30 - 4:15 Sustainability James Gray-Donald
415 — 4:30 Wrap Up / Next Steps Dene Rogers
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Current Assessment

Card share has been on steady decline since 1993 when Sears
introduced the acceptance of 37 party credit cards - card share has
eroded with volume moving to 3 party card...

75% 5

70% 4

HO1%

86.2%
64.9%

)
63.4% 62.4%

Sears Card Share
CAGR-1.9%

61.1%

{ 3% CAGR
| (2006-2008 YTD)

53.6%"
7 51.4%

1893 1984 1985 1896 1897 4968 1999 2000 2001 2002 2003 2004 2005 2008 2007 2008

- [f Sears card share in 2007 was the same as in 2001
{(58.7%). Sears would have increased its bps by $6 MM

Conttibuting factors to this dedline include;

L3

3

Continuad expansion of number of cards in Canada
Taking ali tender typas starting in 1983

Managing down pool of promotional financing from almost §1
billion to $680C MM in 2005

Moving sorne historical cardholder only events to tender
agnostic evenis

Reducing redemptiion rate on the Sears Card from 4% to 3%
in 2047

Percelved superiority of competitor's card value propaositions
by consumesr

Card share erosion has been moving to 3% Party Cards with perceived “best in class” reward programs

« The top five 3 Party Cards account for 75% of the total 3" party spend in Sears stores
« These five cards all have an associated loyalty program
» Top five 3% Party Cards are:

— CIBC Asrogold VISA

— RBC Avion VISA

— PC Financial MasterCard
- Canadian Tire MasterCard

Bank of Montreat Mosaik MasterCard

FPrivate and Confideniial
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Current Assessment

Sears Card share pressure has been felt with the Private Label card,
where key metrics demonstrate a consistent downward trend;
MasterCard performance has exceeded expectations since fall 2007
both in terms of internal and external sales...

Private label vs MasterCard Comparison

Private Label MasterCard
May YTD vs LY) {(May YTD vs LY)
# of Statements -264.,000 +221,800
# of New Accounis -140,404 +237,184
Net Sales on Card -$176.6 MM +§220.5 M
Outstandings Growth -584.7 MM +$221.6 MM

« Sears has one of the few remaining Private Label cards in the Canadian market; many retailers have converted their
private label portfolios to MasterCard (Canadian Tire) or are in the process of doing so (HBC)

« To offset the card share decline, it is necessary 1o leverage the success of the MasterCard product which has

demonstrated relevance with our customers. Usage outside of our store and features consistent with other VISA and
MasterCard products are expected hy Canadian consumers

Private and Confidential
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Credit Card Environment In Canada

Credit Card debt is growing rapidly as Canadians acquire more cards
and spend more per card - growth is projected to continue across all
key meftrics...

Key Card Metrics CAGR |
2001-2005 & 2006 -2010
14% -
12% # of cards # of Transactions [Transaction Valua
; l 10.3% |
10% | ! : — ——
K 8% - 5 ! e #Cards gL
g o + Spand / Card v .
O 7 » Size of transactions 4«
4% - -s #of fransactions 4
2% & Outsiandings 4 -
o% -

'01-05  '06-10  '01-'05 '06-10 '01-05 "06-'10

Seurca: ‘Datamonitor Canada Card Repaort
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Strong Competifive Credit Card Market in Canada

The Canadian credit card market has expanded in Canada since 2000
through the introduction of new cards, many with compelling value
propositions (universal acceptance, loyalty programs, rates,
segmented customer service, etc)...

= There were over 64,17 MM VISA and MasterCards in circulation in 2607 compared o 40.1 MM in 2000
+ The number of accounts with balancas havs also grown from 18.5 MM in 2000 to over 27.0 MM in 2007

= In 2000 there were 18 issuers of VISA and MasterCards and today there are 23 issuers that market to Canadians for
a VISA or MasterCard product
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Strong Competitive Credit Card Market in Canada

Canadians are steadily increasing their debt...

= Sears can capitalize on the increasing debt with its Sears Cards by ensuring the productis relevant and competitive

»  An aggressive conversion to MasterCard will align our product with competitors that are eroding our card share such

asl
« CIBC Aerogold
+ RBC Avion Top five 31
« PC Financial parly credit
« BMO Mosaik cards

= Canadian Tire MC

Ganadian Population Growth, By Segment, 2005 - 20101

s

2001-2008 saw 5% growth rate, highast among
G8 Countries

+ Baby Boomers tend io be more established & loyal
to Fi and Fl products / services — more challenging
to switch?

= Segment that tends o spend the moslt and
requira eredit shrinking & ail banks ars
targeting them

N

imimigration driving growth (250,000 new entrants
par year with 70%+ of immigration concentrated in
the largest cities

0-4 5-3 1014 15419 2024 2534 3344 4554 554 654,

ey

—
Opportunity

Source: Datamaonitor; MNote: According o Ipsos 2007 Card Study, Baby Boomers less likely (o switeh versus younger age segments
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Strong Competitive Credit Card Market in Canada

A competitive value proposition can allow Sears to convert 3" party
credit card to Sears MasterCard...

Mo Fee Rewards Card
Competitive Sandbox

RBC ﬁewards
Classfc Visa
1pL:§2

- - CIBC Laurentian ; .
CIRC Opfimum CIBG Dividend e Bank Visa caruisn o\ Chose uiiteg
VISA VISA Lx Gold T g0
! 5281 o $110
2500 bonus -

Top five 3¢ Party
Credit Cards

clac
Dividend
Platinum
- §79
0.5%-2% -

- MBNA
Flatinum - -
1% cash back
$29fee. -

ScoliaBank
Gold Passparl
110

DesJardin -
Visa -

RBC Visa $60 o . . Caisse
Clessic I Mosaik 1% - HSBC Gots Gold Westlot Taso“(';" VI;SE R\I:'r‘d‘j Plainum -
335 . Cash Back +$35%r 1% Mosaik - - ak_s © gm0 1%
- {Bonus pls $48 . . Cash Baci - B8O g N ;;‘; bty 220K
. : : : : Max $800

1%)

Mass Markek Affiuent High Net Worth
Valua Proposition: Lower Value Proposition: Slighlly more expensive value cost through more Value Proposition: High Cost Value, Redemplion
Cost Vaive from 1-2% and insurance or acceleration offers Options and Flexibility, Automated Fuifiliment and
few benefits ) Richar Insurance Densfits
‘gggf ?gﬁ Household Income: Averags Household Income: §50k
o ; e % of Canadian Households: 48.5% Average Houschold Income: $12.5k
Yo of Gdn Househoids: u i ‘. . P!
14 5% % of Canadian Households: 3.1%

Nota: Gen 5 Mode! Used to isclate income and household numbers; Exclusions bassd oh charge off rates & risk / reward modal;

Total Canadian Heouseholds 12,444,000

* BMO Mosaik has no fee and fee options
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Financial Services — Sirategic Direction

To enhance the value of Sears Canada’s credit cards, strategies are
in place for 2009 to drive customer card spend and deepen the
relationship with the customer...

1. Convert Private Label portfolio to MasterCard to maximize revenue potential and reinforce customer relationships with
relevant promotional activity to drive spend fo Sears
« Assumption: Customers who use their Sears MasterCard outside of Sears will also be inclined to do so inside Sears
= Oppottunity o leverage “ocutside spend” information to drive customers back to Sears

= Taclic o move Sears MasterCard “up in the wallet”

2. Develop a loyalty coalition program with key partners to enhance the Sears brand, increase card and loyalty brand
awaraness, and subsidize the reserve expanse

= Create a common platform tc engage our customars across a variaty of participating pariners and achieve a singular
view of cur common customer

+ Drive a significant and sustained change in customer behaviour that will increase card share, saleg and positive RO}
from ioyalty investment

« Add value and build a Joyalty solution that continues to facilitate the usage of the Sears MasterCard and drives
business o partner companies and Sears

3. Leverage the cardholder base and strengthen the relationship with our customars through the introduction of new product
offerings

« Home equity line of credit to support growth businesses like HIPS and Travel

= Expanded insurance offgrs
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Private Label Conversion

Conversion to the Sears MasterCard from the Sears Private Label
will increase competitiveness against other flexible reward card
programs and drive profitability through an improved loyalty
program...

The long term future of Sears Private Labelis fimited since its product featuras are unable to compete with newer,
more flexible reward card programs

+  Card share is falling as customars focus on gathering points within Sears through competitor loyalty programs {e.g.
Aeroplan, RBC Avian)

= Sears must offer customers an attractive 3rd party credit card (MC) that can be used outside of Sears. Failure to do
so will result in Sears customers increasingly using competitor cards bath inside and outside of Sears

+  Competitor card products and marketing efforis have exploded in quality and marketing spend over the past decade,
eroding card share. Sears must continually improve its card product features and marketing program, otherwise card
share decline will only accelsrate

76% of Sears MasterCard revenue is due to sxternal spend and the more popular the Sears MC, the more ravenue
earned from Chase

1% loyalty earned cn external spend will subsidize the higher 2% internal spend cost while driving customers info
Sears to spend

«  Astha spend on the Private Label decreases, it is necessary to convert to the Sears MasterCard since itis more
competitive, more profitable, and better equipped to ensure a healthy loyally program and improved EBITDA

Privale and Confidential
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External MasterCard Spend intelligence

OCutside MasterCard spend data allows Sears to target cardholder
spend back to Sears to address card share gap...

What Credit Card do
you carry?

What is the {otal dollar
amount you put on all
your Credit Cards ina
typical month for
nersanal spending?

§769

Which one card do you
pUt most of your
personat spanding on?
Then what % of your
tolal spending goes on
that Card

Which of the other
reported cards do you

R
Primary Card
Spend

Market Avg
Spend

Average Monthly Spand

opporunity

Sears MC
Spend*

Tertiary Card
Spend

Secendary
Card Spend

Sears MC Outside Spend

Spend*

use next most often? l

Sears Category Quiside Spand: $589 MM

RECREATION_ IDY STORES, M AL ORDEF, 178, 3%

DRUG AFORES, 5226, 49 ARUNEI TRAVEL, $79.2,12%

HARDAVARE, £24.4, 4%

OO0 STORESWAREHOUSE,

BLEGTRIC.APPLIANCE, 286, $744, 134

DEPT, IHSCOLNT STORES,
STA, 10

OTHER RETAIL, 565.1,11%

INTERIOR FUSNISHINGS,
$56.5, 10%

GLOTHING EIORES, $57.1, 10% OTHER SERVICES, $75.6, 12%

(Apri'07 — April '08): $850 MM

Non-Sears Category Outside Spend: $261 MM

UTILITIES, 17,520,827, ¥

FPROFESSIONAL SERVICES, QUASE CASH, 55,546,031, 27%

27,363,870, 10%

RESTAURANTS-BARS, B
30,805, 745, 12%

GAS STATIONS, 42,810,102, 18%

HEALTHCARE, 37,206,434, 14%

69% of outside purchases
are in categories that Sears
competes in

VEHICLES 42,030,664, 16%

S G

Source; Ipses Reid Dynamics of the Canadian Card Market 2007 Personal Gardholder Study. Gard spend data is self reported .

Average Sears Spend based on monthly average per 90 day SA Acet in 2007
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Loyalty Coalition

An opportunity exists to partner with successful corporations to build a
unigque coalition loyalty program that will drive incremental business to

each partner through a combined value proposition...

Objective of a Loyalty Coalition:

+ Create a common currency for subsidized promotions

» Create a common platform te further engage our maest profitakle customers across all companies and achieve a singular
view of our common customer

= Provide a compeiling differentiator for Sears Canada and other companies’ value propositions

+ Demansirate a significant and sustained change in custamer behaviour evidenced by consistent share growth, increase in
sales and positive year over year ROI from loyaity invesiment

+ Add value and buiid a loyalty solution that continues to facilitate the usage of the Sears MasterCard and drives business to
partner campanies

= Coalition approach allows for pariners fo participate in the design process to ensure business specific objectives are

achieved Mock up of potential leyaity card

Private and Confidentis!
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Financial Products

Sears is able to deepen the customer relationship with our cardholders with
the introduction of market relevant products that can facilitate big purchases
{e.g. Home Equity Line of Credit) and provide peace of mind (e.g. Insurance
producis) from a company that most Canadians frust...

infroduce Home Equity Line of Credit that will support Big Ticket business, HIFS and Travel to accommodate larger
purchasss ‘

— Opporiunity to expand JP Morgan Chase relationship, if functionality and product offering can be supported by
Chase

— Mortgages can be second phase

— Plan calls for 2500 Home Equity Line of Credits with a $50k spend — this would translate to over $2 MM in
Chase revenue less loyally expensa

* Introduce new insurance products that align to the Sears Brand — Home and Auto, Income Protection, Grandparent
Birthday

— Products can leverage existing marketing channels
- Opportunity to increase exposure of insurance products within our Stores and other selling units

— Larger presence is planned with the launch of a Financial Services Website within Sears.ca
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Agenda
7:00 ~ 7:15 Iniroduction Dene Rogers
7215 - 7:30 2009 - 2011 Financials Dave Merkley
7:30 — 9:30 Retail Strategy Dene Rogers / All
9:30 - 10:00 Retail Stores Dennis Singh
10:00 — 10:45 Raal Estate Robbie Wasserman, Dennis Singh
10:45 — 11:45 Direct Strategy Rick Brown, Chris Peters, Simon Rodrigue
11:45 - 12:30 Lunch
12:30 — 1:15 Home Services Arv Gupta
11156 — 2:00 Financial Services Rick Brown
200~ 2:45 SKU Lifecyole Management Tim Flemming
2:45 — 3:30 Business Capability Cathy McConnell, Tim Flemming
3:30 - 415 Sustainability James Gray-Donald
4:15 - 4:30 Wrap Up / Next Steps Dene Rogers
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SKU Lifecycle Management

“SKU Lifecycie Management” has three primary goals which will
allow Sears to achieve its strategic imperatives for 2009 forward ...

improve management of the procure, promote, replenish, sesondary-plan-to-sell processas, many of which
are now operationalized through consistent process & governad by economic analysis

Remove operational activities fram the merchants and marketers aliowing them to become more custemer
centric - without the operational/procass intensive activities of thelr current role

state

Frivate and Cenfidential

Effectively manage approx: 500,00_@ unique SKU's allawing Sears o be more relevant to more peogle,. ..
reversing the shrinking department store trend, acguiring new customers, and enable a trié inliti-channgl. !
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Evolution Of SKU Lifecycle Management

A shift is underway to increase inventory ROl and reduce risk ...

Economics of inventory dearance not
clearly understood.

-

Analytical rigor and financial acumen
incarporated into all dedision making.

Regular markdown process
incorporated inta dynamic price
mahagement system,

>

Buyers “disownad” SKU when first
markdown taken. Merchandising
focus was “buy, flush, rebuy’.

Buyers are responsible for SKU's uniil
SKU's sold at the highast yield.
Secondary Plan t¢ Sell a common
practice,

Buver plans the life of a SKU, end to
and - at the time of purchasing
indlusive of expected net
merchandise margin.

Acceptance of low guality talent, low
accountability.

Staff reviows conducted, performance
managament installed,

Buying teams with analytical talent.
Internal training enhanced.
Performance management.

Vendor base not leveraged to full
potential or hald fully accauntahility.

implementation of vendor financial
suppert for currency and non-
conformance,

New vendor agreements laveraged
fo ensure financial gains inclusive of
guarantaed margin.

-

Direct import opporiunities not
consistenily realized,

v

Incansistent growth fueled by improper
planning and preparation.

Material direct import growth
achieved with strategic planning,
fabric and vendor harmenization and
perfect process execution.

Promaotions programs focused on
inventory surplus reduction,

Promations focused on increasing traffic
and maximizing profit.

-

Financialfpromotional analytics
consistently applied and advertising
spend is optimized.

Total product needs bought at start of
season. Replenishment was
untimely and not store centric.

New replenishmant {NR} model applied
successfully in selected apparel
categories. Product needs bought
carefully (70%} and winners pursued.

NR model rolied out 1o large group of
vandors who are heavily engaged in
the inveniory flow.
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2009-2010 Financial Overview

SKU Lifecycle Management has the potential to add as much as
$50.0 MM and $77.1 MM incremental margdin in 2009 and 2010 ...

» Negotiate and consolidate with = De-couple inventory lavels  « Deploy the (NR) new » |.everage multi-channel
F;igh\ﬁ?;grfe?gr?;?;vgi?eges and pr(!ﬁ@gg N Iev?ragf-;[ © replenishment model business to ﬁincrease
ange, ’ secondary plan-io-se = Replenish what is sellin inventory effectivenoss
maégln‘g;xarantees, payables Plan media space fo flex at EKU! rack/ store leve% = Weekly markdown
?}Zm%j;fiit;eslﬁsg;efocus on re-listing opportunities based on checkaut rates management for retail
} ; : = Analyze and react to flyer — » Irprove “speed to = Full utilization of outiet
sourcing E?ast price for product effectiveness, working with ma%ke\ftl” by%ﬁéducing ir- internet site as an
= Plan the life of 2 SKU finance partners transit times opportunity channel
~« Procure © " .| Promote. | . Allocate & Ré_pl_enish . Secdndafy Planftd-ée[i :
-ifi}'r,:t.'—'-.:':v,da © [Promotionat | inventory 4 o L e ] i
. ;Iewc; ‘ venaar - rTomo R,}n.ai i {}ry Logisties | | iacycle Retums. | = Totaks.
Imparts  {Maragement) Analytics’| Flanning B . Management! : : o
Merch. Margin $7.6 §7.7 $6.4 $11.8 %21 $11.3 $3.2 - SSOQ 5
2009 - ' T
EBITDA $7.5 $8.5 $3.9 $10.4 $1.1 $10.6 3.0 CBE1.0
Merch. Margin | $14.5 $10.9 5106 $19.5 $4.8 $11.5 $5.3 R TaA T
2010 SRR
EBITDA $14.3 $13.9 $14.2 %188 §2.5 $10.8 4.9 8774

N.B. All figures are incremental over 2008 {in § millions)
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Procure: Direct Import Growth

Direct Imports will drive increased merchandise margin by leveraging
current resources and optimizing alternate sourcing models ...

1. increase growth of direct imperts by 15% from 2008 to 2008

-+

+

Identify new products and categories such as organic cotlon for Kids,
rechargeabls “green” fawn care products and performance fabrics for
apparel

Convert best of breed importers specializing in fit, design and quick
turn around time from domestic to direct import

Convert national brands including luggage, apparel, air conditioners
and power lools from domestic ta direct import

Flan: $5.7 MM++ In 2009 and $10.0 MM++ in 2010 EBITDA

2. Utilize alternate sourcing model and reduce China dependency by 10%

kY

Leverage SHC supplier base, product development, fabrication and
print designs

Grow direct imports from duty free countries including Bangladesh
and Cambodia to maximize margin

Leverage Otto and Li & Fung overseas resources and vendors (e.g.
Banglc«lzdesh Jndia, Pakistan, and Turkey) for improved detlivery and
contro

Plan: $31.5 MM ++ in 2009 and $3.2 MM++ in 2010 EBITDA

3. Execute fabric harmonization plan to optimize buying power, e.q.:

a

Sears will consolidate husiness volume 1o strategic partners, focusing
each vendor on specific fabrication for improved cost efficiency, and
reducing MOQ and lead time

Sears goal will be to consolidate vendors for denim, cut and sew,

knit, fleece and woven garmenis

Fabric harmonization will take place across gendar and depariments
£.q. consolidate knit fabrics in children’s wear from 2510 9

Plan: $0.3 MM++ in 2009 and $1.1 MM++ in 2010 EBITDA
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$407

$355

$313

$325

2006 2006 2007 2008est. 2009 est.

Imports Sourced From China

80%

78%

75%

72%

2%

2005 2006 007 2008 est. 2009 est.
Savings From Fabric
Harmonization {Base: 2007)

100%

94%

90%

2007 2608 est. 2009 est.
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Procure: Vendor Management

Drive incremental merchandise margin by increasing competitive
negotiations and strengthening buying arrangements ...

1. Grow competilive negetiations to 25% of corporate purchases from 18% in 2007
« Increases will come from all merchandise (hot buy/door crasher, private labef) and
non-merchandising (RFP, RFQ, contracts) catagoeries
< Sears Canada will leverage all Sears Holdings 83l and ALR vendor agreements
when possibie

»  Expand recruitment and qualification of prospective suppliers Cormpetiive Negotiations
Plan: $3.9 MM++ in 2008 and $5.6 MM++ in 2010 EBITDA % of Corp Purchases
2. Redesign parinership agreaments (o make suppliers accountable for thelr products
+  Formalize the structure of partnership agreement negotiation and vendor 23.5%
accountability leveraging current Universal Terms and Conditions i
+ Implement tocls to rack vendar vield and report vandar performance by type (RTV 18%
vendor, process payment, guaranteed margin, support non-conformance, 149,

< Expand decision {ools for the buyer to do ‘what if' calculations when negotiating 12%,

+  Implement updated guidelines and training fo enable buyers to negotiate more
structured agreemaents that establish expeciations for performance

Plan: $1.6 MM ++in 2009 and $3.7 MM+ in 2010 EBITDA

3. Implement enhanced vendor scorecard to improve merchandise margin and drive 2005 2006 2007 2008P 2009 2010
expense reducfion est.  est
«  Vendor data warehouse will provide vendors with an online view to performance at
ga;‘ly:'store/SKU level and allows two way sharing of data befween vendors and
ears
«  Buying teams wili be able to hold vendors more accountable for their performance
«  The goal is to have 400 suppliers using the vendor data warehouse by 2010
encompassing 80% of merchandise purchases.
«  Expand category captains where relevant and use vendor supported mearchandise
| flow analysts
Exiend performanoe management practmes to non-merchandise vendors
Plan $2.1 MM ++ in 2009 and $3.0 MM++ in 2010 EBITDA

4. Other inliiatives: improve ordering practices for non-merchandise (i.e. expanded on-lin
product offering to optimize aciual spend)
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Procure

To achieve the goals of SKU lifecycle management, the procurement

organization will complete the following key de

Vendor data warehouse

Partnership agreement
enhancements

:
5
\d

2008

[ S o

:Exp'and commodity buying expertise and
expand component costing negotiation skitls -

liverables ...

_Bﬂyé_r- -
negotiation ;
trajning © ¢

€ —m e mmmm— e ]

2009

e

- E-sourcing tool rollout
to'the buyers’

Legend

e LT

© Vendor Management

Alternate Sourcing Model == *
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Promotional Media Analytics and Pricing

Developing capabilities to leverage the depth and breadth of data in
day-to-day decision making is key to attaining market leadership ...

1.

4,

&

Davelop integrated promotional planning tool
+  Destailed analysis of each media type (felevision, radio, pre-print, etc.)
performance through monthly post-moriems
= Change promotional strategic and tactical decision making &e.g. media
pianning, promotional pricing, ete.) to fully leverage groven

actionable information

« Develop promaticnal planning and analviical tools that minimize human

judgment

acts and

«  Minimize [ast minute changes and eliminate reactive marketing approach
Plan: $5.7 MM++ in 2009 and $6.0 MM++ in 2010 EBITDA

Create media space optimization model

«  Oplimize space in retail flyer and resource aliccation between different

media through statistically based analysis of historical media

performance

= Improve the effectiveness of existing assets, and reduce advertising

costs without affecting the sales or profitabifity of the business

«  Develop space optimization mode! for catalog

Plan: $2.5 MM ++ in 20096 and $2.8 MM++ in 2010 EBITDA

Introduce promotional price optimization

«  Optimize promotional pricing to increase offer profitability without
significant impact on the top line sales using price elasticity information

= Increass sertain pricing while maintaining a competitive price impression

in the market place. Develop specific response to address Major

Appliance price compression in Canadian markeiplace.

«  Develop price optimization approach for catalog

Plan: §1.2 MM++ in 2008 and $1.3 MM++ in 2010 EBITDA

Direct vendor participation in promational planning process through direct

auction of front/back pages driven by guaranteed sales and gross profit

performance.

Other initiatives: checkerboard optimization, price optimization in direct
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Promotional Media Analytics and Pricing

To achieve the goals of SKU lifecycle management, the promotions and
price analytics team will complete the follow key deliverables ...

S preprint

Develop Excel based optimization teol for retail

Migrate to web based oplimization ool for retail

Develop price optimization approach for
catalog

t
]
1
I
b
1
I
1

2008

Legend

| Promotional Price Optimizer [

E g

Madia Space Opfimization
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Allocation and Replenishment: Inventory Planning

Planning, inventory management and inventory flow are critical to
improving Sears ability to grow profitability and service the customer’s
needs ...

1. Planning is critical to maximize SKU Lifecycle Management
= Rigorous financial and assortment planning with seasonal strategy reviews
« * Incarporation of pianning organization; began with Women's Apparel early in 2008
«  Media planning process with Invenlory and financial sign off + line review
«  Full inventory participation in promotional planning process
Plan: $7.0 MM++ in 2009 and $12.4 MM++ in 2010 EBITDA

2. Improved inventory management will provide increased flexibility and reduce inventary

= Tight inventory control to reduce inventory, improve flow of goods and increase profitability using Sku Lifecycle
Management principles has the potential to raduce working capital needs by S0MM

< Inventory rationalization with one view of inventary despite physical lccation

« Implementation of 2 way chaining batween calalogue faciliies enables in stock Inventory lo serve custamers’
demand from either facility

» increased opporlunity for factity chaining - big ticket from Vaughan and Montreal

< Altemative inventory models limit risk vendor direct to customer, consignment, vendor owned nventory
« Sku base expansion with no additional inventory. Transfer risk to the vendor

Plan: $1.9 MM++ in 2008 and $3.8 MM+ in 2010 EBITDA

3. New replenishment model increases flexibility and improves inventory How
«  Apparel rack assorlment planning with inventory forecasts
«  Spiit shipments to better replenish in season merchandise to bettar parforming stores
« Increased replenishment frequency from vendor or facility to improve inventory turns
Plan: 1.4 MM++ in 2008 and $1.4 MM++ in 2010 EBITDA

4, Other inttiatives: decrease omits and reduce in-stock
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Alfocation and Replenishment: Inventory Planning

To achieve the goals of SKU lifecycle management, allocation and
replenishment will complete the following key deliverables ...

ntory.by fadily
; Fashion system enhancemeni {o increase automatic
: replenishment
Convert “unforgivables” io RIM i ! L
system ' E { Maximize “chaining” opportunities
T 1 B
o e
i ' ! I
1 ' 1 1
¥ v '

2008 i 2009 2010
!

Contribution analysis and grouping for retail items

Legend

! Improve In-Stack |

| inventory Raticnaization: - |
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Allocation and Replenishment: Logistics

Optimizing Sears logistics network will improve inventory flow, speed to
market and save ~ $1.4 MM in freight expense per annum ...

1. Developing the west coast distribution system allows Sears to better compete in the
western retail market

Establish a west coast distribution centre for direct Imports (small ticket/fashion)
= Positions Sears closer to a growing Canadian market (Alberta, British Columbia)
« Reduce time in fransit to western markets thereby reducing markdown risk
+  Currently reviewing options:
a) Third party logistics

—  Added flexibility
-~ Mihimize upfront capital
—  Quick set up time

b) Lease 1astin , pime:
—  Minimize upfront capital e - -
— Potential {o lease a larger facility than could be constructed BC 16-24
) Own Calgary 11-20
—  Build to suit Winnipeg 8-17
— HNegative: large upfront capital investment Vaughan 3-17

d} Pariner with existing firm
~  Mimmize upiront capital
- Facility optimization can be guestionable in this scenarfo
— Likely limited capacity

Montreal 4-13

2. Reducing faciiity order processing times and in-transit times to improve in-stook rates
*  The goal is to reduce facility order procaessing time from 2-7 days down to 2 days
= By oplimizing scheduling and transporiation alternatives Sears can eliminate ~2
days in-fransit :
Flan: $1.1 MM ++in 2009 and $2.5 MM++ in 2010 EBITDA
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Allocation and Replenishment: Logistics

To achieve the goals of SKU lifecycle management, the logistics
team will complete the following key deliverables ...

Sign third party logistics
- agreement for test period

Expand pilotto all small ticket hardlines (flow

thru} and specific big ticket orders
I

Search potential third party logistics
partners on west coast

1

1 H
' Review pilot and third party logistics arrangements |
' :

2008 2008 2010

Initiate pilot of home and hardlines small ticket
flow thru orders on west coast

§
t
I
1
1
I
I
I
I
I
I
1
i

Establish ability and willingness to use "musical packs” in
apparel and accessories

e e Em——_————— — - -

Establish permanent third party logistics arrangement for
home and hardlines and apparel and accessories
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Secondary Plan-to-sell and Markdown Management

Profitable management of slow selling inventory will continue to
improve cash flow year over year ...

1. Managing regular markdowns will raduce profit loss

«  Regular markdown dollars = $450-3480 MM (~15% of net sales)

+  Focus and accountability will be given to improving financial performance through pricing

+  Daily execution requires analytical focus on timing, monitoring price performance and determining optimal price levels

< implemeniation pian:
- Develop a strategic approach to managing and reducing regular markdowns
- Appoint project leader and pricing analysts in Q3 2008
—. Expand regional markdown capabiiities on seasonal product and apparel in Q4 2008
— Pricing team will develop strategic action plan and pricing cadence direction for commuodities in Q4 2008
— Expand "white ticket” pricing program fo reduce regular price without increasing clearance contant in 4
- Initialize evaluation of new price management system for markdowns and promotions in Q1 2009

Plan: 6.5 MM++ in 2008 and $7.1 MM++ in 2010 EBITDA

2. Multi-Channel inventory repurpose will reduce retail clearance content from 14% to 11.5% by 2010
+  Enable cost efficient methods of moving repurposed inventory to a secondary channel
+  Incremental profitability comes from closing gaps between low profit liquidation to the ideal re-purpose opportunity

= Usage is now in place and infrastructure is availabie to handle small re-purpose efforts, but greater emphasis will take
piace in 2009-2010 to enhance [T, finance and logistics capabiiities:

— Inter-store transfers currenily used minimally, however, there is an opportunity to balance between stores

~ Transfers between storage facilities and channels needs to be automated

- 1T, merchandising, procurement, SLM, logistics are working together to solve challenges and optimize inventory
Plan: $2.0 MM ++in 2009 and $2.5 MhM++ in 2610 EBITDA

3. Other initiatives: alternative outiet options {e.g. Craig's list, a-bay, etc.)
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Secondary Plan-to-sell and Markdown Management

To achieve the goals of SKU Lifecycle Management, the secondary
plan to sell team will complete the following key deliverables ...

Develop analytical reporting in MDW

Build markdown pricing cadence plan

v

2008 | 2009 1 2010
o
1 i
1 1
| 1
Deveiop SLM decision making tools :
|
Legend :

E Markdown Management ‘ Set up product attributes {(merchandise profiles

= = | and identifiers for markdown cadence} in MDW
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Agenda

7:00-7:15
7:15-7:30
7:30 - 9:30
8:30 — 10:00
10:00 — 10:45
10:45 — 11:45
11:45 - 12:30
12:30 - 1:15
1:15 - 2:00
2:00 - 2:45
245~ 3:30
3:30-4:15
4:15 — 4:30

Introduction

2009 - 2011 Financials
Retail Strategy

Retail Stores

Real Estate

Direct Strategy

Lunch

Home Services
Financial Services
SKU Lifecycle Management
Business Gapability
Sustainability

Wrap Up / Next Steps
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Business Capability Team Implemented

Financial resuits are directly impacted by capability gaps within the
organization; in January 2008, transactional/administrative work

was moved to Finance and the Business Capability team was

formed to address these gaps ...

ST Busine_és Capability Teéam

_En’terf:i%is_ezwidg'te_é'm's_WOrkiné together to build business capability

- 'Business Capability and Talent Management Strategic Business LT
""" - (Talent,.Cufture. and Change Management) improvement (Tools)
~ I S (Processes)
‘. Recruiiment .::Qrganizétbnal_' 1 Total Rewards Labour Relations, - Continuous « System
LRl Ln Effectiveness and TR I I » R improvement and design and
“: Aggressive o - o= Compensation =« Employer/. ; :
" senrch . . TaEeI;E}tD.eveIppme:nt _models || employes . sirategic planning development
' L = Succession planning - designed for. relationship™ = Project = |.T. project
- Parformance- D P “businessneeds ||, management management
basad e Developrent DT 4 < Assaciate risk
" recruitment - e - Rewards to - management: Business acumen
. - .l-_?’:e:tz.aat:c.m S | attractand P and analytic skills
= Change management s retain .
Candculture : : RO « Business leader
paeT T + Market studios .- development
Business Finance
Clapa[blilty . H.R. Support - Greater efficiencies and improved confidentiality
closely : '
waorking with: Legal
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Capability Gaps of the Organization

Capability gaps across the organization include selling skills,
merchant capabilities, analytic capabilities, financial acumen,
proactive planning and innovative thinking ...

Selling Skills
- Competencias specific to sales will increase success

» Testing for competencies to be intraduced

» Incentives to be davelopad aligning compensation to
the business (e.g. Men’s Dress Wear)

» Coaching skills required to support ongoing
perfanmance management

Merchant Capabiliies
« Customer centric focus {understanding and {ools)

» Simplification of role (reduce or eliminate other
activities such as marketing, procurement, planning
and design)

- Tools include customer segmentation information,
automated reports, merchant scorecards

Analytics

« Fact based decision making

« Introduction of talent {o increase level of analytic
capability {e.g. 6 associates with work experience and
engineenng degrees o he hired in August to increase
analytic capabilities in Planning and Allacation)

- Changes to business models will be tested through
pilots to prove success prior to full implementation to
ensure appropriate allocation of rescurces

Financial Acumen

= Includes an understanding of cash flow and profitability,
ability to ask strategic questions that uncover custemer
needs

» Financial leadership required o support the pusiness
strategy

« improvements to business understanding, decision-
making and financial resulis required

» Improvements needed in talent acquisition {education,
business experience, competencies) and performance
management {role clarity, goal setting based on business
goals, developmental plans and career paths)

Proactive Planning

« Long term planning

» Analytic skills

+ Clearly defined goals and communication

» Milestones and measurements as checkpoints

« ldentifies and includes all functions across organization

Innovation

+ Requires inspiration, new ideas, solutions or approaches
+ Test and learn and analysis

+ Successful implementation
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Leadership

Leaders must develop performan'ce management, proactive planning
and change management capabilities along with specific leadership
competencies in order to effect a new culture quickly and effectively ...

Leadership Capabilities Compestencies for success profiles of teaders include:

+ Performance Management + Analytic decision making

* Role clarity « Builds effective teams/talent development

+ Performance plan with clearly defined performance goals . Customer focus

« Enhanced performance management education and tools

- Strong business acumen
for leaders

. . . . . | ive thinking/i i
« Associate developmentincluding challenging experiences, nnovative thinkingfinnovation management

stretch jobs, coaching, and mentoring. improve the + Managerial courage
frequency and honesty feedback and structured mentoring Performance management

= Clearly defined actions and milestones to fulfill . Personal drive
expectations

» Proactive/action orientad -

+ Proactive Planning Self
« Self-awareness

- Able to anticipate the needs of the business and plan

resources accordingly » Strategic agility

Continuous Improvement and Strategy

- Change Management

< With stable and strong current operations, leaders are able to
dedicate time {o more strategic thinking while also leading
continuous impravement

« Clear, timely communication using appropriate messaging
methods

« Ensuring processes are in place and well definad in order
to enable effective change

« Clear and consistent articulation of vision and direction for
business units

« Re-assighment of roles, responsibilities and expectations
without gaps and/or redundancies
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Talent Upgrade

Actions have begun to address deficient succession plans and
capability gaps, poor performance management practices and
retention risks ...

Issue fo be Addressed Actions

4. Deficient succession plan - Kay roles have been identified and success profiles created
+ ldentify high potential internal candidates for development and recruit axternally to fill gaps
- Build teams by aggressively stealing top talent from ‘best in class’ campanies

«  Conlract with aggressive externat recruiters; internal recruiters have hired and are compensated
for performance; referrals fram new hires

2. Recruitment

«  Parinerships developed with top schools/recruit talent with higher levels of education {in addition
{o experience and required competencies)

«  Sirategic Business improvement Team {MBA graduates; 27 hired since program inception);
initiative to elevate compeatancies within planning and allocation (Engineering graduates Aug’08)

= Tools for leaders to increase level of success in selection of candidates (festing program in
development with Sept'08 pilot planned, increased number of interviews per candidate, quicker
rasponse following interviews}

3. Development «  Implement consistent and realistic performance management practices
: «  Clearly defined roles and processes defining work

+  Parformance management and performance improvemeant processes

+ Skills assessment tools

+  Mentoring programs

4. Retention : «  Address increasad compstition, cuitural gaps and declining associate engagement in key
businesses

« Performance based promotions and rewards

= Improved employer brand

«  Employment agreement implemented including non-compete
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Business Capability Priorifies

The key business capability priorities are being addressed through
Improvements to talent, processes and tools ...

HIPS (Home Installed Products and Services)

Opportunity to leverage in-home presance of the workforce and to "Own
the Home"

2007 turnover: 19% HIPS {16% voluntary), 33% FPRS (27% voluntary)
2007 associate performance levels:
HIPS: 10% Not Achieved, 58% Achieved, 19% Exceeded

Sales Flanning and Promotion

Event and flyer planning are lacking effective processes and tools, thereby
causing delays and errors

Need fo create offers that are fimealy and customer relevant
2007 turnover: 10% {voluntary statisticunavailable}
2007 assoclate performance levels:

3% Not Achieved, 83% Achieved, 3% Exceeded

Diract (Catalogue and internet)

Talent is underdeveioped and difficult to recruit due {o somplexity of roles

Performance managementand developmental plans require improvement
in order to develop a high performance crganization

2007 turnover: 8% {nearly 100% voluntary}
2007 associale performance levels:
7% Not Achieved, 58% Achieved, 23% Exceeded

Women's Apparel

Differsnce in Merchandise Margin 2007 vs. 2006 of $13,9 MM
Sales 2007 vs, 2008 declined by 7.4%

Buyer role is complex with litle focus on the customer ability to hire
external taient is challenging due to complexity of role

2007 turnover: 22% WA (16% voluniary)
2007 associate performance levels:
WA 17% Not Achieved, 41% Achieved, 6% Exceeded®

Goal: +40.7% and 33.0% EBITDA increase in 2008 and 2010
Rawards based compensation models
Infroduction of new business models (e.g. rental program)
IMaving from an opsarational to a sales focused organization

Goal: improve retall sales through the effective coordination of functions within
and hetwesn business units

Implement event planning, rigorous processes and automated tools to
eliminate errors and duplication of work

Use analytics fo diagnose issues, estimate results and identify opporiunities
for improvement

Goal: Significant reversal In financial petformance trend

Recruit talent with required education and competancies (e.q. AVP E-
Commerce)

Performance management
Improved analylics and planning
tmproved merchant capahilitiss

Goal: Achieve levels of performance comparable to 2008

Women's Appare! issues will be addressed and goals will be
achleved through the implementation of the merchandising project
designed to address capability gaps through changes to talent,
processes, tools and culture
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Merchandising Project Goals and Actions

The merchandising project inciudes proposed changes that will
impact multiple functions across the merchandising organization with
expected outcomes including improvements in talent, processes,

tools and culture ...

Current State Capability Gaps

Goals

Actions

- Talent shortage; recruitment

challenging

Developmental opportunities are nat
optimal as career paths are unclear or
limited

Headcount 800 across target
functions (customer insight, design,
merchandising, sourcing, marketing
and promotions, planning and
inventory management)

iimited capabiiities on existing {eams

Processes and clear accountabilites
lacking

Organizations do nof work cross-
functionally

- Reduce fme to fill positions by

50%

- Raise level of organizational

capability by adding new talent

Craate more clearly defined carear
paths and opportunities

- Headcount reduction by 20-30%,

generating savings of ~ $12 MM

Create expert organizations to
improve parformance and
capability

increase governance and control
applied to each business

- Reduce the culture of ‘silos’ and

create cross-functional processes
forteams

u

Recruitment planning to build pipeline of talent

Maximize selection through testing and rigorous
interviewing process

Create roles within teams that provide attractive
career development (e.g. marketing, planning) to mere
senior rolas and enable with communication,
mentoring, and coaching

- Qutsource product design and specialize roles in

merchandising and buying

Automated reporting and repienishment
Simplified markeling processes
Reinforce high~performance culture

Build new teams through leadership, identified
competencies and role clarity

Set high expectations and continually chalienge for
further improvemenis

Establish rigorous checks in support of clear
expectations in job descriptions

Enhance perfermance based incentives for individuals

- Create a culture of accountability and teamwaork

through leadership, cross-functional processas and
tools for measuring progress




Impact of Proposed Changes

Proposed changes wgﬁld impact many functions, with the biggest
impact in merchandising and inventory planning and allocation ...

Net headcount Net salary
impact implication’ High'level assumptions
-2 $375 « Centralize muitiple insight groups and eliminate redundant
management
41 $2,715 - Eliminate internal product development roles in A&A, H&H
(PMs, CAD stc.) {eg. Product Managers, CAD Designers)
« Maintain limited technical capability {eg, size/fit)
-89 (Buyers, AB) $9,326 = Eliminate current GMM/DMM, Buyers and AB roles
-50 (BBA) = Add dedicated Planners and Innovation Diregtors {1Ds)
+8 (IM) « Significant BBA reduction as tasks automatle {eg, EIW}
-34 (Sourcing} -$4,177 - Build commadity buying organization for strategic sourcing support
+81 {CE, ACB) = Maintain execution support resources {eg, AB or Coordinator)
-11 {Editors & media $833 - Marketing centralized under enterprise wide mandate reducing
planning) redundant management
= Marketing processes simplified to minimize duplication, rework
~78 {NOM, MFA, $2,732 - Inventory pianning resources reduce by ~30% due to system
MFC) automation, greater cutsourcing to vendors
+14 (Planners) « Add 14 dedicated Planning resources to support
Total -212 $11,805

1. Fullyloaded — base, bonus benafiis
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Performance Benefils

Many benefits of proposed changes beyond resourcing efficiencies

would be realized ...
Expected performance benefits

v’ Befter item selection - higher sales floor productivity, and margins
« More best sellers and fewer ‘losers’
« Fawer returns and lower markdowns

¥’ Increased in-store traffic and conversion
= More frequent visits and purchases

v’ increased market share

¥ Reduced stock-outs, overbought; faster replenishment

v Reduced inventory risk from product misses

v Lower overhead costs

v" Higher return on market spend, greater productivity and profitability from
promotional offers

v Increased fraffic from new customer segments

v" Lower purchasing costs and increase vendor responsiveness

v" Improve product quality and consisiency without driving up price
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End-State Enablers and Kequiremenis fo Ensure Success

Four key enablers are necessary in order to realize end-state benefits ...

End-state enabler

Requirements

1. Strong progress in building
high petformance
talent base

2. Rigorous processes with
clear roles and
accountabilities

3. Highly automated inventory
management and planning
solution

4. Deep partnerships
established across vendor
base

Qualified, high potential talent identified to fill critical new, evolving roles
Role expectations re-set based on objective standard, not individual capabilities
- Short-term gaps addressed through grealer training effort and perfoermance
management
Culture of accountability driven by enhanced performance measurement system
— Top performers nurtured and rewarded; low performers addressed

Everyone knows and executes on role; no overlaps and ho gaps

More rigorous timelines and well-defined processes enabie shift from "Merchant

as quarterback” to “coordinated specialist” model
~ &.¢., Disciplined line planning process starting 10-12 mo. before floor reset
— e.g., More analytical flyer planning process that optimizes space for Sears
— e.q., Well-documented vendor expectations to support further outsourcing

Reliabte, long-term solution developed to autormnate significant share of manual
inventory planning & atlocation tasks (eq, item set-up, replenish, markdowns)
Automated solution can be scaled across categories at acceptable ROI

- Investment required to address current gaps (eg, Apparel rack planning)

External parthers identified with demonsirated design expertise and sufficient
clstomer insight to replace internal product development in most categories
Vendors capable, willing to accept increased accountahility for other key
aclivities

— e.g., inventory mgmt. suppori, flyer design
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Merchandising Project Timelines

Working teams will make significant progress by end of 2008 ...

~Ju-08 - Aug08 - Sep08 . Oct08 Nov-G8. . Dec:08 ' Jan08 - Fen-08 . - Mar09. - Apr09 - May-09 © Jun09  °  Beyond

s . Ongoihg pmjeotrnanagemént.withregularsenlnr leam checkpoints = L
 Intemal team " £

Finalize team ?5

W FERENA
Develop praject plans

7 Phased restruzturing (H&H firsi; fallow ed by ABAY . -t

-ialighs -

* Intepnal £ extemnal restrictuting communications - |

o

2+ Talent assessment & role definitions

; e
.= Cingoing devielopment of training programs { toalkits

Attract and

SRR (e.q;, Merchant Acadamy, SLM procedures,
rElE_‘i“ the Hiring platt %<5 w0 Hire crideal roles |, L % i eumeio e Execule broader hiring plan
best peaple
s Performance measures: g Dlesign metrics } KPls g i R e " Rolioit performance metrics / KPIs: - -~ © " °

“nie Ongoing marketing redesign & rolflaul”

Prep for Ine review = &: Line réview: § .. Develop & rolloul cadence for séadonal line review @nd posi-mertern g Line review:. - Repeat semi-annual progess & -

50000 Coinm. Buyer roté Transition (Phasé through ABA). -

¥ Innovatiors Adv./CB role'elarity -2 5" Comm, Buyer role tranisition {AIl H&HS -~ % T

Identify outsourca partnars . iv; Nagotiate tanvis; develop Liisiness plans

et Test ines wilke partpers: & rollout starting spring 2009050y

- Quisourcing opp's by categery . 50

- Miltichdnnel needs ainaiyrsié & ‘goodk-betler-bes?t business case development, CAPCON % S i Execute multichannel program: oo

SLM system autcmalion analysis & business casa devalopment”.. . . 4. CAPCON- Execute SLM syslem autemalion - .

Restructuring High Performance Culture @ Marketing Redesign
Change Mgmt & Communication @ Assortment Strategy & Planning Product Devetopment Qutsourcing
@ Talent Recruitment & Training Sourcing Redesign & Multi-channel Excelience; Allocation
Commaodity Buyer Integration Planning & NR System Planning

with Merchandising
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Merchandising Organization (Preliminary)

™

Preliminary view of the future state organization (A&A) ...

Head of
Fashion

i Buyers

7] Merchandising
{71 Planning
and sourcing

Carnmodity
buyers

Merchants

Head:of - ’
e Coimpriodity

: { Baywear, Robes.

(Ghitd
W Contemp

Chief terchant

i Fashion Mereh.
{Conternp. brands

Fashion Merci

Trad, brands

e e T D e
CGut & Sew / Contemp Brandst | Trad Brands.
v Blauses C o {dessica) 1 F(Traditign, TCG)Y
= :_...'P.g_‘,B ,’ o CBB- d CB L
- - Pants Cantenip Brands ’ g
~caordinates - {Mevaday [Dresses
LR .
RN o - PR P : Cor o CBe
- Holsery, Paitles .S_\Jk.ﬂm,A(ggézmear, w. Sweaters
o it - e
" . g ca
Slespiwear, Denim - 01 | NB and PB bras

C1lAssoo CB

“Assqg: CB

 Chief Merchant |

Coamm |
[GMM
i ABA E

Fashion March,

i Fastiion March.

Y

{ Ghief Merchant |

{

Ak A

Private and Confidential

Roles

GMM: Owns P&L, shop
sirategy assoriment plan, and
banner / category customar
Leads line review and
approves of request changes
o proposed plan

Condugts hindsight analysis,
sets assortment guidelines
and projects financial impact

« Monltors trends anc

.

-

.

recommends innovative
products agrass all banners
(understands all targst
clstomars)

Buys entira line with direction
from GMM Planner
Interfaces with vandor to
review product affering and
understand product options
Quality checks vendor
deliveries

Supports CB with vendor
exacution (e.q., collects
sampies and follows up on
orders}

Provides admin support far
cB
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Agenda
7:00~-7:15 Introduction Dene Rogers
715 - 7:30 2009 ~ 2011 Financials Dave Merkley
7:30 - 9:30 Retail Strategy Dene Rogers / All
$:30 - 10:00 Retail Stores Dennis Singh
10:00 — 10:45 Real bstate Robbie Wasserman, Dennis Singh
10:45 — 11:45 Direct Strategy Rick Brown, Chris Peters, Simon Rodrigue
11:45 - 12:30 l.unch
12:30 — 1:156 Home Services Arv Gupta
1:15 - 2:00 Financial Services Rick Brown
2:00 ~ 2:45 SKU Lifecycle Management Tirm Flemming
2:45 - 3:30 Business Capability Cathy McConnell, Tim Flemming
3:530 ~ 415 susiainability James Gray-Denald
4:15 ~ 4:30 Wrap Up / Next Steps Dene Rogers
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Sustainability Roadmap

The 2009-2011 roadmap has to be practical, profitable, multi-year
and invigorate our culture with a new sense of satisfaction ...
The new AVP & Sustainability Leader will drive forward three priority areas:

Priority Areas Goal 2009 - 2011

increase the portfolio of customer facing “green”

$250 MM of incremental sales
products and services

Reduce the environmental impact of operations

Raduce $25 MM per year of net costs
and internal resource use

= Nuriure a culture of sustainability with its Associates are literate in sustainahility, motivated and
associates

abie to deliver the first two priority areas
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Vision: Green Products and Services

Sears is the #1 provider of sustainable home solutions ...

HIPS + ecOENERGY Evaluations $ 83 $112.0
« Solar Water Heater 38.0
- Rental of Tankiess 1.4
+ Rental of Powerpipe 0.1
» Rental of Furnaces & A/C 4.6
+ Sale of Tankless 0.8
» Sale of Powerpipe 0.3
- Sale of BVALC equipment 543
« Innovative Green Products 31
» Inngvative Green Services 3.1
H&H « Major Appliances $64.0 $80.0
-High efficiency shop, new signage, introduce more European
appliances, appliance recycling programs
« Eco-cleaning products 2.0
« Eco-flooring, shades, blinds, curtains 2.0
- Eco lawn mowers and yard producls 2.0
+ Organic, natural and hypo-aliergenic baby wear and products 5.0
+ Organic, natural and bamboo bad and bath products 5.0
ARA < Organic apparel $20.0 $50.0
« Bamboo apparel 20.0
+ Ethically sourced jewelry 2.0
+ Alternative health countar 8.0
Travel - Eco-adventure travel $2.0 $2.0
« Eco-tourism
= Carbon off-sets
B2B - Hotel Association of Canada: Green Keys program $4.0 $8.0
+ Wholesale of appliances to building contractors 2.0
» Corporate rewards programs 2.0
Total $252.0
Privals and Confideniial
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Vision: Sears Operations

Sears reduces its resource consumption costs by $25 million .

« 1SO 14,000 annual audits 5160k Reduced risk Annual
Distribution « Solar roofs $500k $60-90k 20+
Centres « Styrofoam recycling dinimal $100k Annual
« White goods recyciing Minimal TBD Annual
Corporate « Annual facility energy audits (worst 10% of stores) §$2.1MM $270k 10
St P « Daylighting of suitable lacations High + 40% sales 10
ores « Lease roof for solar generation None 1eent/ kwh 25
« Waste diversion at 85% TBD $1+ MM )
Waste - Cardboard bailers : $3.75 MM $1+ MM ]
= End of life disposal of customer products via Sears Low Increased sales
(carpet, electronics, appliances)
= LED spotlight conversion $8 MM $3 M 10
Electricity = Energy monitoring centre $200k $343k -
+ Electricity demand management Minimal §2158k 25
Transport « Carpooling for associates and customers $5k + Retention
nsp - SLH fleet top of class fuel efficiency TBD $4-10 MM
Backagin » Reusable break packs TBD TBD 5
ging = 5% reduction
Supply Chain » Reduce product miles to get an shelf $7-10 MM
+ Enterprise carbon management system $80k TRD
Carbon + Carbon reductions via retaining right to customers .
o : - Reduced risk
carbon emissions credits
Total $10.4 MM $22.0 MM
Frivafe and Confidentisl
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Vision: Sears Culture

Attract and retain associates by offering them a role to play in reducing
the ecological footprint of Sears as well as creating sustainable homes
and communities ...

Green teams Each location has a green team connected o Health & Motivation, monitoring of resource
) $400k $100k :
Safetly comimittees consumption
Store level Recycling, enargy and waler use posted in every store's o o
rewards hulietin boards. Competitions held, with awards given to local 5100k szzsifncc’;t ::g;i?igdc':n?;\ﬁtiaggec‘uCed
charities on behall of stores g P
Sustainability 2 x 1 hour per associate about new recycling programs and . $800k Ability to act on increased technical
training energy conservation knowledge
Personal Each employee has a ‘Facebhool like page where they can
sustainability show the changes they have made, share green links, $80k $10k Increased awareness, pride and
pages accass range of eco conient. Corporate green messages and communication
product info will he posted
Green benefils Based on regular performance metrics and environmental
plan metrics, provide points tradable for Sears gift cards on homa $50k $0.5 - 35MM Increased ratention rates
energy audit and eco-products
Charity Partner with national ENGO to offer eco programs connected ) $200k Increased community connections,
to local schocls and encourage associates o volunteer enhanced corporate reputation
Total of initiative 5630k $§1,610k+ Implement first two priority areas of
costs roadmap
Likely benefits Increase Asscciate productivity by 2-10% - TBD
Associate turnover down by 2% ($2MM / year} - minus $2,000k
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Market Research: The Canadian Citizen

Green product choices ...

. Shopping at retailers that have taken an environmental stance is gaining momentum in Canada, but has yet to
reach the consumer fully

. Today's consumers are already overwhelmed with the number of product choices on the market. Purchase
conversion among those who consider green praducts is favourable

. Conclusion: eco products that are convenient, easy, are part of habitual activity and cost comparable will have the
most success '

. Currently, the most commenly considered eco product categories are (in order)
—  “Green" cleaning products (82%)
—  Food/groceries (74%)
—  Major appliances {73%)
—  Cosmetics and accessories (43%)
~  Clothing {(31%)
— Bed and hath linen (31%)

. Though visitation to Sears in the past six months includes three in five consumers, the purchase of
environmentally friendly products at the store (3%) trails that of other retailers in the consideration set {average
9%)
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Market Research: The Canadian Citizen (If)

For the first time, the majority of Canadians — especially the 50+ group —

is personally taking responsibility for the environment and wants to do

something positive, and is willing to pay a premium ...

Problem:
= Thay don't know what to do, there are too many options
Answer:

+ Linderstand the sustainable lifestyle Canadians want and
make it easy for them to achieve that lifestyle

— Integrate products and services
— Provide simple to understand comparison charts

— Provide simple payment plans (especially whan they
show cash positive purchases)

- Pre-select products that are truly green, thereby
reducing work needed by consumer and to generale
higher trust in Sears

Environmental activities of US citizeps by age
{April 2008, Harris Interactive)

18- 32~ A4~ 83+ Total
31 43 682
Reduced the amount 61% 57% 64% T0% 63%
of energy used in my
home
Purchased more 32% 42% 47% 52% 43%
energy efficient
appliances
Purchased more 23% 26% 25% 35% 27%
locally grown food
Stopped drinking 23% 17% 19% 27% 21%
bottled waler
Purchased a hybrid 3% 1% 2% 3% 2%
car
Purchased carbon- 3% 2% 1% 1% 2%
offsets
Other 14% 20% 16% 8% 15%
Nothing 29% 31% 28% 20% 27%

Private and Confidential

157



Notes Summary:

;

S1lide 76: '"Validate #s!
Siide 122: 'In 2006, there were a number of factors that contributed to the
ocverall profile and importance of card share:

Sears Canada was in the lst year since the sale of the credil card
portfolios to JP Morgan & Chase

There was heightened awareness at Sears that we malntain our card share in
order to maintain a healthy revenue gtream from Chase, to mitigate any
potential loss because of the sale of the credit card pertfolios
Advertising and Marketing was focused on the Cards

lst time that credit revenue was posted to channel/unit P&is?
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Agenda

+ Executive Summary
« Current Situation
« Current Capitalization
« Liguidity Benchmarking
» Leverage Benchmarking
- Rating Agency Considerations
« Preliminary Conclusions
- Capital Structure Alternatives
- Next Steps & Timeline
Appendix
= Quearview of Assumptions
« WACC Benchmarking
- Rating Agency Parameters
= Cradit Ratings & Cost of Debt
« Effects of Leverage on Cost of Debt
« Asset Based Lending Market
= High Yield Market

= Summary Indicative Terms — WS, Senior Notes
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Executive Summary

Sears Canada generated approximately $1,143.7 MM of cash flow from operations between 2006 - 2009 and is
forecasted to generate approximately $500 MM in fiscal 2010

(CAD in millions)
Annual Cash Flow Cumulative Cash Flows Debt Cash
Year from Operations from Operations Repayment Balance
2006 $256.4 $256.4 - $722.9
2007 225.3 481.7 - 871.6
2008 165.9 6547.6 - 810.8
2009 496.1 1,143.7 - 1,3897.6
2010F 459.0 1,602.7 {300.0) 419.8

Total cash, restricted cash and investments (“cash”) was $1,397.6 MM at the end of 2009 and without any changes in
deht or capital structure, is estimated to be $2,704.8 MM by fiscal 2014 with debt of $4.4 MM

The Company is earning 25 bps on it's $1,397.6 MM excess cash at the end of 2009 to protect the cash from risk

In order to maximize returns, operating effectiveness and efficiency, the Board of Ditectors of the Company may
consider:

- Recapitalizing the Company’s capital structure; and

— Inlieu of other strategic uses of the cash, issue a dividend and maintain sufficient cash [ liguidity to operate
comfortably

The forward curve for the U.S. 10 year Treasury Note indicates a tise of approximately 50 bps over the next 12
months. In Canada, the bank of Canada maintained its policy rate of 0.25% and reaffirmed its conditional commitment
to holding the current rate. Futures contracts, however, now price up to 159bps in rate hikes over the next 8 mestings
{12 months) by the BOC with initial rate increases expected in mid 2010
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DRAFT
Executive Summary - Scenario Analysis

For discussion purposes, four capital structure scenarios based on base
case financial forecasts have been modeled. Under these different
scenarios, by Q3 2010 the Company is able to have approximateiy $600
MM to $2,000 MM of cash available for a dividend or other corporate
uses and still maintain sufficient liquidity to operate comfortably...

{CAD in milions} At Close (CAD in mitlions) At Close

73110 FY 2010 FY 2011 FY 2012  FY 2013 TIAG  FY 2010 Y 2011 FY 2012  FY 2013
Cash & Equivalents $531.3 $6881.1 $1,202.6 $1,857.3 $1,825.2 Cash & Equivalents $123.5 $4721 $791.3 51,1425  §1,408.8
Less: Current Portion of Debt $111.2 $9.2 $4.3 37.4 $11.2 Less: Current Portion of Debt $111.2 $9.2 $4.3 7.4 $11.2
Excess Cash $420.2 $871.8  $1,188.3 $15489 §1,814.0 Excess Cash $12.3 $462.9 $787.0 31,1381  $1,397.7
Revolver Availability $0.0 0.0 30.0 $0.0 $0.0 Revolver Availahility $400.0 $400.0 $400.0 $400.0 $400.0
Total Liguidity $420.2 $871.8 $1,198.3 $1,545.9 $1,814.0 Total Liquidity $412.3 $862.9 $1,187.0 $1,536.1 $1,757.7
Total Debt $143.1 $36.5 $27.3 $230 ESENG Total Dabt $143.1 $36.5 $273 $23.0 $15.8
LTM EBITDA $490.6 $490.2 $499.1 $813.7 $528.6 LT EBITDA $490.6 $490.2 $489.1 $513.7 $628.5
DebtEBITDA 0.3x 0.1x% 0.1x 0.0x 0.0x Debt/EBITDA 0.3x C.tx 0.1x 0.0x 0.0x
Ad]. Debt/EBITDAR 1.8% 1.7x 1.6x 1.6x 1.5% Adj. DeblVEBITDAR 1.8% 1.7% 1.8x 1.6% 1.5x%
Financing Costs {Fees and Interest) $0.5 %05 $0.0 $0.0 $0.0 Finaneing Cosls (Fees and Interasl) $8.4 $10.7 $4.0 $4.0 $4.0

{CAD In millions) Al Close fCAD in milfions) Al Close

7o FY 2010 FY 2011 FY 2012 FY 2013 7131110 FY 2010 £Y 2011 FY 2012 FY 3013
Cash & Equivalents $100.0 $3735 $668.4 $5959  $1,2384 Cash & Equivalenls $100.0 $419.8 $6581.8 39757 $1,1825
Less: Current Portion of Debt $111.2 $8.2 $4.3 374 $11.2 Less: Current Portion of Debt $i11.2 $9.2 $4.3 7.4 $11.2
Excess Cash {$11.1) §364.2 $664.1 $988.5  $1,225.3 Excess Cash {$11.1) $410.4 $677.5 $968.3  $1.171.3
Revolver Availability $336.8 $400.0 $400.0 - $400.0 $400.0 Revolver Avaitability $398.7 $400.0 $400.0 $400.0 $400.0
Total Liquidity 53257 $764.2 $1,084.1 $1,388.5 $1,625.3 Total Liquidity $387.6 $810.4 $1,077.5 $1,368.3 $1,571.3
Total Debt $631.2 $461.5 $452.3 $448.0 $440.6 Total Debt $11444  $10365 $1,027.3 $1,023.0 §$1,0156
LTM EBITBA $480.6 $490.2 $409.1 $513.7 $528.6 LTM EBITDA $490.6 $450.2 $499.1 $513.7 $528.6
Debt/EBITDA 1.3% 0.9x 0.9% 0.9x 0.8x DebVEBITDA 2.3% 2.1% 2.1x% 2.0x 1.8x
Adj. Deb/EBITDAR 2.8% 2.3x 2.3% 2.2% 2.2x Adj. Debt/EBITDAR 3.5x 3.3x 3.2x 3.1% 3.1x
Financing Cests (Fees and Interest) $25.9 $48.7 $38.0 $38.0 $38.0 Financing Cosls {Fees and Interes() $36.8 $85.8 $84.0 $84.0 $84.0

Note: Refer to p.2g for a description of the scenario assumptions. All scenarios are net of fees and reflect cash flow imipacts of each hransaction. For modeling purposes, assumed special dividend paid in Q2 2010 and
minimum cash balance of $100 MM,
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Executive Summary - Scenario Sensitivity Analysis

DRAFT

Additionally, Sears Management modeled a downside case on the four
capital structure scenarios to reflect the potential financial impact of an
ongoing recession continuing for the next 5 years...

Cash & Equivalenls

Less: Cumrent Portionh of Debt
Excess Cash

Revalver Availability

Total Liguidity

Total Debt
LTM ERITDA

DebtEBITDA
Adj. Debt/EBITDAR
Financing Costs (Fees and Interest}

7131110 FY 2010 FY 2011 FY 2012 FY 2013
$319.1 $585.2 $741.7 $862.4 $997.4
$111.2 $9.2 $4.3 $7.4 $11.2
$207.9 $a76.0 §737.4 $855.0 $988.3
$0.0 50.0 £0.0 $0.0 §c.0
$207.9 $576.0 $737.4 $855.0 $988.3
$143.1 $36.5 $27.3 $23.0 $15.6
$440.5 $397.1 $376.3 $356.4 $340.0
0.3x 0.1x 0.1x 0.1x 0.0x
2.0% 2.0x 2.0x 2.4 2.4%
$0.5 $0.5 $0.0 $0.0 0.0

FAiMe  FY 2010 FY 2041 FY 2012 FY 2013
Cash & Equlvalents $100.0 $174.8 $324.1 $441.1 $573.6
Less: Current Portion of Debt $i11.2 $9.2 $4.3 $7.4 $11.2
Excess Cash {$11.1} $165.3 $310.8 $433.7 $562.5
Revolver Availability $210.9 §400,0 $400.0 $400.0 $400.0
Total Liquidity $199.7 $566.3 $710.8 $833.7 $962.5
Total Debt $332.2 $38.5 $27.3 §23.0 $15.6
LTM EBITDA $440.5 $397.1 $376.3 $356.4 $340.8
DebtEBITDA 0.8x A% 0% 0.1x 0.0x
Adj. DebtERITDAR 2.3% 2.0x 2.0% 2.1x 2.1x%
Financing Costs (Fees and Interest) $8.4 $13.2 $10.3 $5.8 $4.0

{CAD in mittions)

Cash & Equivalents

Less: Current Portion of Debt
Excess Cash

Revaolver Availability

Total Liquidity

Total Dabt
LTM EBITBA

DabtEBITDA
Adj. DebUEBITDAR
Financing Coests (Faes and Intaresl)

At Close

71310 FY 2010 FY 2011 FY 2012  FY 2013
$100.0 $100.0 $197.3 $285.3 $381.9
$111.2 $34.0 b 57.4 §11.2
($11.1} $66.0 $193.0 32779 $380.7
$124.2 $375.2 $400.0 $400.0 $400.0
$113.1 $441.2 $593.0 $677.9 $780.7
$843.8 $486.3 $452,3 $448.0 $440.6
$440.5 $397.1 $376.3 $356.4 $340.0
1.8x 1.2x 1.2% 1.3x% 1.3%
3.2% 2.8% 2.9x 3.0x A1x
$25.9 $52.1 $48.8 $45.4 $39.5

It In mitions) lose

7i3He FY 2010 FY 2011 FY 2012  FY 2013
Cash & Eguivalents $100.0 $121.8 $211.9 $266.3 $338.2
Less: Current Portion of Debt $111.2 $9.2 $4.3 §74 $11.2
Excess Cash {3111} $112.5 $207.8 $259,0 $327,1
Revelver Availability $186.1 $400.0 $400.0 $400.0 $400.0
Total Liguidity $174.5 5125 5607.6 $650.0 $727.1
Tolal Debt $1,357.0  $1,8385 §$1,027.3 $1023.0 $1.0156
LTM EBITDA $440.5 $397.1 $376.3 $356.4 $340.0
Debl/EBITDA 3.1x 2.6x 2.7% 2.8x 3.0x
Adj. Debt/EBITDAR 4.3x 3.8x% 4.0x 4.2x 4.3x
Financing Costs (Fees and Intarest) $36.8 $88.7 $93.5 581.5 $86.7

Note: Refer to p.2g for a descriplion of the scenario assumptions. All scenarios are net of fees and reflect eash flow impacts of each transaction. For modeling purposes, assumed sperial dividend paidin Q=2 2010 and

minimum cash balance of $100 MM,
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Current Capitalization for Sears Canada

{CAD in Millions) Capitalization Cum. Cum. Adj. Current Maturity
Description $ Ya Leverage I.e\n:‘.rage1 Pricing Date
Cash and Equivalents * $1,397.6
7.45% Unsecured Notes 200.0 10.0% 0.4x 1.9x 7.45% May 20610
7.05% Unsecured Notes 100.0 5.0% 0.6x 2.1x 7.05% Sep 2010
JV Debt & Other 50.7 2.5% 0.7x 2.1%

Total Debt $350.7 17.5% 0.7x 2.1x
Net Debt ($1,046.9) (52.3%) (2.1x) {0.1x)
Total Book Equity 1,652.4 82,5%

Total Capitalization $2,003.1 100.0%

Based on LTM 1/31/10 EBITDA of: $457.6

Based on LTM 1/31/10 EBITDAR of: $619.8 l

! Adjuéted debt includes 8.0x rent expense of $122.3 million.

2 Includes $15.8 million of restricted cash.

{CAD in Millions)

$350.0 -

$14.2
$300.0 4
$250.0
$200.0 4 B 3V Debt & Other

B 7.05% Unsecured Notes
$150.0 - #7.45% Unsecured Notes
$100.0 4
$50.0
$4.3 $7.4 $4.4
v T r . e ———_
2010 2011 2012 2013 2014 Thereafter
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Liquidity Benchmarking

While most publicly traded retailers have a revolver as part of their
liquidity mix, Sears Canada has operated since 2009 without a revolver,
relying on its significant cash position to provide liquidity...

$200 MM Revolving Credit Facility Repaid I Average Ligquidity: $918 million
(CAD in millions)

$1.500 7 \

$1,200

$1,481

§1,216
B

&

4300 |

$600 - Target Liguidity:

$350 + MM

$300 A

Q1'07 Qz'a7 Q3'07 Q407 Qi'o8 Q2 '08 Q3'08 Q4'08 Ql'o9 Q2'09 Q3'09 Q4 '08 Q1 '10E Q2 'i0E Q3'10E Q4 '10E

# Cash # Available Borrowing Capacity

e; Bears Canada public filings
evolving credit facility expired in December 2008. &

udes availability under carrent letler of eredil fac d cagh

y. Ineludes resliri

100.0% -+
80.0% -
60.0% -
40.0% -

20.0% -

1

Sears Canada Department Store Median Comparable Retaiters Median

2% Cash & % Revolver Availability

Source: Sears Canada and public campany filings. Departnent stares inelude Relk, Dillards, J.C. Peaney, Kohl's, Magy's, Nordstrom and Sears Holdings, Comparable Retailers include Advance Auto Parts, Capadian Tire,
I¥iek's Sporting Goods, Dollar Tree, Family Dallar, O'Reilly Auto Parts, Petsmart, RadioShack, Rons and Rass Stores,
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Liquidity Benchmarking

Sears Canada evaluated several liquidity metrics of comparable
companies to benchmark their appropriate liquidity levels ...

(1) Multiple of Inventory net of Payables: 1.1 X $180 MM (Avg. 2010E Inventory net of AP) = $200 MM
(2) Percentage of Sales: 10.3% of $5,366 MM (2010E Sales) = $551 MM

Overall Median: 1.1x
3.0x
2.0x
1.0x
E N/M
0.0x A—* L . e
Sears Nordstrom Macy's . C, Kohl's Dillard's Belk Sears  RadloShack Rona Ross Stares  Fammily Petsmart  Dollar Tree Dick's Advance O'Reilly Canadlan

30.0% -‘ 27.8%

Overall Median: 10.3% I

25.0%

20.0% 15.9%

15.0%
11.5% 10.6%
10,0% -

5.0%

0.0% J

Sears 1c delk Plflard’s Macy's  Nardstram Sears Kahl's RadioShack Canadian Rona Dollar Tree Family Petsmart  Ross Stores  Advance Dick's O'Reilly
Canada Penney Holdings Tire Daliar Auto Parts

Source: Public filings. Frivate and Confidential




Liquidity Benchmarking (cont.)

DRAFT

To support working capital, LCs and maintain an appropriate cushion,
Sears Canada should have access to a revolver in the $400 MM range ...

(3) Multiple of Max Peak to Trough WC: 1.6 X $180 MM = $288 MM |
(4) SCC Max WC Change ($180 MM) + SCC LCs ($20 MM) + Cushion/Other ($185 MM) = $385 MM

6.0x 1

5.0x 1

4,0% -

3.0% -

2.0x

1.0x

0.0x -

Dibiard's Sears Kohl's Bek

Overall Median: 1.6x J

Macy's Nordstrom 3. C. Penhey  Advance

Family Dollar Rass Slares Rona Patsmart Dallar Tree

Auta Parts

$246.8

$246.8

$246.8

$208.8 $213.0

$253.7

1

]

Average Peal: $180 million '
$242.6 ¢

$231.1

$156.9 $156.9

$112.2 i34

$112.2  $112.2

Q207

Ql1'07
Source: Publie filings.
Naote: Working capital is calculated as accounls receivable plus inventory less accounts payable

Q307 Q4'07 Q1'c8 Q2'08

Q3 '08

T T

Q110 Q2 '10

Q1'09

Q4 '08 Q3'09 Q4'09 Q3'10

Q4 '10

Q2 '09
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Liquidity Benchmarking (cont.) - Additional Liquidity — Real Estale Monetization

Sears Canada has access to other liquidity options including approx.
$470 MM of owned and $343 MM of joint venture real estate...

Sears Owned Propetiies Sears Joint Venture Properties
Land Market Sears
Building Area 2003 Estimated 9V Value @ Market

Location % Channal Area {sq.ft)  {acres)  Market Value Location Interest 100% Value
Quebec Levis, Quebec - Excess land - 1.0 $1,100 St. Jerome, Quebec 60.0% $124.0 $62.0
Burmaby Metrotown, BG Excess land - 1.0 31,818 St. Jean, Quebec 50.0% $892.0 $46.0
Chicautimi, BC Excess land - 2.0 $2,585 Lasalle, Quebeac 50.0% $214.0 $107.0
Quebsc Fleur de Lys, Quebac Full Line Store 210,885 12.0 315,400 Drummendville, Quebes® 50.0% 5710 $35.5
Kitchener, Ontaria Full Line Store 177,230 12.6 $13,865 Lasalle, Quehec 50,0% $9.5 $4.8
Windsor, Ontaric Full Line Store 305,628 18,5 $24,150 St. Jean, Quebec 50.0% $4.5 323
Peterborough, Ontario Full Line Store 104,418 6.8 $8,180 Hull,, Quebes 15.0% $62.9 $9.4
Barrie, Ontaric Fuil Line Store 117,473 10.5 $8,825 Trois Rivieres, Quebec 15.0% $141.0 $21.2
Trois Rivieres, Quebee Fuil Line Store 144,677 8 $10,566 Winnipeg, Manitoba 20.0% $94.0 $18.8
Montreal Place Vertu, Quebec Fuil Line Store 197,052 13,4 $9,460 Chatham, Ontario 50.0% $13.0 $6.5
Quebec Levis, Quebec Full Line Stare 125,258 8.9 $9,240 Medicine Hat, Alberta 40.0% §73.7 $20.5
Newmarket, Ontario Full Line Store 144,923 12.0 $12,495
Charlottetown, PE| Full Line Store 108,400 156.0 11,760 $899.6 $342.9
Calgary North Hill, Alberta Full Line Store 237,816 12.9 $20,805
Winnipeg Garden City, Manitcha  Full Line Store 02,306 10.8 $6,000
Chiliiwack, BC Ful Line Store 97 014 10.68 $6,740
Burnaby Metrolown, BC Full Line Store 278,916 12.3 $19,380
Newmarkat, Ontario Home 35,500 4.0 $3,150
Regina, Sask. . Home 43,000 3.2 $3,380
Edmonton Sih Land, Alberta Trailer parking - 3.0 $1,425
Belleville & SLH, Ontario Warehouse 1,813,086 242.0 $63,000
Regina Parkway, Sask, Warehcuse 283,694 334 $11,000
Regina Broad, Sask, Warehouse 870,023 13.2 $24,000
Calgary NSG Includes Slh, Alberta Warehouse 682,467 45,7 $46,000
Vaughan NSC includes Slh, Ontario Warehouse 925,472 7.3 $56,000
Manireal, Quebec Warehouse 1,639,457 84.9 $67,000
Port Coquillam, BC Warehouse 96,137 11.5 $12,800

Totals 8,730,642 686.5 $470,131

Source: Sears Canada dat: . ) oy
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Adjusted Leverage Benchmarking

Given Sears Canada’s cash flow and lack of new store growth, its
leverage level is lower than the median adjusted leverage of 3.2x of its
competitors ... :

o —
Sears Canada  Sears Macy's  J.C.Pentey  Difiard's Belk Nardstrom Kekl's Radloshack Pick's  Family Daflar  OReflly Potsmart  Dollar ree  Canadian Tite Rana Advance Auto  Ross Stores
Holdings Parts

Sears Canoda Sears Holdlngs Macy's Dillarg"s 1. . Pepney Nordstrom Botk Kehl's bDlek's O'Relity RadioShack Petsmart. Family Dollar Daoltar Trea  Advance Aula Rona Canadian Tice  Ross Storcs
Parts

Note: Sears Canada operating leases capitalized at 8,0x, 8CC data as of Q3 og.

roer ic o Ii . y it
Source: Public company Elings Privata and Confidentia} 12
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Adjusted Leverage Benchmarking (cont.)

4.0% 4

3.5x Peer Group Median: 3.2x

3.0x

26x 2.4x% 4X

I
T
x

2,0x -

1.5x

1.0%

0.5%

0.0x%

Q1'07 Q2'07 Q3'07 G4 '07 Ql'n8 Qz'08 Q3'08

-

—

Q4'08  Q1'0% Q2'09 Q3'09  Q4'08

3.0x Peer Group Median; 2.8x
2.5x

2.5% 1

2.0x 4

1.5x
1.5x% 4 :

1.0x

1.0x%

0.8x 0.7
0.5x

0.5%

0.2%

o1

0.0x% +—

oo
(0.3%)

{0.8x%)
Ql'n7  Qz2'07 Q3 '07 Q4 'a7 Q1’08 Q2'08 Q308 Q4 '08 Q1'09 Qz2'09 Q3 '09 Q4'0% Q1'10E QR2'I0E Q3'LOE Q4 '1CE

{0.5%) -

{1.0x) -

Source: Sears Canada filings and estimates aceording to 2010 Plan, Peer group median comprised of comparable sized retailers and department stores,

1Includes restricted cash. ) ) .
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Rating Agency Commentary

o

DRAFT

Sears Holdings: Rating: Ba2 / Stable
Sears Canada: Rating: Ba1/ Stable

“The Bal corporate family rating recognizes Sears Canada's

solid franchise and strong credilt metrics. Tt also recognizes

the potential impact on financial policy of decisions that Lould

be made by its ullimate 74% owner, Sears Holdmgs
. (Corporate Family Rating Ba2).”

--Marie Menendez, Moody’s, 7/20/09

- . g, . . PN . e

What could change the rating up?
Due to Sears Canada’s potential for an aggressive financial
policy, an upgrade is unlikely.

- Pasitive momentum could result if Company reduces debt
tevels through free cash flow generation and the retail
business sustains operating margins greater than 7%.

= Additionally, continued financial policy bafance at the parent
company is necessary to gain upward rating momentum.

What could change the rating down?

» Financial policy changes such that it takes on additional debt to
finance dividends.

= Company's operating performance declines leading to
deterioration in operating margins and liquidity.

- Debt to EBITDA exceeding 3.5x and operating margin
sustained below 2.0%.

= Financial policy decisions at the parent company that are a
clear detriment to debthoiders or increases the risk profite.

Source: S&P 2ud Moody's.

Sears Holdings: Rating: BB- / Stable

Ratings reflect the relatively high business risk associated W|th
Sears depariment stores and Kmart discount stores, weak
profitability relative to its peers, and S&P's expectation that both
concepts will stilt face challenges in improving sales and store
productivity.

Parent company’s use of cash flow to fund share repurchases
and its diminishing reinvestment of cash for capital
expenditures also causes concern.

What could change the rating up?

Will likely not consider a higher rating until a sustained recovery
in sales is achieved at both Sears and Kmart, which more
successful merchandising strategies would fuel.

What could change the rating down?

The current sales recovery reverses or if profitability is worse
than expected because of poor execution or greater than
expected sales pressure from weakening consumer spending.

- Sales and operating margins at Sears Holdings decrease
such that total debt to EBITDA approaches 5x.

Share repurchase activity is higher than expected.

- “The company's short-term credit factors include a weak

business profile and below-average operating margins.

" Because Sears participates in the highly competitive low-to-

" are not high.”

Private and Confidential

moderate department store sector and the highly competitive

- discount departiment store sector, we believe its prospects for

a material improvement in market position and profitability

--Ana Lai, S&P, 2/2 5/10 - 3
o e P e
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Case Study: Sears Canada 2005 Dividend

in 2005, the impact of the special dividend to shareholders was a ratings
downgrade from Baa2 to Ba1 and a corresponding drop in equity value
equal to the amount of the dividend...

November 16, 2008: Moody’s
downgrades Sears Canada fo Baf dus

Pre-Deal Metrics (LTM 10/1/05): to closing of sale of credit husiness and
| Adjusted | everage: 3.2x March 7, 2005: Moody's September 14, 2005: pubficly-stated intantion to pay 8 $2.0
$40.00 - assigns first fime rating fo S&P gowngrades Ssars bifion special dividend .
PF Post-Deal Melrics (ITM 12/317051; Sears Canada of Baa2, Fioldings to BB+,
I Adjusted Leverage: 3.4x Rating placed on review
$35.00 - for possible downgrada. \ ]

$30.00 +

: I - $25.00
_“The downgrade results from the

closing of the sale of Sears Canada’s :
* credit business to JP Morgan Chase for | $20.00 1

CAD#$2.3 billion, and Sears Canada’s . : _ y s, i
" publicly-stated intention to distribute ~ ; $15.00 A (31 2008 4P
. 100% of net proceeds, or roughly ‘ : ml;g;fl hase aniared Seplember 15, 2005: f
CAD#$2 billion to stockholders via a k) . Svars Canada annovnced
. o T ) R inte an agreement wilf o . . .
_ special dividend ~ indicatinga - © $10.00 Sears Canada lo acquirs it wil pay & $2.0 biliion December 9, 2005. Sears
* significantly moré aggressive financial - Sears Canada's crodit dividend after pompie;mg GCanada pays a §2.0
Tliey.” s ¢ i S the sale of its credif tifion special dividend
. policy. ! and financial services busingss. The pavout is and foses $2.0 billion of
- ) f & 5.00 A ine Lo )
g. Angela Jameson, Moody s, 11_/1.!6/05.? $ business. equivalont In $18.75 a oty vale,
e E share.

$0.00 ; . . ; . -
Jan-05 Feb-05 Mar-05 Apr-05 May-05 Jun-G5 Jul-05 Aug-05 Sep-05 Oct-05 Oct-05 Nov-05 Dec-05

Source: Capital IQ.
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Conclusions: Current Capital Structure

In lieu of an alternate use of excess cash, Sears Canada should consider
recapitalizing the Company to allow a significant dividend to be paid to
shareholders ...

= Sears Canada maintains an underlevered capital structure compared to its peers
~ Q3’09 Adjusted leverage of 2.2x is below a peer group median of 3.2x
— Debt to capitalization is approximately 12% versus the peer group median of ~35%

- Potential to optimize its capital structure and reduce cost of capital through a recapitalization

The Company generates significant free cash flow and has averaged over $900 MM of liquidity since 2007

~  Covers internal working capital {inventory net of payables) requirements by a multiple of 3.2x versus
peer median of 1.1x

~ Based on a peer analysis, Sears Canada should maintain approximately $350 to $450 MM of liquidity

The Company’s current capital structure and resulting credit metrics support an investment grade rating;
however, the rating agencies have awarded a lower rating due largely to the controlling vote of Sears
Holdings and potential for aggressive financial policies

- Subject to consultation and agreement with the rating agencies, Sears Canada should be able to
increase adjusted leverage to 3.0x, which would keep Sears Holdings leverage below 5.0x, and
maintain current ratings for both Sears Canada and Sears Holdings

« Sears Canada could raise up to $1,500 MM in credit while maintaining its financial flexibility to comfortably
execute it's business plan and to provide sufficient liquidity

Private and Confidential 18
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Capital Structure Alternatives

Frivate and Confivential
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Recapitalization — Asset-Based Facility

The first source of debt could be raised by issuing a facility secured
by inventory and accounts receivable ...

Pros Cons

Undrawn Other Costs,
Type of Debt Fixed/Floating Interest Rate Upfront Fees  Commitment Fees Other Than Interest Security
ABL Floating: Bankers Acceptance 1% to 2% of 0.75% to 1% of Rating Agency and Secured Against
(BA) + 350G to 400 bps Notional Undrawn Amount  Admin Fees and Lega!l Inventory
No BA Floor Costs

Term: 3/4 Years
Current Interest Rate 4.5%

Private and Confidential



Recapitalization — High Yield Notes
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The balance of debt could be raised in the high yield market ...

Pros

Cons

Other Costs,

Type of Debt Fixed/Floating Interest Rate Underwriting Fees Other Than Interest Security
High Yield $400M-$700M Notes: ~2.0% of Notional Rating Agency and None
Notes Fixed: 7.50% area Admin Fees and Legal
$1,000M Notes: Costs

Fixed: 7.75% area
Term: 7-10 Years

Private and Confidontial
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Canada Only Solution

Canadian market has capacity to support a meaningful sized transaction
while offering pricing and hedging cost benefits relative to a U.S. issue...

« The Canadian high yield market remains extremely active and open to broad range of issuers
Structural changes in the market will continue to support demand from quality high vield issuers

- Upcoming changes to income trust model removes large supply of vield product from the rmarket
~ Shift in investor landscape has resulted in broad distribution of recent issues

« The CAD investor base has depth and has priced offerings aggressively relative to U.S. levels
- Recent Garda and Cascades issues have priced inside of U.S. levels on a swapped-equivalent basis
- Sears Canada, a well known Canadian brand entity, could raise up to C$750MM in the Canada

= Given requirement for CAD, there are certain considerations relating to cross-currency swap for U.3. issue

- Given the anticipated tenor and size of the HY transaction, the impact of a currency swap will be
material to Sears’ overall new issue costs

- Term cross currency interest rate swaps require significant credit lines generally ranking pari passu
with senior secured debt or ABL facility i.e. 5 yrs approx 35%; 7 yr approx 40% of notional principal
($500MM x 35%-40% = USD 175-200mm)

« Covenant package would be same in Canada and U.S. from an economic and bondholder rights perspective
« Lower transaction costs than U.S. market — not required to become a registered U.S. filer
= Simple and quick issuance process — short form prospectus or private placement offering memorandum

-~ Canadian prospectus allows retail as well as institutional distribution

U.S. dealers can be recognized with co-manager roles in a Canadian transaction

Frivaie and Confidential 20




DRAFT

Canada Only Solution — Pricing Compatrison

Canadian issuers with bonds in both the U.S. and Canadian markets have
traded tighter in Canada ...

Recent high yield issuers that came to both the Canadian and U.S. markets simultaneously include Garda and
Cascades

Garda came to market in March, 2010 with a 2-tranche Canadian and U.5. deal:
- Canadian tranche was a C$75MM 9.75% 7-year issue with a yield at issue of 10.12%

- U.S. tranche was a US$250 9.75% 7-year issue with a U.S. yield at issue of 10.12% (swapped to CAD
equivalent of 10.28%)

Cascades came to market in November, 2009 with a 2-tranche Canadian and U.S. deal:
- Canadian tranche was a C$200MM 7.75% 7NC4-year issue with a yield at issue of 7.90%

— U.S. tranche was a US$500 7.75% 8NC4-year issue with a U.S. yield at issue of 8.00% {(swapped to CAD
equivalent of 8.06%)

For Canadian issuers with more liquid Canadian and U.S. bonds outstanding, the Canadian market continues to
trade tighter

CDP Financial

- In Canada, the $1Bn 4.60% Jul/2020 bond trades at a yield of 4.64%

_ Inthe U.S., the US$1.75Bn 4.40% Nov/2019 bond is trading at 4.62% (swapped CAD equivalent is 4.95%)
TransCanada

- In Canada, the $150MM 9.45% Mar/2018 bond trades at a yield of 4.56%

~ Inthe U.S., the US$850MM 6.50% Aug/2018 bond is trading at 4.53% (swapped CAD equivalent is 4.90%)
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Financing Discussion — Scenario 1

DRAFT

Transaction Summary:

~ Repay existing 2010 Notes as they mature with cash on hand

» Special dividend of $600 million to maintain approximately $400 million of liquidity
Advantages:

= No incremental fees and expenses through debt issuance

Issues for Consideration:

= Resulting leverage does not optimize the Company’s cost of capital
= Resulting leverage is well below industry norms

= Unusual for a publicly traded retailer to not have a revolver in its liquidity mix

Private and Confidential

22




DRAFT
Financing Discussion — Scenatio 2

Transaction Summary:

= $400 million new ABL Revolver

= Repay existing 2010 Notes as they ‘mature with cash on hand or revalver borrowings
« Special dividend of $1.0 billion to maintain approximately $400 million of liquidity
Advantages:

= Ample operating flexibility

« Opportunity to capitalize on strong ABL market conditions today

Issues for Consideration:

= Issuance of new ABL Revolver will require blocking availability prior to maturity of the existing notes; upon
repayment of the notes the block is released

= Resulting leverage does not optimize the Company's cost of capital

= Resulting leverage is well below industry norms

Frivate and Confidential
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Financing Discussion — Scenario 3

Transaction Summary:

« $400 million new ABL Revolver
« Up to $425 million new Senior Notes
« Target tenor of 7 years or longer
« Repay existing 2010 Notes as they mature with cash on hand or revolver borrowings
. Special dividend of $1.5 billion while maintaining approximately $325 million of liquidity
Advantages:
= Long term capital structure with ho near-term maturities
= Ample operating flexibility
= Opportunity to capitalize on strong ABL and HY market conditions today
= Company generates sufficient excess cash to repéy Senior Notes prior to maturity
= Likely maintains credit ratings

Issues for Consideration:

- Issuance of new ABL Revolver will require blocking availability prior to maturity of the existing notes; upon
repayment of the notes the block is released

= Increases foreign exchange risk
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Financing Discussion — Scenario 4

Transaction Summary:

» $400 million new ABL Revolver
« Up to $1.0 billion new Senior Notes
= Target tenor of 7 years or longer
= Repay existing 2010 Notes as they mature with cash on hand or revolver borrowings
« Special dividend of $2.0 billion while maintaining approximately $375 million of liquidity
Advantages:
« Long term capital structure with no near-term maturities
= Ample operating flexibility
= Opportunity to capitalize on strong ABL and HY market conditions today
- Company generates sufficient excess cash to repay Senior Notes prior to maturity

Issues for Consideration:

« Issuance of new ABL Revolver will require blocking availability prior to maturity of the existing notes; upon
repayment of the notes the block is released

« Increases foreign exchange risk

Private and Confidential
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Financing Discussion — Credit Ratings Impact

DRAFT

For the four capital structure scenarios modeled, the implied impact on
Moody’s credit ratings metrics for Sears Canada is ...

Rating Category
Debt / EBITDA
RCF / Net Debt
EBITA / Interest
FCF / Net Debt
CFO / Debt

Rating Category
Debt / EBITDA
RCF / Net Debt
EBITA / Interest
FCF / Net Debt
CFQ / Debt

At Close Implied FYE Implied
7/31/10 Rating | 1/31/11 Rating
1.8x Aa 1.7x Aa
78.6% Aaa 190.6% Aaa
6.7x% A 8.2% Aa
79.2% Aaa 124.0% Aaa
54.7% Aaa 45.4% Aaa

At Close Implied FYE Implied
7/31/10 Rating [ 1/31/11 Rating
2.6x A 2.4x% A
28.3% A 37.8% Aaa
4.2x Baa 4.8x Baa
28.5% Aaa 23.8% Aa
37.2% Aaa 30.4% Aa

Rating Category
Debt / EBITDA
RCF / Net Debt
EBITA / Interast
FCF / Net Debt

~CFO / Debt

Rating Category
Debt / EBITDA
RCF / Net Debt
EBITA / Interest
FCF / Net Debt
CFQ / Debt

At Close Implied FYE Implied
Z7/31/10 Rating | 1/31/11 Rating
1.8x Aa 1.7% Aa
45.4% Aaa 69.2% Aaa
6.3x A 7.6% Aa
45.7% Aaa 14.9% Aaa
54.4% Aaa 45.1% Aaa

At Close Implied FYE Implied
7/31/10 Rating | 3/31/11 Rating
3.5x Baa 3.3x Baa
19.1% Baa 23.1% A
2.9% Baa 3.2x Baa
19.3% Aa 13.8% Baa
26.2% Aa 20.2% A

Note: For illustralion purposes only. The raling agencies may derive a different finaneiul impactund award a rating thal may differ from our esiimales and resulting implied rating.
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Next Steps and Timeline
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Concurrent offerings minimizes execution risk / maximizes transparency
with rating agencges and investors ...

Week 1 Organizational Meeting and Initial Due Diligence Organizational Meeting and Initial Due Diligence
Begin drafting Confidential Information Memorandum Begin drafting Offering Memarandum ("OM")
("CIM") Begin drafting rating agency presentation
Begin drafting rating agency presentation

Week 2 Presentation with rating agencies Presentation with rating agencies
Finalize term sheet Continue drafting OM
Continue drafting CIM Begin drafting Description of Notes (“DON")
Begin drafting credit agreement Begin drafting roadshow presentation

Week 3 Anngunce transaction Continue drafting OM, DON and roadshow
Deliver term sheet to potential Agent banks presentation
Lender meeting

Week 4 Negotiate credit agreement Finalize OM and DON

Week 5 Receive ratings Receive ratings
Finalize credit agreement Finalize roadshow presentation

Week 6 Analyst due diligence call

Print and mail bond OM

Week 7 Lender commitments due Announce high yield transaction

Distribution of documentation Roadshow hegins
Weeks 8 & 9 Comments on documentation Roadshow continues

Finalize documentation
Close transaction

Private and Confidential
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Print and mail final OMs

Close Transaction
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Overview of Assumptions

We modeled the four scenarios based on current expectations (Base
Case) and a more conservative forecast to stress test liquidity
(Downside Case)...

Increase in 2010 of 3.2% followed by 2% growth
through 2017

Dacreases of 8% in 2010, 2% in 2011, and 1.5% in
2012 and 2013, followed by and 0% revenue growth
through 2017

Gress margin improvement of 134 bps through 2017 1o
40.3% from 2010 gross margin of 38.7%

Gross margin eresion of 75 bps to 2014 level of 38.2%
from 2010 gross margin of 38.9% and remaining
consiant through 2017

Fram 2010 to 2017, payroll and benefits increase to
18.0% of revenus from 2008 level of 17.2%

From 2010 to 2017, payroll and benefits decrease on
an ahselute basis but, as a percentage of revenue,
expariences an increase to 18.2% of revenue,
representing the fixed nature of payroll

Maintain current efforis to reduce inventory. Decrease
inventory from 3852 MM in 2008 to $588 MM in 2012 at
which time inventory grows at a flat rate of 1.5% per
annum

Inventory increases each year from 2010 to peak in
2012 af $950MM and then Is forecast to he reduced to
current levels by 2017

Days payable reduced from 88 days 1o 80 days from
2010 to 2017

Days payable reduced from 68 days to 45 days by
2014 to reflect the risk that vendors decide net to
provide credit fo SCC

Current registered pension plan solvency deficit of $220
MM amortized over 5 years beginning in 2012

Private and Confidential

Curren! registered pension plan solvency deficit of
$220 MM amortized over 5 years beginning in 2012
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WACC Benchmarking

« To caloulate the Weighted Average Cost of Capital (WACC), we take a weighted average of the cost of equity and the cost of debt
= To derive the cost of equity we apply the Capital Assst Pricing Model (CAPM) using a 2-year adjusted beta and small company size
premiums where apglicable per ibbotson’s 2009 yearbook
- To derive the cost of debt we use ihe YTW of medium-term Company notes where applicable or use an estimated YTW fram our cost of
debt vs. adjusted leverage analysis, applying 25 bps new issue premium to both and a country-specific standard statutery tax rate to
calculata the after-tax cost of debt

Group Modiam 48 Growp Modian: .83 !

2.00
i.80
i.e0
1.40
1.20
1.00
0.80
.60
0.40

1.65

Kaohi's Sears 1. C. Belk Nardstrom Macy's Diflard's Family Rona Dollar Tree Canadian  Q'Reilly Ross Advance Petsmart RadinShack D
Canada Holdings Penney Daollar Tire Stores Auto Parts

Broup Median: 26% Group Medians 5%
100%
80%
60%
A0%
20%
% . T v )
Sears Koh!'s Sears  Nordstrom J. C. Dillard's Belk Macy's Ross Dick's Family Dollar Tree Advance O'Rellly  Petsmart Rana  RadioShack Canadian
Canada Holdings Penney Steres Dofiar Auto Parts Tire

Source: Bloomberg, Company filings and Morningstar.
Note: Used SIHILD adjusted beta when caleulating Sears Canada’s cast of equity due to Company’s low {loal %. Debt/Capitalization as of Q3 "09.
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WACC Benchmarking (cont’d)

§ £BTE T & =
AR T . 75 et

| Group Madiam 4.1% Group Median: 4.1%
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6.0% 5.9%
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3.0% ]

2.0%

1.0%

0.0% 3 e i o - . . E
Sears Macy's Helk Dillard's Rass Canadlan Dollar Tree  Family Rona Advance Patsmart  O'Reilly Dick’s  RadioShack
Canada Penneay Huldnas Stares Tire Dollar Auto Parts

24.0% Group Median: 10.4%

20.0%

13.3% 14.1%

16.0%

12.0% .00 a.3% 5% 1000 0.0k 108%  1L1% 112%
8.0%

4.0%
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Theoretical Optimal Leverage Level

« Weighted Average Cost of Capital ("WACC"} is the factor used by equity analysts to
discount future Free Cash Flow in order to determine their view on the theoretical fair
value of the enterprise

14.00% -

I $3,000
13.50%

F 2,500
13.00% -

I $2,000

3

0, -

; 12.50% L 41,500
12.00% A I $1,000
11.50% A L $500
11.00% - $0

1,6% 2.0x 2.4x 2.8x 3.2x% 3.6x 4.0x 4.4x 4.8x 5.2x 5.6x
Adjusted Leverage

Theoretical TEV ~#- WALCC

Note: All caleulations use markel price of debl per Wells Fargo estimates,
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Rating Agency Parameters

« Moody's approach to rating the retail sector relies upon a common set of credit considerations which can be distilled down into
six key rating factors: Business and Cash Flow Volatility, Market Posntionmg, Execution Ability, Real Estate Assets Positioning,
Financial Policies, and Key Indicator Ratios

« Each of the six factors is comprised of sixteen sub-factors, of which nine have quantitative elements and seven are purely
gualitative '

Rating Factors Factor Weighting i Relevant Sub-Factor Sub-Factor Weighting |
Product Volatility . 6.0% :
Business & Cash Flow Volatility 13.0% Geographic Diversification 4.0%
Seasonality ef Cash Flow From Operations 3.0%
Scale 10.0%
Market Positioning of a Retailer 26.5% Segrrental Market Share & Competitive Position 10.0%
Cost_Efficiency and Profitability 6.5%
. - a Quality of Merchandising 5.0%
Execution Ability 12.0% Supply Chain 7.0%
- Investments in Store Quality 2.5%
Real Estate Assets Positioning 7.5% Barriers Lo Entry 5%
Financial Policies/Liquidity 8.0% 8.0%
Debt / ERBITDA 8.0%
RCF / Net Deht . 8.0%
Key Indicator Ratios 33.0% EBITA / Interest 7.0%
FCF / Net Dabt 3.0%
CFO / Net Debt 7.0%
Total 100.0%

= When examining credit metrics, Moody’s utilizes metrics which measure both the absolute capacity of the issuer to service its
debt and the size of the debt burden relative to that of peers

- Leverage ratios aim to capture how easily an issuer can repay its debt
= Coverage and return ratios focus more on the ability to service its debt prior to repayment

= Different measures of cash flows {e.g. EBITA or EBITDA, retained cash flows, cash flows from operations, and free cash flows)
aim to isolate different movements in cash flows
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Rating Agency Parameters (contd)

Rating Category Aaa Aa A Baa i Ba : B Caa
a) Debt / EBITDA < 1.25x% 1.25x-2.25x [ 2.25x -3.0x 3.0%- 4.0x 1| 4.0x - 5.0x ! 5.0x - 6.5% > 6.5x
b} RCF / Net Debt > 36% 30% - 36% 22% - 30% 14% - 22% : 12% - 14% |t 8% -12% < 8%
c) EBITA / Interest > 10x% 7.0x - 10.0x 5.0x - 7.0x 2.5%x-5.0x !l 1.5x-2.5% i 1.0x -1.5x < 1.0x
d} FCF / Net Debt > 25% 18% - 25% 14% - 18% 12%-14% 1] 9% -12% Jt 0% - 9% Negative
e} CFO / Debt > 35% 25% - 35% 20% - 25% 13% - 26% i 9% - 13% f 6% - 9% < 6%

U ——

= Moody's five indicator ratios;

Debt/EBITDA: Debt incorporates all adjustments Moody’s customarily makes to debt figures, including operating leases
using a factor of 8x, pensions, and other off-balance sheet arrangements deemed to be debt-like

Retained Cash Flow/Net Debt: Retained cash flow is defined as cash flows from operations before working capital changes
minus dividends. It aims to capture the ability of cash flows from operations {o repay net debt

EBITA/Interest: EBITA/Interest is a measure of interest coverage, adjusted for Moody’s capitalization of operating leases;
interest expense incorporates the “interest component” of rents (1/3), and depreciation incorporates the “capital component”
of rents (2/3)

Free Cash Flow/Net Debt: Free cash flows are all cash flows excluding cash flows from financing activities and reflect the
cash flows truly available to repay debt

Cash Flows from Operations/Gross Debt: Cash flow from operations typically equals the cash flow from operations after
working capital reported by retailers; this metric is also adjusted to add back the capital component of operating leases

= While Sears Canada’s credit metrics are in line with those of an investrment grade company, the Company’s relationship with
Sears Holdings, along with the anticipation of a dividend paid to its parent, gives it a rating in the Ba range.

FYE Implied FYE Implied
Rating Category 1/31/08 Rating | 1/31/09 Rating
Debt / EBITDA 2.1x Aa 2.1x% Aa
RCF / Net Debt 111.8% Aaa 94.4% Aaa
EBITA / Interest 5.0x% Baa 6.3% A
FCF / Net Debt 33.9% Aaa 14.3% A
CFO / Debt 22.5% A 18.7% Baa
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Credit Ratings & Cost of Debt

DRAFT

For comparably rated companies, the range of pre-tax cost of debt and
after-tax cost of debt was 6.7% to 13.9% and 4.1% to 8.5%,
respectively... |

15.0% B-/B3 B/B2 B+/B1 BB-/Ba3 BB/Ba2 BB+/Bal
. a7
13.9%
12.0%
s e g e Ll s e e e e
7.8%
6.0% -
3.0%
0.0%
Pre-Tax Cost of Debt After-Tax Cost of Debt = SCC Pre-Tax Cost of Debt == = SCC After-Tax Cost of Debt
Median Adj. Lev.: 6.9 6.4% 5.3%x 3.8x 4.0x 2.7%

Souree: Capilal IQ, Bloomberg and Company filings

Nale: B- Companies include BBI, BONT, Burlington: Coat Factory, BWS, CHRS, Claire’s Stores, DDS, Duane Reade, Michaels Stares, NBC Acquisition Corp, PBY, RAD and SKS; B Companies include Neiman Marcus,
ODP, OMX, ‘L'oys “R” Us and VST; B+ Campanies include ETH, Eye Care Centers of America, FL, GCO, IIGG, JAS, PSS and SBII; BB- Companies include Ace [1ardware, DG, JCG and SHLD; BB Companiesinclude JCP,

LTD, M, PIETM, RCII and RSH; BB+ Companies inelude AAP, GME and GBS
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Effects of Leverage on Cost of Debt

DRAFT
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Asset-Based Lending Market

Benchmarks would indicate that Sears Canada should expect to pay a
facility spread of between 3.5% to 4.0% on a 3 to 4 year deal for a
credit rating similar to Sears Canada rating of BB-/Ba1 ...

ABL Financing Comparables

Borrower N Tindustry """ Rating ' Close Date Size ($US MM) Facility Type  Maiurity ‘Deawn (bps}: | oo Undrawn (ops) "LiBORFigor 7 iCérIaments“ I
Michaels Stores Retail B-/Caal Feb-10 $800 Revolver 4 Years 360 bps . 63 bps nfa Refinance existing debt
‘Shopkd Stares: Revdlvar

Revolver Refinance existing debt

Bul’i::nglon Gaal Factory 4 Yaars

Revalver

C&S Wholesale Grocers Revolver 4 Years

Revalver

RSC Holding Il Ba3BB

Ravalug)

"Refinance existing dobt

n P
. Utilizalion < $150 MM =75 bps
. Ulilization > $150 MM = 75 bps

Skechers USA ing Consurner NR Jun-09

2.50%

Reval\}t-ar 100 bps General Corparate Purposas

Refinance exisiing debt

Utilization =< 33% = 100 bps 1.50%
Utilization < 67% = 75 bps

Utilization > 67% = 50 bps

Refinance, sxisting debl’

The drawn spreads are priced in addition to LIBOR. In Canada the spreads would be priced in
addition to bankers acceptance (BA) not LIBOR
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High Yield Market

DRAFT

interest rate spreads have tightened significantly. Currently, Sears

Canada could expect to pay approximately 7.5% to 7.75% for a bond

maturing in 7-10 years ...

Comparable Trading Levels

lssue Date

01119401

1110K8
07101409
06/08/09
07/18/08
06/28{07
11117104
10118104
o7H2/a7
06/23/08
07/30/98
09/22/09
0712717
0419107

Recent GCanadian dotlar transactions

0140710
12115109

Issuer

Sears Roebuck

Toys R Us
ToysRUs

Rite Aid Corp

HSN Inc.

Dallar General
Jones Apparel Group
Limited Brards Inc,
Limited Brands Inc.
Macys Inc,

Dillards Inc.

QVC ing,

Sally Beauty Haldings
Yankee Candle inc.

Videotron
Cascades

Ticker
SHLD

TOY
TOY
RAD
HSNI
DG
JNY
LTD
LTD
M
DDS
Qve
SBH
YCC

Loupon

7.000%

6.500%
10.750%
9.750%
11.250%
10.625%
5.125%

5.250%

6.900%

5.750%

7.130%
7.500%

§.250%

8.500%

7.125%
7.750%

.. Security
Senior Notes

Senier Notes
Senier Notes
Sr. Sacurad
Senior Notes
Senier Notes
Seniar Notes
Seniar Notes
Senlor Notes
Senior Netes
Senior Notes
Senior Notes
Senior Noles
Senior Notes

Senior Notes
Serior Notes

Ratings
Ba3/BB-

Ba2/B+
B3/8+
B3/B+

Bad/BB-
B3/B-
BaliB+
Ba3/BB-

Ba3/BB-

Baz/BB
B3/B-

Ba2/BB+
B3B8
B3/B-

Ba2/BB-
Bal/B+

Outlook
Stable/Neg

Pos/Stable
Pos/Stable
Stable/Stable
Stable/Neg
Pas/Pos
Stable/Neg
Stable/Stable
Stable/Slable
Stable/Stable
Meg/ Pos
Slable/Slable
Slable/Slabte
Slable/Stabte

NA/ Stable
Stable/ Stable

e

{in $MMs) Maturity Call Date  Call Price Price
1,000 020111 NA NA 101.625
725 12001117 1201413 104.250 101,625
950 07A517  Q7M5/13  105.375 109.625
410 06M2/16  06/12413 104,875 107.125
240 a8/01/16  08/01H12 105.625 111.875
4,475 071615 Q711611 105.313 104.000
250 11115114 NA NA 96.625
500 11701114 NA NA 98.500
700 O7HM517 NA NA 97.875
650 07/15115 NA NA 109.625
200 08/01/18 NA NA 89.750
1,000 10/0119  10/01/4 04/12/00 101.375
430 1141514 NA NA 105.250
325 02/15115 NA NA 98.750
300 014115720 01115H5 103.563 101.875
200 121516 1211513 103.875 100.125
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~ YTW Date

0210111

T 12101115
- 07115115
- 0612115
| 08/01112

071511
1115114
11/0114
071517
971515
08/01/18
10/01117
CitHsMz
0211515

o1M5/20
1211515

S5TwW
+483 bps

+567 bps
+610 bos
+573 bps
+6917 bps
+G86 bps
+388 bps
+401 bps
+419 bps
+433 bps
+551 bps
+410 bps
+568 bps.
+638 bps

+349 bps
+509 bps
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Summary Indicative Terms - Senior Notes

Issuer:

Issue:

Assumed Ratings:
Yield:
Maturity:

Ranking:

Guaranfors:

Security:

Optional Redemption:

Equity Clawback:
Covenants:
Change of Control:

Distribution:

Sears Canada Inc. (“Issuer,” same as existing)

Up to CAD $1,000 million Senior Notes {the “Notes")
*to be issued in US dollars

Ba1/BB-

7.50% - 7.75% area (lower coupon issled at a discount fo par)

7-10 years

The unsecured Notes will be subordinated to all existing and future secured debt of the
Issuer, pari passu to all senior unsecured debt of the Issuer, and senior to all existing
and future senior subordinated debt obligations of the Issuer

Direct and indirect subsidiaries of the Issuer

None

NC4/NC5 (callable at declining premiums to par); make-whole at T + 50 during non-
call period

Up to 35% for the first 3 years following issuance at par plus coupon
Investment grade covenant package
101% offer

144 A with registration rights
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Notes Summary:

No speaker notes are contained in this presentation.
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MINUTES of the meeting of the Board of Directors of SEARS CANADA INC. (the
“Corporation”} held in the Boardroom of the Corparation, 290 Yonge Street, Toronto, Ontario on
Friday, Aprif 23, 2010 at 9:00 a.m., Eastern time

PRESENT

W. C. Crowley (Ch.)

E. J. Bird

D. D. Cheeks Merriwether
W. R. Harker {via telephone)
R. R. Khanna

J. McBurney

D. L. Rogers

D. E. Rosati

MANAGEMENT

A. Ravas
Senior Vice-President and Chief Financial Officer

3. Driscall

Senior Vice-President, Finance

K. Leshnjani

Vice-President and General Counsel

F. Perugini

Associate General Counsel and Corporate Secretary

The Chairman of the Board, Mr. W. C. Crowley, acted as Chairman of the
meeting and the Secretary of the Cormporation, Mr. F. Perugini, acted as Secretary of the
meeting.

CONSENT AGENDA

1. The Chairman called the meeting to order and took a roll call. The Secretary
advised the Board that a Consent Agenda would be used to approve cerain items on the
agenda without any formal presentation or a full discussion, uniess a member requested
that an item be presented for a full discussion. Resolutions numbered 2 to 5 below were
approved in accordance with the Consent Agenda.

APPOINTMENT OF CHAIR

2. ON MOTION, duly made and seconded, Mr. William C. Crowley having
abstained from voting, it was unanimously resolved:

THAT Nr. William C. Crowley be appointed as Chairman of the Board of
Directors of the Carporation and to hold such office until his successor is duly appointed.

MINUTES

3. ON MOTION, duly made and seconded, it was unanimously resolved:

THAT the minutes of the meeting held on Tuesday, March 23, 2010, be
approved.



APPOINTMENT OF OFFICERS

4.

ON MOTION, duly made and seconded, Mr. Dene Rogers having abstained

from voting, it was unanimously resolved:

THAT the following persons be appointed Officers of the Corporation to hold

such office during the ensuing year or until their successors are duly appointed:

Dene Rogers - President and Chief Executive Officer
Tim Flemming - Senior Vice-President, Corporate
Procurement and Supply Chain
Alien Ravas - Senior Vice-President and Chief Financial
- Officer
Dennis Singh - Senior Vice-President, Retail Stores

APPOINTMENT OF COMMITTEE MEMBERS AND LEAD DIRECTOR

5. ON MOTION, duly made and seconded, it was unanimously resolved:

(i) THAT the following individuals named below be appointed as membérs of the
Committees of the Board of Directors of the Corporation to hold such office
during the ensuing year or until their successars are duly appointed;

(i) THAT the Chair of each Committee shall be the member so designated
helow,

i) THAT Mr. F. Perugini be appointed as Secretary of each Committee to hold
such office during the ensuing year or until his successor is duly appointed;
and

(iv)  THAT Mr. E.J. Bird be appointed as Lead Director of the Board of Directors of
the Corpaoration to hold such office during the ensuing year or until his
successor is duly appointed.

HUMAN RESOURCES AUDIT NOMINATING and
and CORPORATE

COMPENSATION GOVERNANCE

W. C. Crowley {Ch.) E. J. Bird (Ch.) R. R. Khanna (Ch.)

W.R. Harker R. R. Khanna J. McBurney

D. Cheeks Merriwether J. McBumey D. E. Rosati

D. E. Rosati B. E. Rosati

(F. Perugini - Secretary) (F. Perugini - Secretary) (F. Perugini - Secretary)

INVESTMENT

SEARS REGISTERED RETIREMENT FUND

SEARS CANADA INC. SUPPLEMENTARY RETIREMENT PLAN

SEARS CANADA INC. HEALTH AND WELFARE PLAN TRUST FUND

[.ead Director:

W. R. Harker (Ch.)

E. J. Bird

D. Cheeks Merriwether
W. C. Crowley

A. Ravas

(F. Perugini - Secretary)

E. J. Bird
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IFRS EDUCATION SESSION

6. Ms. Nicole Ballestrin, Associate Vice-President, Finance, presented on IFRS,
which included the following:

= Extemal reporting impact of IFRS

¢ IFRS accounting policy selections
= Mock-up of IFRS financial statements

CAPITAL STRUCTURE

7. At the request of the independent directors of the Board, Management made
a presentation on the capital structure of the Corporation, which included the following
items:

s Current capitalization

« Liguidity benchmarking

* Leverage benchmarking

= Rating agency considerations

« Capital structure alternatives

« Next steps and timeline

The Board discussed the options available to the Corporation for the cash on hand and the
- independent directors expressed the view that the declaration and payment of a sizable
dividend would be the best aption.

At the request of the Board, Management will provide further information on the high vyield
market, and indicate whether the peak-to-trough capital depiction includes taxes payable by
the Corporation. Management will incorporate suggested changes into the presentation for
a follow up Board discussion in May and work with financial institutions to reduce the time to
market timeline.

OTHER BUSINESS
8. The following material was provided to the Board for reference only:
s« Analyst Reports
« SCI Top twenty Registered Shareholders list
« and CDS participant list
s+ Trading Volume

IN-CAMERA SESSION

9. The representatives of Management, including management Directors, left the
meeting so that the Board could meet privately. Following the Committee's in-cameara
session, all the non-independent directors were excused so that the independent directors
could then meet privately.

There were no items discussed during the in-camera session that were not
raised during the meeting.

There being no further business, the meeting was then terminated.

Chairman of the Meeting Secretary of the Meeting

Date
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Dividend / Capital Structure

Board of Directors

May 7 2010
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Infroducition

= Management is presenting four options for the Beard o consider as uses for the Company's excess cash
position

- Option #1: Deciaration of an extraordinary dividend

- Option #2: Declaration of an extraordinary dividend with financing
-~ Option #3: Normal Course [ssuer Bid

-~ Option #4: Substantial lssuer Bid

= Also, Management has provided responses fo foilow-up items from the Apnit 23rd, 2010 Board meeting

Appendix

~ Dividend declaration process

= Sample documents to be completed and filed afier the Board resolves to declare a dividend
- Officer’s Certificate
- Resolutions
- Press release

= Torys LLP memorandum outlining two main fypes of share buybacks

= 0O38C Rule 81-101 of the Ontario Securifies Act (61-1017)

Confidential and Soficilar Client Priviteged



Summary

The Company can declare up to a $700 MM dividend from available cash
with sufficient cash remaining to operate the business ...

Foracast cash at 5/30/1C is $940 MM {3873 MM vs LY}, net of $200 MM note repayment (due 5/10/10)
leaving $145.3 MM of debt

Approximately $200 MM of excess liguidity is required to operate the business over the balance of the year
peried leaving up to $700 MM of cash avaiiable for a dividend or another strategic use

I F2010, The Company's "downside” case {refer to p.4) forecasts an incrementat $250 MM cash flow {post
5/30/10) to be generated from operations for the balance of the year, net of the $100 MM note repayment due
091810 '

The "downside” forecast assumes: (refer to p.4 for full assumption disclosure)

Sales decrease of 4,9% in 2010 vs 2008

Gross margin erosion of 75 bps to 38.1% 1o 2014

Payroll, as a percentage of sales, increase of 0.9 bps to 18.1% to 2017
Inventory increases to peak in 2012 at $950 MM

Estimatad $220 MM registered pension plan solvency deficit amortized over & years beginning in 2012

If the Company needed, or decided, ic borrow up fo $750 MM of dabt, this could be arranged in an
approximately 6 week time frame based on discussions with potential lenders over the past 3 months

The Board may approach, obtain and rely in goed faith on the advice of a third party expert to assess the
financial strength of the Company going forward and the Company’s ability to support an extraordinary
dividend distribution

A future acquisition, after paying a dividend of up to §700 MM, is feasilile given the availability of up to $750
MM of secured financing and the use of the Company's stock
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Forecast Assumptiions

Management’s “base” and “downside” forecasts assume ...

Increase in 2010 of 2.1% follower by 2% growth threugh 2017

Decrsases 4.8% in 2010, 2% in 2011, 1.5% in 2012 and 2013,
fofiowad by and 0% ravenus growth through 2017

Gross margin improvement of 57 bps through 2017 to 40.3% from
2010 pross margin of 38.7%

Gross margin erosion of 75 bps to 2044 level of 38.1% fron 2010
gross margin of 38,8%, remaining conslant to 2017

From 2010 ta 2017, payroll and benefits increase to 17.5% of
revende from 2009 level of 17.2%

From 2010 to 2017, payroll and bensfits decrease bui, as a
percatage of ravenus, exparience an increase to 13.1% of
revenue, represchting the fixed nature of payroll

Mairtain current efforts {o reduces inventory. Decrease inventory
from 5852 MM in 2009 to $586 MM In 2012 al which tims
inventory grows at a flaf rale of 1.5% per annum

Iniventory increases each year from 20190 o peak in 2012 at
SU50MM and then is forecast io be raduced (o current levels by
2017

Days payable reduced from 68 days to 58 days from 2010 1o 2017

Days payable reduced from 68 days to 44 days by 2014 {o reflect
the risk lhat vendors decide not to provide credit

Currani registered pension plan solvency deficit of $220 MM
amortized over 3 yesrs beginning in 2012

Current registared pension plan scivency deficit of $220 MM
amortized over 5 years beginning in 2012

Sears Canada Inc, - Recession Case  feb-tn ar-10 Apr-10 May-10 Jun-10 Jul-18 Avg-10 Sep-10 Oct-10 Nav-10 Dec-10 Jan-11 2010
Ending Cash {from Cash Flow Statement) 51,268.5 $1,254.3 41,2433 $939,7 $934,4 $917.5 5931.3 £914.0 5970.7 $1,033.6 $1,205.1 $1,193.8 $1,192.9
Current Operational Liquidity Requiremants:

-Restricted cash / Letters of Credit 420,0 $20.0 420.0 $20.0 520.0 $20.0 L20.0 520.0 §20.0 520.0 4200 $20.0 $20.0
-Cash in Transit (weekend sales + cash in tills) $42.6 §54.9 558.7 455.5 552.8 546.7 549.8 568.8 §58.6 577.8 $51.9 §41.5 5415
-Cushien 5100.0 $100.0 4100.0 $100.0 $100.0 $100.0 $100.0 $100,0 $100,0 £100,0 5100.0 41000 $100.0
Cash available for strategic uses $1,106.0 51,0794 §1,064.6 §764.2 §761.6 $760.7 57416 §725.1 $792.1 $815.8 §1,031,2 $1,032,3 $1,032,4
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Option #1: Dividend Declaration — Board Gevernance Considerations

Statutory Solvency Tests

«  Section 42 of the Canada Business Corporations Act (“CBCA’) stales that :
“A Corporation shall not declare or pay a dividend if there are reasonable grounds for believing that
(a)the Carporation is, or would after the payment be, unable to pay its liabilities as they become due; or

{b}the realizable value of the corporation’s assets would thereby be less than the aggregate of its liabilities
and stated capital of all classes”

« The Board will receive a certificate from the Chief Financial Officer setting forth the analysis and conciusians
with respect to the above requirements at the tima the extraordinary cash dividend is daclarad

Corporate Governance/Process
= Section 122{1) of the CBCA requires that;

"very director and officer of a corporation in exercising their powers and discharging their duties shall

(@) act honestly and in good faiily with a view ta the best interests of the corporation; and

{b) exercise the care, diligence and skill that a reasonably prudent person would exercise in comparable
circumstances.”

* The Directors may obtain the advice of financial advisors and may rely in good faith on a third party expert and
Management advice in making a decision

Confidantial and Solivitor Client Privifeged




Option #1; Dividend Declaration Process and Next Steps

Dividend Declaration Process

= When the Carporation resolves to declare and pay a dividend, then:
- Press release issued as scon as possible following the Board decision
- Declaring that the dividend is o be paid
- Confirming the record date {date upon which shareholders of record entitled to receive dividend)

— The record date must be af least 7 trading days following the date the press release is issued and may
not be greater than 60 days before the payment of the dividend

- The payment of the dividend can occur as soon as the day following the record date

«  For further details, please refer to the attached appendix, Dividend Declaration Process

{in miltions})
Dividend Declaration impact

Declared Dividend / Share Excess Cash

Dividend Quistanding Available
$200.0 §1.868 $564.2
$400.0 372 364.2
$600.0 5.58 164.2
$70C.0 8.50 64.2

Appendices: Sample documents to be completed and filed after the Board resolves to declare a dividend

« QOfficer's Certificate
= Resolutions
° PFBSS Reéease Confidential and Soficitor Client Frivilaged



Option #2: Dividend Declaration with Financing

The Company recapitalizes to allow a significant dividend to be paid to
shareholders ...

¢+ The Company maintains an undertevered capital structure compared fo its peers
— Q3’08 Adjusted leverage of 2.2x is below a peer group madian of 3.2x (refer to p.16)

- Debtto capitalization is approximately 12% versus the peer group median of ~35%

- Potentizal to optimize its capital structure and reduce cost of capital through a recapitalization

« The Company generates significant free cash flow and has averaged cver $800 MM of liguidity since 2007

~  Covers internal warking capital (inventory net of pavables) requirements by a multipte of 3.2 versus
peer madian of 1.1x

- Based on a peer analysis, the Company should maintain approximately $350 to $450 MM of liquidity

« The Company's current capital structure and resulting credit metrics support an investmant grade rating;
however, the rating agencies have awarded a lower rating due largely to the controlling vote of Sears
Holdings. S&P maintains a policy that allows up o a two notch differential between the Company and Sears
Heldings whereas Moodys rate the Company based on its own guantitative and qualitative factors

— Subject to consultation and agreement with the rating agencies, the Company should be able to
increase adjusted leverage to 3.0x and maintain current ratings

= The Company could raise up to $1,500 MM in credit while maintaining its financial flexibility to comforiably
execuie iU's business plan and to provide sufficient liquidity
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Option #2: Dividend Declaration with Financing (continued)

Four capital structure scenarios based on base case financial forecasts
have been modeled. Under these different scenarios, by Q3 2010 the
Company is able to have approximately $700 MM to $2,000 MM of cash
available for a dividend or other corporate uses and still maintain
sufficient liquidity to operate comfortably...

(CAD in milliens) At Close {CAD in mikions} At Cloge

7131710 FY 2010 FY 2011 FY 2012 FY 2013 73110 FY 2010 FY 2011 FY 2012 FY 2013
Cash & Equivalents $364.1 $781.2 31,0931 $14445 31,7268 Cash & Equivalents $100.0 $471.8 $7813  $1,130.2  $1.4088
Less: Curren! Porlion of Debt $114.1 F17.4 $4.3 $7.4 $11.2 ELess: Currerd Portion of Debl $114.1 $174 $4.3 374 $11.2
Less: Operational Cash Requirements $0.0 $280.0 $280.0 $280.0 $280.0 tess: Operalional Cash Requiremants $0.9 $280.0 $280.0 §280.0 $280.0
Excess Cash $250.0 $483.8 $8088  $1,157.1 $14354 Excess Cash {$14.1) §174.4 $497.1 §842.8 §1,118.7
Revalver Availability $0.0 $0.8 $0.0 $0.0 30.0 Revolver Availability §356.2 $400.0 $400.0 $400.0 5400.0
Tatal Liquidity $250.0 $483.8 $808.8  $1,157.1  $14354 Total Liquidity §342.2 $574.4 $397.1  $1,2428  $1,5187
Total Debt §146.0 $44.7 $27.3 $23.0 $15.6 Telal Debt §1849.8 $44.7 $27.3 $23.0 $15.6
LTM EBITDA $487.3 $400.1 $495.1 $509.6 $524.4 LTM EBITDA $487.3 $490.1 $495.1 $509.6 §524.4
Deb/EBITDA . B 0.1% 0.0x 0.0x DebYEBITDA 0.4x Q% 0.1x% 0.0x G.0x
Adj. DebUEBITDAR . . 1.6x 1.6x 1.5% Adj. Debt/EBITDAR 1.9x 17x 1.6% 1.8% 1.5%

(CAD in mitfions) Al Close {CAD in millions) At Clase

7/31110 FY 2010 FY 2011 FY 2012 FY 20143 713110 FY 2010 FY 2011 FY 2012 FY 2013
Cash & Equivalants $100.0 $366.6 3483.3 28074 $1,082.2 Cash & Equivalents $100.0 $404.7 $657.2 $347.8 31,1638
Less: Current Partion of Debt 1141 $52.4 34.3 $7.4 $11.2 Less: Current Partian af Deby 3114.1 $17.4 343 $7.4 #1.2
Less: Operalional Cash Requirements 50.0 $280.0 $280.0 $280.0 $280.0 Less; Operaliohal Cash Requiremenls $0.0 $280.0 $280.0 $280.0 $280.0
Excess Cash (314.1) $34.2 $199.0 $520.0 $771.0 Excess Cash ($14.1) $107.3 §372.9 $6B0.4 38777
Revalver Availability $268.6 $3es5.0 $400.0 $400.0 $400.0 Revolver Availability $329.3 $400.0 $400.0 £400.0 $400.0
Total Liquidity 5254.5 $3g8.2 $599.0 §920.0  $1,1710 Tolal Liquldily $315.3 $507.3 $772.8 $1,080.4 $£1,277.7
Total Debt 7024 $504.7 §452.3 4480 54408 Tolat Debl $1.2167 $1,0447 $1027.3  §$10238 $1.0156
LTM EBITDA 54873 $480.4 $495.1 £500.6 $524.4 LTM EBITDA $487.3 $490 1 $495.1 $508.8 $524.4
DebUEBRITDA 1.4% 1.0% 0.9x 0.9x% 0.8x DebVEBITDA 2.5x 2% 2.1x 2.0x 1.9x
Adj. Debl/EBITDAR 2.8x% 2.4% 2.3 2.3% 2.2% Adj. Deb/EBITDAR 3.6x 3.3x 32x 3.2 3%
Financing Costs {Fees and Interesl) $25.9 $40.0 $38.0 §28.0 $38.0 Financing Costs {(Feas and inlersst) $36.8 $86.4 £84.0 $84.0 §84.0

Nate: Refer to p.4 for a description of the scenario assumptions. All scenarios are nel of fees and reflect cash flow impacts of each transaction. For modeling purposes, assumed special dividend paid in Q2 2010. Operatianal
cash requirements are net of minimum $106 MM cash balance cushion that is reflected in Cash & Equivalents.
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Option #2: Dividend Declaration with Financing (continued)

Additionally, Sears Management modeled a downside case on the four
capital structure scenarios to reflect the potential financial impact of an
ongoing recession continuing for the next 5 years...

f

Cash & Equivalents

Less: Current Portion of Debt

Less: Operationat Cash Requirements
Excess Cash

Revalver Availabliity

Total Liquidity

n mitlfons)

Tatal Dbt
LTM EBITDA

Debl/EBITDA
Adj. Debt/EBITDAR

{CAD in milliens)

Cash & Equivalenls

Lass: Curent Porlon of Debt

Less: Operational Cash Requirements
Excess Cash

Revolver Avaitahility

Tolal Lguidily

Total Debt
LTM EBITDA

DebtEBITDA
Adj. DebtEBRITDAR
Financing Costs (Feas and Intarest)

731110 Fy 2010 FY 2011 FY 2012 FY 2013
$227.5 §493.9 $651.0 %7689 $318.3 Cash & Equivalents
$114.2 $9.2 $4.3 $7.4 311.2 Less: Cument Portion of Debt
$0.0 3280.0 $280.0 $280.0 $280.0 iLess: Operational Cash Requiremenls
$116.3 5204.6 $366.7 3481.5 $627.1 Excess Cash
0.0 $0.0 FC.C $0.0 $0.0 Revolver Availabllity
$116.2 $204.6 $366.7 $481.5 $627.1 Tolal Liquidity
$143.1 $36.5 $27.3 $23.0 $15.8 Total Debt
§450,0 $405.5 $372.8 35248 $336.0 LT EBITDA
0.3x 0% 0.1x 0% 0.0x DebVERITDA
1.0 1.0x% 2.0% 2.1x 2.2x Adj. DeblVEBITDAR

AtClose {CAD in millions)

73110 FY 2040 FY 2011 FY 2012 FY 2013
$100.0 $100.0 $207.8 $294.1 $415.7 Cash & Equivalenls
$111.2 $25.2 84.3 $7.4 $11.2 Less: Current Porion of Debl

$0.0 $280.0 $280.0 $280.0 $280.0 Less: Operational Cash Requiramants
$172)  (52052) ~ ($765) $a7 T $1248 Excess Cash
51328 $384.0 $400.0 $400.0 400.0 Revalver Availability
$1215 $178.8 $323.5 $408.7 $524.5 Tatal Liqurdity
§8354 $477.5 $452.3 $448.0 $440.6 Total Debt
34590 F405.5 §3v28 §352.8 $335.0 LTM EBITDA

1.8x% 1.2x 1.2% 1.3% 1.3x Debt/EBITDA

31x 2.8¢ 2.9x 3.0 3ix Ad. Debl/EBITDAR

$25.0 $51.8 $47.6 $43.0 $38.8 Financing Cosls {Fees and Inlaresl)

0S5

731010 FY 2010 FY 2011 Fy20f2  FY 2013
$100.0 $183.3 $3344 $448.2 35982
$111.2 $9.2 $4.3 $7.4 $11.2

$0.0 §280.0 $280.0 $280.0 $280.0
B113) TTEI0ED) F6G.1 F161.8 $306.0
$219.3 $400.0 $400.0 $400.0 $400.0
$208.1 $284.0 $450.1 $561.9 $705.0
$323.8 $36.5 $27.3 $23.0 3158
$459.0 $405.5 $372.8 $352.6 $336.0

0.7x 0.1x 0.1% 0.1% 0.0x%

2.2¢ 1.9 2.0n Z21x 2.2%

At Close
7431110 FY 2010 FY 2011 FY 2012 FY 2013
$100.0 $130.5 32224 $275.4 $362.2
$111.2 $9.2 $4.3 $7.4 $11.2
$0.0 $280.0 $280.0 $280.0 $280,0
(811.2) ~ {3158.8) ($61.9) ~ ($12.3) $71.1
$194.5 $400.0 $400.0 $400.0 $400.0
$183.3 $241.2 1381 §337.7 5471.1
$1,3486  $1,036.5 $1,0273  $10230  $1,0158
$459.0 $405.5 $3728 §352.8 $338,0
2.9x 2.8x 2.8x 2.92 3.0x
4.0% 3.8x% 4.1x 4.2x 4.4y
$36.8 $88.8 $92,1 $89.9 856

Note: Refer to p.4 for a description of the scenario assumptions. All seenarios are net of fees and reflect cash flow impacts of each transaction, For modeling purposes, assumed special dividend paid in Q2 2010, Operational
cash requirements are net of minimum $100 MM cash balance eushion that is reflected in Cash & Ganivalents.
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Option #3 (; Normal Course Issuer Bid (“NCIB”) - Overview

Historically, the Company has participated in NCIBs that permitted the
Company to purchase for cancellation up to 5% of its outstanding
common shares ...

« Share repurchase programs are defined under the Ontario Securities act as “Issuer Bids”

= NCIiBs do not require an information circular and are exempt from disclosure requirements of OSC rule 61-
101 of the Ontaric Securities Act {Protection of Minority Security Holders in Special Transactions)

= Purchases ocour on the open market at prevailing market prices
= NCIBs purchases are limited to;

- The greatar of 5% of the issued and outstanding shares or 10% of the public float within a 12 month
period

- Public float excludes holders greater than 10%, senior officers and directors, and posled/escrowead
shares

- Daily purchases limited to the greater of (i) 25% of the average daily trading volume of the listed
secutities subject to tha NCIB; and {ii} 1,000 securities

- There is a waekly Block Trade Purchase Exempticn that entities and issuer te tnake 1 block trade
per calendar week which exceeads the daily repurchase restriction, subject tc the annual aggregate
limits

« Cannot re-purchase while Issuer contains undisclosed material information (uniess done through automatic
security re-purchases)

~ Share repurchases must be made at a price which is not higher thar the last independent trade of a board
[ot {160 securities) of the common shares

1) Anached as an appendix to this presantation is & memorandwn o Tarys LLP ooflining the fwo main types of shore buvbacks
Confidential and Soficitor Client Privileged
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Option #3: Normal Course Issuer Bid (“"NCIB”) - Confinued

A Normal Course Issuer Bid must follow TSX procedures ...

- HNaotice of inteﬁﬁpn to acqguire shares: must file with the TSX a Form 12 stating the intention to acquire shares and the number
aof sharss to be repurchased

» The Form 12 must be filed 2 days prior to the commencement of any purchases under the bid
~ Duration: cannot extend for a peried of more than one year from when the purchases bagin

= Press release: must issus a prass release indleating infention fo make a bid, the number of shares to be purchased and the
reasohs for the bid

- Bisclosure to shareholders: must include & summary of the material nformation of the bid in the next annual report, annual
information circular, quartery report or other document mailed to shareholders

-~ Intent to purchase: At the time of filing a notice of intention to make a normal course issuer bid {Form 12}, the Company must
have a presant intention o acquivre shares at or below the market price. Saction 628(b) of the TSX Company Manual specifies that
the nofice may not be filed absent this infention, Section 828{1)1 sets out the applicable price Imitations {no higher than the last
indepsndent irade of a board lot). The notice must set cut both (8) the maximum number of shares thai may be acquired under
the NCiB,; and (b} the number of shares that the Company iniends to acquire.

Beyond these requirements, there is nothing "compeliing® the Company te purchase shares under a normal course issuer bid.
However, absent a material increass in the market price or other good reasons, the TSX would expect the Compaty to proceed
with purchases under the NCIB.

Historical Sears Canada Share Buyback Programs

1987 — 1930 3,548,800 common shares were repurchased for an aggregate cost of $40,586,474
1949 — 2008 41,500 common shares were repurchased for an aggregate cost of $1,188,745
2001 - 2003 Mo common shares were repurchased

2004 - 2005 573,301 common shares were repurchasead for an aggregate cost of §8,298,324 (9
2005 - 2006 No common shares were repurchased

2007 - 2010 The Company did not renew Normal Course issuer Bid buyback program

{1) Inctuded 318,501 compion shares froon Sears, Rocbuck and Co. persuant 1o and in aceordapee with the arrangement with Sears Roebuck io sell to the Corppany the muenber of conymon shares sufficient tu susuve that Sears
Roebucks pereentage intrest in the Commpany did not inareae as = resalt of the Comtpuny’s pchases under the Normal Course Issaor hid,
Confidential and Solioitor Client Frivileged 11




Option #4 () Substantial Issuer Bid (“SIB”) - Overview

A Substantial Issuer Bid allows the repurchase and cancellation of
outstanding shares by way of issuer bid circular ...

« SiBs are governed under OSC rule 681-1014) of the Ontario Securities Act (Bids, 1ssuer Bids, Going Private
Transactions and Related Party Transactions) and therefore requira an information circular to be prepared,
filed and distributed to shareholders

« Rule 61-101 allows for examptions from a formal valuation provided that:
- A liquid marke! exists for the offeror's shares; and

- Itis reasonable to conclude that the market for those shareholders who do not tender wili not be
materially less liquid after the transaction has occurred

= Liguidity test requires that during the twelve month period pricr to offering:

- number of outstanding shares was, at ali times, at least 5,000,000, excluding shares held by related
parlies or otherwise not freely tradable

aggregate trading volume was at least 1,000,000 shares

at least 1,000 trades with an aggregate trading valus of at least $15,000,000

— market value at least $75,000,000 for month precading month in which bid made

= Board may request an opinion from financial advisors stating the offer price does not exceed fair market value
of shares

{1 Attached a5 nn apprandix (o tis prasentation is 4 memoranders from Torys LLP outiining the two main fypes of siare buybacks
{1} Attached s an appendix u this preseatation Conlidential and Soifcitor Chiesst Privileged
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Option #4: Substantial Issuer Bid (“S5IB”} - Continued

Under a SIB shares can be repurchased in the following two ways ...

- Under the fixed prics method, the Company would set the price and the
maximum humber of Shares to be repurchased

- Shareholders tender their Shares and the Company must take-up and pay the
fixad price :

- If more than the maximum is tendered, shareholders {usually excapt odd lots)
are pro rated

- There is a chance fewer than the desired number of Sharas are tendered

- Under a Dutch Auction, the Company would pre-determine the price range at
which it is willing to buy back a fixed number of Shares

- FEach shareholder elects how many Shares (if any) they would tender at their
chosen price (within the ranga)

-+ The lowest bid price that “clears” the maximum number of Shares offered
becomaesg the tender price

— This price s received by all sharehoiders who {endered at or below such
price

If oversubscribed, shareholders have their offers pro rated

« The Company can institute a "Proportionate Interest Bid” mechanism which will
allow tendering shareholders to mainiain thelr pro-rata interest in the Company

Conlidantial and Soficitor Client Privileged



Issuer Bid Impact

An offer to acquire ouistanding common shares made by the Company
via a permitted issuer buy-back has the resulting impact on the
Company’s cash ...

(in mitlions) {in millions)
Normal Course Issuer Bid ("NCIB"} Substantial Issuer Bid ("SIB")

% of Common % of Common
Shares Shares Cash Used Cash Used Shares Shares Cash Used Cash Used
Outstanding Purchased @ $25/share @ $30/share Outstanding Purchased @ $25/share @ $30/share
1% 1.1 $26.9 $32.3 1.0% 1.1 $26.9 $32.3
29, 2.2 53.8 84.8 2.0% 2.2 $53.8 $64.8
3% 3.2 80.7 96.9 3.0% 3.2 $80.7 $96.9
4%, 4.3 107.6 129.1 4.0% 4.3 $107.6 $129.1
5% 5.4 134.5 161.4 5.0% 5.4 $134.5 $161.4
6.0% 6.5 $161.4 $193.7
7.0% 7.5 $188.3 $226.0
8.0% 8.6 $215.2 $258.3
9.0% 9.7 $242.1 $290.6
9.6% 10.3 $258.3 $309.9

Note: The total cas available is $700 MM so any af the cash used for a NC1B and/or a SIB will reduce cash available for other strategic uses including the payinent of dividends
Confidential and Joficitor Client Privileged



April 23rd Board Follow-up items

At the April 23" Board meeting requests were made by the Board to be
responded to separately or to be included / updated in the draft Capital
Structure discussion document that was presented by Management ...

Refer to pages 28-21 of the Capital Structure presentation: of April 23,

Canadian high vield market ovendiew

2010
Ratings of comparable companies Refer to page 16
Updated ABL indicative pricing terms by Wells Fargo BA + 275 10 350 bps, no BA floor, with & 3/4 year term

The current Statement of Investiment Policy and Pracedure {*SIPAP"),
which prohibits the practice of investing in Sears Canada, Sears
Holdings, or any associated companies, in a segregated acsount, may
be amendead by the Invastment Committee to pemit such investiments,
if requested

Is the Company permitiad to hold its bonds in it's pension
fund investments

Impact of investment grade raling on proposed financing (s) Refer ta page 17

Moodys Rating Assessment Service ("RAS”}): Charge $155k for
avaluating up to thrae separate capital siructure scanarios

S&P Ratings Evaluation Service {"RES"): Charge approx. $100k -
$150k for evaluating up to three separate capital structure scenarios
DERS Impact Assessment Service (“IAS”): Charge approx. $125k -
$175l for evaluating & single capital structure scenario. Additional
scenarios can be evaluated at an incremantal cost of $5k par scenario

Costs associated for an independent assessmant, by the
rating agencies, of the Company as a stand-glone credit

Ravised financing timeiabla, with goal o reduce fime-io-

rarket tmsine Refsr lo page 18

Gonlidential and Sefivkor Client Privileged
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April 23rd Board Follow-up ilems {continued)

Given the Company’s cash flow and lack of new store growth, its
leverage level is lower than the median adjusted leverage of 3.2x of its
competitors ...

Ovyerall Median: 3.2x

A7x

e A

Sears Canada Sears Maey's J.C.Penmey  Dilard’s Belkc Nardstrom kohl's [ Petsmart. Dollar Tree  Canadian Tire Rona Advance huto  Ross Slores

Holdings barts

Overall Median: 2.8x

a0y 1 BREE

Seavs Canada Saars Holdings  Macy's Dillard's 1, C.Pemmey  Hardsirom Belk Xal's Dlcks Rallly RadlaShuck Petsmart  Family Pallar  Dollar Tree  Advance Ato Rolla

Catiaidian Tire  Ross Stores.

BBE-/Bai  BB-/Bag BB/Baz  B-/NR  BB/Bax BBB+/Baaz NR  BEB+/Bami  NR NR  DR/Bmi BEB/NR  NR NR  BB+/Bai  BBE-  BHB+ BER

Note: Sears Canada operating leases capitalized at 8.0x. 8CC data as of Q3 'o9.

Source: Public company filings Confdential and Solicitor Client Privileged
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Aprii 23rd Board Follow-up items {(confinued)

Sears, as an investment grade issuer, could raise capital on more
favourable terms compared to issuing capital as a non-investment grade
issuer, including reduced borrowing costs of $10 to $25 MM annually,

issuing capital with longer maturities, and less restrictive covenants ...

Narrower market access vs investment grade {limited
at timss)

Broad market accass

Greater potential for retail participation Eliminates invesiment grade-anly investors

L+275 to 350 bps - BMO < L4300 to 350bps - BMO

Mid BBE {Lp to 250bps lower than HY - Wells Farge) - Premium fo investment grade (7.0% - 7.5% for Sears
Low BBB (100-200bps tower than HY - BMG] Canada)

Canada - potential to grow beyond $750 MM « Canada - $500 MM to 5750 MM achievable

U.5. - Size only constrained by ratings - L8, - upto $1.0b achievable

- Upto 16 years in the US

Up to 10 years in US and Canada . Up o7 years in Canada {only one completed 10 year
deal in Canada)

Incurrence based covenants such as Debt Incumence

Typically most favourable terms achisvad {minimal Test and Restricted Payments Tast

covenants required}
Certain strong BB high vield transactions have been
done with investment grade style covenants or are
structured with covenants that fail-away upon
achigving investmeant grade rating

- Covenants not required include: Incurenca of
indebtedness, reslricted payments, sales of
assets and affiliate fransaction limitations

Similar requirements + Similar requirements

{1} Based on discussions with Wells Fargo and BMO Capital Markels,

Confidential and Soifcitor Cent Privileged 17



April 237 Board Follow-up items (continued)

Given the Company is a new issuer it is anticipated that the Company
will engage in a fully marketed deal that will take approx. six weeks ...

HReview and Finalize Terms

Execute Mandate Letier
Raceipt of Due Difigenca information and Projection Madel
Review Syndication Strategy

Grganizalonal maeting

Engage issugridealer sounset

Drafling sassion for offering documenis
Deatalled due diligence

Beqin raling agency dialog

Daliver Bank Commitment
Distrituste Term Sheet & Profections to Existing Lenders
Bepnln Drafting Offering Matetials

Conttnue drafting sessions
Campists dus diligence
Prepare for raiing agency and markaing presentagans

Receive Existing Lender Feadback
Finalize Syndicalion Slralegy

Raviaw and Finalize Offering Matsrials
Bagit Lepai Documentation

Read Show dry ren
Dy run and farmat preseniations to raling agencies
Arrange investar maetings in the 1.8, and Canada

Distribste Offering Blaterials to Existing and Targeted New
ienders

Prepare Lender Meeling Presentation

L.ender Maaling

Print and disiriblie preliminary offering memorandum
Trustes review documants

Start Road Show
Receive outsome of ratings reviaw

Launch issue

Syndicats Credil and Due Difigence Process
Recaive Lendsr Commiiments

Finaiize and Disirtbute Legal Documentatian
Close

Compieie Road Show
Arrange CUSI numbear
Prica-sxactte underwriting agreemesnt fLast day of Road Show)

Distrite closing mamorandum

Prepara legsl opinions, cedificates & other closing papers
Distribute bring dovn letter

Cinsing

Nede: Being an investment grade issuer wouldd not hive a malerial impuset oo Hming,

Confidential and Soficitor Clisnt Privileged



Dividend and Capital Structure llustrative Timetables
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4

5 6

1 2

6 7 8 9 10 11 12 5 8 11 12 13 14
13 14 15 16 17 48 19 o2 13 14 15 16 17 15 17 18 19 20 24
20 21 22 23 24 25 26 18 49 20 21 22 23 24 22 23 24 25 28 27 28
27 28 29 30 25 26 27 28 29 30 31 29 30 3

Milestone Holiday in US or Canada

Dividend Timetable Capital Structure Timetable (1)

Board call - Follow-up from April 23rd Board

May 7% Board call — Discuss special divided May 7 :
meating

Management to review cash flow projections

iay 10-15th A . - .
with Board members as requested Mav 18t Board meeiing — Ravisit capital sfructure
Y discussion
May 185 Board meeting — Foliow-up from Board call
May 18 Board agrees on next sleps
May 189 Board resolves to declare a dividend

Press release issued:

May 1857198 - Declare dividend to be paid
- Confirm record date

Earliest record date {min. 7 trading days

thym st
May 2877317 fram press release)
Jung 3¢ Earliest payment of speciat dividand
Aug. 16% Latest payment of spedial dividend

{1} A more detaifed indicative timeline {or possible ABL and High Yieid fivancings on p. 8 Confldential and Solicilor Cilent. Privieged 15
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DIVIDEND DECLARATION PROCESS

Excerpts from TSX Company Manual and Canada Business Corporations Act

TSX Company Manual; Sec. 428

e “the Exchange requires that at feast seven trading days’ notice be given to the
Exchange in advance of the dividend of the record date, the record date being
the date of closing of the transfer hooks of the company. Companies with
tentative dividend plans should schedule their board meetings well in advance of
the proposed record date.”

Canada Business Corporations Act; Sec 134(3)(a)(b)

e “When record date fixed — If a record date is fixed, unless notice of the record
date is waived in writing by every holder of a share of the class or seties affected
whose name is set out in the securities register at the close of business on the
day the directors fix the record date, notice of the record date must be given
within the prescribed period

(a) by advertisement in a newspaper published or distributed in the place
where the corporation has its registered office and in each place in
Canada where it has a transfer agent or where a transfer of its shares
may be recorded; and

(b) by written notice to each stock exchange in Canada on which the shares
of the corporation are listed for trading.”

Canada Business Corporations Regulation, Act; Sec 43

o 43(1) Subject to subsection (3), for the purposes of paragraphs 134(1)(a), (b)
and (e) of the Act, the prescribed period for the directors to fix the record date is
not more than 80 days before the particular action to be taken.

(3) For the purposes of paragraphs 134(3) of the Act, the prescribed period for
the directors provide notice of the record date shall begin not less than seven
days before the date fixed.



OFFICER’S CERTIFICATE
SOLVENCY TESTS UNDER SECTION 42 OF THE CBCA

TO: THE BOARD OF DIRECTORS OF SEARS CANADA INC.

I, Allen Ravas, the Chief Financial Officer of Sears Canada Inc. (the
“Corporation”), hereby certify as an officer of the Corporation (not in my personal
capacity and, on the basis that | have acted in the manner set out in paragraph 1 of this
certificate, without personal liability), as follows:

I. In giving this certificate:

(a) | have acted honestly and in good faith with a view to the best interests of
the Corporation; and

(b) | have exercised the care, diligence and skill that a reasonably prudent
person would exercise in comparable circumstances.

2. | am familiar with the financial position of the Corporation and the circumstances
surrounding the proposed extracrdinary cash dividend of up to Cdn. $® million, to
be paid on e, 2010, to holders of common shares of the Corporation of record on

e 2010.

3. | reviewed, and discussed with the Corporation’s lawyers, the provisions of
section 42 of the Canada Business Corporations Act. | understand those
provisions.

4. | have made such examinations and investigations, received such advice from

the Corporation’s advisors and reviewed such documents as are, in my opinion,
necessary to provide a reasonable basis for the conclusion in paragraph 6 below
including:

(a) the audited financial statements of the Corporation for the year ended
January 30, 2010;

(b}  an internally prepared cash flow statement which sets out a projected
analysis of the Corporation’s cash flow for the period from 2010 o 2012;

(c) a pro forma balance sheet of the Corporation for all months within 2010,
which has been prepared on the basis that the proposed extraordinary
cash dividend has been paid;

(d)  the nature of the Corporation’s business; and



2.

(e)  such other information as | considered necessary for the purposes of
giving this certificate.

in arriving at the conclusion in paragraph 6 below, | took the following
approaches and made the following determinations:

As to the conclusion in paragraph 6(a) below:

(@) | determined whether the Corporation is, or after paying the proposed
extraordinary cash dividend would be, able to pay its “liabilities as they
become due” on the basis of the projected cash flow of the Corporation
and the Corporation’s direct liabilities, but not including contingent
liabilities of the Corporation because it is unlikely that the Corporation will
be required to make payment in respect of any contingent liability within a
reasonably foreseeable period.

As to the conclusion in paragraph 6(b) below:

(b) 1 estimated the “realizable value” of the Corporation’s assets as being the
amount which the Corporation could reasonably expect to receive as
proceeds of sale of its assets if sold in the manner most likely to be
employed in the present circumstances of the Corporation over a
reasonable period of time, taking into account the nature of the assets, the
costs of disposition and any taxes payable by the Corporation in
connection with those sales.

(c)  As of the date of this certificate, the realizable value of the Corporation’s
assets is not less than $@billion, the aggregate of its liabilities is not more
than $ebillion, and the stated capital of all classes of shares issued by the
Caorporation is $@billion.

Based on the foregoing advice, enquiries, calculations and determinations, and
applying the approaches and determinations described in paragraph 5 above, |
have concluded that as of the date of this certificate:

(a)  there are no reasonable grounds for believing that the Corporation is, or
after payment of the proposed extraordinary cash dividend would be,
unable to pay its liabilities as they become due; and



_3-

(b)  there are no reasonable grounds for believing that the realizable value of
the Corporation’s assets, after giving effect to the payment of the
proposed extraordinary cash dividend, would be less than the aggregate
of the Corporation’s liabilities and the stated capital of all classes.

DATED this " day of ®, 2010.

Allen Ravas
Chief Financial Officer



RV

1. Resolution authorizing the declaration of an extraordinary cash dividend
to be paid on &, 2010, fo shareholders of record on &, 2010

WHEREAS the Corporation has retained eamings in excess of $e million
as at April , 2010;

WHEREAS the Board of Directors has considered the interests of
shareholders (“Shareholders™ and other stakeholders of the Corporation, including
creditors and debenture holders in determining the appropriate use of the retained
earnings;

WHEREAS the Corporation has sufficient cash on hand;

WHEREAS the Board of Directors has determined that it would be in the
best interests of the Corporation to declare an extraordinary cash dividend in the amount
of approximately $e million to be distributed to Shareholders on a pro-rata basis; and

WHEREAS the Board of Directors has received a certificate from
management of the Corporation confirming that the declaration and payment of the
extraordinary cash dividend is in compliance with section 42 of the Canada Business
Corporations Act.

ON MOTION, duly made and seconded, it was unanimously resolved:

THAT an extraordinary cash dividend in the amount of $e million be paid
pro-rata, in Canadian currency, on the @ day of @, 2010, to the Shareholders of record as
at the close of business on the ® day of @, 2010.

THAT any Director or Officer of the Corporation be authorized and directed

for and on behalf of the Corporation to do all things necessary or desirable to give effect
to this resolution.

2. Resolution approving draft Press Release

ON MOTION, duly made and seconded, it was unanimously resolved:

THAT the Corporation be authorized to finalize and issue the draft press
release relating fo the declaration and payment of an exiraordinary cash dividend, which
was circulated to the Board in advance of the meeting.




Draft: Not For Release

Contact for Media: Vincent Power
Sears Canada, Corporate Communications
416-941-4422
vpower@sears.ca

Sears Canada Declares Extraordinary Cash Dividend

TORONTO ~ @, 2010 — Sears Canada inc. (TSX; SCC) announced today that the Board of Directors of the
Corporation has declared the payment of $ = or $ m per share on all Common Shares of the Corporation to

be made on @, 2010 to shareholders of record as at @, 2010 by way of an extraordinary cash dividend.

“We trust that shareholders will be pleased with the added value we have been able fo create,” said Dene
Rogers, President and Chief Execufive Officer, Sears Canada Inc. “Thanks in large part to the efforts of our
associates across the country, we are in a position where we are able to distribute a meaningful return to

our sharehoiders. “

This release contains information which is forward-looking and is subject to important risks and uncertainties. Forward-
looking information concemns the Company's future financial performance, business strategy, plans, goals and
objectives. Factors which could cause actual results 1o differ materially from current expectations include, but are not
limited o: the ability of the Company to successfully implement its cost reduction, productivity improvement and
strategic inifiatives and whether such initiatives will vield the expected benefits; the results achieved pursuant to the
Company's long-term marketing and servicing alliance with JPMorgan Chase Bank, N.A.; general economic
conditions; competitive conditions in the businesses in which the Company participates; changes in consumar
spending; seasonal weather patterns; customer preference toward product offerings; changes in the Company’s
relationship with its suppliers; interest rate fluctuations and other changes in funding costs; fluctuations in foreign
currency exchange rates; the pessibility of negative investment refurns in the Company's pension plan; the cutcome of
pending legal proceedings; and changes in laws, rules and regulations applicable to the Company. While the
Company believes that its forecasts and assumpfions are reasonable, results or events predicted in this forward-

looking information may differ materially from actuat resulis or events.

Sears Canada is a multi-channel retaifer with a network of 196 corporate stores, 182 dealer stores, 57 home
improvement showrooms, over 1,800 catalogue merchandise pick-up locations, 108 Sears Travel offices and a
nationwide heme 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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MINUTES of the telephone meeting of the Board of Directors of SEARS CANADA INC. (the
“Corporation”) held in the Boardroom of the Corporation, 290 Yonge Strest, Toronto, Ontario on

Friday, May 7, 2010 at 1,00 p.m., Eastem time

PRESENT (viatetlephone)

W, C. Crowley {Ch.)

E. J. Bird

D. D. Cheeks Merriwether
W. R. Harker

R. R. Khanna

J. McBurney

D. L. Rogers (in person)
D. E. Rosati

MANAGEMENT (in person)

A. Ravas
Sshnior Vice-President and Chief Financial Officer

S. Driscoll

Sehior Vice-President, Finance

K. Leshnjani

Vice-President and General Counsel

F. Perugini

Associate General Counsel and Corporafe Secretary

T. Dalglish

Divisional Vice President, Treasurer

The Chairman of the Board, Mr. W. C. Crowley, acted as Chairman of the
meeting and the Secretary of the Comoration, Mr. F. Perugini, acted as Secretary of the
meeting. :

CALL TO ORDER

1. The Chairman called the meeting to order and took a roll call.

DIVIDEND / CAPITAL STRUCTURE

2. Mr. Todd Dalglish, Divisional Vice President and Treasurer of the Corporation
. made a presentation regarding the capital position of the Corporation and presented various
uses for the Corporation’s excess cash. The following four basic uses were discussed:

» Declaration of an extraordinary dividend

s Declaration of an extraordinary dividend with financing
« Normal Course issuer Bid

= Substantial Issuer Bid

- Mr. Dalglish reported that the Corporation can declare a dividend of up to

 $700 million from available cash, with sufficient cash remaining to operate the business.

. Forecast cash as at May 30, 2010 is $940 million, net of the $200 million note repayment
due May 10, 2010. The Board discussed the assumptions in Management's base case and
downside case forecasts. Management explained the statutory solvency tests set out in
section 42 of the Canada Business Corporations Act and confirmed that if a dividend were
to be declared, the Board would receive a certificate from the Chief Financial Officer setting
for the analysis and conclusions with respect to the statutory tests.

The Board discussed the dividend declaration process, including next steps,
and the Chairman encouraged the independent directors to continue discussions regarding
the various options and the process, including with outside counsel in an in-camera session.




INDEPENDENT SESSION

3. The non-independent directors left the meeting (except Mr. Rogers, who was
asked by the independent directors to remain on the call), in order that the independent
directors could further discuss the matter with Mr. Simon Romano of the Stikemans law firm.

The independent directors agreed that it would be beneficial to continue
discussions among the independent directors with respect to the matters discussed at this

meeting.

There being no further business, the meeting was then terminated.

Chairman of the Meeting Secretary of the Meeting

Date
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Minutes of a Meeting of Independent Directors of Sears Canada Inc. (the
“Company”)

Wednesday, May 12, 2010 at 11:00 a.m. (ET)

MINUTES of a telephonic meeting of the independent directors of the Company
held on Wednesday, May 12, 2010 at 11:00 a.m. ET.

PRESENT:

E. J. Bird

R. Raja Khanna
James R. G. McBurney
Debi E. Rosati

INVITATION:
Mr. Simon Romano (Stikeman Elliott LLP)
1. Call to Order

Mr. Bird took the chair and called the meeting to order. At the request of the
Chair, and with the consent of the meeting, Mr. Romano of Stikeman Elliott LLP
(“Stikemans”), who is adwsmg as legal counsel, also agreed to act as Secretary
for the meeting. -

2. Discussion of Potential Dividend

Mr. Bird summarized the discussions at the recent board meetmg concerning a
_ p055|ble extraordinary dividend and invited comments

The independent directors discussed the Company's current capital structure, the
desirability of a special dividend at this time, and the importance of continuing to
review the Company’s capital structure on a regular basis.

A discussion ensued as to the appropriate size of the dividend, and the directors
present were of the view that they were satisfied with the Company’s ability to
pay a significant special dividend, but that prudence was important, especially
recognizing the uncertain nature of the global economy. Similarly, the directors
present were of the view that a special dividend was more appropriate than a
regular dividend, as it allows for more consideration of all relevant factors at the
time of payment of a dividend. A regular dividend policy could be fettering.. It was
not considered necessary or desirable to incur the costs of retaining a financial

advisor.in_the_confaxt of the dividend decision.

5682049 v2.
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3. Discussion of Potential Normal Course Issuer Bid

Mr. Bird summarized the discussions at the recent board meeting concerning a
possible normal course issuer bid for up to 5% of the outstanding shares and
invited comments. ‘

Consistent with their views respecting a dividend, the independent directors were
of the view that they were satisfied with the Company's ability to fund a normal
course issuer bid and that it would be an appropriate use of cash given current
market prices, which were seen to be undervalued (having regard to the recent
transaction between sophisticated parties at $30 per share, the tradlng prices of
similar companies- and the low price/EBITDA muitiple)

It was agreed that a normal course issuer bid was more appropriate than a
substantial issuer bid, which could lead to a delisting or suspension of the Shares
on the Toronto Stock Exchange and/or a complete privatization of the Company.
The risks of delisting or suspension were felt to be very remote in the context of a
normal course issuer bid and the number of regisiered shareholders.

It was noted that as Sears Holdings already owns in excess of 80% of the
shares, there would be no expected impact on minority approval requirements by
reducing the public float, as no such requirements are expecied to apply.
However, a normal course issuer bid, by reducing the public float, could make a
potential future privatization by Sears Holdings simpler by reducing the number
of potentially dissenting shareholders. However, a normal course issuer bid is
optional — no shareholder is compelled to sell, and those who believe the shares
to be worth more than the market price are free to contlnue to hald on to thelr '
shares. - ~

In order to ensure that all shareholders have access to all material information at
the same time and as early as possible, it was considered appropriate, subject to
any objection from the Toronto Stock Exchange, to announce both the dividend
and the normal course issuer bid simultanecusly, recognizing that it was not
entirely possible to predict how the shares would trade in response fo the special
dividend.

it was recognized that a normal course issuer bid would likely improve liquidity in
the short term (and possibly for longer if it were to be extended), at the potential
expense of longer term liquidity. This was seen to be a reasonable trade-off, and
the request of some shareholders for a normaf course issuer bid at the recent
AGM was noted.

The independent directors were comfortable supporting a normal course issuer

bid ~to~ provide additishalliquidity tosharsholders—and—as—a—good-use—of-the

. Company's cash. Once again, it was not considered necessary or desirable to

incur the costs of retaining a financial advisor in the context of this decision.

5652049 v2



4, Termination

There being no further business, the meeting was
consent of the directors present.

A Gd

E. J. Bird
Chair

rfinated b nimous

Simon Romano
Secretary

5662049 v2
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MINUTES of the telephone meeting of the Board of Directors of SEARS CANADA INC. (the
“Corporation”) held on Tuesday, May 18, 2010 at 3:15 p.m., Eastern time (Boardroom of the
Corporation, 290 Yonge Street, Toronto, Ontario}

PRESENT {(iatelephone)

W. C. Crowley (Ch.)

E. J. Bird

D. D. Cheeks Merriwether
W.R. Harker

R. R. Khanna

J. McBurney

D. L. Rogers (in person)
D. E. Rosati  (in person)

MANAGEMENT (in persan)

A. Ravas
Senior Vice-Prasident and Ghief Financial Officer

S. Driscolf

Senior Vice-President, Finance

K. Leshnjani

Vice-President and General Counsel

F. Perugini

Associate General Counsef and Corporate Secretary

The Chairman of the Board, Mr. W. C. Crowley, acted as Chairman of the
mesting and the Secretary of the Corporation, Mr. F. Perugini, acted as Secretary of the
meeting.

ROLL CALIL/CONSENT AGENDA

1. The Chairman called the meeting to order and took a rolf call. The
Secretary advised the Board that a Consent Agenda would be used to approve certain
items on the agenda without any formal presentation or a full discussion, unless a member
requested that an item be presented for a full discussion. Itemns numbered 4, 5, 6 and 7
were approved in accordance with the Consent Agenda.

AUDIT COMMITTEE REPORT

2. The Chair of the Audit Committee, Mr. E. J. Bird, presented his report on
the meeting of the Committee held on May 18, 2010, which covered a number of matters
including:

{a) Approval of first quarter results;

{b) Report by the External Auditors which confirmed that they were not aware
of any material modification that needs to be made for the first quarter
statements to be in accordance with Canadian generally accepted
accounting principles;

(c) Internal Audit Update,

(d) Secretary's Report — Ethics Hotline

() Litigation Summaries (for reference)

DISCUSSION ON EXTRAORDINARY CASH DIVIDEND AND NORMAL COURSE

ot N A Y A A e e e ——————————=

ISSUER BID

3. On May 12, 2010 the Independent Directors of the Corporation held a
meeting with external counsel to discuss the extraordinary cash dividend and the normal
course issuer bid (“NCIB”). Minutes of that meeting will be filed with the minutes of the
Corporation.



Mr. Allen Ravas, Senior Vice-President and Chief Financial Officer,
reviewed Management’s recommendation regarding the payment of an extraordinary cash

- dividend- and- the commencement of -a NCIB. - Management confirmed-that-a-dividend -

payment of $3.50 per share and the commencement of the NCIB, will leave the
Corporation with adequate operating cash to operate throughout 2010.

MINUTES

4, ON MOTION, duly made and seconded, it was unanimously resolved:

THAT the minutes of the meetings held on Friday, April 23, 2010 and
Friday, May 7, 2010, be approved.

APPROVAL OF EXTRAORDINARY CASH DIVIDEND

5. WHEREAS the Corporation has cash, restricted cash and investments in
excess of approximately $1.294 billion as at May 1, 2010;

WHEREAS the Board of Directors has considered the interests of
shareholders (“Shareholders”} and other stakeholders of the Corporation, including
creditors and debenture holders in determining the appropriate use of the cash on hand;

WHEREAS the Corporation has sufficient cash on hand;

WHEREAS the Board of Directors has determined that it would be in the
best interests of the Corporation to declare an extraordinary cash dividend in the amount
of approximately $376.7 million to be distributed to Shareholders on a pro-rata basis;

WHEREAS the Corporation will continue to have sufficient cash on hand
following the payout of the extraordinary cash dividend; and

WHEREAS the Board of Directors has received a certificate from
management of the Corporation confirming that the declaration and payment of the
extraordinary cash dividend is in compliance with section 42 of the Canada Business
Corporations Acl.

ON MOTION, duly made and seconded, it was unanimously resolved:

THAT an extraordinary cash dividend in the amount of approximately $376.7
million be paid pro-rata, in Canadian currency, on the 4" day of June, 2010, to the
Shareholders of record as at the close of business on the 31* day of May, 2010.

THAT the Corporation be authorized to finalize and issue the draft press
release relating to the declaration and payment of an extracrdinary cash dividend, which
was circulated to the Board in advance of the meeting.

THAT any Director or Officer of the Corporation be authorized and directed

for and on behalf of the Corporation to do all things necessary or desirable to give effect to
this resolution.

APPROVAL OF NORMAL COURSE ISSUER BID

B. Management recommended that the Corporation be authorized to buy back
up to a maximum of 5% of the issued and outstanding commaon shares of the Corporation
(“Shares") by commencing a NCIB.

The Corporation will be required to file a Notice of Intention to make a
Normal Course Issuer Bid with the Toronto Stock Exchange (“TSX'). In addition, the
Secretary circulated a questionnaire to ascertain the intention of directors and officers
regarding the sale of any Shares under their control or the control of their associates, all in
accordance with regulatory requirements.



After discussion, ON_MOTION, duly made and seconded, it was
unanimously resolved:

a) THAT the Corporation is hereby authorized to purchase up to a maximum
number of 5,381,049 Shares representing 5% of its issued and outstanding
Shares through the facilities of the TSX and in compliance with the by-laws
and rules of the TSX relating to normal course issuer bids, over a ohe-year
period from the time the bid commences;

b) THAT based on the financial position of the Corporation as of the date
hereof, there are no reasonable grounds for believing that (i} the
Corporation is or, after the purchase of up to 5% of its Shares at prices at
or about the current market price of such Shares on the TSX, would be
unable to pay its liabilities as they become due, or (i) the realizable value of
the Corporation’s assels, after a purchase of its Shares on the foregoing
basis, would be less than the aggregate of its liabilities and stated capital of
all classes {collectively, the “solvency tests”);

c) THAT prior to each purchase of Shares pursuant fo this resolution, the
Senior Vice-President and Chief Financial Officer of the Corporation is
hereby directed to conduct such an examination of the financial affairs of
the Corporation as is necessary to determine that the purchase will not
contravene the solvency tests set out in paragraph (b} ahove based on the
number of Shares to be purchased and the market value thereof at that
time;

d) THAT upon the acquisition of Shares by the Corporation as authorized by
this resolution, such Shares shall be cancelled; and

¢} THAT the Chairman of the Board and the Chairman of the Audit Committee
{collectively, the "Chairs") be authorized to determine all aspects of the
acquisition of any Shares, including but not limited to, the timing, price and
quantum of Shares to be acquired and upon communication by the Chairs
to Management of the Share purchase particulars, Management shall be
authorized and directed to do such things and fo execute such documents
and other material as may be necessary or desirable to carry out the Share
purchase.

APPROVAL OF AMENDMENTS TO BY-LAW NOQ. 1

7. ON MOTION, duly made and seconded, it was unanimously resolved that
the foliowing amendments to By-Law No.1 of the Corporation he approved:

BY-LAW NO. 1
AMENDMENTS

Amendments to Section 4.05 and Article VI of By-law No. 1 of Sears Canada iInc. {the
"Corporation")

BE IT ENACTED as amendments to By-law No. 1 of the Corporation:

1. Section 4.05 of By-law No. 1 of the Corporation is hereby repealed and the
following substituted therefor:

4.05 Chairman

The Chairman of the Board shall be appointed from among the directors and when
present shall be the chair of meetings of directors and shall have such other powers and
duties as the directors may determine. If the Chairman is absent for a meeting, the
President if a director, or in his absence a director chosen by the directors at the meeting,
shall be the chair of any meeting of directors.

2. Article V| of By-law No. 1 of the Corporation is hereby amended by adding the
following section:



6.04 Chairman

...the Chaimman of the Board may. act as chair of any. meeting. of shareholders or may. . . .

delegate the responsibility of chairing a mesting of shareholders to any other director or
officer present at such meeting. if the Chairman is absent for a meeting of shareholders,
and has not so delegated to another director or officer present at the meeting, then the
President, or in his absence a director or officer chosen by those directors present at the
meeting (failing which, by the shareholders at the meeting), shall be the chair of any
meeting of shareholders.

OTHER BUSINESS

8. The Board received the following items for reference only:
] SCI Top twenty Registered Shareholders list and CDS participant

list
| Trading Volume

IN-CAMERA SESSION

9. The representatives of Management, including management Directors, left
the meeting so that the Board could meet privately. Following the Board’s in-camera
session, ali the non-independent directors were excused so that the independent directors
could then meet privately.

There being no further business, the meeting was then terminated.

Chairmén of the Meeting Secretary of the Meeting

Date
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Capital Structure Update

Board of Directors

August 3¢, 2010

This document containg information that is confidential and legatly privilaged: I found, do not copy, Tax, replicate o meil this docurment o anvons; please immedialely destuy this document o mai fa:
Genara] Counsel, Sears Capada, 290 Yonge Street, Swie 700, Toronin, Ontaro MEB 203




Introduction

This presentation is an update of Management’s evaluation of the
Company’s capital structure, as requested by the Board, and an update
on current activities ...

Over the past few years the Board of Directors of Sears Canada and Management have been evaluating alternatives
with respect to the Company's capital structura

Observations about the current capital struciure include;

Under-ievered halance sheet with significant cash position relative to industry peers

- Potential to optimize capital structure and reduce cost of capital through a recapitalization

Cash flow from operations profile can support significant debt

Rating agencies rate Sears Canada as a BB credit, but acknowledge that the Company has investment grade
rating characteristics, however the rating is determinad by the ralationship/influence of Sears Holdings

¢

- Management approached several banks to evaluate capital struciure alternatives
Based on the evaluation of alternatives, Asset Based-Lending {*ABL") is the recommended first step to recapitalization

Before any change in the Company's capital structure is made Management will seek Board appraval

Cunfidential and Sciichor Chent Privilaged




ABL Update - Summary

The Company has been evaluating the arrangement of a senior credit
facility to provide future financial capacity for Sears Canada ...

Management has been evéiuating, and is maving forward with, the arrangement of a senior secured credit facility for
up to CAN$B00 MM from a syndicate of lenders secured by the Company’s inventory and credit card receivables

Tarms and conditions are being negotiated with Weils Fargo, management expects to execute an engagement letter
{see page 4 for summary terms and conditions)

The hext phase of the arrangement of the secured facility will require the Company o work with the lead arrangers to
syndicate the facility across multiple lenders to achieve up to $800 MM of bank commitments

— As part of this syndication process, Management and the lead lenders will compiie marketing documentation that
will be disseminated and presented by Management [o prospeclive lenders {confidential information
memorandum, lenders presentation, forecasted financials) to sclici{ interest in the facility and finalize commitrment
tevels

Board approval of the credif faciiity is requirad
At the close of marketing and upon the successful negotiation and satflement of legal documentation required to close
and fund the proposed lending facility, Management will present to the Board a fully negoliated and committed facility

for the Board's approvat and signing by the Campany, together with any related press release (which would include a
-summary description of the key terms of the facility and the intended purpose of the funds)

Canfidential and Solisitor Cilent Priviieged




ABL Update — Syndication and Key Terms and Conditions

The Company and the Lead Arrangers will be syndicating the facility
with several banks with the following key terms and conditions ...

5

n miltions)

Institution Amount Role Commitment
Wells Fargo $200.0 Lead Arranger Fim
GE Capitai 200.0 Ca Lead Arranger Fim
Bank of Montreal 100.0 - 150.0 Amranger Tentative
Bank of Ametrica 50.0 Agent Tentative
Sub-Total 550.0 - 600.0 _

Other Canadian Lenders 100.0 - 150.0 Agent Tentative
Other Lenders 1000 - 150.0 Agent Tentative
Total $750.0 - $800.0

The key negotiated terms and conditions of the cradit Tacility include:
Four {4) year, $800 MM credit facility with the ability to increase the facility by $200 MM at the Company’s discretion
+ Secured by a first lien on the Company’s inveniory and credit card receivables
Committed fees to co-leads of approximately $6.4 MM and follow-on fees to lending syndicate of an incremental $3.0
MM for a total of $9.4 MM
Interest rates on the facifity will be charged as a spread {275 to 300 bps} over the 3 month Canadian Bankers
Acceptance {"BA”} rate (104 bps as at 07/28/10)
- The Company will be able to draw up to the lesser of the Facility Amount {($800 MM} and 85% of the liguidation value
of the inventory subject to certain incurrence tasts

Restricted payments (dividends, stock repurchases, acquisitions, etc) are permitted if the Company maintains excess
availability exceeding 10% of the Facility Amount and a fixed charge coverage ratio of not less than 1.5x based on
trailing four quarters
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ABL Update — Timeline

The timeline for a successful ABL Facility to be arranged and
syndicated to potential lenders will require up to six weeks to close ...

Description of Key Events

Inventory valuation assessment
{Tiger Valuation Services)

Lead arranger commitment letter
{(Wells Fargo & GE Capital)

Field examination / field work / banker due diligence
{Spain, Price, Reader & Thompson, P.C.)

Syndication of credit facilily
Board approval to close

Press release

Closing and funding

Confidential and Soficilar Tlent Priviieged

Status {tentative)

Completed Aprit 27t 2010

Finalizing Agreement to be
completed Aug. 4, 2010

Started July 05, 2010 and due
to be campleted Aug. 3, 2010

Starting Aug. 9%, 2010 and due
to be completed Aug. 30", 2010

Post syndication, Aug. 30", 2010
timeframe

Upon Board approval, Aug. 30t
fime frame

Upon Board approval, Aug. 30%
fimaframe




2010 Financial Overview — Q2 Outlook

Revenue $1,214 MM, or -2.9% vs. LY with EBITDA forecasted to be $74 MM.
Excluding 1-time items, EBITDA miss is $22.2 MM vs. LY ...

Income Stalement Balance Sheet
- Forecast Plan 2009 Forecast Plan 2005
ACTUAL/FORECAST {in millions) Q22010 Qz 2010_ o QZ 2009 ACTUAL FFORECAST {in milions) Jul-10 Jul-10 Jul-09
Total Revenue . $1,213.7: $1,304.5 51,2499 Current Assets
% Growth : 2.9%; 4.4% 0% Cash § 7185 § 1,131.4 S 895.0
Gross Margin : $385.4 54245 $407.8 Accounts Receivable 132.8 122.5 136.0
% Margin : 38.04%; 38.99% 18.81% inventary 917.5 926.8 952.9
Total Other Income R 198 FAR - 15 T S 17 3 Other Current Assets 145.3 114.0 175.7
Payroll & Benefits : §218.1 $229.2 §224.7 Total Current Assets 1,914,0 2,294.7 2,159.7
Advertising $63.1: $61.9 560.8 Tatal Lang-Term Assets 902.7 $27.3 339.0
Rent XA 530.5 31,4 Total Assets $2,816.7 . 5$3,221.9  53,008.7
Qther Operating Expenses ) $154.6. oS5k 81362 :
Tatal Operating Expenses $467.5° 7 54789 ) §453.0 Current Liabilities
% Margin 855 36.6% 36.2% Accounts Payable § 6307: 5 6139 § 5221
ERITDA 374,15 $109.0 $108.7 Accrued Liabilittes 3453 ¢ 356.4 366.5
Depreciation & Amortization $24.B§ §26.2 28,8 tnc. Taxes Payable (incl. Other Taxes) 37.0 36.9 32.6
Interest expense {income) - net ‘32.7; 5391 §5.8 Total Current Liabilities 1,013.0 . 1,007.3 921,2
Profit Before Tax : $46.5 $§79.7 $74.1 Total Dabt 146.0 - 146.0 361.7
% i 2% RE 5.9% -
¥ parsin 2% o1 Total Long-Term Liabifities 343.7 346.9 325.6
Income Tax $15.6 : $25.5 $25.0 | Liabsti {5026 1.500 4 608.5
% Rate z5x; 32.0% 13,73 Total Liabslities PR ,500.2 2R
Net Incame £31.0 $54.1 §49.4 Tatal Equity 1,314,0 ° 1,721.8 1,490.2
£PS § 029§ 050§ 046 Tetal Liabilities & Equity "$2,896.7 1 $3,221.%  $3,008.7
Logmmeniary
02 Comparable EBITDA Summary Commenta , . _
) ST DA - Revenue miss is drivert by big ticket sales challenges parficilarly in Major Appliances {making up 41% of the tolal
Gomparable EBITDA: revenue miss due 1o industry-wide price comprassion), Lelsure & Ssasonal categories (23% of the total revenue miss
due 1o assdrtntent issues in palios and grills) and Children's Waar (17% of the total revenue miss dua to heightensd
2008 Q2 EBITDA $108.7 MM competitian}
iAime jtems. (Sears Club Adj & Unshipped sales) .. { 8.1MM) <GB 53854 MM (30.04%), down $22.5MAA or -77bps vs. LY due primarily Lo GP erasion from volume mies (-$14 MM)
Comparable Q2 2008 EBITDA $39.6 MM and rale decline due to desper promaotions {-FEMA
- Total expenses up $14.5 MM vs. LY due o higher costs associated with SLH ($8MM) due to an increass In internal
2010 G2 Forecastad EBITDA S 741 MM and exiemal revenue (revenue up $10MM: EBITDA up $2MM vs. LY), the Vaughan Disltribution Facity contindity plan
A-time items {mainly, Vaug i 3.3 MM (35 MM), advertising {$2 MM) and the one-time Sears Club reserve ad). LY {$7 MM), partially offset by improved

payroll savings (33 MM in flex benafit savings, $2.5 MM from lngisiics and Vaughan and §2 MM In merchant
semmissions}
Cash $412.9 MM below Flan, primarily due to the 5378 MM extracrdinary dividend paid out in June
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Comparabie Q2 2010 ERITDA $77.4 WM
Variance to 2009 Q2 Comparable EBITDA (522.2 MM




2010 Outlook

Forecasted EBITDA of $470 MM and ending cash balance of $1,058 MM ...

ncome Statement

* Eacludes aciivity under NCIB for forecasting putposses

acuat 1 Fet L Rest et 1 Fast
ALTURLIFORECAST fin i) Q1 2010 Q12010 : Q32810 Q4 7010 2019
" Total Revenue §1,067.00 51,213.7) $1,385.3 §9,610.3; 55,2743
% Grawth 4.4% 2.5%} 5.8% 544 1.5%
Grass Margin $351.4 $385.4 1 §473.4 $552.4 0 $1,761.3
% Margin 39.17% 38043 19,185 39908 39.425°
Tatal Other Income $144.6 §156.11 $171.8: $176.2 5648.7;
Payrofi & Benefits 4114.7 S218.17 5129.7 $241.7: 5%05.1
Adveriising 565.3 563,14 i 5735 $292.0
Rent 53441 $M.7 $30.5 $124.8
Other Operating Expanses $38.0: $154.6. 51674 $519.2
Tatal Operating Expenses $449.4 $467.5 | $510.2 ; $514.0 $t,941.1
% dacein A% 5! .80 3 36.8%
EBITDA §46.4 S74.10  §135.00  $214.3 $470,0
Depreciation & Amartization : 425.7 $24.8: 522.9: $22.7; $96.1
[nterest expense {income) - net §5.9 52,71 51.5: 50.8 §10.9¢
Praofit Before Tax §15.0 546.5 110,86 : $190.8 §363.0:
i bargin 1.8 184" a0 RES vy
Income Tax 57.8 515.6 . 4332 £57.5 114,11
% Wte B0 .72 20,751 19.7% 3%
Net Income §7.2 $31.0 ¢ Y74 %133a §248.8
EFS P60 0070%  0.28°% 07214 12415 30
Balance Shest sl R
ACTUAL FORECAST fnamBlanc} [ Apr1d L H Jdan-f1
" Current Assets P tr
Cash* TS on20380% 78519 TSR3 1,082
Accdunts Receivable i $32.4 132.8
fivemitony 315.8 937.5
Other Current Asaets 130.9 45,3
Totaj Curpent Assets 5 2,471,315 41,9140 8
Total Lang-Term Assels | 893.9 9G2.7
Tatat Assets 3,365.8 2,876.7
Curvent Liabifities : :
Acoounts Payable o5 513,81 % 8307 1 %
Aerriad Usbilitins : 2453 2453
Inc. Taxaes Pay. {Incl, Other Taxes} | 41.3 37.0 44,4 785 ¢
Totst Current Liabilities 1,024.4 1,013.0 1,170.0 1,093.4
Total Debt 349,72 146.0 28.7 38.7
Total Long-Term Liabilities 3350 343.7 348,71 346.3
Total Liabilltjes 1,741.6 1,498.6
Total Equity* 4§ 1,521.9 ¢
Total tiabifitles & Equity 1,0Z08.5 |

“Bank Case” vs, Internal Outlook

- The banks were provided with a more consarvative 2010

outlook;

- Revenue decline of -1.5% vs. growth of +1.5% (Internal)
- GM $1,856.7 MM (38.20%) vs. $1,762.3 MM (39.42%)

{Internal}

- EBITDA $440.2 MM vs. $470.0 MM {Internal)
- Cash $805.2 MM vs. $1,058.2 MM (Internal)

Cash Flow Statement

ACTUAL/FORECAST {in millona)

Cash Flow from Dperat‘ilngl"l;‘mww

Net Income

Non-cash items fncluded in net income
Changes in nan-cash working capital

Total Cash Flow from QOperaticns

Total Capital Expenditures

Cash Flow from Financing
Dividends Paid

Due May 2010

bue September 2010

4V Debt and Capital Leases

Total Cash Flow from Financing
Totaf Cash Flow

Beginning Cash
Ending Cash
Confidential and Soficfior Client Privileged

" hctual D UFet . Pt | Fat Fost
Q12010 Q7 2010F | Q3 2010F | Q4 2010F | 2010F
1S 721§ 385 TR4IS 1133 248.8 |
25.6 20.4 12,3 8.5 86.8
G2T (164))  BRS 16230 1057 ¢
G583 3500 1781 324.1 441.4
(6.5)  (30.4) @& {18.5) (92.0)
-1 (376.6) - - (376.6)
- {208.0); - - (200.0)
- - (100.0)
{1.5) B2y @2.3)
(1.5} (579.8)  {107.3)
(103.7)) (575.3) 341
1,397.6 1 1,293.8 7185
$1,293.8 1% 7185 § 7526




Notes Summary:

No speaker notes are contained in this presentation.
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MINUTES of the telephone meeting of the Board of Directors of SEARS CANADA INC. {the
“Corporation”) held in the Boardroom of the Corporation, 290 Yonge Street, Toronto, Ontario on

Tuesday, August 3, 2010 at 12:00 p.m., Eastern time

PRESENT (viatelephone)

W. C. Crowley (Ch.)

E. J. Bird

D. D. Cheeks Merriwether
W. R. Harker

R. R. Khanna

J. McBurney

D. L. Rogers (in persan)
[. E. Resati

MANAGEMENT (in person)

A. Ravas
Senior Vice-President and Chief Financial Officer

3. Driscoll

Senior Vice-President, Finance

K. Leshnjani
Vice-President and General Counsel

F. Perugini
Associate General Counsel and Corporate Secretary

The Chairman of the Board, Mr. W. C. Crowley, acted as Chairman of the
meeting and the Secretary of the Corporation, Mr. F. Perugini, acted as Secretary of the
meeting.

CALL TO ORDER

1. The Chairman called the meeting to order and took a roll call. The Chairman
indicated that this meeting was arranged to update the Board of Directors on the capital
structure of the Corporation only and not to make any decisions or approve any changes to
the structure.

CAPITAL STRUCTURE UPDATE

2. Mr. Allen Ravas, Senior Vice Prasident and Chief Financial Officer of the
Corporation made a presentation regarding Management's evaluation of the Corporatlons
capital structure which included the following:

s lUnder-levered balance sheet with significant cash position relative to industry
peers;

s Potential to optimize capital structure and reduce cost of capital, as compared
to the current cost of capital, through a recapitalization;

+ Cash flow from operations profile can support significant debt; and

+ Rating agencies rate the Corporation as a BB credit, but acknowledge that
the Corporation has investment grade rating characteristics, however the
rating is influenced by the relationship with Sears Holdings Corporation.

Mr. Ravas reported that Management approached several banks to evaluate
capital structure alternatives and, based cn this evaluaticn, the first step to recapitalization is
Asset Based-Lending. Mr. Ravas confirmed that the entering into of any credit facility is
subject to the approval of the Board of Directors. Management has been evaluating the
arrangement of a four (4) year senior secured credit facility for up to CANS800 million from a
syndicate of lenders secured by the Corporation's inventory and third party credit card



receivables, with the ability to increase the credit facility by CAN$200 million at the
Corporation’s discretion, Management is negotiating with Wells Fargo to assist with the
syndication process. As part of the syndication process, Management and the lead lenders
will compile marketing documentation to be presented by Management to prospective
lenders to solicit interest in the facility and finalize commitment.

Mr. Ravas indicated that the committed fees to co-leads will be approximately
$6.4 million and follow-on fees to the lending syndicate will be an incremental $3.0 million,
egual to a total of $8.4 million.

When the negotiations for the proposed lending facility are completed,
Management will present to the Board of Directors a fully negotiated facility which has been
fully committed to by the lending banks, together with a related press release for the Board
of Directors’ approval. As requested, Management will provide a further update on the
credit facility at the Audit Committee meeting scheduled for August 16, 2010.

2010 FINANCIAL OVERVIEW

3. Mr. Ravas praovided an overview of the financial outlook for the second
guarter and financial year end of 2010. Forecasted revenue for the second quarter of 2010,
is expected to be below plan at $1,214 million due to big ticket sales challenges, particularly
in Major Appliances and Leisure & Seasonal, and sales misses in Chiidren’s Wear, GCash is
expected to be below plan at $412.9 million due to the $376 million extraordinary dividend
paid out in June, 2010. EBITDA is forecasted to be $74 million, which is down by $22.2
millian on a comparable basis to the same quarter last year.

A conservative forecast for 2010 has been provided to the banks, including a
revenue decline of 1.5%, EBITDA of $440.2 million and Cash of $905.2 million. A more
detailed presentation of the second quarter results will be provided at the Audit Committee
meeting scheduled for August 16, 2010.

There being no further business, the meeting was then terminated.

e

Chairman of the Meeting Secretary of the Meeting

Date
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Capital Structure Update

September 9, 2010

Private and confidantisd, this dosument belongs o Sears Carade; if faund, da not copy, fax, replicate or mail ihis decument (G anyone! nlease immetiaiely destroy this docunent or mall fa:
Chis! Legal Officer, Ssars Canadz, 280 Yonge Stwel, Suife 700, Tororta, Ontario MBB 203




Agenda

« ABL Update
Capital Structure High Yield Update
Dividend in September, 2010 ($3.50 or $5.00 / share)

Excess Cash Proposal —~ Loan to Sears Holdings
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ABL Update

Update of ABL progress since the August 16" meeting ...

Facility term remains at 5 years

Pricing grid remains at 250 bps (first 3-months locked in at 275 bps) over the 3 month Canadian Bankers
Acceptance ("BA”) rate (116 bps as at close 09/03/2010)

- Coupon rate for current notes due September 20, 2010 at 7.05%
Bank meeting completed on August 191, 2010 — positive response, over-subscription
Bank Syndicate now compiete:

— Total bank commitment sized at $1.0b and approved through respective credit committees

Commitment Allocation

nstitution  Tifle . (SCADMM) _ (SCAD MM)
Wells Fargo Joint Lead Arranger / Joint Bookrunner / Adminisirative Agent $200.0 $180.0
GECC Joint Lead Arranger / Joint Bookrunner / Documentation Agent 200.0 2000
Bank of Montraal Joint Lead Arranger / Joint Bookruniner / Co-Syndication Agent 150.0 120.0
CIBC Joint Lead Arranger / Joint Bookrunner / Co-Syndication Agent 180.0 120.0
RBC Participant 100.0 80.0
™ Participant 400.0 60.0
Bank of America Participant 50.0 50.0
Deutsche Bank Participant . 500 0 400
Total $1,000.0 $800.0

Total fee approximately $9.4 MM ($CAD)
Timetine:
- September 3, 2010; Distribution of Documentation to Sears Canada fender group

~  September 101, 2010:  Possible closing date pending Board approval

At the close of markating and upon the successful negotiation and settlement of legal documentation required
to close and fund the proposed lending facility, Management will present to the Board a fully negotiated and
committed facility for the Board’s approval {(via resolution in lieu of meeting) and signing by the Company,
together with any related press release
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ABL Update - Summary Terms and Conditions

Negotiated ABL Terms & Ccnditions

Borrowar

Facility Amcsunt

LG Sub-Limit:
Maturity:

Borrowing Base:

Applicable Margin:

LEBOR Floor

Unused Lme Fee

F’repayment Premtum: P

Cash Dommlon

Fmancxal Covenams

Restricted Payments:

Co[iateral

konitoring

Accordion Feature [
Increase Option

Sears Canada In
 $800MM
‘o $100MM

5 years
" “The lessor of the Fagility Amount or the surm of the follawing {the “Line Cap™:

* 85.0% of the cost of eligible invenlory or 85.0% of the appraised net orderly liguidation value ("NOLV") of eligible inventory: pus,
+ 85.0% of eligible credit card accounts receivables; lass
+ Customary reserves

S uifavel s o o EXcessto o BA AND CDOR. Standby. Documentary
S T - Avaifability Rate Loans: 1./C Faa - - LIC Fee
b B, k0% 250% . 2.00%
o >= 35% but < 50% : 2.75% _275% - 2.35%
el E% e 300% ..300% S 250% ..
: None

0. 5% per annum
None

- Subject to ( ) Excess Avanab}lety exc,eedmg 10% of the Line Cap and an FCC of not iese than 1.5:1 0 based on if‘afllng four

quarters or (i) Excess Availability on a projected ang pro forma basis exceeding 20% of the Line Cap and a fixed charge
coverage of not less than 1.1:1. 0 based aon tra; mg fourquarters

First Elen on credlt cards reoewable and mventory

. Month y borrowing base with tngger to weekly when excess avallabi xty fa!ls below 20% of the Lme Cap for (3} three
days during any 30 day period

* Audit and appraisal of 1x per annum, triggering to 2x when excess availability falls below 65% and 3x when excess
avaalabl ity fells balow 20% uf the Facshty
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Capital Structure High Yield Update

With the ABL near completion, the next step in the recapitalization of Sears
Canada is to review the high yield debt market ...

. Expected Capacity in High Yield (HY) Market:

Deutsche
fin miiions) . BMO BOA ... ... . RBC . Bak
Capacity

CADS$ Market $500-$700 $300 $500-$700 - $300
US$Market  $1,000+ ~$1,000 o §700+
Total Capacity $1,500 - $1,700 $1,300 $1,250 - $1,450 $1,000+

- Coupon rate varies depending upon size, market and maturity
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Capital Structure Key Metrics

Sears Canada can currently support up to $1.5b of high yield debt, but
current “Ba” credit rating supports $1.25b of high yield debt ...

Summary of Capital Structure Key Metrics
(in millions except ratins)

HY $0.0, $s00.0 $750.0 ~ $1,000,G JSgr2sco . $1,500.0
Dividend $1,200.0 $1.7000 $1,950.0 $2,150.0 $2,250.0 ' $2,500.0

Jan Jan Jan Jan Jan Jan

2011 2041 oot 2011 o2om C20m
Cash & Equivalents $ 162.9 3 187.5 $ 181.,6 $ 225.6 $ 200.7 $ 166.0
Less: Gurrent Portion of Debt 8.3 83 e 2.3 o 9.3 93 ] 9.3
Excess Cash 183.7 1782 723 216.4 200.4 ' 166.8
ABL Excess Availability 75.9 R 4.7 331 e BB 190.0 2265
Total Liquidity Available 2256 S 2128 205.4 247.9 390.4 383.3
Operational Neads ...2000 o ..2000 ... 2060 L2000 00 2000 ...200,0
Excess Cash for Strategic Uses 5 296 § 12.9 3 5.4 $ 47.9 $ 190.4 3 183.3
Tatal Debt (end of 2010) $ 4324 § 973.3 $ 1,224.9 8 1,476.5 $ 1,568.0 $ 1,781.4
ABL Draw 393.4 4347 436.2 437.8 279.3 242.8
ABL Availability (85% x Line Cap) 469.4 459.3 469.3 469.3 489.3 469.3
LTM ERITDA* 5402 440.2 440.2 440.2 440.2 440.2

LTM EBITDA 3.4x

4.0

; Rt
Fixad Cost Cnv'e'rage Ratio 8.0x T.3x B.7x 8.2x 5.8x 5.5x
Retained Eamings (Post-Dividend) g 2821 5 (225.0) $ (478.3) 3 (681.7) 5 {785.0) $ {1,038.0)
Credil rating {issue); Moody's** Ba1i Ba2 to Ba3 Baz2 to Ba3 BaZ to Ba3 Bai to B1/BB- B1
Credit rating {issue): S&P* BB- BB- BB- BB- BB- {0 B+ BB- to B+
7-8 Year Maturity Rate (CADY™ NFA 7.50% - 7.75% 7.875% - 8.125% 8.00% - B.25% 8.00% - 8.25% 8.375% - 9.875%
7-8 Year Maturity Rate (LUSDy* NIA MNA 7.875% - 8.125% 8.00% - 8.25% 8.00% - 8.25% 9.125% - 9.625%
10 Year Maturity Rate (USD unswapped)** N/A 7.75% 7.75% 775% 7.75% 8.00%
Covenanis - Investment Grade / High Yield™ N/A Possible |G Probable HY HY HY HY

*Note: “Bank” case scenario used (Le. FY2010 EBITDA: $440,2 MM)

“*Note: Estimates provided by banks included in the ABL syndicats
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Limitations on Borrowing for Dividends in Excess of Retained Eamings

If the Board were to consider a dividend in excess of retained
earnings, the interest on borrowing for dividends in excess of retained
earnings is not deductible ... |

+ Interest on horrowing used to pay a dividend in excess of retained earnings Is not deductibie because the loan is
not being used to finance operations and earn business income

Example:
Opening Balance Loan Financed  Closing Balance  Ineligible Portion  Estimated Net
{in tnllions) _as at 9/01/2010  Dividend as at 9/30/201C of Loan _ Income Impact
Retainsd Eamings $1,200 ($800) $400 - -
Loan $800 $800 - -
Retained Eamings $1,200 {$1,400) ($200) - -
Loan - $1,400 $1,400 $200 §1.4

. Sears can pay a higher dividend in excess of retained earnings and maintain tax deductibility as long as it is paid out
in stages and the dividends are funded through borrowings

- Pay dividend in stages

;; Use borrowed maoney to pay dl\ndend up to retained earni ngs and Qreserve cash _
. Interest on borrowed money used to pay dividend out of retained sarnings is deductible -

- Use cash on hand to pay dividend from negative retained sarnings
- No ;nierest deductibmty issue arlses because the;'e is no borrowmg for mengxbie use

- By staglng the payments the company is able to pay a duvsdend in excess of retained earnings and st:li deduct the
interest on the borrowed funds
- Without staging, dividend maximum to avoid tax deductibility est @ $1,450 MM at January 30, 2011

- With staging, dividend maximum est @ $2,200 MM, or $2,400 MM with IFRS implementation in Q1 2011

- The Company has requested a ruling from the CRA on Management’s interpretation on the tax matier with an answer

axpacted in Oclober
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Scenario 1 — September Dividend $3.50 / share

Staging the dividend in tranches maximizes the amount that can be paid out;
A short term dividend should come from the ABL ...

Aug Sep Qct Nov Deg Jan Feb Mar Apr

20 200 2010 2010 2010 2010 B2 L1 N 2011
Cash & Equivalants $ 6480 3 5702 § 8049 ¢ 7353 $ 9034 § 86.9 § 1568 § 1800 $ 1800
Less: Curent Portion of Debt e i35 8% 77 85 92 e BB B4 80
Excess Cash 535.3 556.5 798.0 727.6 894.9 77.7 147.9 171.6 172.0
ABL Excess Availability ‘ Come 1958 - 3905 211.8 189.9 e . 1083 1025 107.6
Total Liquidity Avaitable 535.3 7525 798.0 1,1181 11067 277.6 T 2572 274.1 279.6
Operationai Needs 2000 2000 2000 200.0 2000 2000 _...2000 2000 2000
Excess Cash for Strategic Uses § 3353 § 5525 % 5980 $ 9184 $§ 9087 § 77.6 $ 572 § 741§ 78,6 |

Total

Seurces of Cash for Dividend % - % a7 % - % 10000 % - § 8233 $ 22000 $ -3 - % -
HY - - - ,000.0 - - 1,000.0 - - -
ABL - 376.7 - - - - 376.7 - - -
Cash $ -3 - 8 - % - % - % 8233 § 8233 $ - % - § -
Key Metries e N R e
Total Debt (end of 2010) $§ 1460 § 5227 § 7187 $ 15283 % 1582 § 15282 § 16756 $ 17345 & 17104
High Yield (HY) - - - 1,200.0 1.200.0 1,200.9 1,200.0 1,200.0 1,200.0
ABL Draw - 476.7 £80.0 289.5 2895 289.5 437.7 497.4 474.1
ABL Availability {85% x Line Cap) - 672.5 £80.0 30.0 501.3 489.4 547.0 599.9 581.7
Adj. DebtEBITDAR 2.3x 3.0x 3.3x 4.7 4.9x 5.2% 5.6% 5.8% 5.8%
Fixed Cost Coverage Ratio 7.6x 7.7% 6.6x% 8.7x 6.8x 5.5x 4.5x 3.9x% 3.4x
Retained Eamings (Pest-Dividend) 1,289.7 851.0 a71.1 56 51.7 {760.0) {787.0) (791.5) (782.1)
Refained Eamings (Pre-Dividend) $ 14,2007 § 13277 § 9711 § 10066 $ 517 § 63.3 § @eTO) $  (791.5) $§ (7B2A)

Assumptions
«  Downside Case ($393.8 MM EBITDA in FY2010) with $800.0 MM ABL in September
«  §378.7.0 MM dividend paid in Septsmber {$3,50/share)
$100.0 MM notes due in Seplember paid through ABL
$1.2b HY in November wih $1.0b MM ($9.29/share) dividend paid through HY
$360.5 MM of the ABL facility is paid down by the HY {$380 MM) and cash ($30.5 MM) in Nov. to ensure change in debf < retained earnings
$823.3 MM (87 .65/share) dividend paid in January funded through cash on hand
Total dividend $2.2b ($20.44/share, not including $376.7 MM dividend paid in Juna)
Note 1: Adj Debt / EBITDAR potentially moves Sears Canada's rating down from Ba to B grade using downside financials
Note 2: Refer o slides 18-20 in the Appendix for pro forma financials of Scenario 1
FPrivate and Confidential




Scenario 2 — September Dividend $5.00 / share

Up to $5.00 / share dividend can be paid in September while still providing
excess cash for other strategic uses ...

Aug Sep Oct Nov Dec Jan Feb Mar Apr

200 2010 2010 2010 2010 2010 201t 2011 -t L
Cash & Equivalents ¢ B480 $ 5702 § 6437 § 742§ go22 § 87.1 § 1581 % 1800 § 1800
Less: Current Portion of Debt oo M35 89 LI .85 ... 82 BB 84 BO
Excess Cash 535.3 556.6 636.5 726.5 893.8 77.8 1493 1716 1720
ABL Excess Availability e, 34D - . 3s04 2117 ...1998 o eso 1026 . 1677
Total Liquidity Avaitable 591.2 636.8 1,116.9 1,105.5 277.7 2572 274.2 279.7
Operational Needs ...2000 2000 0.0 20090 2000 0 200.0 L2000 2000 2000
Excess Cash for Strategic Uses  $ 3353 § 3812 § 43885 $ 9168 § 0055 § 777 $ 5725 742 § 79.7

Total

Sources of Cash for Dividend $ - % 5380 § - 3 8400 § - % 822.0 $ 22000 $ - 8 -5
HY ' - - - 840.0 - - 840.0 - - -
ABL - 538.0 - - - - 538.0 - - .
Cash $ - 8 - 8 - % - % - $ 8220 % 822.0 $ - 3 - 8 -
Key Metrics e o e e+ .
Total Debt (end of 2010) & 460 § 6840 $  7iB7 $ 1,5283 § 15283 $ 1,528.3 3 16768 $ 1,7345 § 17104
High Yield (HY) - - - 1,200.0 1,200.0 1,200.0 1,200.0 1,200.0 1,200.0
ABL Draw - 638.0 £80.0 289.6 289.6 289.6 . 4390 497 .4 474.0
ABL Availability (85% x Line Cap} - 672.5 680.0 680.0 501.3 489.4 547.0 599.9 581.7
Adi. Debt/EBITDAR 2.3x 3.2x 3.3x% 4,7x 4.9x 5.2x% 5.6x 5.8x 5.8x
Fixed Cost Coverage Ratio 7.6% 7.7x 6.6x 8.7x 6.8x 5.5x 4.5% 3.8x 3.4x%
Retained Eamings (Fost-Dividend) 1,200.7 789.7 809.9 4.3 50.4 {750.0) {787.0 {791.4) (782.1)
Retained Camings (Pre-Dividend) § 1,2007 $ 13277 § 8099 § 8443 § 504 % 62.0 5 (787.0) 5 (791.4) $  (7B2.1)
Assumntions

Downside Case ($393.8 MM EBITDA in FY2010) with $800.0 MM ABL in September

$538.0 MM dividend paid in September ($5.00/share)

$100.0 MM notes due in September paid through ABL

$1.2n HY in Noven:ber with $840 MM ($7.81/shara) dividend paid through HY

$390.4 MM of the ABL facility is paid down by the HY ($360 MM) and cash ($30.4 MM) in Nov. to ansure change in debt < retained eamings
$822 M (37.63/share) dividend paid in January funded through cash on hand

Total dividend $2.2b ($20.44/share, not including $376.7 MM dividend paid in June)

Note 1: Adj Debt / EBITDAR potentially moves Sears Canada's rating down from Ba to B grade using downside financials

Nole 2: Refer to slides 21-23 in the Appendix for pro forma financials of Scenario 2
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Scenario 3 — IFRS Impact and September Dividend $3.50 / share

IFRS implementation in Q1, 2011 is forecasted to increase retained earnings
by approximately $300 MM as a resuit of elections that are available to the
Company upon conversion to IFRS; impact to be finalized by Q3, 2010 ...

Aug Sep Cet Nov Dec Jan Feb Mar Agr

2010 2016 2010 2010 2010 2010 2018 201 2011
Cash & Equivalenls § 8480 $ 5702 § 8139 $ 9568 § 9513 § 9547 $ 108 S 1800 3 4800
Less: Cumant Partion of Debt . 128 13.5 . Bs 17 8.5 8.2 B8 8.4 3
Excess Cash © 7 B383 556.6 807.0 5491 942.8 945.4 20 1718 172.0
ABL Excess Availabilty e 2008 - B0 00 2876 1139 1186
Total Liquidity Available 5353 7615 807.0 9491 9428 o455 269.5 2855 200.5
Operational Needs 200.0 2000 200.0 200.0 2000 | 2000 . 2000 2000 200.0
Excess Cash for Strategic Uses 5 3353 § 561.5 § 607.0 & 749.1 $ 742.8 % 745.5 3 695 § 855 § 90.5 !

. Total

Sources of Cash for Dividend s - 8 367.7 $ -3 - 8 - § - $ 20323 ¢ - % - § 2,400.0
HY - - - - - - 1,180.0 - - 1,180.0
ABL - 367.7 - B - - - - - 3ar.7
Cash 8 - 8 - 8 - 3 - 3 - § - 8 8423 5 - 3 - § 8423
Total Debi {end of 2010) . $ 1460 § 5137 § 787 § 7187 § 5400 % 528.1 $ 17173 5 19231 § 1,808.5
High Yield {HY) : - - - - - 1,400.0 1,400.0 1,400.0
ABL Draw - 467.7 680.0 £686.0 501.3 489.4 279.4 488.0 463.2
ABL Availability (85% x Line Cap) - 872.5 8380.0 680.0 501.3 4854 547.0 599.9 581.7
Adj. Deb{/EBITDAR 2.3x 2.9% 3.3x 3,3x 3.0x 3.3x 5.7x 6.1x 6.2x
Fixed Cost Cevarage Ratio T.6x 7.7x §.6x 8.8x 8.4x 7.8x 7.2% 5.7x 4.6x
Retained Camings {Post-Dividend) 1,288.7 960.0 930.1 1,014.6 1,086.2 1,082.4 {971.9) (877.4) {968.6)
Retained Eamings {Pra-Dividend) 5 12887 § 13277 % 9801 § 10148 $ 10862 % 10824 § 10604 % (877.4) § {968.6)
Retained Earnings (Post-Dividend, Post IFRS) $ (6719} § (677.4) § {668.8)
Retained Earnings (Pre-Dividend, Post IFRS) $

13604 § (8774) §  (658.6)

Assumptions
«  Downside Case
$800.0 MM ABL in September
$367.7 MM dividend paid in September [$3,50/zhare)
$100.0 MM notes due in September paid through ABL
[FRS implementation in Q1 2011 Is forecasted to increase Retained Earnings by $300 MM, therefors, total dabt and dividend can Increass $300 MM as well
$1.4b HY In February 2011 with $2.03b dividend ($18.88/share) pald through HY ($1.19b and cash [$842.3 MM
Note: $210 MM of ABL paid off in February from $1.4b BY
Totad dividend $2.4b ($22.30/share, not including $376.7 MM dividend paid in Juns}
Note: Adj Debt/ EBITDAR potentially moves Sears Canada's rating down from Ba to B grade using recession financials
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Capital Structure

The Company can declare in September up to $5.00/share, or $538 MM,
dividend financed from the ABL facility while still providing excess cash
for other strategic uses ...

+ Dividend funded through ABL facility

. Repayment of $100 MM of mediumn term notes due September 20, 2010 also funded through ABL facility
(notes at 7.05% interest rate, ABL at 3.66% based on September 3, 2010 3-month BA rate + 250 bps)

+ The Company's “downside’ case forecasts $381.2 MM in excess cash for strategic uses, net of the $100 MM
note repayment in September, 2010

« The downside forecast assumes:
_ Sales decrease of 4.8% in 2010 vs. 2008
_ Gross margin erosion of 13 bps to 38.80% in 2010 vs, 2009
~ERITDA of $393.9 MM or down 19.3% vs. 2009

. The Board may approach, obtain and rely in good faith on the advice of a third party expert to assess the
financial strength of the Company going forward and the Company’s ability to suppott an extraordinary
dividend distribution

< Appendix includes:
—Board governance considerations regarding dividend declaration

- Dividend declaration process
— Pro Forma financials (refer to slides 18-26 in the Appendix)

Private and Confidential 1




Excess Cash Proposal

After securing the $800 MM ABL, issuing the $3.50/share dividend in
September and repaying $100 MM in debt (refer to Scenario 1), Sears
Canada has ~$550 MM of excess cash at the end of September, 2010 ...

The Board should consider the following options to improve the current rate of return:
- Gurrently, treasury earnings rate is 56 bps

- Sears Canada can invest the excess cash in the following options:
1. Invest in investment grade commercial paper at ~90 bps for 60 days

2. Make loan to Sears Holdings at 190 bps for 60 days - up to $400 MM
Refer to Sears Holdings — Credit Overview in Appendix (slides 27-32)

Management recommends Option 2 as it is the more profitable alternative, however a fair market check
must be performed:

- Need to ensure the loan interest is at fair market rate, two key pieces of information supporting a
toan to SHC at 190 bps is at market are:

. Sears Holdings has issued commercial paper at 190 bps and can borrow at 190 bps

2. 190 is approximately a 100 bps premium vs. investment grade paper

~ Documentary evidence of a fair market rate is required

- (e.g. SHC existing loan documents with similar terms, offers from third party lenders,
published rates, etc.)

Frivale and Confidentiai 12




Excess Cash Proposal (continued)

25% Limitation

. Aloan between Sears Canada and Sears Holdings would be considered a “related party transaction” and
would require minotity shareholder approval if the FMV of the transaction is greater than 25% of the market
cap of Sears Canada (National Instruments 61-107 Sec 5.7

. Market cap; Common Shares Outstanding x Market Price (as of Sept. 2, 2010)
1076 MM x $23.92 =$2,581.8 MM (or 25% = $645.5 MM)

. Market price: The weighted average price in the 21 days preceding the loan

- Proposed loan of up to $400 MM is less than 25% of the market cap, or $645.5 MM (as of Sept. 2, 2010}

Frocess
- Audit Commitiee appraval of transaction

Disclosure

. It is Management's judgment that the proposed intercompany loan at 1.9% is not material and therefore
would not require an immediate press release because:

_ Would not significantly affect market price or value of shares;
_ Sears Canada did not issue a press release about the credit facility placed in 2005 for $600 MM

. Intercompany transaction would be disclosed within Q3, 2010 Financial Statements, Notes and the MD&A

Private and Confidentia 13




Next Steps

- Al the close of marketing and upon the successful negotiation and settlement of legal
documentation required to close and fund the proposed lending facility, Management will
present to the Board a fully negotiated and committed facility for the Board’s approval (via
resolution in lieu of meeting) and signing by the Company, together with any related press
release

« Board review of dividend and circulation of resclution in lieu for the Board’s approval,
together with any related press release

- Audit Committee review and approval of intercompany loan

- Continued discussions with Banks regarding high vield market capacity

- Review IFRS election options
- Finalize fair value assessment of PP&E
- Finalize Pension corridor approach options

- Update on CRA opinion on Management's interpretation on dividend tax treatment
expected in October

Private and Confidential 14




Appendix

1.

Board Governance Considerations — Dividend Declaration
Dividend Declaration Process

Pro Forma Financials

Sears Holdings: Credit Overview

Officer Certificate: Liquidity & Solvency

Resolution: Credit Faciity

Resolution: Dividend

Credit Facility and Dividend Press Release

Intercompany Loan Resolution

Private and Canfidential
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1. Board Governance Considerations — Dividend Declaration

statutory Solvency Tests
- Section 42 of the Canada Business Corporations Act (*CBCA”) states that:

- "A Corporation shall not declare or pay a dividend if there are reasonable grounds for helieving:

(s) The Corporation is, or would after the payment be, unable to pay its liabilities as they become
due; or

(by The realizable value of the corporation’s assets would thereby be less than the aggregate of
its liabilities and stated capital of all classes”

- The Board will receive a certificate from the Chief Financial Officer setting forth the analysis and

gon;:ius‘sons with respect 1o the above requirements at the time the extraordinary cash dividend is
eclared

Corporate Governance [ Process
- Section 122(1) of the CBCA requires that:

- "Every director and officer of a corporation in exercising their powers and discharging their duties
shali:

(a) Act honestly and in goed faith with a view to the best interests of the corporation; and

(b) Exercise the care, diligence and skill that a reasonably prudent person would exercise in
comparable circumstances”

» The Directors may obtain the advice of financial advisors and may rely in good faith on a third party
expert and Management advice in making a decision

Private and Confidantial 16




2. Dividend Declaration Process

Dividend Declaration Process
- When the Corporation resolves to declare and pay a dividend, then:

- Press release issued as soon as possible following the Board decision
~ Dedlaring that the dividend is to be paid

- 'Cc}rgim’g?g the record date {date upon which shareholders of record entitled fo receive
dividen

_ The record date must be at least 7 trading days following the date the press release is issued and
may not be greater than 60 days before the payment of the dividend

. The payment of the dividend can occur as soon as the day following the record date

Private and Conildential




3. Scenario 1 Pro Forma Financials ($3.50 / share dividend in September)

Sears Canada Inc. - Recession Case - Div $377 MM + ABL Due Sept 2015 of $800 MM + CSHY 51200 MM
Cash Flow Statement

Fiscal2010 Fiscal2010  Fiscal 2010 Flscal 2010 Fiscal 2010 Fiscal 2010 Fiseal 2010 Fiscal 2010 Fis:al 2010 Fiscal 2071

FORECAST Ao Sep-10 oce10 | Q3 2010 N_o_y-_ﬁ_ﬂ__ Deett a1l "4 2010 L2010 Y 2011
Cash Flow from Operations S : : o T
Net income {Before One-Time) 531.5 5279 $20.1 | 451.6 $34.5 S46.1 311.8 : $92.2 : 51829 © - (522.1”
Depreciation & Amortization 56.7 $8.4 §7.0 $22.1 57.2 48.8 §7.2 ¢ 52313 $96.1 - $28.4
{Gain loss on dispasitions (521.9) (533 153.6) (528.8) §72.9 (52.8) 54,1 $4.2 ($24,1) : $13.1 ¢
Changas in nan-cash working capital balances ($46.9) {587.8) 5271 {5107.7) 5102.8 $121.8 (510.3)5 $214.2 (558.2} 3 {589.8).
Total Cash Flow from Operations (558,53} (554.8) $50.5 0 (562.9)  $147.4 $174.0 §12.6 | $333.9 PoS196.7 L (570.4)
Cash Flow from investing : : : :
Capital Expenditures {520.0} {512.5) (511.7) (544.2) (54,13 (55.9) (55.8) (515.8)} (675.2) (518.8);
Cash Flow from Financing : :
Dividends Paid $0.0 (5376.7) $0.0 . (3376.7)0 (§1,000.0) 50.0 (5823.3)0 {$1,823.3)) {82,576.7) 50.0
Debt ' . :
ABL Revolving Credit Facility 0.0 5476.7 $203.3 1 $680.0 0 (5390.5) 0.0 0.0 1 {5390.5) $289.5 1 | $184.6 ¢
CDN § Senicr Unsecured Notes Bue Nov, 2017 0.0 $0.0 $0.0 0.0 © $1,200.0 0.0 $0.0 . $1,200.0 0 $1,200.0 : ! $6.0
Due May 2010 $0.0 $0.0 50.0 ° 50,0 $0.0 $0.0 $0.0 : $0.0 (5200.0} 0.0
Due September 2010 50,0 {$100.0) 50,0 (5100.0) 0.0 $0.0 $0.0 50.0 ($100.0}; $0.0
¥ Dabt 6.1 50.0 {374} {$1.3) 0.0 §0.0 0.0 50.0 (59.9), ($2.3)-
Capital Leases $1.7) 0.0 $0.0 (81.7) 0.0 50.0 $0.0 0.0 ($2.2) $0.0 °
Financing Fees $0.0 (510.6) 0.0 {510.6) ($22.3) 50.0 50.0° 1522.3); ($32.9) 50.0 :
Tetat Cash Flow from Financing §4.4 ($10.6)  5195.9 | $189.8 : (5212.8) 50.0 ($823.3) ($1,036.1); (§1,432.1) - 5182.3
Total Cash Flow (§74.2) (§77.9)  $234.7 $82.7 . (569.6) $168.1 (§816.5)  ($718.0) {$1,310.6) : $93.1
Beginning Cash C§T22 sedR.0 §570.2 © 57223 5804, 9 57353 $903.4 1 58049 51,397, 6 o586 :
Ending Cash $648.0  $570.2 58049 §735.3 $903.4 $86.9 © o sBe ?___‘__ ‘ 536 9 {41800
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3. Scenario 1— Pro Forma Financials ($3.50 / share dividend in September)

Sears Canada Inc, - Recession Case - Div $377 MM + A

Balance Sheet

Siscal 2010 Fscal 290 Piscal 2010 Fical 2010 Fistal 240 Fiscal M0 Fisczi 2000 PReal 2010 Fiscal 2630 Fiscal 2011
FORECAST . Aug-10 Sep-10 Oct-10 Q3 2010 Nev-10 Dec-10 Jan-11 Q4 2018 2010 Q1 2011
Coreent ssate T ‘ ' e
Cash $648.0 §570.2 $804.9 $804.9 §735.3 $903.4 86,9 586.9 $86.9 © $180.0
Acesunts Recefvable $128.0 51524 $135.2 51552 $153.2 §148.3 §125.4 $125.4 5125.4 - $12%.7
Ivantary $1,020.8  51,059.0  §1,061.8 0 $1.061,81 $1,062.2 50118 s882.2 1 sA2R $8BL.2 : S961.6
Prepaid 5701 §70.6 $539.% ¢ 466,1 $5.% $55.0 4550 $55.0 §55.2
ncome Tax Asscts 540.3 $40.3 $69.6 : $322 4322 $50.5 5500 ;
Tatal Current Assets TEa07 2 88934 §7,451,4 0 54,2001

Lang-Term Assets

Het PPAE

Deferved Charges

Goodwill & Intangble Assats

Other tong-Term Assets
Total Long-Term Assets

Total Assets
Current Liabilities

Accounts Payable
Accrued Liabilities

Income Taxes Payable {Includes Other Taxes)

Tatai Corrent Liabilities

Debt
APL Revalving Credit Facltity

CDN % Senfor Unsecared Mokes Due November 01, 2017

Due September 0
JV Dekit
Totat Debt

Long-Term Liabliitfes
Acerued Bonefit Llabilty
Other Lang-Term Liabfy
Future Income Tax Liabilities
Total Long-Term Liabilitles

Total Liabitities

Equity

Capftal Stock

Retained Earnings

Accum Other Comprehansive Incomie
Total Equity

Total Liahilities & Equity

$614.8 5620.5
5746 $174.2
54E.7
5994

$917.6

$2,B24.8  $2,827.4  §3,094.3

56533 S627.8  B67R3

$334.3 53327 43312
23,3
51,0191

s984.0  $1,033.0

5040 $476.7 $680.0 |

50.0 30.0 50.0
$100.0 50.0 400
$46.0 $46,0 4387

§146.0  $522.7  STIBT .

$179.6 £181.3 $143,0 |
51621 51631 $164.1

41 41 i
s3457 §3amA 335t

$$,902,8 $1,855,2 §2,102.8

$18.7 $15.7 $15.7

$1,299.7 §951.0 4874,1
6.6 5.6 $4.7

$132200 $9723 §9915

32,8248 §2,827.4  $3,0%4.3

evars

L3 ss

§2,049.1  $2,047.4

$6205°  §8152 36143
17427 §i73.8 $173.4
$48.7 548.6 $48.9

$120.0 $118.3

$609.7 §608.7 5609.7
5173.0 $173.6 730

549.6 3496 549,68 ¢
S SHES . sas

Tses74 Gone.s

§3,094.3 | $3,006,6 $3,004.3

s678.3 1 §7014 $653.0
$330.20 3297 3328.2
35: 0 9.8 $69.5
i §1,033.0 ] $1,900.3° §1,050.7

$680.0 5289.5 $289.5

5000 $1,300.0  $1,200.0
$0.0 0.0 0.0
§38.7 $38.7 §38.7
§718.7

519301 §184.7 $186.4
Sed.ic S16R1 $166.1
$353.8  $356.5

42,%82.3  $2,935,3

sty Sis7 §15.7

71,1 ¢ 5.6 851.7
54.7 ¢ 33,1 51.8

59915 . $24.4 $69.0

L 53,0943 53,0067  §3,004.3
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§950.

$2,150.

S12.0 1 Se1Z0 i §612.0
53263 §326.3 1 533

885
51,007.8

5269.5 $289.5 5280.5
§1,200.0 ¢ $1,200.0 ¢ $1,200.0 !
0.0 $0.0 $0.0

$69.5 1 $69.3
$1,007.8 : $1,007.8

$34.7 - 438.7 $34.7

Pg1,520.2 $1,528.2 §1,328.2 0 §1,528.2 1 §1,528.2

S108,0  Sigal0: 51680

51671
4.1

§359.2 |

SIBTE{  $160.1

$359.

$2,.865.2 1 $2,695.2 1 42,8952

Gz S1m7i §i87

$760,010  {$760.0);  (5760.0)
200 DI 300
($744.3);  {5744.3); (§744.3)

$2,150.9

$2,150.9 | §2,150,9

51,200.1 ¢

ce50.8 | §950.3

$2,150.8 | $2,150.8 |

4.1

$1,710.4

£193.4
$167.1
$364.5

©$3,070,7

5.7
E78L1)

. 50.0

T sTEEA)

§2,304.2




3. Scenario 1~ Pro Forma Financials ($3.50 / share dividend in September)

Fiscal 2010 Fiscal 2010 Fiscal 2010 Fiscal 2010 Fiscal 2040 Fiscal 2010 Fiscal 2010 Fiscal 2090 Fiscal 2010 Fiscal 2011

FORECAST Aug-10 Sep-10 oct10 | Q3 2010 i How10 Dec-10 Q42010 | 2010 © Q1 2011

T Total Revenue T ey saere T TR S237 saaeg SRR TR, §1,436.5°  §4,953,5. | §1,045.6.
% Growth 5,5% -5.5% -5.5%! 75.5%5 -5.5% 5.5% 5,88 485 2.0

Gross Margin $110.1 $1671.3 5136.9 $408.3' $157.7 5217.4 §110.3; 5485.5) §1,633.4 . 53358

% Margin 38.58% 38.93% 39.62% 3B.56%; 41.49% 17.86% 38.52%. 39.2&%? 38805 38.28%
Totat Gther Income $45.0 $56.5 549.7 §151.4° §52.2 $58.9 S42.8 41 53.s§ $604.5 $144.7

Totat Gperating Expenses $142.5 $169.5 $150.6 $462.6 $151.2 4191.7 $120.4 3463.4 §1,844.5 ©  $451.5
EBITDA $12,7 $48.4 $36.0 5971 $58.7 $84.6 $32.7 3175.9§ $393.¢ $24.0:
Depreciation & Amortization 567 $8.4 57.0 $12.1 57.2 $8.8 57.20 521.3 $96.1 §28.4;
EBIT 55,9 $40.1 §29.1 : $75.0 : §51.4 §75.7 $25.5 : $152,6 $297.8 {54.4)
Interast expense {income) - net 50.9 $0.3 SO.4§ $1.6: 2.4 510.1 $8.9: 521.5 530.8; $26.2
Profit Before Tax 55.0 $3%.7 £28.7 ¢ 47314 549.0 $65.6 $16.5 1312 $267.0 (530.6);
income Tax 51.5 $11.8 $8.5 ¢ §21.8 14,6 §19.5 54.9 $39,0 §84.1: {58.5)°
Net income $3,5 $27.9 $20.¢ §51.6 . $34.5 $46.1 $11.6 : $62.2 $182,9 ($22.1%°
EPS $ 0.03 § 0.26 § 0.1% __§__________q._4.s.fs 0.32 § 0.43 % 0.11:5 086§ 170 [ § (0.21)
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3. Scenario 2 — Pro Forma Financials ($5.00 / share dividend in September)

Sears Canada Inc, - Recession Case - Div $538 MM + ABL Due Sept 2015 of $800 MM + CSHY 31200 MM _

Cash Flow Statement

Fiscal2010  Fiscal2010  Fiscal2010  Fiscal 2010

FORECAST Aug-10 Sep-10 Oct-10
S Operatioésw [ _— B it
Net Income (Before One-Time) $3.5 7.9 $20.2
Depreciation & Amartization 56.7 $8.4 §7.0
{Gain) loss on dispositions (521.9) ($3.3) {53.6)
Changes in non-cash working capital balances ($46.9) ($87.8) $27.1

Total Cash Flow from Operations {$58.5) (354.8) £50.6

Cash Flow from Investing

Capital Expenditures {520.0y ($12.5) (511.7)
Cash Flow from Financing

Dividends Paid 50.0 {5938.0) 50.0
Debt

ABL Revalving Credit Facility $0.0 $638.0 542.0

CON § Serdor Unsecured Notes Due Hov, 2017 30.0 $0.0 50.0

Due May 2010 $0.0 $0.0 40.0 ¢

Due September 2010 $0.0 ($100.0) $0.0

IV Debt 6.1 50.0 57.4)

Capitat Leases (51.7) 50.0 50.0

Financing Fees $0.0 (510.6) $0.0
Tatal Cash Flow from Financing 54,4 ($10.6) $34.6
Total Cash Flow (574.2) ($77.9} §73.5 °
Baginning Cash §722.2 ~ 5648.0 §570.2 |

Ending Cash ($648.0  $570.2  §643.7

Fiscal 2010
. Q2010 | Mewdo
5516 534.5
$22.1 $7.2
1528.8) 52.9
{3107.7) 5102.8
{$62.8) 5147 .4
12 G4
(5538.0)  (5840.0)
5680.0 (5390.4)
$0.0 | §1,200.0
$0.0 : $0.0
(5100.0); 50.0
(51.3) 50.0
(1.7 50,0
{510.6) {522.3)
$28.5 {§52.7)
($78.6)  $90.5
e ssad
56437 §7342

Private and Confidential

Fiscal 2010

Dec-10

546.1

$8.8
($2.8}

$121.8

$174.0

($5.9)
$0.0

50.0
$0.0
0.0
50.0
$0.0
$0.0
$0.0
$0.0

$168.1

57342

$902.2

Fiscal 2010 Fiscal 2010 Fiscal 2010
Bt 042010 | 2010
$11.6 $92.2 0 §182.9
§7.2 $23.3 596.1 1 ¢
§4.1 §4.2 ($24.1}
(G10.3)i  S214.2 0 (§58.2)
$12,6  $333.9 0 $196.7
@58 $158 (§75.2)
(5822.0) (51,662.0) (52,576.7):
0.0 (§390.4) 52896
50.0 0 $1,200.0 0 $1,200.0
50.0 $0.0 {5200.0)
50.0 $0.01  (5100.0)
50.0 50,0 (9.9}
50.0 50.0 - 52.2)
$0.0 ¢ (322.3); {532.9)
(5822.0);  ($874.7). ($1,432.0);
(§815.2)  (5556.6), ($1,310.5)
SR seaT S13976
S87.1 3BT ST

Fiscal 2611

Q1 2011 -

{$22.1):
§28.4 |
§13.1
($89.8).

($70.5).

$0.0
50.0

$182.1 ¢

§92.%

67,1,

§180.0

($18.8),
$0.0

§184.4
$0.0 :
50.0 ¢
$0.0
{52.3)}
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3. Scenario 2— Pro Forma Financials ($5.00 / share dividend in September)

FORECAST

Cutrent Assets

Cash

Accounts Receivable

Inventory

Prepaid

Income Tax Assets
Tetal Current Assets

Long-Term Assets

Net PP&EE

Deferred Charges

Goodwill & Intangible Assets

Qthar Long-Term Assets
Total Long-Term Assets

Total Assets

Current Liahilities
Accounts Payable
Acarued Liabilities

Income Taxes Payable (Inchudes Other Taxes)

Tatal Current Liabilities

Pebit
ABL Revalving Credit Fadility

LDN § Senfor Unaacured Nates Due November 01, 2007

Due Septermnber 2010
JV Debt
Total Debt

Long-Term Liabilides
Accrued Bepefit Elability
Gther Long-Term Liabilities
Futurz Income Tax Liabilities
Total Long-Term Liabitities

Total Liabilities

Equity

Capital Stack

Retained Earnings

Aceum Qther Comprehensive Incame
Tatal Equity

Tuotal Liabilities & Equity

Fiscal 2010

Aug-10

$648.0
§128.0
31,020,8
$70.1
$40.3
$1,907.2

$612.7
§175.0
540.4
$49,5

" 5917.6

$2,824.8

$553.3
$334.3
5235

TR

50.0
$0.0
$100.0
$46.0
§146.0

$179.6
$t62.1
I

$1,502.8

$18.7
$1,299.7
56.6
§1,322.0

$2,824.8

P$1,710.4

Fiical }10  Fiscal 2010 Fiscal 2010 Fiscal 2010 Fiseal 28 Fiscal 2060
Sep-10 Oct-10 MNov-10 Dec-10 Jan-11 2010
$570.2  $6437 7342 Shon2 S87.4 0 se7a
$152.4 41552 $153.2 $148,3 $125.4 1 51254
$1,059.0 §1,061.8  S1,062.2 3911.4 $882.2 ¢ $482.2
570.6 §59.9 $65.1 $51.9 $55.0 | §55.0
0.3 Ses.6 %32 §322 §50.5 $50.5
$1,892.4  §1,990.2  $2,047.5  §2,046.3  51,200.2 §1,200.2 :
55148 $620.5 $615.2 SE14.3 $609.7 1 5609.7 :
§174.6 $174.2 5173.8 51734 37300 S72.0
$45.9 548.7 S48.6 549.9 349.6 | $49.6
$99.7 §99.4 51200 51193 $TB.5 | 4T85
5935.0 $942.8  $957.6  $956,9  §94D.§ $950.8 |
$2.827.4  $2,933.0  §3,005.5 $3,003.1 $2,151,0 ¢ $2,151.0
§627.8 $678.3 $701.1 $653.0 L612.0 5612,0
$332.7 £330 $319.7 $128.2 $326.3 7 §326.3 -
S35 5135 L3695 89 s
$984.0 $1,033.0  $1,900.3  §1,050.7 $1,007.3 | §1,007.8
5638.0 $680.0 5289.6 S28%.6  $2BS.6 . 5289.6
0.0 50.0 $1,200.0  §1.200.0  $1,200.0 1 $1,200.0 ¢
$0.0 50,0 509 $0.8 0.0 50.0 ©
546.0 538.7 538.7 $38.7 5387 $38.7 ¢
5684.0 $718.7  §1,528.3  $1,528.3  $1,528.3 © §%,528.3
S181.3 $183.0 $124.7 $186.4 5188.0 5188.0
§163.1 $i64.1 Stnh.1 5166.1 §167.1 0§67
$4.1 $4.1 641 34.1 AN §4.1 1
§348.4  $351.1 §351.8  $356.5  $359.1:  §359.2
$2,016.5 $2,102.8 52,9824 52,9354 $2,895.3 | $2,895.3
$15.7 515.7 $15.7 515.7 5.7 $45.7 ¢
5789.7 $809.9 54.3 S50 (SVEO.0)  ($760.0):
4§56 847 539 $1.6 $0.0 50.0
$811.0 $830.2 $23.1 S67.7  {8744.3)  15744.3)
$2,827.4  $2,933.0 $3,005.5 $3,003.1  $2,15%.0 . §2,154.0

Frivate and Confidential

Fisral 2001
Q1 201¢ |

$180.0 °
$129.7
59616

§55.2

L seT

$1.375.2

$601.4 -
$172.5 ¢

5§36.5 .
$118.4 |
§929.0

i §2,304.2

$601.5
$324.7

$995.7

$474.0
§1,200.0
50.0
8363 ¢

$193.4
§167.1
4.1
$364.5

1 43,070,6

§15.7
($782.1}
50.0

U Tee )
Ds2.3042
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3. Scenario 2 — Pro Forma Financials ($5.00 / share dividend in September)

Sears Canada Inc. - Recessi
Income Statement

Fiscal 2010 Flscal 201¢G Fiscat 2010 ) firscgl 2(11_0 - Flscal 2010 Fiscal 2070 Fiscal 200 _Fis_c_al_ 2010 o ___I-Tisc“?l 2010 Fiseat 2011 )

CAST Aug-10 Sep-10 oct-10 L Q3 2010 HNow10  BDecid Jan-11 . gdz2010 2010 i at2om
Total Revenue ' 3415 $487.0 S408.6:  $1,237.1) 5446,2 §645.6 §3442  §1,436,3 $4,953.5] $1,045.6;
% Growth -5.5% 5.5% -5.5%: 5.5% 5.5% -5.5% -6.5% 5.8% -4.8%) 2%
Gross Margin $110.1 $161.3 $136.9° $408.3. $157.7 §217.4 §110.3 §485,5] 51,623.4. 5335.s§
% Margin 38.58% 38.93% 39,62% 38.56% 41.49% 37.86% 38.52%: 39.28%! 38,80%) 38,28%:
Tetal Other Income $45.0 §56.6 $49.7; §151.4! $52.2 §58.9 §42.8: $153.8 $604.9, $141.7-
Total Operating Expenses $142.5 $169.5 $150.6 $462.6 $151.2 $191.7 $120.4 $463.4 $1,844,50 {54535
EBITDA $12.7 §48.4 $16.0) $97.1; §58.7 384.6 332.7 5175.9; §393.9] ° 524.a§
Depraciation & Amartization $6.7 $8.4 §7.0 5221 §7.2 58.8 $7.2 §23.31 $96.1 528.43-
EBIT $5.9 540.1 $29.1 $75.0 ¢ §51.4 §75.7 $28.5 §152.6 $297.8 (54,43
Interest expense {income} - net 50.9 503 $0.3! 51,6 2.4 510.1 58.9 $21.5: 4307 526.235
Profit Before Tax $5.0 $39,7 $28.7 $73.5 | $49.0 565.6 $16.5 §131.2 ¢ $267.1 {530.6)
Income Tax $1.5 511.8 8.5 §21.9 : §14.6 519.5 549 ! $39.0 ! 584.1 (58.5):
Net incame $3.5 $27.% $20.2 , §51.6 $34.8 §44.1 §11.6 ° $92.2 3182.9 522, 1);
EPS § 0.83 § 0.26 % 0,19 i D48 % 0.32 % 0.43 % 011:%  0.86:% .70 1§ (0.21):
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3. Pro Forma Financials - $5.00/share Dividend with $400 MM Loan

Sears Canada Inc. - Recession Case
Cash Flow Statement

Fiscal 2010 Fiscal 2010 Fiscal2010  Fiscal 2010 Fiscal 2018 Fiscal 2010 Fiscal 2010 Fiscal 2010 Fiscal 2010 Fiscal 2011

FORECAST Aug-£0 Sep-10 0ct-10 Q3 2010 Nov-10 Dec-10 Jan-11 | 042010 2010 | Q12011
Cash Flaw from Operations R
Met fncome (Before Cne-Time) $1.5 527.9 $20.2 $51.7 ¢ 534.5 $51.6 §16.2 | $102.3 $193.0 1 {$5.6)
Depreciation & Amortization $6.7 $8.4 57.0 8221 56.8 $8.5 $6,9 ! 522.2 ¢ $95.0 : 527.3
(Gain) loss on dispositions i521.9) $3.3) (53,6} (528.8) 52.9 52.8} 54,1 ; 54,2 ¢ 1524.1); ¢ $13.1
After-Tax One-Time Charge 50.0 50,0 §0.0 ¢ %0.0 50.0 50.0 $0.0 ¢ 50.0 50.0 50.0
Changes i rion-cash working capital balances {546.9) {5487.8) §27.1 {$507.7) $502.8 $121.8 {36.0): S618.5 {$53.9): (595.1}.
Fotal Cash Flow from Qperations ($58.5)  (5454.8) $50.6 ¢ {5462.8) £547.0 £179.0 §21.1 0 §747,2°  $210.0¢ {360.3)
Cash Flow from Investing ; i
Capital Expenditures {$20.0) 1512.5) $11.7) ($44.2): {54.1) 55.9) (45.8) (515.8) (575,23 (518.8)
Cash Flow from Financing : '
Dividends Paid 50.0 {$538.0) $0.0 . ($538.0): 0.0 50,0 50.0 $0.0 (5914, 7y 50.0
Debt : :
ABL Revolving Credit Facifity 50.0 $672.5 §7.5 5680.0 $0.0 {(5178.7) (B9 ($190.6) 5489.4 : (5489.4)
Due May 2010 $6.0 50.0 0.0 $0.0 50,0 50.0 $0.0 ¢ 50,00 (5200.0) ! 50.0
Due September 2010 50.0 (5100.0) $0.0 © ($100.0) 50.0 $0.0 $0.0 $0.0:  (§100.0) 50.0
JV Debt $6.1 50.0 (57.4) {$1.3) 50.0 50.0 . $0.0 ° $0.0 (59.9) (52.3},
Capital Leases $1.7) 50.0 50.0 {$1.7). 50.0 $0.0 50.0 $0.0 : 52.2) %0.0 ¢
Financing Fees 50.0 {$10.6) 50.0 (510.6) 50.0 50.0 $0,0 58.0 {510.6); $0.0
Tatal Cash Fiow from Financing $4,4 421.9 50,1 $28.5 §0.0 (3178.7) (511.9)  (5190.6)  (§747.9} {5491.7)
Total Cash Flow (§74.2)  (4443.4) $39.0 | ($478,5)  §542.% {$5.6) $3.4:  $540.7 ($613.1) © (§570.8)
Beginning Cash $722.2 56480 52047 §722.3 | $243.7 S7R6.6  §781.0 | §243.7 1 $1,397.6 $784.4
Ending Cash L $64B.0 S2047  §2437 | $24370  S7RA S781.0  §7BA.4 1 $7844:  §7844:  §2137

Private and Gonfidentiai




3. Pro Forma Financials - $5.00/share Dividend with $400 MM Loan

Sears Canada Inc. - Recession Case

Balance Sheet

FORECAST
T Currant Assets
Cash
Acrounts Recaivablz
Inventory
Prepzid
Incomc Tax Assets
Totai Current Assets

Long-Term Assets

MNet PPEE

Deferred Charges

Goodwill & Intanpible Assets

Other Long-Term Assets
Total Long-Term Assets

Total Assets

Current Liabitities
Accounts Payable
Accrued Liabilities

incame Taxes Fayabie (inciudes Other Taxes)

Taotal Current Liabilities

Debt
ABL Revalving Credit Facility
Due Septamber 2010
JV Debt
Taotat Debt

Long-Term Liabilitias
Acerued Benefit Liability
Other Long-Term Liabilities
Future Income Tax Liabilities
Total Long-Term Liabifitles

Total Liabilities

Equity
Lapltal Stock
Retzined Earnings

Accum Other Comprehensive [ncome

Total Equity

Total Liabilities & Equity

. “m§146.0

Fiscal 2010
Aug-10

5648.0
$128.0
$1,020.8
5701
$40.3

._..€.1..907.. ;

§612.7
$175.0
$40.4
489.5
$817,6

$2,824.8

$651.3
§334.3
§23.5
$1,001.1

0.0
4100.0
546.0

$179.6
5162.1

541
§345.7

$1,502.8

$15.7
$1,299.7

e 808
$1,322,0

$2,824.8

Fiscal 2010 Fiscal 2010 Fiscal 2010
Sep-10 Oct-10 Nov-1D
$204,7 $243.7 §786.6
$557.4 4555.2 $151,2
$1,059.0 51,0618 §1,062.2
570.6 559.9 $66,1
w3 569.6 $12,2
$1,926.9  §1,990.2  $2,100.3
5614.8 $620.5 $615.2
$174.6 §174.2 $173.8
$45.9 548.7 $48.6
97 §md S8
£535.0 $942.8 §935.6
$2,864,9 §2,933.0 §3,035.9
$627.8 $678.3 §701.1
$332.7 5331.2 $329.7
523.5 523.5 569.5
59840 §$1,033,0 §1,100.3
5672.5 $680,0 SE8D.0
50.0 50.0 50,0
R
$718.5 $718.7 $718.7
$181.3 $103.0 $184.7
$163.1 1641 5165.1
o Se o get
5348.4 §351.1 $353.8
62,0510  $2,102.8 5$2,172.8
515.7 515.7 515.7
$789.7 5805.9 S844.4
35.6 $4.7 §3.1
4811.0 $830.2 §853.2
$2,861.%  $2,533,0 $3,036.0

PET

Fiscal 2018
Bec-10

578t.0
5148.3
5911.6

$51.9

$322

51,925.0

$614.3
$173.4

$49.9 .

5973
$935.3

$2,860.3

$653.0
$326.2
569.5
$1,050.7

$591.3
$0.0
4387
$540.0

S186.1
Si66.1

§1,947.1

515.7
$896.0
51.6

stz

$2,860.4
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Fiseal 2040 3

Lt

7844 |
§126.4 |

58821
555,0

$1,893.3

5609.7
$173.0
$49.6
$97.4
59294

$2,822.9

$612.0
$326.3
569.5
§1,007.8

§489.4
$0.0
5387

" T§s2a

§t83.0 -

§167.1

"$359.2

$1,8951

52,8229

5463

s

2040

5784.4
$125.4
5882.2
355.0
L8
51,893.3

56097
$173.0
349.6
$97.4
$929.6

$2,822.9

5126.2
$69.5

$489.4 © :
0.0

e 3387

§528.1

5159.2

- $1,895.1

$15.7
59121
56.0

e

af zo1i

$612.0

$1,007.8 © !

$188.0 ]
§167.1 |
$4.1 !

R

5214,
5129,

598.3
$999.0

$2,319.8

$601.5

sS4,
569.5 |

3995.7

0.0

$0.0
3363
363

§193.4
5§167.1
$4.1
§364.5

$1,396.6

515.7
$907.5
50,0
Tsa2an

52,319,
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3. Pro Forma Financials - $5.00/share Dividend with $400 MM Loan

Sears Canada Inc, - Recession Case

Income Statement
_FORECAST

Total Revenue
% Growth

Gross Margin
% Margin

Total Other Income

Total Operating Expenses

EBITDA

Depreciation & Amaortization

EBIT

Interest expense (income} - net

Profit Before Tax
Income Tax

Net Income

EPS

Fiscal 2010
Aug-18
5341.5
-5.5%

$110.1
38.58%
$45.0
§142.5
512.7
$6.7
$5.9
$0.9
$5.0
$1.5
£3.5
6.03

$

Fiscal 2010

-5,5%

51613
38.93%
$56.6
$169.3
548.4
8.4
$40.1
50.3
539.7
$11.8
427.8
526 §

Fiscal 2010
Oct-10

5408.6:
-5.5%;
5136.9,
39,628
549.7°
§150.6
$36.0°
$7.0°
$29.1 :
£0.3;
$28.8

38.5
$20.2
019

Fiscal 2010 Fiscal 2010
03 2010 Nov-10

$1,237.1 54468
-5.5% -5.5%
$408.3 $157.7
38.56% 41.49%
$151.4 §52.2
$462.6 $151.%
$97.1: $58.7
§22.1: $6.8
$75.0 $51.8
$1.5 52.7

§73.5 $49.1
$21.9 $14.6
§51.7 : §34.5
$..048.5 032

Private and Confidential
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Fiscal 2010
Dec-14

5645.4
-5.5%

§217.4
37.86%
$58.9
$194.7
$B4.6
$8.5
§76.1
§2,7
§73.4
$21.8
$51.6
0.48

§

Fiscal 2010

Jan-#1

344,72

-6.8%

$110.3:
18.52%;
$42.8:
$120.4
$32.7;
$6.9:
$25.8 |
$2.8;
$23.0 ¢
$6.8 :
$16.2 |
0.15

F1s:al2ﬂ]!0 ) Fiscal 2010
Q42010 : 2010

U $1,436.5)  $4,953.5
5.8% -4.8%
$485.5.  41,633.4:
39,289 33.90%
$151.8 $604.9
§463.4  $1,844.5
$175.9 5393.9;
522.2 $95.0;
$153,8 $298,9;
$8.2 $17.5
$145,5 1 $181.4.
$43.3 ¢ $88.4°
$102.3 $193.0:
0955 179,

Fiscat 2011

Q1 2011

$4,045.6°

-2.0%

$335.3
38.28%

$141.7

$453.5
$£24.0

$27.3:
(§3.3)
54.4!

(87.7)

(2.4
55.6);
5 {0.05)

26




4. Sears Holdings: Credit Overview

SEARS HOLDINGS

Short Term Loan to SHC

September 2010

DieHard 1anDs END




Existing Capitalization

- Sears Holdings Corporation is well capitalized and has low leverage

- Actual
S : : o Asof - FYE - - - FYE
{$inmilionsy - " SR 7131116 - EBITDA:-- - EBITDAR®
Cash and Cash Equivaients $1,193
ABL. Revolving Credit Facility " 822
First Lien Term Loan -
Unsecured Commercial Paper 396
Unsecured Notes and Debentures 1,352
Capitalized Lease Obligations 616
Total Debt $3,186 1.8x% 3.9x
Net Debt $1,993 1.1% 3.4x
Market Value of Equity & 7.176
Tatal Capitafization $10,362 5.9x
Enterprise Value 39,168 5.2x
L.TM 7/31/10 Adjusted EBITDA $1,753
LTM 7/31/10 Adjusted EBITDAR & $2,617

{1) Revolver size reduced from $4.1 billion to $2.4 biliion March 25, 2010, As of July 31, 20190, $638 million of
letters of credit were issued and approximatefy $981 milfion of unused commiiments were available under the
existing senior secured revolving credit facility. As of July 31, 2010, $822 million was drawn under the existing
senicr secured revolving credit facility.

{2) Based on share price of $64.85 as of 8/25/10,

(3) Calculated using 8x rent expense and FY 2009 Rent Expense of $8564 million.

Private and Confidential
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Low Leverage Results in Strong Credit Melrics

. Significant cash flow, low leverage and meaningful coverage ratios

FiscalYear . ono
Ginmiions) 7 oo e 2006 002007 2008 2009

Operating Cash Flow $1,428  $1,547 $992  $1,507
Total Debt 3,548 3,010 2,919 2,505
Adjusted EBITDA 3,664 2,551 1,607 1,822
Interest 335 286 272 265
Capital Expenditures | $508 $570 $497 $361
Total Leverage 1.0x 1.2x 1.8x 1.4x
Interest Coverage 10.9x 8.9x 5.9x 6.9x
(Adjusted EBITDA - Capital Expenditures) / Interest 9.4x 6.9x 4.1x 5.5x

Private and Confidentisl




Corporate Structure ") — CP Issued by SRAC

ESL
Investments, Inc.

59% ownership

Indirect wholly Wholly owned
awned subsidiary subsidiary

$23.7 million 5.90% ta 8.90% Morigage Notes 10P% owned finance
subsidiary

Kmart and SRAG are joirt and several
Ibarrowers of the Senfor Secured Asset
Based Credit Facility

§2.4 Hilliop Senior Securad Asuet Rasad Cr
- e cartain de;
icinvantary s

Al hati-revakirse to Holdings
. GADIST.amitles 7 I0 7 AS% Dutse
StmefiayTe ed ates

Motes gueraniand by Saars
© 3823 miNon A.25% 40 7 5% Us o
$83inistion 528410 7.50% Had

80% interest in CSH

Guarantor Non-guarantor

Ares - .
Management Wholly owhed
20% investment in non-recouse to Holings subgjdiarles
vating stock in 2005 - 7S Guis 2013, Friceily morestio all nan-reat cepn aseas s 2 > Efaﬂnlmm:g Tern

san an
#1208 mlllfan Sun -Bcked Loas due 2010
£128 mlllonk &r. Sec. Revolving Cradit Fadiily cus 2H25

ABL Borrower / Guarantor Group

Non-Guarantor

= = Non Guarantor of Existing SRAC Notes

Nate: Substantiaily alt inventory ownaed by wholly cwned domestic subsidiaries of Holdings is heid by Kmart, Sears or other guarantors of the Senior Secured Asset Based Credit
Facility.
(1) Debt amourds shown as of 7/31/10.
(2)  Revolver size reduced from $4.1 bilion to $2.4 bilicn in March 2010.
(3) Revolver size is reduced to $100 million in December 2011,
Private and Confitential
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i~

SRAC CP Rates Offer Very Affractive Returns for Short Durations

GRAB
Click on column headings to

n.5z0
I
2]

0.190%: 0,210

0. 340
[N = 1] 2900 4 1.900
0.2E0 10.300

o B TR 0. 35|]$§[|. ; M

S0g En
1aa0

M-Mkt DOCP

0.200% 0,400

HE Hi M

3. 410%| 0.
0. 440%| 0.550%} 0. 700

|
0. 460 0. 500

R:0i]
1.220

J.310
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Projected SHC Liguidity

Cuirrent Augu

t Management mber:
Commercial Paper 400 400 500 250
Revolver Borrowings 961 1,167 1,322 1,209 0
Letter of Credit 563 558 553 548 543
Total Utilization 1,524 1,725 1,875 1,757 543
Excess Availability ($2,441mm facility) 917 716 566 684 1,898
Cash Balance 505 505 505 1,304 1,081
. Total Liquidity (Availability + Cash) 1,422 1,221 1,071 1,988 2,979

“With $3.50/ s¢

Commercial Paper ‘ — 400 400 500 250
Revoiver Barrawings 961 852 894 0
Letter of Credit 563 558 548 543
Total Utilization 1,524 1,410 1,442 543
Excess Availability ($2,441mm facility) 917 1,031 999 1,898
Cash Baiance 505 505 1,304 1,396
Totat Liquidity {Availability + Cash) 1,422 1,536 2,303 3,294

‘With Divides

Commercial iséper . B ~400 .--4070'. "460 500 2.50.
Loan from SCC 0 400 400 0 0
Revolver Borrowings 961 452 607 894 0
Letter of Credit 563 558 553 548 543
Total Utilization 1,524 1,010 1,160 1,442 543
Excess Availability ($2,441mm facility) 917 1,431 1,281 998 1,898
Cash Balance 505 505 505 1,304 1,396
Total Liquidity (Availability + Cash) 1,422 1,936 1,786 2,303 3,294

Private and Confidential
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MINUTES of the telephone mesting of the Board of Directors of SEARS
CANADA INC. {the "Corporeticn") held in the'Boarqroom of the Ccrporation, 290 Yonge
Street, 7" Floor, Toronto, Ontario, on Thursday, September 9, 2010, at 2:00 p.m., Eastern
time adjourned o Thursday, September 9, 2010, at 5:00 p.m., Eastern time and adjoumed ‘
further to Friday, September 10, 2010 at 3:00 p.m., Eastern time

'PRESENT S TN

W, C. Crowley (Ch)

E. J. Bird -

D. D. Cheeks Merriwether

W. R. Hatker

R. R. Khanna

J. McBurney .

D. L. Rogers

D. E. Rosati (in person on September 9, 2010 at 2 p.m.)

MANAGEMENT (in person)

A. Ravas - . \

Seniur Vice-Presfdent and Chief FInancIaI Officer

8. Driscoll

Senior Vice-President, Finahce - . - \

F. Perugini .
Associate General Counsel and Corporate Secrefary .

The Chairman of the Board, Mr. W. C. Crowley, acted as Chairman of the

.meetlng and the Secretary of the Ccrporataon Mr. F. Perugini, acted as Secretery of the

meeting.
CALL TO ORDER/ROLL CALL ’
1. © The Chaurman called the meetrng to order and took a rofl call.

MINUTES AND RESOLUTIONS lN LIEU

2. ~ ON MOTION, duly made and seconded, it was unanimously resolved
THAT the Minutes of the meetirgs of the Board of Directors held on’
Tuesday, May 18,-2010 and Tuesday, August 3, 2010 be approved. :

The Board of Directors 'ackncwledged the signing of the following
Resolutions in Lieik

» + Dated May 27, 2010 approwng the fi rst quader Managements

: Discussion and Analysis .

N Dated May 31, 2010 appointing Mr. Peter Kalen as the Senior.
 Vice-President Financial Services and Officer of the Corporation

. Daled " August 25, 2010 approving the - second quarter

Management’s Discussion and Analy3|s

AUDIT COMMITTEE REPORT

.3 The Chair of the Audit Committee, Mr. E. J. Bird, presented his report on

the meeting of the Committee held on August 16, 2010, which covered a number of
matters including:

{a) Management's second quarter business update
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(b) Approval of second quarter results and related press release
{c) Report by the External Auditors in respect of the second quarter .
{(d) Presentation of 2010 External Audit Plan and Engagement Lefters forthe - -
. 2010 Audit and Quarterly Reviews
{e}  Internal Audit Update A
f Secretary’s Report — Ethies Hotline — thrgatlon Summaries
{g9) Risk Oversight Committee Update ' .
{r) International Financial Reporting Standards
(i Update on Bill 198~
().  Audited Financial Statements and the Auditors” Report for the fznancral
- year ended December 31, 2008: : . .
- Sears Registered Retirement Plan . .
- Sears Canada Inc. Health and Welfare Trust Fund
- Sears Profit Sharing Retirement Fund -
- Sears Plan for Sharing Proflts with Employees

Mr. Btrd also reported on the recent special telephone meetlng of the
Audit Committee attended by only the independent directors and their external legal
advisor, held on September 7, 2010 and adjourned to September 8, 2010, advising that
the Audit Committee had approved the $400 million Ioan from the Corporation to Sears
Holdings Corporation. L g | :

INVESTMENT COMMITTEE REPORT

4. - ) The Chair of the Investment Comrnrttee Mr. W. R. Harker, presented his
report on the meeting of the Committee held on September 7, 2010, which oovered a
number of items including: :

(a) Performance review by Towers Watson
{b)  -Reporton hedge fund investments
{c) Management's Report:
- Sears Registered Retirement Fund
- Sears Canada Inc. Supplementary Retirement Plan
- Sears Canada Inc. Health & Welfare Plan Trust Fund
(d) Audited Financial Statements and.the Auditors’ Report for the financial
. year ended December 31, 2009;
- Sears Registered Retirement Plan
- Sears Canada Inc. Health and Welfare Trust Fund
Sears Profit Sharing Retirement Fund
Sears Plan for Sharing Profits with Employees

£
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- NOMINATING AND CORPORATELGOVERNANCE REPORT ‘

5. o The Chair of the Nomtnatlng and Corporate Governance Conmmmittee, Mr.
R. R. Khanna, presented his report on the mesting of the Commlttee held on September
9, 2010, WhICh covered the following rtems .

. (a) Review and Process of Board Effectiveness Survey
(b) Board compensation. - : ) i

HUMAN RESQURCES AND COMPENSATION COMMITTEE - . P

6. The Chair of the Human Resources and Compensahon Committee, Mr. W.C.
Crowley, presented his repart on the meeting of the Committee held on September 9, 2010,
which covered the following itemns:

{a) Senior Leadership Team Compensation & Statistics

- . Business Gapability Update

- Succession Plans for the Senior Leadership Team
{b) Long Term Incentive Plan — statius reports
{c) Annual Incentive Program — 2010 status report



(c) Governance Report
" -. PostRetirement Benefits
- Sears Registered Retirement Plan
- . Supplementary Retirement Plan
- Registered Retirement Savings Plan

REPORT BY THE PRESIDENT AND CHIEF EXECUTIVE OFFICER -

7. "The report of the Pres:dent and Chief Executive Officer, the Senior Vice-
President and Chief Financial Officer and the Senior Vice-President, Finance was
presented during the Audit Committee telephone meeting held on August 16, 2010 and,
since all 6f the Directors were present during the Audit Committee mee’ung, the Board. did
not require a further detailed presentation by Management. :

Mr Rogers stated that on August 16, 2010, the Audit Comm|ttee approved

the unaudited. comparative interim consolidated fi nancial statements of the Corporation for
the 13 and 26-week péeriods ended July 31, 2010 together with the press release, which
was issued on August 17, 2010. :

CAPITAL STRUCTURE UPDATE

Mr. A. Ravas, Senior Vice-President and Chlef Ftnanmal Officer, provided a

report on various matters related to the capital structure of the Corporation, whlch included

8.
" the foilowrng
(@)
(b)
(¢}

Assef-Based Loan (“ABL”}

Mr. Ravas reported that the ABL facility term wili remain at five (5) years with
a pricing grid at 250 bps (first three (3) months locked in at 275 bps) over the
three (3) month Canadian Bankers Acceptance rate {116 bps as at close on
September 3, 2010). The syndicate of banks has been completed with a
commitment SIzed at $1.0 billion. "The ABL facility will be for $800 mitlion
with the total fee being approximately $9.4 million. }

Extraordin’ar)r Dividend

X ‘
Mr. Ravas provided various scenanos of paylng a dlwdend utillzrng the ABL

facility..
Loan to Sears Holdings ‘

* Mr. Ravas presented Management's recommendat:on to prowde a lean to

Sears Holdings Corporation in the amount of $400 milion at 160 bps for up

_to-sixty (60) days.

Management considered the tax |mp||cat|6ns with respect to the ﬁming of

a) to ¢} above. The tax advice obtained indicated that the most tax efficient manner to
proceed with respect to the extraordinary dividend was to borrow to fund the dividend, in
order 'to claim the interest paid as a deductible expense for the Corporation. The
Corporation has applied to the federal tax. authonhes for a ruling on the tax deductibility
of the interest on the barrowed funds to be used to pay the dividend. Management
expects to recewe the ruling within the next several weeks.

Following the implementation of the extraordinary dividend on the tax
efficient basis as set ouf, the Corporation would have cash available, which the
Carporation could not pay out as a dividend without jeopardizing the tax ruling. As a
result, the Corporation can loan the-remaining cash to Sears Holdings Corporation and
receive more interest on that cash than the Corporation would receive through other
short term investments. Following this analysis, Management recommended proceeding
by paying the extraordinary dividend using funds borrowed through the ABL and then
proceeding to make a loan to Sears Hotdings Corporatron



4 .
APPROVAL OF ABL FACILITY
9. WHEREAS Management‘prot.fided a further _update regarding the

progress being made in the arrangement of a senior secured credit facility of up to an
aggregate amount of Cdn.$800,000,000;

WHEREAS Management recommends that the Corporafion erder into:
(i) a credit agreement fo be dated on or about September 10, 2010 (as amended,
supplemented or otherwise modified from time to time, the “Credit Agreement”),
among, inter alia, the -Corporation, as borrower, Wells Fargo Capital Finance
Carporation Canada, as administrative agent, Wells Fargo Capital Finance Corporation
Canada and GE Canada Finance Holding Company, as co-colfateral agents (the “Co-
Coillateral Agents”) and the lenders named therein, as lenders, and (ii) a guarantee and
collateral- agreement (the “G&C Agreement”) between the Corporation, Corbeil
Electrique Inc., as guarantor and the Co-Collateral Agents;

WHEREAS the Board of Directors have determined that the Credit
Agreement and G&C Agreement and the transactions contemplated thereby are
advisable, fair to and in the best interests of the Corporation; and’

WHEREAS capitaiized terms used herein but not otherwise defined shall
have the meaning ascribed thereto in the Credit Agreement.

‘ : . ON MOTION, duly made and seconded it was unanlmously resolved |
that:

1. the Corporation is authorized to enter into, execute, deliver and perform its
obligations under the Credit Agreement, the G&C Agreement and any other document
contemplated thereby or to be delivered in connection therewnth (collectwely, the
“Transaction Documents”),

2. the Corporation is authorized to mortgage, sell, assign, transfer, pledge, convey and
grant a security interest in favour of the Co-Collateral Agents in the Corporation’s
tangible and Intangible property as provided for in the G&C Agreement and the proceeds
thereof, in each case to secure the payment and performance of (i) the Corporation's
obligations incurred in connecticn with the financing transactions contemplated in the
Transaction Decuments and (i) such other of the Corporation’s obligations as are
contemplated to be secured under the terms of the G&C Agreement and any other
. document contemplated thereby or to be delivered in connection therewith;

3. any one officer or director of the Corporation (each, an “Authorized
Representative” and coilectively, the “Authorized Representatives"), be and are
hereby authorized fo sign, execute and deliver on behaif of the Corporation the
Transaction Documents, together with such changes and to do all such othar acts and
things as such Authorized Representative may consider necessary or appropriate;

4. the Corporation be, and hereby is, authorized to borrow, pay interest, repay and
prepay principal and perform all its obligations under-any Transacétion Document;

5 a). in addition {o the specific authorizations heretofore conférred upon the Authorized
Representatives, each of the Authorized Representatives be, and they hereby are,
acting singly, authorized and directed to take or cause to be taken all such further
actions to execufe and deliver or cause to be executed and defivered all such. further
cerlificates, agreements, instruments, notes and documents (including any and all-
financing statements and amendments required or determined to be advisable to be filed
in the appropriate jurisdiction in order to perfect the security interest granted to the Co-
Collateral Agents pursuant to the G&C Agreement) in the name and on behalf of the
Corporation and to: incur all such fees and expenses as in their judgment shall be
necessary or advisable in order to carry out fully the intent and purposes of the foregoing
resolutions;

" 5 b). For the purpose of granti'ng security under the laws of the province of Quebec in .
connection with the Corporation’s obligations under the Transaction Documents, Patrick -
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" Naccache or any other lawyer practicing at Langlois Kronstrém Desjardins, LLP, Quebec

counse! to the Corporation, each acting alone, is hereby authorized and empowered, in
the name and on behalf of the Corporation, to (i) take any action and fo sign, execute
and deliver the following documents (collectively, the “Quebec Security Documents”):
(a) deed of hypothec pursuant to which the Corporation grants a hypothec on the
charged property referred to therein to and in favour of Wells. Fargo Capital Finance
Corporation Canada, as fondé de pouvoir, up to an amount of Cdn$ One Billion Dollars
($1,000,000,000), with interest thereon at the rate of 26% per annum (as well as any -
limitation of notarial liability to be executed in connection with the aforesaid deed of
hypothec as required by Quebec notarial practice); (b) a bond issued by the Corporation
under and secured by the said Deed of Hypothec in the principal amount of Cdn$ One
Billion Dollars ($1,000,000,000), and {c) a bond pladge agreement pursuant to which the
Corporation ‘pledges and hypothecates the said bond as security to secure the payment
and performance of (A) the Corporation's obligations incurred in connection with the
financing transactions contemplated in the Transaction Documents, and (B) such other
of the Corporation’s obligations as are contemplated to be secured under the terms of

" the said bond pledge agreement, the whole as more fully set forth in the draft Quebec

Securify Documents which were submitted and approved by the Board of directors of the .
Corporation, and {ii) sign, execute and deliver all such deeds, documents, instruments

and writings and to ‘perform and do all such acts and things as such authorized

representative, may consider to be necessary, desirable or useful for the purpose of

giving effect to the Quebec Security Documents. . .

6. all actions-heretofdre— taken by anyA of the officers, representativés or agents of the
Corpb¥ation, by or on behalf of tHe Corporation or any of its-affiliates in connection with

" the subject matter of the foregoing resolutions and in furtherance of the fransactions

contemplated thereby be, and each of the sarme. hereby is, ratified and approved; and

7. the Corporation be authorized to finalize and issue the draft press Telease refating to
the Credit Facility, which was circulated to the Board of Directors in connection with this
resolution. ) . ‘ .

- . v

APPROVAL OF EXTRAORDINARY CASH Dl\'o"lDENDAND PRESS RELEASE

10. WHEREAS the Corporation has\ casﬁ,' restricted casﬁ and investments in
excess of approximately $624.3 million ds at August 31, 2010; :

. WHEREAS the. Boéfd of Directors has considered the interests of
sharehalders {"Shareholders”) and other stakeholders of the Ceorporation, including
creditors and debenture holdefs in determining the appropriate use of the cash on hand;

" WHEREAS the Corporation has sufficient cash on hand';

WHEREAS the Board of Directors has determined that it would be in the
best interests of the Corporation to declare an exlraordinary cash dividend in the amount
of approximately $376.7 million to be distributed to Shareholders on a pro-rata basis; and

- WHEREAS the Board of Directors has received a certificate from
management of the Gorporation confirming .that the declaration and payment of the
extraordinary cash dividend is in compliance with section 42 of'the Canada Business
Corporations Agt. . - '

ON MOTION, duily made snd seconded, if was unanimously resolved:

THAT an exfraordinary cash dividend in the amount of CAD $3.50 per
share on all Common Shares of the Company, or approximately CAD $376.7 million, be
paid pro-rata, in Canadian currency, on, the 244 day of September, 2010, to the
Shareholders of record as at the close of business on the 22™ day of September, 2010.

THAT thé Corporation be authorized to finalize and issue the draft press
release relating to the declaration and payment of an extraordinary cash dividend, which -
was circulated to the Board in advance of the meeting.
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THAT any Director or Officer of the Corporation be authorized and
directed for. and on behalf of the Corporaticn to ‘do all things negessary or desirable to
give effect to this resolution. . :

APPROVAL OF LOAN TO SEARS HOLDINGS CORPORATION

11. WHEREAS after securing the senior secured credit facility of
$800,000,000 and after paying the extraordinary cash dividend in the amount of
approximately $376.7 million, the Corporation would have aver $400 million in excess
cash; . . .

WHEREAS itis advantageous for the Corporation fo make a Ioan of tp to
Cdn.$400 million to Sears Holdings Corporation at an interest rate of 190 bps for up to 60
days, callable on at least five business days notice (the “Loan”); i

WHEREAS the Loan isa related party transactlon and has been approved
by the Audit Committee; and

WHEREAS Management recommends that the Board of Directors
approve the Loan from the Corporation to Sears Holdings Corporation as presanted by
Management

ON MOTION, duly made and seconded, W. Crowley, D. Chesks
Merriwether, W. Harker and D Rogers having abstained from voting, it was unanimously
resolved:

THAT the Board of Directors approves the Loan from the Corporation to
Sears Holdings Corpotation as presented by Management; and

THAT the Corporation be authorized to enter into such loan
documentation with Sears Holding Corporation as is reqmred to give effect to this’
resolution. - . .

OTHER BUSINESS

12. The following items were provided as a reference:
> Analyst Report
> SCI Top twenty Reglstered Sharehoiders Ijst
and CDS participant list
» Trading Volume

IN-CAMERA SESSION

13. All representatives of Mariagement, including the Président ahd Chief
Executive Officer, left the meeting so that the Directors could meet privately. Following
the Committee's in-camera session, all the non-independent directors were excused so
that the independent dlrectors could then meet pnvately :

There were no items discussed durlng the m~camera session that were
not raised during the meeting: s

[

There being no further business, the r'_neeting was then terminated.

-

Secretary of‘thie Meeting

Date
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INTRODUCTION — A COMPASS, NOT A ROADMAP

This strategic plan is our compass for the next three years. As you will see from our
diagnostic, Sears Canada requires a full transformation to be able to compete and win in
the increasingly competitive Canadian retail environment. This document is organized in
three sections with the following objectives:

I. ‘Where We are Today: sets the context of our current situation and the underlying
issues facing Sears Canada

2. Building for Tomorrow: provides the formula for growth that will enable us to
successfully transform Sears Canada over the next three years — our compass

3. Trading for Today: highlights our approach to deliver quick wins over the next six
months '

The majority of the document focuses on our strategy for transforming the organization.

This document is a 'compass’ that will guide our thinking and actions over the next three
years. It is a guide for the direction we know we need to go in. The financials in year
three and beyond are a cumulative result of the actions we will take over the next three
years, and although we cannot yet put specific financial targets next to specific initiatives,
they arc very relevant and achievable.

We have articulated some specific initiatives we will focus on in year one, but each year
we will establish an operations plan, which will be our “roadmap” for the year. This
roadmap will maintain the theme of our three year strategy, but will be adjusted to
accommodate the “trading for today” challenges of the business.

Navigating the early years of our transformation will remain challenging due to tempered
growth, required infrastructure investments, major internal changes, and a continuously
changing competitive landscape. Additionally, three years is a long time in retail and we
must have the appetite to stay the course throughout this transformation.

Our objective is for the Board to agree to this strategic plan — our “compass for the
future”. We will then communicate this earnestly with the business and begin
dramatically transforming Sears Canada into one of the strongest and most relevant
retailers in the lives of Canadians.



FIRST 90 DAYS — WHAT I'VE SEEN AND WHAT WE'VE DONE

Over my first 90 days as CEO, 1 have conducted a full diagnostic of the business,
engaged with associates and vendors to better understand their nceds and our
opportunities and implemented quick wins that will start to pay off in the next six
months. The findings of the diagnostic are captured in this document.

Condueled initial diagnastic including
categary profitability and importance 1o
customar, customer percaptions,
compstitive posiioning, brand
performance, formal and channst review

Perfarmead talen! assessment

Conducted oty diagnostic to assass
dacision-making sfficiency

Evaluated formats: visited 15 stores
across all regions of Canada

Held Exscutive strategy affsite

Diagnosed businasses fo axplore and
priofitize aalions to suppornt kigh
potential husinesses and fix or exit
poor perdormers

tenlified risks in declining new
accoqunts ~10.7% in first half vs. Jast
year and likely fo continue); initlaied
new aseasit zotion plan

Cenductad Phase 1 catalogue review

Ravigwsd best and worst case
wransformations and lessons leamed

2, Monireal to review required
netwark upgrades

Develaped draft of business plan and
growth inillatives

Completed senior org redesign

Sat up transformation office and
Kicked-off Iransformation activith

Called Top 25 vendor presidents in first
wiaerg

Held colleague town halls, head office
and selection of slores

maitiatad “op talent retention plasy’
Communicated first 30 days merna

Launched PAQ's {Paslifve Action
Groups) te get top talent’ collsagues
engaged in solulions

Held dealer town hall

Rebuilding broken strategic vendor
rejationships (LG, Chane, Estee Lauder)

Held Majar Appiiancas/iatiressas tap
seles assoclates conferance with
merchants

Initiated weekly floor forums

Siopned distractions and non-core
initfalivas saving $22.5 MM for 2H

- Leapfrag

- Brand X (Lab)

- Secend half TV

- Hiring Treeze untii costs and org

sorled out

Stasted weekly relail mestings

Created Jay Manue! markeling campaign

Priorifized and taunched initiatives {o
deliver quick wins i second hall -
trajectory was to deiiver $110 MM,
now on palh to deliver $175 MM
Started monthly business raviews
with relevant KPls

tnitiated full line refresh pitel in
Yorkdale

Launched Major Appliances and
Matlresses attack plans

Laid off cver 200 in Home Services
Announced new SVP, Relail Stores

Hard Launch of Jay Manuel (micro-
sita, Ayars, magazines, media gvanis
including paricipation in Toronto 1.G
Fashion Week)

Introduce $1 M cisb for Major
Appliancys and similar program for
fdattresses

Flyer rationatized alid redesigned

Cut unpraductive marketing spend and
unprofitable synchrologues and savad
518 b



EXECUTIVE SUMMARY — “THERE'S OPPORTUNITY IN THEM THAR RILLS”

Market conditions are tough. Customers do not want to spend, but they will; retailers just
need to work harder and smarter. Good retailers are finding a way to win. Sears Canada is
not a good retailer. Our business is broken: trading is awkward and inefficient, we lack
product and merchandising focus and we are becoming irrelevant to customers while
losing touch with our core. In short, we are a retailer without “Retail Rhythm”.

But... our brand is still valued, many of our issues are self-induced and can be corrected.
Customers want Sears Canada to be successful. Associates want to win, but it will take
time and lots of patience and conviction from everyone. Customers did not walk away
overnight, nor will they return right away. The message to all stakeholders is simple: “if
you do not like change, you will like irrelevance even less.” That is why this is a
transformation.

We are working on a new vision statement to guide Sears Canada forward. However, we
already know what we want to become: Canada's best home and apparel fashion retailer
by delivering great value through inspirational products, brands and services, to the
doorsteps of every Canadian family.

We have identified a formula to drive our growth: #1) Build the Core, #2) Become
Customer-Driven, Marketing-Led, #3) Get Value Right, #4) Operate the Best Formats
and #5) Organize the Right Talent and Create a Winning Attitude.

However, in order to grow, we need a strong base. We will also work on improving our
foundation in order to enable a successful and sustainable transformation. A more
efficient supply chain and effective systems are critical to becoming a great retailer; these
are the two primary areas of our focus.

We will spread our initiatives over three phases in our three-year implementation plan:
“Get the Basics”, “Establish Retail Rhythm” and “Grow Through Innovation”.

We are quick out of the gate, launching a “Top 10 in 2012” list of critical initiatives that
we have already started working on. In addition, we have started to plant some seeds of
innovation that will not only provide much needed future growth prospects, but in doing
so, will help to start building the rhythm that makes good retailers great.

Although we are excited about our potential, we have to prove ourselves to all
stakcholders. Most importantly, we have to build the confidence within the organization
that we can in fact generate and execute ideas that work. This takes time and we need to
set realistic expectations. There are no quick fixes. The repair required is beyond what a
“can of paint and some new wallpaper” can fix. Our performance will get worse before it
gets better. But it will get better, and once these changes are made and the organization is
working “like a retailer works”, we will deliver EBITDA numbers dramatically above
our current performance.

This strategic plan will be the most significant in the Company's history. It is focused on
digging out the "opportunities in them thar hills". "Digging", with all the connotations of
hard, grueling, dirty, painful work, is exactly how we will get to those opportunities. It
won't be pretty — it will be bumpy — but the opportunity to make Sears Canada a relevant
retailer again is definitely there.

Deliver this strategic plan... and we will have done just that,
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1. Where We are Today

1.1.0perating Environment

The economy is not likely to rebound in the near term and
- social-demographic trends present both risks and
' opportunities to many retailers

1.1.1. Economic Outlook — uncertainty before recovery

In the aftermath of the recession, demand for retail products and services in Canada is
still weak. Although there have been some bright spots in the Canadian cconomy (strong
housing starts and a relatively stable stock market) there are several factors that will
continue to challenge Sears Canada’s performance: economic uncertainty, low consumer
confidence and cross-border shopping.

Economic uncertainty within the Canadian economy is a result of a number of factors
including:

« High unemployment, which continued to hover around 7.2% in July 2011 vs. a
pre-recession rate of 6% in 2007

« Rising consumer debt, with household debt as a percent of disposable income
close to 150% (Figure 1)

» Rising expenses such as gas which is close to 2008 peak levels
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{Note: Incorporates taxation laws with regard to debt to disposable incorme
Source: Gluskin Sheff and Capital Economics)

Figure 1: Household Debt as a Percentage of Disposable Income

These factors helped to drive consumer confidence down another 6.4% this quarter. This
erosion will continue to limit consumers’ willingness to spend on big ticket and
discretionary items. This economic uncertainty is not forecasted to dramatically change
in the near future.
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Of the remaining consumer demand, an increasing portion is being spent by Canadian
consumers who shop in the U.S. This is strongly correlated to the strength of the
Canadian dollar, but is also exacerbated by ~20% higher prices in Canada' and lower
sales taxes in the U.S. For example, Ontario sales tax is 13%, but sales tax in Buffalo,
New York is only 8.75%. In addition, US online retailers are continuing to penetrate the
Canadian market. The Canadian dollar is forecasted to continue to be strong relative to
the US doilar for the foreseeable future, which means consumers will continue cross-
border shopping. )

1.1.2. Socio-Demographic Trends — older, healthier, ethnic and
online

Although we face a challenging economic cnvironment there are a number of socio-
demographic trends that present both risks and potential opportunities for Sears Canada.
These trends include:

« An aging population that will need more health and wellness products and
services

+ A greater focus on leading a healthy lifestyle amongst the general population
+ A greater percentage of ethnic Canadians with unique needs

s An increasing number of online transactions

One of the key socio-demographic trends facing Canada is that the average age of the
Canadian population will continue to increase. In 2010, 35% of the population was over
50 years of age; by 2020 this number is forecasted to rise to 39%. This will lead to
opportunities related to “health” as an older population addresses health and lifestyle
concerns. However, existing Sears Canada shoppers are already older, with an average

age of 55°. This means our customer base is shrinking and will continue to shrink as they
* pass away (refer to Figure 2). Therefore, we need to become relevant to the 30-50 year
old segment now to capture customers of the future and take advantage of this trend.

Our population is also becoming more health conscious, as demonstrated by the 20%
annual growth of the North American fitness industry in the last decade’. Demand for
related health and wellness products and services have also grown and will continue to
SrOW.

' BMO Capital Market study on a selection of goods, quoted in Globe and Mail (Apr 14, 201 1)
* According to Sears Canada credit card data
* THRSA 2010 statistics
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Source: Statislics Canada, Demographic Division (2010)
Figure 2: Age Distribution of the Canadian population

Another trend that will impact Canadian consumer spending is the growth of the
immigrant population. Immigration is presently the leading source of population growth
and 70% of retail spending growth is forecasted to come from visible minority groups.
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Source: HRDC Canada — Data from Statistics Ganada (May 2011)
Figure 3: Immigration and Fertility Rates over Time

Finally, we cannot ignore the growth of the Canadian e-commerce market, which is
projected to reach approximately $18.5 B in sales by the end of 2011 including $13 B in
durable goods (excluding travel, event tickets, digital downloads/subscriptions). This
market is projected to grow at a 13%-14% CAGR and reach over $30 B by 2015.

None of these trends are new; they have been the state of the nation for many years.
However, Sears Canada has acted relatively slowly or not at all to position itself to
capitalize on these trends.




1.2.Competitive Environment

Although we have strong market shares in many categories, we do not
have equal share of customer’'s minds (share by default vs. by design).
The competitive environment is intensifying as domestic retailers
innovate and invest in stores and international retailers continue to enter
a more attractive Canadian marketplace. The largest of these, Target,
could impact our EBITDA by an estimated $35 MM by 2014.

Sears Canada’s major competitors have been innovating in many ways in order to remain
profitable in this increasingly competitive market. We have highlighted three here:

» Shoppers Drug Mart: penetrated the cosmetics market by taking prestige
products to a mass scale with effective marketing and promotions; invested in
Beauty Boutiques, new stores and expansions with average annual capex of
$615 MM (5.7% of sales) since 2008 leading to 184 new doors

e The Bay: began renovating its flagship stores in 2009, and in 2011 started a
second wave of store renovations. In total the Bay is investing ~$500 MM to
renovate 80 of its 91 stores (over $6 MM per store), providing a retail facelift to
further improve the shopping experience; also enhanced product assortment by
shedding poor performing brands and adding new and more relevant brands to
attract new customer segments

« Canadian Tire: “20/20” concept store conversions — invested $1.3 B on 197
stores over 2003-08 (~$7 MM per store) to drive 20% higher sales by improving
displays and assortment and increasing selling space by 20%; also creating new
“Small” markets store formats of 14-18 K sq. ft. catering to smaller communities

Part of the success of Sears Canada’s competitors can be explained by the fact that they
have continuously invested in growing their footprint even through the recession. One
thing a new store program drives, beyond absolute sales, is a focus on renewing a
retailer’s customer proposition. Innovating and testing new concepts that attract and
meet customers” needs helps drive overall performance improvements across a retailer’s
portfolio.

Sears Canada’s footprint growth has been moderate, primarily the result of converting
small 5-8 K sq. ft. cataloguc agents to dealer stores. At a category level, Sears Canada
increased doors within Major Appliances (Home and Dealer stores), but has actually
reduced the number of doors in Apparel as shown in the following figure. In contrast,
specialists and category killers grew substantially or entered the market, creating a much
more competitive environment for our categories.

Sears Canada’s market shares have come down over the past five years, but we still have
strong positions in Major Appliances, Women’s Apparel, and Men’s Wear,
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Figure 4;: Market Map by Category




Figure 4 shows our strong market share positions, however this does not reflect relatively
low share of mind. Less than 30% of consumers “consider” Sears Canada for their
purchases — this should be double given our market share positions.

Number of Competitor Doors Added 2000-10
Major Appliances Cosmetics

209

The  Sears Home Fulure Lowes Shoppers Sephora Sears
# Doors Brick Depot  Shop #Doors  Drug Mast
2010 237 453 179 146 24 2010 272 25 122
Children’s Wear Women's Apparel

340

Joe Fresh  Walmart  Children' Sears Reitmans Joe Fresh Winners HaM Zara Sears
# Doors s Place # Doors
2010 340 278 94 133 2010 877 340 208 55 19 133

Note: Sephora and H&M started in 2004; Joe Fresh started in 2006; Lowes started in 2007

Figure 5: Competitor Door Growth (Stores by Category)

In terms of investment m new stores or refurbishments, Sears Canada’s capex has
actually been below depreciation or “replacement” levels both before and after the
recession. On average, full-line stores have not been renovated for 14 years.

This level of capital spending is low as a percent of revenue relative to comparable
retailers.  This under-investment is now affecting performance as counsumers and
assoclates view our stores as tired and dated. However, to be clear, Sears Canada’s issues
cannot be fixed with new paint and wallpaper. As we will describe in more detail, our
issues are more fundamental and we need to focus on getting the basics of retail right
before we invest significantly in expanding or renovating our footprint. The primary
issue is that we have not innovated, improved our customer value proposition, or
remained relevant. Our stores may be tired, but the real issue is that our offer is even
more tired.
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65% 1 62 Annual Capex as % Revenue (2008-10 average)

Capex on New

Stores as %

Shoppers The Brick  Reltmans JC Penney  Target RONA  Canadian  Walmart TIX Homa Sears
Drug Mart us) Tire {All) Depot (All)  Canada
N/A NiA N/A 1.2% 1.9% NiA NIA 0.9%* 0.8% 0.5% 0%

Revenue
{08-10 average)

Source: Bloomberg, annual reports, Sears Canada 10-year retrofit plan. * = Capex spend on new stores and store expansions in US,

Figure 6: Limited Investments for Growth: Sears Canada Capex vs. Competitors

IMPACT OF TARGET

In addition to threats from existing competitors in the Canadian retail market, we must
also prepare for the entry of Target in 18 months. Target will be a significant threat for
Sears Canada for several reasons:

Target has taken over leases of up to 220 Zellers discount stores (owned by the
Hudson Bay Company). They have announced that they will open ~150 stores by
the end of 2013 and have already identified 106 specific locations

Target’s sales productivity averages $282/sq.ft. in the US, vs. Zcllers at
$175/sq.1t. Bringing the Zeller’s stores up to $280/sq.ft. will result in ~$4 B in
sales. Target’s longer term plan is to achieve $6 B in sales by 2016 (vs. Zeller’s
current sales of $3 B)

Target’s customer profile is similar to Sears Canada’s and their product mix
overlaps on ~70% of Sears Canada’s merchandise balance of sales (Figure 8), but
unfortunately this is on our more profitable categories

Of the identified locations, 39 Sears Canada full-line stores will have a Target
within the same mall and an additional 49 Sears Canada stores will be within 10
kilometres of a Target store

“ Target will succeed against "higher tier’ retailers such as Sears Canada,
but cede some Zellers customers to others.”

— Desjardins Securities, Morning Pulse, Feb 4, 2011

1t
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Figure 7: Projections of Impact of Target on Existing Zellers Stores

Sales by Category ($ B)
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65.8 4.2 ~50% Home Approximate
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Source: *Kantar Retail (December 2010)

Figure 8: Target and Sears Canada Sales by Category and Sears Canada Profitability
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The likely impact on Sears Canada’s EBITDA in 2014 is a decline of ~$95 MM, with
~$55 MM coming from share loss to Target, and a further ~$40 MM from price crosion
caused by Target’s entry. Sales in 2014 will decline ~$165 MM , with $125 MM coming
from share loss, and a further ~$40MM from price erosion.

Sears EBITDA impact in 2014 {$MN), Sears EBITDA impact in 2014 ($MM),
from share loss to Target

from price erosion due to Target

5
0 o 0 -
a
(=8
n
@
-50 4 & -50
k)
=
[
-100 - s -100 -
121
-150 - -150 -
5% 10% 15% 0.5% 1% 2%
% of incremental sales (over Zellers) taken from Sears Assumed price ercsion due to Target

Figure 9: Impact of Target Entry on Sears Canada EBITDA (Scenarios)

These estimates are based on the following assumptions:
e Share loss:

- Sales: in converted stores, we have assumed productivity will increase from
$175/sq.ft. to $280/sq.ft (roughly Target’s US levels of $282/sq.1t.). We have run
sensitivities at $230 and $330 (Fig 9). Target’s stores are significantly larger in
the US (234 K sq.ft. vs. Zeller’s 94 K sg.ft.), and although Target is in talks with
landlords to increase their store sizes, no change has been assumed.

- Store openings: Target has announced they will have ~150 stores open by 2013,
but we have assumed 50 in March 2013, 50 in Aug 2013, and 50 in March 2014

- Share Joss to Target: analysts (CIBC World Markets, June 23, 2011) predict 20%
of Target’s incremental Apparel sales and 25% of incremental Home sales will
come from Sears Canada. Our base assumption is that 10% of incremental Target
revenue will come from Sears Canada, with sensitivitics run at 5% and 15%

« Price erosion:

- The greatest unknown risk is what other retailers like Walmart, Canadian Tire and
Loblaw might do. They are all at risk of losing sales and will likely react by
dropping prices to maintain volumes. We have assumed this will create a 1%
drop in average prices (and margin).

WALMART ENTRY IN 1994/95

The Canadian retail market faced a similar scenario to Target’s entry in 1994, when
Walmart purchased Woolco and entered the market.

o  Walmart spent ~$200 MM converting 122 Woolco locations to Walmart stores
(vs. a planned ~$2.3 B for ~150 Target locations)
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e After entering, Walmart was able to increase sales per square foot by ~$100,
doubling the productivity of Woolco (similar to Target increasing Zeller’s
productivity by ~$107)

s Target appears to have a better starting point — KubasPrimedia research reveals
stronger interest in Canadians shopping at Target than was the case for Walmart
n 1994 (61% “very or somewhat interested” in Target vs. 50% for Walmart)

Looking at financials, Walmart’s entry impacted the profitability of other major Canadian
refailers.  After Walmart’s entry, EBITDA margin declined 180 bps on average from
1994 to 1996 for the retailers shown. Given the similarities between Walmart’s entry and
Target’s planned entry, Sears Canada may face a similar margin impact.

EBITDA as % of Revenue, 1992 - 1997
Canadian Tire starts P v e

transformation Canadian Tire

8%

o Corp
il s Sears Canada
6% - :
5% ; £ - The Bay
4% ! !
1 ; ; \
2% i ) : Zellers
i |
0% r ' : T |
1892 1993 164 1 1998 1897
i :
-2% - i E
-3% - Walmart acgquires 122 i ?
4%  Woolco stores and enters -~} : Eator's
5% Canadian Market L.

Sourca: Company Anhual Reparts

Figure 10: Impact of Walmart Entry on Canadian Retailers

OTHER ENTRANTS

A number of strong, US competitors are considering entry or further expansion into the
Canadian market. With five stores already established in the GTA, Marshalls plans to
open up to 100 stores across the country over the next two years. Discount retailer
Kohl’s 1s also eyeing the Canadian market, and has established numerous locations along
the Canadian border. By the end of January 2012, Express plans to have seven Canadian
stores in operation. Finally, iconic department stores such as JC Penncy, Macy’s,
Nordstrom, and Saks Fifth Avenue (Off the Fifth) are also considering opportunities.

The competitive environment in Canada has intensified over the past three years and will
continue to intensify as domestic competitors continue to improve their business and
foreign competitors enter the market. The weakest retailers will suffer the most. With
Zellers out of the market, Sears Canada is now one of the weakest retailers in Canada.

14



1.3.Where We Are and Where We Thought We Would Be

Sears Canada performed well prior to the recession. However, once the

" recession settled in, we were hit harder than our competitors.
This demonstrates that there were, and still are, fundamental flaws in our
business: our ability to fight for sales was exposed, the vulnerability of our
customer proposition confirmed, and the weight of our fixed costs crippling

1.3.1. 2005 to 2008 upward trajectory

Prior to the recession, Sears Canada had a strong track record. EBITDA grew at a 15%
CAGR from 2005 to 2008 (excluding non-comparable items) despite 1% CAGR sales
declines (Figure 11). The balance sheet also improved via a $200 MM reduction in debt
and a $45 MM increase in cash while inventory increased $180 MM. |

Revenue ($MM)

. . 5,732
EBITDA excluding non-comp items ($MM)

Comparable
EBITDA % of
Revenue
Expenses =
(EMMY T
Expensas % of
Revenue

Cash (S - ©

Debt ($MM)

Inventory (Shh) .

Merch Margin %
of Sales

Gross Margin %:” =

of Sales

5,820

5,943

inancial Services
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DT e
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385% S
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35.7%

B8O L.
41.3%

:352

igoss

356
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36.0%

B2G e e

332

o 968: :
41, 6%

' 33 9“&
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1%

15%
8%

17%

Note: Excludes cne-time gains from asset sales, e.g. $677M in sale of credit and financial services operations in 2005 and $84M from
sale of real estate including Jarvis HQ in 2007

Figure 11: 2005-2008 Historical Financials
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Over this period Merchandise Margin also gl;ew from 41% to 42.6% from 2005 to 2008,
which is the equivalent to $75 MM EBITDA on 2008 sales. The various tactics that were
used to achieve this margin growth are summarized below:

= Reduction in inventory risk through return-to-vendor and consignment
arrangements (inventory shrinkage improved 15 bps, with a $8.5 MM benefit to
EBITDA in 2008)

« Improved margin in the direct channel through internet and catalogue impulse
promotions increasing EBITDA from $43 MM in 2005 to $74 MM in 2008.
Internet sales also increased by 18.3% in 2008 compared to the previous year

» Implementation of a new and more limited returns policy in order to be more
competitive with other retailers, ¢.g. introduction of a restocking fee for returning
opened items

Although they are excluded from the EBITDA data shown above, a number of non-
repeatable levers were used during this time period to improve Net Profit and our cash
position, such as the sale of the Credit and Financial Services operations in 2005
(3677 MM) and the sale of Real Estate including the old Jarvis headquarters in 2007
($84 MM).

Furthermore, the Canadian economy was very strong during the pre-recession period. In
particular, employment and GDP steadily increased from 2005 until the onset of the
recessionn,

1.3.2. 2008 to 2010 recession hit us harder than others

Sears Canada was heavily impacted by the recession. Sales fell at a 7% CAGR from
2008 to 2010, while comparable EBITDA declined at a 19% CAGR as reductions in
fixed costs could not keep pace with sales declines (Figure 12),

The original 2010 EBITDA target for Sears Canada was $490 MM, but a concrete
operational plan to reach this number was never developed. We also ignored fundamental
flaws in the business which has led to ongoing declines. Companies need to be well
positioned to win in challenging times and we did not have a plan that would address our
challenges in order to rcach our goals, nor the foundation or efficiency to adapt to a
changing market.
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Figure 12: Sears Canada Revenue and EBITDA. (2008-2010)

The poor economy impacted Sears Canada more than our competitors. Figure 13 shows
that the indexed decline in same store sales of 4.1% per year since 2007 experienced by
Sears Canada is one of the sharpest declines among comparable retailers. Furthermore, in
2010 and the first half of 2011, same store sales are continuing to trend downwards while
other competitors have started to see signs of recovery.

Figure 14 also illustrates the change in profitability of a similar sample of comparable
retailers. Sears Canada performed relatively well until 2009, but performance dropped
precipitously in 2010 as falling sales and rising costs caused overall EBITDA to decline
at a 15% CAGR. It is also important to note that Sears Canada has the lowest EBITDA,
as a percentage of sales, of these comparable retailers.
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Figure 13: Sales Performance vs. Competitors

EBITDA Margin
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Figure 14: Profit Performance vs. Competitors
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1.4. Step 1: Admit We Have a Problem

We lack many of the fundamental processes, structures and culture of
a strong retailer. In short, we lack ‘retail rhythm’. However, most of our
challenges are self-induced, meaning we are in a position to fix them.

1.4.1. Where We Make (and Lose) Money

We are taking a hard look at where we make and lose money In order to better support
our profitable businesses and fix or exit our unprofitable ones. Scars Canada’s core retail
business accounted for only 57% of EBITDA in 2010. In the first half of 2011 the
proportion of EBITDA. from retail has continued to decline implying an cven greater
need to focus on improving the performance of our core retail business.

Our diagnostic has also revealed that businesses we believed to be profitable such as
Catalogue and Major Appliances are actually less profitable than they appear to be when
we remove revenues from Financial Services, layer in the costs (and EBITDA losses) of
outlet stores, and add appropriate costs from other parts of the business.

A closer look at profitability shows that four categories lost money in 2010 (total of
~ $39 MM EBITDA) and EBITDA comes disproportionately from the Apparel business.

EBITDA/Sales
Jewelry & Accessories SRR R R PR i ] 1994
Women's Intimates S e [ 130%
Women's Weaar T ] 2%
Men's Wear ] 1%

Footwear s n ] { 0%

Women's Apparel 1 9%

Home Décor & Seasonal
Children’'s Wear

Home Furnishings

Apparel

Home

Major Appliances

Electronics

Cosmetics

Craftsman, Air, Water, & Paint
Fitness & Recreational -12%

EBITDA excludes: Financial Services, product repair services, warranty, and other miscellaneous income, but
includes allocation for SG&A
Source: Divisional P&L Ftash Pcks with GAAP; Finance

Figure 15: Category Profitability (EBITDA as Percent of Sales)
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It is also important to analyze our financial performance relative to that of our
competitors. Sears Canada’s sales per sq. ft. are actually in line with competitors, but
EBITDA is well below average implying opportunity for improvement.

2010 Sales per Sq. Ft.
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Figure 16: Sales and EBITDA for Sears Canada and Competitors
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Furthermore, Sears Canada’s SG&A costs as a percent of revenues are at the high end of
comparable retailers (those with less than $30 B m revenues).

SG&A Spend as % of Revenues
(2010, companies <$30 B Revenue)
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Figure 17: SG&A Comparison and Benchmarks
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1.4.2. Self-Induced Challenges

In addition to developing better strategies for our most profitable and least profitable
businesses, there is agreement among the Executive Leadership Team (ELT) and Senior
Leadership Forum (SLF) that Sears Canada faces a number of significant challenges, and
that these challenges are primarily internal.

Executive Leadership Senior Leadership Forum
Team (ELT) Top 5 Issues {SLF) Top 5 Issues

L ack of clear vision and strateqy
{communicated to entire organization)

Lack of clear vision and strategy
{communicated to entire organization)

Lack of investment in stores and
customer experience

Lack of investment in stores and
customer experience

Lack of category strategies
{incl. role of each catsgory, e.g.
cash cow, growth, loss-leader, elc.)

Competitors: Target and ather
" large-scale US companies

Lack of custorner orientation
{e.g. customer service)

Poor organizational alignment/
rales & responsibilities

Ineffective pricing {hiflo,
mid-range positioning, etc.)

Ineffective pricing (hillo,
mid-range positioning, etc.}

Naota: Force-ranked respanses out of list of 27 options developed by ELT; SLF comprisad of Associale Vice President and abave (144)
Source: ELT strategic situation survey, Juky 2011, SLF strategy & organizational diagnostic survay, July 2011 (n = 124)

Figure 18: ELT and SLF Pcrspectives — Top Issues

The ELT and SLF surveys which were conducted during the first week of our diagnostic
were supplemented with store and distribution centre (DC) visits, customer interviews,
process diagnostics and financial analysis. Based on our diagnostic, the ten most critical
challenges are:

1. Unclear Category Roles

2. Inconsistent Brand Management
3. Insufficient Customer Insights

4. Ineffective Promotions

No Credit for Value

The Catalogue Hangover

An Identity Crisis — Who are We?
Unclear Accountability

Bad Processes Driving Bad Outcomes

N O e B R

0. Poor Business Reporting
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CHALLENGE #1: Unclear Category Roles

Under the previous administration, categories were thought of as equal — all should
compete for resources (i.e. flyer space and floor space) without regard for their strategic
strengths and weaknesses. However, some categories obviously have stronger more
defendable market positions, generate greater profits and provide a compelling reason to
shop at Scars Canada, while other categories arc struggling to compete, breakeven or
attract customers to the stores. We need to be willing to adapt and exit or right-size
unprofitable non-traffic driving categorics and invest in growing strong categories.
Otherwise, we will never be able to optimize our resources, generate greater profits and
provide customers with the products they really want from Sears Canada.

CHALLENGE #2: Incongsistent Brand Management

Brand management is lacking at Scars Canada at multiple levels:

« Master Brand: there is no Master Brand defining clearly what Sears Canada stands
for to the Canadian consumer along with consistent brand standards

e Brand Architecture (and Proliferation): Sears Canada has over 1,700 National
Brands (NB) and 90 Private Label (PL) brand families. As illustrated in Figure 19,
most categories have a long tail of brands that contribute relatively little in terms of
margin, yet take up resources across the organization. In some categories, we have
clusters of brands operating with the same product qualities within the same price
poaints, rather than offering the customer a range of good, better and best brands and
products. This limits our ability to offer customers the value they are looking for.

« Private Label Brand Building: Only seven of our 90 PL brands generated over
$50 MM of sales in 2010 (Kenmore, Whole Home, Craftsman, Jessica, Sears-O-
Pedic, Tradition and Nevada) while 50 generated less than $1 MM. If we divested
these smaller brands and focused time and resources on our strong and high-potential
PL brands, we could potentially develop a set of $100 MM power brands able to
compete with National Brands in driving traffic, but with PL margins. With so many
brands, but no clear brand managers, we get inconsistent quality and positioning,
which leads to consumer confusion. We cannot support 90 private label brands. We
need to back the winners and properly manage them with brand managers.

« Private Label Margins and Vendor Management: Within Apparel, our PL brands
trade at an average of 1,339 bps above NB. But within Home, our PL brands only
trade 247 bps above NB which hardly covers the added risk and increased cost of a
PL brand. Tn some Home categories, PL merchandise margins are actually lower then
NB, while in other Home categories they are 800 bps higher than NB. PL brands
sourced directly from overseas vendors trade an average 900 bps higher than brands
sourced in North America across Apparel and Home categorics. We have the
opportunity to set brand guidelines and extract greater value through our PL vendors.
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Dormant Brands: we also have the rights to. but very low sales volume with some
potentially very strong brand names (Eatons, Vogue and Vanity Fair). These brands
could easily resonate with consumers for relatively little cost if we choose to invest in

them 1n the future.

Cumulative " . Cumulative - -
Merch Margin vy Major Appliances (MA) Mereh Margin sy Home Furnishings (HF)
350
300
250
200
150 KENMORE + Kenmoare contributed to 67% af
100 + o '$;‘f2:'ﬁT§§uﬁl;°far’r?‘:é1£ﬁ:,°’ - Tap & brands (5% of total brand
0 of total SMM 50 count) contributed 80% of HF MM$
ot o
0 5 10 15 20 25 30 35 40 45 Hof 0 40 20 30 40 56 60 70 80 S0 400 #of
Brands Brands

Cumulative Women's Apparel (WA Cumulative Mens Wear (MW)
Merch Margin (S} Merch Margin {$MiM) .
250 200
200 150
160
100 Top 13 brands (~7% of total brand count 100
contributed to 81% of MM$. Jessica &
. o N Top 21 brands {~10% of totat brand count)
50 4, Tradition brand families delivered >52% 50 sontribuled 1o B6% of MM$
total MM$
gt ¥ T T 0T T T T T T T T T T T 1
a 50 160 150 200 0 20 40 60 80 100 120 140 160 180 200 220
# of Brands # of Brands

Source: Merch Margin Report - 2010 data

Figure 19: Cumulative Margin Contribution by Brand

CHALLENGE #3: Insufficient Customer Insights

Although three different teams within Sears Canada are currently responsible for
gathering customer insights, there is a general lack of understanding of our customer
segments and it appears that investments are often made without deep customer insights.

“I feel that we don't know who we are and what customer segment we are
Jocusing on.”
— SLF Member, July 2011

Furthermore, the quality of our customer service is poor and inconsistent across the many

touch-points we have at Sears Canada, and there are currently a very limited set of reports
and metrics that allow us to track our performance in this aspect.
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CHALLENGE #4: Ineffective Promotions

We spent close to $270 MM on Marketing in 2010 ($90 MM on the flyer, $107 MM on
catalogue, $54 MM on media/agency costs and $16 MM on intemet) which is more than
any retailer in Canada. We also rely on promotional discounts and clearance sales to
move merchandise with 41% at promotional prices and 19% at clearance prices in the
first half of 2011. Unfortunately, this extreme high-low pricing strategy is proving to be
less effective at driving traffic and sales than in the past years. All together, we spend
approximately $1 B (gross margin impact of promotions plus marketing expenses) to
drive customer behaviour yet the investment does not match the results — transactions and
traffic have contimued to decline. This implies the need for a much more effective use of
out relatively high marketing budget to drive traffic.

CHALLENGE #5; No Credit for Value

Sears Canada offers value to customers in many ways that customers do not recognize or
give us credit for. Value is made of many elements, but if we simplify it down to the
three levers of price, mix and experience, customers telt us that we do not satisty their
expectations on any of the levers (Figure 20). '

- Regular price is much higher » Do not like the styles - Hard to find what I'm locking for

+ Percaption of being foo + Not my taste + Hard to find associates fo help

expensive - only biyy on prama . [3oas not fit « Store does not present the
« Bales are better at other places Not apprapriate for my needs products in an atiractive way
in some categories

« Do not ke the brands

- Do not tike the quality

Source: Cuglomer Strategy, Decline in Shopping Studies, May & June, 2011

Figure 20: Customer Feedback on Sears Canada

An example that illusirates that we do not get credit for the value we deliver involves
today’s heavy reliance on high-low promotions (Figure 21). Canadian law dictates that
products can only be “on sale” in a store for a certain amount of time. Therefore, in order
to ensure that we can always offer products on sale, we buy more items than we need at
similar price points so that we can offer some of them on sale, while others stay at regular
price in order to remain compliant with the law. This creates a proliferation of SKUs
which contributes to our inventory issues.
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From a customer-facing aspect, these extra SKUs create clutter in stores, which leads to
a negative self-reinforcing cycle that leads to a poor shopping experience, which leads to
decreased traffic, which leads to a desire to provide more aggressive promotions to keep
traffic, which adds even more SKUs. Despite our efforts we are not providing value to
our customers through this promotional tool.

From a vendor/internal aspect, the increased number and complexity of our SKU base
reduces our ability to negotiate volume discounts with vendors, which then limits our
ability to price effectively and competitively, which reduces our sell-through, which
increases our inventory levels, which leads to the need to sell more products at promotion
or clearance prices.

Customer-Facing Vendor/internal

Figure 21: No Credit for Value — Checkerboard Example

CHALLENGE #6: The Catalogue Hangover

Between 2008 and 2010 catalogue sales declined by close to a 20% CAGR, while
catalogue EBITDA decreased at a 58% CAGR. Once relevant, the catalogue has never
really changed. Catalogue processes still drive and create internal challenges today. At
less than 10% of sales, the “tajl appears to be wagging the dog”. We have incrementally,
but not significantly, cut the fixed costs of running the catalogue business. Our initial
diagnostic has uncovered a number of high-cost low-margin parts of the catalogue
business: -

Expenses: The Catalogue business has historically required a significant spend on pre-
press, printing and distribution ($95 MM in 2010). Every $4 in net sales generates $0.06
in EBITDA, before the allocation of other costs of the catalogue. Some of the books
being cut will further reduce this spend.
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Circulation: In 2010, we circulated approximately 75 MM catalogues (7 K unique
pages) of which 17% were distributed to customers “less likely to buy”. 60% of people
who receive catalogues live within close proximity to our stores and 33% of people who
purchased from the catalogue also receive flyers.

Cash-on-Delivery (COD): Today, Sears Canada is the only retailer in Canada to ofter
COD shipments. These orders accounted for 36% of the total 2010 catalogue sales.
COD also results in a large number of unclaimed shipments which lcads to high excess
inventory and clogs our outlet stores.

Agent Network: The Catalogue business relies on 1,800 agents that charge commissions
to handle order processing, returns and retail shipments. Total commissions paid to
agents for 2010 accounted for $15.6 MM (or 4% of Net Sales). Agents are serviced via
dedicated “peddle runs” where trucks make pit stops at a number of locations in a given
run. Initial diagnostics indicate that 80% of the “peddle runs” do not recover their costs.

Delivery Charges: Sears Canada charges a flat fee of $3 to an agent regardless of the
type of item (including big ticket items) or delivery distance. The shortfall between the
cost-to-serve Agents and Customers (direct-to-home shipments) and the revenue
generated by these services reached approximately $22 MM in 2010. Initiatives are
underway to review our agent model and revise delivery charges in the near term so that
they are in line with competitive benchmarks.

In addition, the catalogue business has a number of other effects on our overall business:

¢ The total Catalogue specific payroll burden is approximately $12 MM (or 170 FTEs)
for head office and an additional $10 MM (or 320 FTEs) attributable to Corporate
Contact Centre and Field Support for Agents

e In addition, recent interviews with merchants suggest that buyers and buying
associates spend anywhere from 30% to 40% of their time on average on catalogue
related activities

e Catalogue inventory is different from retail store inventory and is maintained in two
separate distribution centres in Regina and Belleville that have been operating below
capacity
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CHALLENGE #7: An Identity Crisis — Who Are We?

Internal surveys (ELT and SLF) both highlighted the lack of a clear vision and strategy as
the number one issue. Feedback from external sources also stressed the need for Sears
Canada to find its lost identity:

“Sears has lost some of its formerly acute focus on the middle-income,
suburban family.”’
— Mass Market Retailers (industry journal), February 2011

“I'never go into Sears — I don’t think of it as useful, modern or catering
to my needs.”’
— Comment from customer focus group

“IT'would like to see Sears become relevant to me again.”
— Comment from customer focus group

Internally, we must clarify who we are to our Associates as well, so they can
communicate that message uniformly to consumers. Developing an identity, a vision and
a value proposition is vital to provide focus for our buyers, clarity to our associates and a
clear and easy-to-understand identity for our customers.

One element of our identity crisis is that we have not distinguished between an urban,
suburban or rural strategy despite the fact that these markets have different needs and
wants. Sears Canada has a history of being very strong in the rural market dating from
Sears’ original joint venture with Simpsons, which restricted Sears Canada’s operations
to rural markets to avoid competition with the Simpsons stores. As Sears Canada moved
urban with the acquisition of eight Simpsons/Bay stores and Eatons, it has lost its focus
on this market. In our current position we are stuck in the middle without a relevant
proposition for urban, suburban or rural markets.
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CHALLENGE #8: Unclear Accountability

Decision Process
72%

Disagree more than agree
B strongly Disagree

Our decision processes are
effective, e.g. clear
interactions, appropriate
meetings and committees,
clear escalation process etc.

Source: SLF strategy and organization survey July 2011, n = 124 out of 144

Throughout the organization we
have observed a lack of
accountability, driven to some
degree by  capabilities, but
ptrimarily by our internal structures.
This issuc came up as a top
challenge in our leadership surveys,
our store visits, our customer
intercepts, our business reporting
and most clearly in our recent
results.

Figure 22 taken from the Senior
Leadership Forum survey
highlights the point that 70% of top
leaders do not feel we have clear
decision-making or accountability.

Figure 22: SLF Organizational Diagnostic Survey — Decision Making Processes

CHALLENGE #9: Bad Processes Driving Bad Outcomes

We have found that many fundamental retail processes were broken or, in extreme cases,
non-existent. We have already instituted some new basic processes (weekly and monthly
merchant and business reviews), but fundamental processes, such as

demand/merchandise planning still need to be fixed.
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CHALLENGE #10: Poor Business Reporting

Our busingss reporting does not provide us with timely or accurate information, which
significantly limits our ability to make smart and rapid decisions. This applies not just to
financial information as there is also a general lack of visibility of information throughout
the organization {competitor prices, promotional effectiveness, voice of the customer,
inventory management, etc.). Within our financial systems, there are often multiple
sources of data with many manual workarounds creating data integrity issues. This also
leads to an inefficient Finance organization, as well as Managers spending an excessive
amount of time focused on financial investigations rather than building the business.
IBM and Accenture have both reviewed our systems and processes over the past 18
months. In their final assessment, IBM wrote:

“ Our work has detected serious capability gaps [at Sears velative to its
peer group| stemming from fragmented, inconsistent, manual processes
that impair competitive agility. Gaps are transactional and
informational, and fixing them will maintain/enhance EBITDA.”
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1.5. Where We Will Be... If Trends Continue

Recent sales trends on our high fixed-cost base combined with Target's
entry will take EBITDA negative by 2013 and even more so by 2014.

Sears Canada is at a pivotal point in its history. The current trajectory of growth and
margin decline would take EBITDA into negative territory if drastic action is not taken.
The period from 2008 to 201 1F was characterized by revenue declines of close to 7%
annually and gross margins falling 100 bps per year — forcing cost containment measures
to alleviate what otherwise would have becen more significant EBITDA declines.
External impacts that played a part in the sales and profitability decline over the past
three years will continue to impact Sears Canada over the foresecable future — stagnant
consumer spending, the strong Canadian dollar, increased cross-border shopping, and
increased competition through both domestic and foreign expansion in Canada. These
realities will result in an even more competitive retail environment, widening the gap we
need to close in order to achieve our mid-term EBITDA goals. Figure 23 highlights how
quickly EBITDA could become negative, even at an annual revenue growth rate 2%
higher than we have experienced over the past three years.

EBITDA
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Figure 23: Forecasted EBITDA, 2011E-2014E

Figure 24 reiterates the continued year-on-year declines in revenue, with recent rates of
decline steeper than they were in 2010. EBITDA is now eroding at a very rapid pace as
we are losing our scale advantages we once had as a $6 B organization. Without the
benefit of a more efficient organizational structure and operational practices, there are
few cost levers available to us that would not further damage our ability to be
competitive. ‘
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Figure 24: Sears Canada Year-on-Year Revenue and EBITDA Growth Rates

Building off the trend line in Figure 23, when layering in the impact of Target’s entry,
Sears Canada’s EBITDA is cstimated to decline a further $135 MM in 2014 to below
negative $200 MM.
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Figure 25: Forccasted EBITDA, 2011E-2014E, with Target Impact

It is make or break time for Sears Canada. We must act now. We have 18 months to
transform this business before Target arrives. This is going to be a long, dirty challenge,
but we have stengths to build on and the potential to transform Sears Canada into a
strong, relevant retailer again.
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1.6.Strengths to Build On

Despite our challenges, we still have a number of strengths to build on.

Despite our challenges and this negative trend, Sears Canada still has a number of
strengths to build on. A January 2011 brand equity survey revealed that Sears Canada is
still the most trusted brand in Canada (Figure 26 below).

Sears is stili the most trusted brand in Canada

10% -
on 4 [
6% o

4% - B8

295 ikl

oy - — 1 T - — T v ]
Sears  Wal-Mart  Nraft HBC REBC Zellers  Canadfan  Costco
Tire

Source: Sears Brand Equity Survey — Jan. 2010; n=813 Unprompted response
te Which companies come to mind when yout think of frusi?®

Figure 26: Brand Equity Survey Results

In addition to having a trusted brand, we possess a number of competitive strengths:

» Several well-respected private label brands such as Kenmore, Craftsman, Jessica
and Tradition. Sears Canada has also re-launched Attitude by Jay Manuel
(showcased at the LG Fashion Week)

»  Market leader in Major Appliances and Apparel (across both women’s and men’s
segments)

e #1 department store credit card

o Largest transactional online retailer in Canada with 2011 YTD visits up 12.3% to
33.3 MM

¢ More than 3 MM active credit card holders

e One of the most extensive retail footprints in Canada: 122 Full-Line stores, 48
Sears Home stores, 268 Hometown Dealer stores, 11 Outlets, 30 Corbeil stores,
Home Services (including its coast-to-coast network), catalogue and Sears.ca

o ENERGY STAR® Retailer of the Year for four consecutive years

We will build on these sirengths as we develop strategies to transform our
organization.
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2. Building for Tomorrow

2.1. Strategy Overview

Our transformation will follow three phases: Get the Basics, Establish
a Retail Rhythm and then Grow Through Innovation

Within the next month, we will develop a new and inspiring vision statement and master
brand value proposition. However, we already know our strategic intent:

"By the end of 2014, we will be on our way to being Canada's
best home and apparel fashion retailer by delivering great value
through inspirational products, brands and services,
fo the doorstep of every Canadian family."”

BEST = Tirst retailer considered and shopped, and therefore leading market
positions, in hero categories defined below

HOME = Quality products, brands and services for customers to maintain and
“fashion” their homes with key hero positions

APPAREL = One-stop-shop for apparel and accessories for all Canadians, but
especially children (0-14) and women over 30

FASHION = Provide style and inspirational solutions for both Home and Apparel
needs

VALUE = Offer a compelling value equation by appropriately balancing our
pricing and product mix with the customer experience; getting credit for value is
achieved by having the right balance and communication plans

DOORSTEPS = Use multiple formats and channels to ensure we are easily
accessible

FAMILIES ACROSS CANADA = We will appeal to families of all shapes and
sizes across Canada — urban or rural, first generation or First Nations, big or
small, young or old

Delivering on our strategic intent will take a few years and Sears Canada is embarking on
a transformation journey. There will broadly be three phases to our transformation. In the
first phase, “Get the Basics” we need to build the basic functions and processes of
retailing, which, given what we discussed in Section 1.4, do not currently exist at Sears
Canada. Once this phase is over, we will have the ‘basics’ necessary to more effectively
adjust to the market and our customers.

The second phase, “Establish Retail Rhythm”, will take Sears Canada to a point where
we can operate as a retailer should, with clear attention to detail, efficient processes and a
nimble structure able to quickly test new ideas and react to changing customer needs.
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The third phase, “Grow Through Innovation”, will build upon our newly established base
to irmovatively grow into adjacent markets, categories, channels, formats, etc. Although
these phases will appear in sequence, signifying when the bulk of the work will occur, we
have already begun to establish our retail rhythm and are planting the seeds of innovation
for future growth.

Figure 27: Three Phases of Transformation

Throughout all three phases of our transformation, we will consistently build upon five
pillars of growth (Figure 28). They are simple yet vital measures necessary to reconnect
with and attract new customers, offer a relevant and competitive value proposition and
profitably reverse our sales declines. We also need to establish a strong base to “Enable
the Transformation™. This includes activities necessary to successfully deliver the
formula such as supply chain and system improvements. These pillars will help us
address and resolve our challenges.

QUR SOLUTION OUR CHALLENGES
@ Build the Core 1, Unclear Category Roles
Category + Service + Brand 2. Inconsistent Brand Management
@ Become Customer-Driven’ 3. insufficient Customer Insights
Marketing-Led 4. Ineffective Promotions
Get Value Right .
Price x Mix x Expergnce 5. No Credit for Value

&, The Catalogue Hangover
7. An ldentity Crisis — Who are We?

Operate the Best Formats

8. Unclear Accountability

(5)Organize the Right Talent &
Create a Winning Attitude

8, Bad Processsas Driving Bad Outcomes
18, Poor Business Reporting

hable The Transformation

Figure 28: Formula for Growth
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2.2. Formula for Growth

Throughout the three phases of our transformation, we will focus on
five pillars of growth:

#1) Build the Core

#2) Become Customer-Driven, Marketing-Led

#3) Get Value Right

#4) Operate the Best Formats

#5) Organize the Right Talent and Create a Winning Attitude

2.2.1. Pillar #1: Build the Core — Categories, Brands, Services

Customers are time-starved and rely on retailers that have clearly defined offerings and
can deliver on their needs. This has driven the growth of specialists and the decline of
generalists. Sears Canada is a generalist that is lacking a clear identity in the eyes of its
customers, in part driven by the fact that we lack a clear understanding of our core
business. Merchandise retail now contributes only 57% to total EBITDA despite
accounting for 90% of revenues. Combined with declining sales, Sears Canada has a
clear need to redefine and prioritize our lines of business both in terms of their ability to
attract customers, as well as their profitability to the company.

Sears Canada has the opportunity to be the only retailer that can successfully combine
Home and Apparel categories, with strong brands and distinct services into a unique one-
stop-shop experience that saves time for busy customers.

Categories, brands and services within our Home and Apparel businesses can be grouped
as “Hero”, “Power”, “Core” or “Fix/Exit” based on how profitable and differentiated they
are for Sears Canada and how effective they are at driving customer traffic (Figure 29).
This categorization will allow us to invest more time and resources to build our high
potential, differentiated Hero and Power positions, and fix or exit unprofitable businesses
that do not drive substantial customer traffic.
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High

Core: Traffic Driver

. Category brings target customners
to stores

- Likaly to be high volume/ lower
profitability categories

« Must edit assortment to focus on
high volume/ cross shop products
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o . Same as Power,
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N differentiated
- Category atthority

« Generates majority of S
revenue and profit S .
. Strong share with loyal custorners s .

Low

Fix or Exit

- Rethink some categories in this
quadrant — candidates to exit

- Must edit assoriment to ensure
that individual products have high
qross marging

Core: Profit Driver

- Opportunity to oreate significant
profit thfough building basket

« Must edit assortment to ensure
category is easy to shop

Low

> High

Figure 29: The Five Strategic Classifications

Figure 30 provides a summary overview of how our businesses have been categorized

according to this framework.

"This demonstrates how our services and brands
compliment our product offering. Some of them have been highlighted as “Future”
businesses we believe can be Hero brands, categories or services.

"Core - “Core
“Hero” “Power” Traffic e ot Fhxor Exit
Driver” Profit Driver
Warnen's Apparef - Man's Wear
Traditonel Waormen's Intimstes Women's Hoslery
Products Future: Kii's Roamn {inchuding Hoslery in Cosnalics Jeweiry & Accessories )
e b " the futurs) Altitzde
Future: Modern Shap
(including Altitude} Footaear
Services Registries
Jessica
Brands
ré Tradition
= pore Mad Elpctronics
Hmr?‘ Mator Windaw Coverings Home Bacor e N
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Futura: Matirasses Fitnass & Recreation
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Sears Financlat Windaow Coverings Exterior
Services HVAC Due! Cleaning Carpel Cisaning insurance -x‘eégv’;i?e
Protection AQreements | Futyre: Parts & Repair
{(PRS)
Kenmorg
Brands Saars-0-Padie Whote Horne Crafisman
Fulure: Blue Crew

Figure 30: Summary of Category, Service, and Brand Categorization
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APPAREL

Our Apparel business currently spans several categories and divisions, and is comprised
of numerous brands and lines. Figure 31 provides a preliminary cut of the five strategic
classifications, which in turn is a starting point to discuss division roles for each of
these businesses.

Moz!érale Brands

High Core - Traffic Drivers Kids Room  Harp
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NN
Men's Casual Wear Modem Shop

Infant & Children's Wear .
Women's Shoes

resses

Power

Childran's Furniture - Small ftems

Fashion Jewellery

Lingerie Fine JewelleryMWatches

Women's HoIery And Socks
Handbags & Accessories

Fix or Exif & Personal Care
Low :

Core — Profit Drivers

[=] Children's
World

A women's [] Jewsllery, Low
Inlimales Accessories

[ Men's Wear & Luggage

B Cosmetics B Women's Apparel

Footwsar

—  High

Bubble size represents SN Future
Sears 2010 net sales L ! Hero

.

Figure 31: Category-Plot of Businesses within Apparel

Apparel Hero:

» Jessica: Although Jessica lost its #1 share position in Women's Apparel in 2009,
it remains a Top 5 brand overall despite new enfrants. Jessica participates in a
wide range of commodities, which can be highly synergistic in raising brand
awareness and loyalty, thus attracting shoppers to Sears Canada.

» Traditional: Sears Canada's Tradition private label has been the #3 brand in
Women's Apparel in Canada over the last 3 years, has been gaining share, and is
#1 amongst women aged 65+ and #2 amongst women aged 55-64. By also
offering Tanjay and Alia (Nygérd brands targeted at mature women), Sears
Canada is a strong #1 retailer in this category amongst women aged 55+.
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Key Apparel Power + Potential Heroes:

Kids Room: Infant apparel is a power category for Sears Canada and is a key
traffic driver, The Kids Room initiative is bringing children's apparel, juvenile
furniture (i.e. strollers, car-seats, cribs etc) and toys together to create a one-stop
shopping destination and increase average basket size. Sears Canada is the #3
retailer of children's apparel and basics after Walmart and Zellers, and bringing in
younger families to Sears Canada is highly strategic for the company as a whole.

Modern Shop: As a department store, Sears Canada 1s expected to carry a range
of national brands in order to offer a sufficiently broad assortment to attract
shoppers. An important portion of national brands within the Women's Apparel -
Moderate Brands business, such as Buffalo, Kensie Girl, Lois etc., along with the
newly launched Attitude by Jay Manuel private label, are being moved to the
Modern Shop area in 78 stores to create a trendy destination for younger female
shoppers. We also believe there is an opportunity to create a product offering to
appeal to men as well and we will explore a Men’s Modern Shop.

Men’s Dress Wear: Historically we had the number one position in Men’s Dress
Wear. Moore’s, a specialist men’s dress wear retailer, stole this position by
offering a simpler, more compelling value proposition for men looking for dress
wear, including shoes, belts, etc. There is an opportunity to copy the Moore’s
model and beat them at their own game.

Other Apparel Power categories, namely Women’s Intimates, Women Outerwear &
Active/Swimwear, Women's Footwear, and Men's Wear (Casual + Dress) will be
addressed in a second phase.

Apparel Fix or Exit:

Women's Hosiery: As a basic commodity, Sears Canada cannot exit Women's
Hosiery as it is an integral to Women's Apparel and Intimates through cross-
shopping. The key opportunity is to improve the profitability of this business to
tarn it into a Core — Profit Driver category.

Attitude: Attitude is currently a relatively small business, but the recent Jay
Manuel initiative is expected to add excitement and increased awareness as part of
the Modern Shop concept described above in Key Apparel Power categories

In addition, we are exploring opportunitics to expand on our current Apparel service
offerings, such as the Baby Registry.
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HOME: CATEGORIES

As with Apparel, our Home business crosses numerous categories, divisions, brands and
lines. Figure 32 provides a preliminary cut of the five strategic classifications, which in
turn is a starting point to discuss division roles for each of these businesses.
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Figure 32: Category-Plot of Businesses within Home

Home Power + Potential Heroes:

+ Major Appliances is the largest Power category at Sears Canada with nearly
$1 B in sales. The reason it is not classified as Hero is that it has a lower
Merchandise Margin (30%) than other categories. Its role is to bring customers in
and drive profit, due to its market leadership, product assortment and overall
value. Through better communicating the value, adjusting the pricing model and
assortment, and improving the shopping experience our target is to move this
category to the Hero position.

« Mattresses is currently a traffic driver, due to its significant sales level, its
profitability and its market share (#2). Our objective is to reinforce Mattresses in a
Power position, by challenging (and taking share from) Sleep Country through
clear communication of the value customers can find at Sears Canada.

The growth plan is centred around an aggressive battle with the competition and
objectives to beat Sleep Country on price (take 1% share), the Bay and IKEA on
selection, The Brick on selection of higher price-point items, and other
competitors on overall offer (take 2% share).

40



Home Fix/Exit:

o Electronics is a mixed category with a number of different lines (from televisions
to GPS units). Its current EBITDA loss is driven to a large extent by the very low
margin computer and video games lincs.

o CAWRP is a category with three primary divisions: Air & Water, Hardware, and
Lawn & Garden. High inventory levels and broad SKU assortments Jead to
negative EBITDA results for the Hardware line. Lawn & Garden is on track to
improve due to the success of the 2011 Tractor campaign. Air & Water is a
category which is generating positive EBITDA. We target moving the category to
a Core position by selectively reducing some low performance lines.

« Fitness is a category which has lost both market share and profitability over the
last couple of years, mainly due to Canadian Tire's introduction of low priced
imported fitness equipment.

We arc also conducting an evaluation of brands/vendors within the Home categories.

HomE: HOME SERVICES

In a highly fragmented market, dominated by independents and “Do it Yourself” big box
retailers, Sears Home Services (SHS) can leverage Sears Canada’s brand reputation for
trust and access to deferred financing to become the dominant Home Services provider in
Canada; positioning itself as the “Do It for Me” company with home services
complementing our home product offerings.

Sears Home Services is differentiated in the market place due to its unique offer of
“Don’t Pay till You’re Satisfied” (if paying via the Sears card), financing options as well
as the ability to collect Sears Club points. As home services often entail big ticket
expenditures, Scars Canada can leverage this value proposition to access a wider
customer base. Over the next three years we see significant growth coming through
investments in this business.

Figure 33 below provides a preliminary cut of the Services businesses split along the
five strategic classifications, which in tumn is a starting point to discuss division roles for
each of these businesses (i.c. combination of categories, divisions, and lines). Parts &
Repair Services was not included in this assessment, but is vital to “service what we sell”
and maintaining our brand reputation. However, this business loses $15 MM per year
and needs to be fixed in order for us to turn it into a differentiator.
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Figure 33: Category-Plot of Businesses within Home Services

Home Services Hero:

» HVAC (Heating, Ventilation and Air Conditioning): SHS is a national market
leader 1n this category with our proprietary brand (Kenmore) and a strong market
presence. HVAC is a profitable business and offers competitive pricing to the
customer.

Home Services Power + Potential Heroes:

¢ Window Coverings: This category is comprised of custom window coverings
(retail window coverings are “off-the-shelf”) and SHS is a market leader. SHS
offers brand exclusivity on Hunter Douglas which is a leading brand in the
market.

¢ Protection Agreements (not shown on Figure 33): This is a $24 MM EBITDA
business that supports our Major Appliances products and Product Repair
Services (PRS). Tn the long term, our plan is to increase protection plan close rates
through additional training, product enhancement and field support and to use the
protection plan customer list for marketing and cross-sell opportunitics. We will
also launch new protection plan products in merchandise areas where appropriate.
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Home Services Fix or Exit:

¢ [Exterior (Roofing and Accessories): Despite challenges nationally, SHS is a
market leader in Quebec in this category.

¢ Windows & Doors: Sears Canada is differentiated in this category, duc in part to
the proprietary Weather Beater brand and the ability to offer financing options on
these big ticket items. However pricing (not competitive) and lead times are key
issues.

¢ Floor Coverings: The business model is under review as profitability is low,
market share is poor and Sears Canada’s pricing is not competitive.

e Painting: This service offering is being evaluated and a new model, if viable, will
be launched at the end of 2011.

e Kitchen and Bathrooms: While a decision needs to be made about the future
viability of this service offering, Kitchen and Bathrooms fits SHS’ strategy to be a
complete “Do it for Me” home services provider.

e Product Repair Services: In support of the corporate position of “We Service
What We Sell”, PRS performs ~800 K annual service calls across multiple
businesses categories. The operation is accountable to execute in-warranty,
Protection Agreement, Returns/Refurbishing/Customer Service, and post
warranty/paid labour service orders. With a technician work force of ~700
technicians and 1,100 independent contractors, PRS supports both Kenmore and
National brand parts and service nationally. Major Appliances account for over
80% of the volume. EBITDA has been negatively impacted due to declining call
revenue which has not been offset by proportional savings in infrastructure costs.
Recent consolidation of field operations into eight locations and the right sizing of
our associate base have mitigated part of the loss.

Over time, SHS is uniquely positioned to leverage the Sears Canada brand, financing
options and the customer perception of trust to offer a full suite of “Do it for Me” home
services.
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HOME: FINANCIAL & SPECIALTY SERVICES

Sears Canada Financial Services is a core part of our business as our financing options
are an important differentiator for home services offerings and big ticket purchases. This
can be grouped into three sets of current offerings and three sets of expansion
opportunities (Figure 34). We will continue to prioritize building on our strong base, with
emphasis on additional card activations, while expanding into adjacent businesses in the
long term.

[t is important to note that our current deal with Chase expires in 2015, a year beyond this
plan. This deal is very favourable for Sears Canada and may not be renewed at current
levels, putting ~$20 MM EBITDA at risk. However, we are working on options to
mitigate and maintain current contributions being made from Financial Services, for
example by developing and offering new products.

- Average redeamer spend; < 3 MM active accounts - $10 MM EBITDA
$890 v=. $514 . $99 MM EBITDA . 320 K policyholders

Figure 34: Financial Services Offering

SPECIALTY SERVICES

Specialty Services is a small business that generated $17 MM of EBITDA in 2010. This
group is comprised of all the services we provide inside full-line stores, but it has
historically had an unclear strategy and value proposition. These businesses are now
being evaluated and restructured to drive growth and deliver value. Partnership criteria,
tiering, and a service’s ability to gencrate fast traffic, are being evaluated to guide
decision-making in order to: 1) renegotiate; 2) change; or 3) close businesses. With the
exception of Travel, which is now run by Thomas Cook, we do not anticipate any of
these services being Power or Hero, but we need to make sure they make money and/or
drive traffic.

Travel recently partnered with Thomas Cook as its provider for travel services — this is a
very profitable business model and has a compelling offer to the customer with financing
options and the ability to earn and redeem points on the Sears Card/Master Card. Travel
is also relevant to retail with a strategic fit with swimwear and luggage.

We currently lose ~$2 MM in Food Services (in-store food courts and cafeterias). We are
assessing whether this service drives traffic and if so in which locations, and are likely to
exit the business.
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2.2.2. Pillar #2: Customer-Driven, Marketing-Led

Currently Sears Canada is neither a Customer-driven nor a Marketing-led organization.
Sears Canada needs to fundamentally shift from being a category-centric organization to
a customer-focused one. Becoming customer-driven involves viewing our offering (both
products and services) from the customer’s perspective and communicating our messages
in a manner that resonates with and excites customers. We need to focus on getting an
outside-in perspective and designing marketing strategies and programs that are driven by
customer needs.

Several factors have contributed to our fragmented, duplicative and disjointed marketing
messages. The current organizational structure results in duplication and a lack of
standardized, integrated, and customer-centric marketing processes. There are three
different customer analytics teams tasked with collecting customer information and
insights. Marketing has historically been driven from the category level up, without a
centralized function or strategic perspective. For example, space in the flyer gets
allocated democratically across categories, not based on rigorous analytics about which
items will drive sales or the role of specific categories.

There is also an untapped opportunity to use transaction and other customer insight data
much more effectively. Sears Canada has customer data from 3 MM active credit card
holders, as well as additional data from catalogue, e-commerce, and home delivery
customers. This rich customer information should serve as a competitive weapon, but
currently the data is not easily accessible, nor is it analyzed with the rigor required to
generate insights into the purchase behaviour of our most valuable and loyal customers,
We should be able to further build this database and develop powerful, compelling
loyalty programs that encourage shoppers to come to Sears Canada more frequently.

Another area of significant opportunity is customer experience. While this was once a
key differentiator for Sears Canada, our performance has slipped considerably.
Customers tell us that we do not satisfy their expectations on experience, both in store
and with our after sales service support. Tt is critical for us to better define how customer
service fits into the Sears Canada value proposition, and specifically how that translates
into each and every customer touch point so that we can consistently deliver and get
credit for value from our good customer service.

As part of the Get the Basics phase of our transformation we have already launched
several initiatives to become Customer-Driven and Marketing-led.

The Customer-Driven, Marketing-Led approach will improve our focus on customer
needs, and enable us to deliver a value proposition that resonates with our most profitable
customers. Ultimately this will attract more of our most profitable customers, while
retaining or growing spend with our existing customer base.
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Figure 36: Customer Communication Feedback Loop

2.2.3. Pillar #3: Get Value Right

Creating a clear, consistent and strong value proposition is vital to attracting consumers
as well as guiding faster, more responsive business decisions. By getting value right we
will offer the right product mix at the right price to our target customer segments, through
a compelling shopping experience. Unfortunately, the overall value proposition of Sears
Canada, as well as its formats, categories and brands, is currently not clear to customers,
vendors or employees. Where we do offer value (financing, Sears Club potnts, servicing
what we sell, etc.), we do not get credit for this value. We tend to only advertise our
“low price” story and forget to tell customers about other differentiators that generate
value for them that our competitors cannot match.

This low price story with a high-low pricing strategy is not as effective at driving traffic
to the store as it once was. In general, we have historically priced based on our costs plus
a margin as opposed to competitively at price points our customers arc willing to accept.
This cost-plus pricing stratcgy makes our prices less competitive in some categories.
Other retailers, such as Target and Canadian Tire, typically price to market, then work
back with their vendors to establish profitable costs. While we are not advocating a move
to EDLP, a hybrid of value-price and promotional items may be more effective.
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The root causes of the issues mentioned above are:
»  Lack of value proposition for Sears Canada overall, Home and Apparel

» Lack of product architecture (opening price point, good, better, best) and category
management processes

« Lack of overall pricing strategy and category pricing strategies

+ Lack of processes to track competitor pricing on commonly compared products
Thesc deficiencies will be addressed as we “Get the Basics” of value. To make it simple,
we need to know our price position, establish price indices and price rules. A merchant
will no longer be able to raise prices and have loyal customers pay for their category

management mistakes. The figure below summarizes the initiatives currently underway
to get value right:

Defining overalt master brand and value proposition

Format Value =

« Daveloping overalf + Raviewing product and + lmproving in-store
pricing strateyy brand architecturs experisnce
+ Improving vendor s De-assort, de-assort, + Befining customer
managemernt theys re-aseort servics across
formats

= Needto get right
assortment, in right
stores allthe tlme

Figure 37: Get Value Right — Current Initiatives

Initiatives fo improve “Mix” are being conducted as the merchant teams develop new
strategies for their hero, power, core and fix/exit categories. “Experience” will be
improved by mitiatives such as “Full Line Store Refresh” (bastc low-investment high-
impact improvements to a store). “Price” will be improved by developing a new pricing
strategy and improving our vendor management processes (both to be discussed later).

By fixing the various elements of value, we will be able to offer our customers the right
product at the right price all the time, as well as making sure we have the right customer
experience. This will increase our relevance in customers’ minds resulting in increased
sales and profitability.
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2.2.4. Pillar #4: Operate the Best Formats

Successful retailers have a well defined and executed format strategy centred on offering
the right product assortment and experience to targeted customer segments. In order to
be successful, it is critical that our formats steer us to a more coherent and purposeful
customer-oriented experience across our channels and formats. However, operating the
best formats is less about strategics and more about simple cxecution — creating a
consistent, shoppable, positive environment. Within our formats, the Business needs
consistent cxecution and good lines of communication between buyers and sales
associates and our customers need a clean, de-cluttered enviromment that delivers
consistent product availability and knowledgeable associates who are happy to serve.

Fufl-Line
Stores
{122)

Stores
{48)

Figure 38: Formats, Channels and Support Businesses

Full-line Stores (FLS) sales and EBITDA have declined since 2008 (-5.8% and -20.4%
CAGR respectively) despite having below market lease rates ($4.35/5q.ft. vs. market
average of $9/sq.ft). In addition, they are the ouly format currently supported with a
dedicated organization, dedicated marketing and a multi-channel sales stracture. Yet they
offer a sub-par customer experience with ineffective in-store merchandising. There is a
significant opportunity for us to renovate and de-assort our stores. By showcasing a
limited number of “Hero” and “Power” brands and categories, we can offer a much more
compelling customer experience.

Home Stores contributed ~$530 MM in sales, but only ~$14 MM in EBITDA (~3% of
Net Sales) for 2010 including Financial Services income, but despite most enjoying
below market lease rates ($11.85/sq.ft. vs. Market average of $20/sq.ft). This is
compounded by the fact that 43 stores have leases up for renewal in the next five years.
As such, a decision is required on the long term direction of these stores especially as
recent increases in rent rates will further crode the profitability of this format. This
format exists without support from a dedicated organization and a decision needs to be
made whether to invest and turn this into a proper business or wind down the format to
focus on other priorities.
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Outlet Stores have generated a negative EBITDA since 2008 (-§7 MM in 2008 to
-$15 MM in 2010). Inventory continues to build primarily coming from the Retail and
Catalogue businesses. In addition, the leases for 6 of the 11 stores will be coming up for
renewal in the next 2 years.

Corbeil Stores have demonstrated a positive EBITDA growth (~14% CAGR) between
2008 and 2010. Tn 2010 thesc stores drove average sales of $684/sq.1t. vs. $244/sq.1t. for
Sears Full Line stores. Also, Corbeil stores co-exist with our Home and FLS stores in
Quebec without cannibalizing sales. In fact, our best perforining Home Store and Corbeil
store in. the region are only 1 KM apart. We have the opportunity to build on this success
in other provinces starting with Ontario.

Dealer Stores have grown by 99 locations in the last two years and yet both Sales and
EBITDA have remained flat since 2008 ($278 MM and $24 MM respectively). We don’t
have a clear strategy for this format and actually have made it difficult for these stores to
succeed by charging high fees while only offering limited support. Due to our fees, many
of these stores are located in sub-optimal locations away from the rural or small market
nerve centres where major competitors such as Canadian Tire, Walmart and The Brick
have moved in with smaller format stores. Dealer stores represent a potential opportunity
to revive the foothold in the rural markets by transforming and improving the level of
support we offer our Dealers today.

Catalogue Sales and EBITDA have declined significantly (-20% CAGR) between 2008
and 2010. This business needs to adapt to rapidly changing market conditions such as
competitors opening stores in rural markets, growth in e-commerce and an aging core
customer base. There are several opportunities to rationalize fixed costs in this business
in the short term while we evaluate the long-term cfficacy of catalogues in concentrated
and non-concentrated (rural) trading areas.

Sears.ca continues to be closely intcgrated with the catalogue business for historical
reasons. This constrains its ability to stay competitive, support other formats and offer a
relevant online assortment. The online channel is experiencing declining Sales and
EBITDA (-5% and -12% CAGR respectively) in a Canadian e-commerce market that is
both growing (estimated to reach $30 B by 2015) and becoming increasingly competitive.
Sears.ca is still the largest transactional website in Canada ($265 MM in 2010) and holds
tremendous promise to be a growth driver for Sears Canada overall, but we must develop
a more dedicated structure and invest to make this channel more competitive.

Customers continue to experience us through multiple formats and channels. Moreover
the average profitability of our customers increases with the number of channels through
which they shop. Therefore it is imperative that each format has its own unique voice and
offers a well coordinated customer experience that is supported consistently in-store and
online. With a well defined framework for formats and channels that is supported by a
robust e-commerce platform, Sears Canada has the potential to win and expand its base
of loyal customers.
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2.2.5. Pillar #5: Organize the Right Talent and Create a Winning
Attitude

Our current organizational structure and culture need significant change to enable us to
operate with the adaptability and decision making of a retailer. Our structure lacks
clarity, we have bad or non-existent processes that drive poor behaviours, and there is a
general lack of accountability across the organization. We are addressing this by
reorganizing the business, clarifying interdependencies and improving our culture to
create a winning attitude.

As we develop our new organizational structure, we will align it to our growth plan and
ensure fthere is clear accountability and decision-making. Simply put, retail is about
buying and selling — fundamentally the two most important roles at Scars Canada are the
merchants and the store managers — our new structure will ensure these people have an
appropriate lcvel of support and their roles are clearly defined.

Our culture lacks a winning team attitude. Bureaucratic barriers and silos have
historically fed to defensive, finger-pointing behaviour and an unwillingness to have
honest conversations about issues impacting the organization. As a recent interviewee
said, “The impression in the market is that Sears Canada has circled the wagons, but are
pointing all their guns in instead of out.” We will begin creating a winning attitude by
defining the operating principles to institutionalize across teams and then we will start to
slowly create our new culture. To simplify our change, the best way to create a winning
culture is to start winning and celebrate our wins, Therefore, we are going to focus on
driving quick wins and then start to build an attitude change on top of this.

Great retailers have many assets: of these, happy and engaged associates ready to serve
customers is the most critical. This pillar may sound soft to some, but it is not. In fact, it
js probably the most important contributor to our success. Sears cannot win if our
associates are not “winners’. The focus on our associates will also allow us to impact our
customer-centric strategies. Our employees are our customers.

We have therefore set a 'lofty' 3-year goal to be recognized as one of Canada's Top 100
Employers. This is a long stretch from our current situation, but striving for it will drive
the organization in the right direction, build the culture we want, attract and retain talent,
and in doing all this, support our transformation.
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2.3. Enabling the Transformation

Establishing a strong base to support our growth is critical.
Our supply chain, business reporting, systems and data must
be improved to support the transformation.

Having discussed the five pillars of our formula for growth, it is mmportant to also
highlight the key enablers that will help form a stronger base for Sears Canada’s
transformation. Fundamental retail processes and systems are broken throughout our
organization, but are necessary to enable us to compete and to support our
transformation. QOur initial focus is on:

1. Optimizing our Supply Chain... fo right size for our business today
2. Improving Business Reporting... just the facts

3. Upgrading our Systems (Casc for Change)... not an enterprise overhaul, at least
not yef

4. Data... need fo stari cleaning now

Large scale changes to processes and systems run the risk of destabilizing solid
organizations, especially ones in the midst of a transformation. As we develop plans for
these initiatives we will make sure projects that have the greatest impact, both financially
and structurally, go first while also identifying and mitigating risks.

2.3.1. Optimizing Supply Chain

The volume processed through our DCs is not declining at the same rate as the associated
revenues. In fact, while revenue decreased 7% CAGR from 2008-10, the cubic volume
only decreased 1.3% CAGR. In addition, there is overcapacity in some areas of the
network (Direct DCs in Regina and Belleville), and under capacity in other areas (see
Figure 39). Several elements needed to be addressed:

¢ The need for increased capacity in Vancouver to:

- Improve unit cost service levels for big ticket, currently being serviced out
of Calgary, with uncompetitive lead times and must shift from a QR
platform (cross dock) to a JIT platform (inventoried in Sears Canada
DCs) for private label big ticket goods.

- Support the increase in big ticket products being inventoried (vs. stored in
vendor warehouses). Decisions to do so were based on our ability to lessen
delivery times and reduce COGS.

- Support the increased volume of pre-packed fashion and pre-allocated
small ticket flow arriving from Asia that needs to be handled in Vancouver
(vs. flowing to the east for initial sortation, with 1/3 of volume then being
shipped back to the west). This will reduce costs and increase speed to
market.
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« The review of opportunities for network consolidation, specifically in catalogue

o The definition and establishment of optimal location(s) for inventory that is
available in both catalogue and retail. Currently, fashion inventory for stores is
held in Montreal, while fashion for catalogue is stored in Belleville

e The review of opportunities to increase speed of initial fill and replenishment, and
reduce touch points for big ticket items

e The review of flexible and cost-beneficial outsourcing opportunities to third party
logistics providers

Retail Fashion/ Direct Fashion/
Category Big Ticket Small Ticket Small Ticket
Available space (% of Galgary: Regina: Regina:
peak sccupancy) © Bulk: 64K #7 (95%) - Pallets: 8K (56%) + Bins: 382K {58%)
- Pallets; 31K {97%) Belleviile: Believille:
Vaugham - Pallets: 48K (80%) © Bins: 1,274K (87 %)
- Bulic 90K fi* (B1%) ffontreal:
- Paliets’ 52K (64%) - Pallats: 4K {88%)
Montreal:
- Bulk 103K f#2 (98%)
Paliats: 20K (100%)
Processing utilization Calgary: 85% Regina: 73% Regina: 28%
(% of peak utilization) Vaughan: 71% Belleville: 86% Balleville: 85%
thontreal 88% Wontraal: 56%

Figure 39: Sears Canada DC Capacity Utilization

A number of recommendations, both operational and network related, have been
proposed for the Supply Chain strategy. The operational recommendations are important
not only because they drive cost savings and increase speed to market, but also because i
some cases they create capacity that is needed to be able to consolidate the network.

Operational recommendations:

« Increase use of pre-packs for fashion and pre-allocation of goods for small ticket.
The baseline current usc of pre-packs and pre-allocation is below 10%. In a third
of the cases today, goods flow to the east to be sorted before being shipped back
to the west. The additional benefit of the increase of pre-pack is to reduce the
processing capacity needed for fashion, enabling the consolidation of the
Montreal fashion allocation and replenishment into another DC

« TIncrease the use of rapid replenishment for goods that are of high value with high
variation in demand. The fashion DC (Montreal) has been testing the value of
increasing the speed of fashion replenishment from the current 4-21 days
(depending on location of the store) to 2-4 days nationwide. The strategy review
confirmed the potential of this program for approximately 25% of the fashion
goods.

« Increase big ticket turns to reduce inventory of big ticket items in the DC by 10%
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We have not yet quantified the inventory or cost improvement from implementing these
recommendations, but it will improve service and enable the network savings described
below.

Network-related recommendations:

There are three recommendations regarding the network assets summarized in Figure 40
below. The full potential value of these recommendations is an ERITDA improvement of
$25-35 MM, while releasing $60 MM net in capital.

Racommendation Value

Build NLC in Vancouver =540 MM NPV
+ Net 33 MM capital upside (PCD sale minus build-out costs)
+ Net §5 MM COGS savings on QR to JIT moves in West

- Additional savings an freight, allowing box sorter, moving
Calgary delivery slte in, etc.

Consolidate Direct in Believille, move to naw ~$5 MM run-rate opex savings

terminal facility in Regina ~$30 MM net ona-ime capital benefit

Sell Mentreal Fashion Cenire, open new ~35 MM run-rate opex savings

smaller Big Ticket storage cross-dack ~$30 MM net ane-lime capital banefit

mplement operational efficigncies ~$15 MM run-rate opex savings

Figure 40: Sears Canada Logistics Network Recommendations

2.3.2. Improving Business Reporting

Current reporting at Sears Canada does not provide accurate enough visibility to the true
health of the business. There are “multiple versions of the truth” that business leaders are
using to make decisions, driven by inflexible data systems, unclear or undocumented
processes to generate reports, and overlapping or redundant reports.

We have assembled a team to improve business reporting and enable our leaders to make
better business decisions. The team is tasked with the following:

+ Identifying specific root causes that lead to "multiple versions of the truth", and
addressing those that can be fixed in the immediate term while ensuring that our
longer term systems roadmap addresses all root causes

* Developing a balanced scorecard for each category and major business unit, to
ensure consistency in data reporting, and to align our internal business and
financial reporting with industry best practices

» Eliminating redundancies in reports that are produced
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2.3.3. IT Strategy — Establish Integrated, Reliable Systems

Our systems are struggling to provide the essential day-to-day retail services. Following
thorough review by IBM and Accenture, significant issues exist in the current 1T
environment of Sears Canada, which can be grouped into three broad challenges:

1. Our application systems are aged, disparate and highly modified

2. Our responsiveness and the delivery of new business initiatives is encumbered by
our current systems

3. There are functionality limitations in fundamental retail systems and processes

Firstly, Sears Canada’s systems are architecturally fragmented, lack cross-channel and
cross-functional continuity, and are increasingly volatile to change. Over time this will
pose additional challenges with respect to operational sustainability, cost of ownership,
and business process optimization.

Secondly, the IT cxpertise for these aged home-grown systems continues to deplete, and
is difficult to re-staff, leading to significant business continuity risk. New or modified
business opportunities typically require new systems requirements, but our outdated and
underperforming tools often result in sub-optimal solutions and diluted benefits. Sears
Canada’s systems limit the business’ ability to maximize operational efficiency
improvements. In addition, custom-made solutions, that individual divisions or business
lines have had to develop, are driving redundant activities across the enterprise as well as
inaccurate data and, therefore, misguided decision-making.

Finally, the age of our systems has resulted in significant functionality gaps when
compared to best-in-class benchmarks: for example, we currently have numerous
spreadsheet based operations and lack consistent and reliable business intelligence.
Today’s basic off-the-shelf retail solutions offer significantly more functionality and
adaptability.

CASE FOR CHANGE:

The objective of the Case for Change review (C4C) conducted by IBM and Accenture
was to address the challenges and impediments we just discussed and “develop and
execute a plan to upgrade our current information technology environment to support
transformation to best-in-class multi-channel retailing”. The goal was to develop a
realistic and phased approach to upgrade our core business applications suite with proven
advanced multi-channel solutions that can inherently drive and support the adoption of
leading retail processes and capabilities.
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We originally developed the CAC solution blueprint and associated business case with
participation from business stakcholders and IT. There is consensus that major capability
upgrades are required to support a successful business transformation and that the
proposed Case for Change strategy addresses these needed upgrades. However, the full
CAC solution blueprint calls for significant up-front investment ($80-$100 MM) with a
minimum of two years before benefits begin to be realized ($100-$150 MM).

Given Sears Canada’s current fiscal circumstances, a commitment of this magnitude and
timing is not viable. The revised C4C approach would start with a “surgical” Farly Value
phase which calls for upgrades of specific application modules, shorter implementation
timelines, and quicker time-to-benefit cycles. We proposed starting with Merchandise
Financial Planning, Replenishment, Demand Forecasting and Allocation modules, then
rolling in additional systems in later phases.

Although this “surgical” option will minimize risk of disruption and be a lower initial
investment, this will result in an approach that will cost 15-30% more and take 12-24
months longer to achieve the C4C end-state and full potential. This revised
recommendation still needs to be decided with new leadership team members and
prioritized relative to new business strategies.

The abbreviated Phase I scope, timing, costs and benefits will be refined in the third
quarter of 2011. Our guiding principle will be to focus on the most relevant
functionalities (while avoiding future roadblocks) and to be efficicncy driven with a short
payback,

2.3.4. Data Cleaning and Management

Issues with data integrity and standardization are prevalent throughout Sears Canada.
Along with a lack of uniform definitions and governance, the plethora of legacy systems
has led to ~200 "master" SKU files (almost one for each application), ~9 "master"
Customer files and multiple "master” Vendor files. Combined with poor interpretation of
the multiple versions of our data that are not always comparable, this has a direct impact
on the quality of our decision-making,

Based on a high-level, Sears-specific analysis, as well as external benchmarks from IBM
and Accenture, we believe it could take anywhere from 12-24 months of a dedicated and
focused business and IT team to clean our master data and to implement an integrated
Master Data Management solution. Doing so ahead of time will greatly facilitate the
eventual migration to an ERP system.
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2.4. Quick Start, But It's a Marathon

Top 10 "Get the Basics" initiatives for 2012 have been launched, key
questions have been identified to help us establish a Retail Rhythm
and activities have begun to plant the seeds for future growth. Our
transformation is underway, but it will be a long and tumultuous three -
- years that will test our patience and conviction many times.’

We will be busy over the next few yecars: we have to be, our business is broken.
Unfortunately, we do not have the liberty of just doing three things — we have to do many
things. Our 2012 plans are intentionally designed to have ‘much’ going on. However, all
initiatives support our Five Pillars of Growth, so in fact they are very focused. But there
is much to be done, compeiition is coming, so we need to get moving and do so with
many initiatives. However, we have prioritized our efforts with the greatest focus being
on our foundational improvements (Get the Basics). We have established a
Transformation Office that will ensure the entire organization remains on plan and, like
any good retailer, we will adjust continuously as needed.

2.4.1. Driving the Transformation

This transformation will take a number of years. Not only do we need to change (or
create) internal processes, structures and systems, but we need to change consumer
perceptions and make Sears Canada relevant in their daily lives. Looking at examples of
other successful transformations, they have taken between two and five years before
substantial growth is achieved.

Over 70% of attempts at transformation fail to meet expectations®, often because there are
so many competing inputs and factors to consider. Organizational resistance to change
can include:

« Poor associate buy-in

« Unrealistic expectations

» Lack of proper change management and communication

« Failure to understand the pressing need to change

s Lack of a compelling strategy and plan with appropriate organizational alignment
One of the most prevalent reasons transformations fall short is that companies fail to
properly manage the amount of work required to succeed. A dedicated team of
specialists is required to properly manage the volume of work required to transform.

Sears Canada has already accepted the need for dedicated resources, by establishing a
Transformation Management Office (TMO), reporting directly to the CEO.

4 Managing Change: Winning Hearts and Minds by Jayme Alexandre de Lima, Harvard Business Review,
2009
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OUR APPROACH

The Sears Canada leadership team has already put a great deal of thought and effort into
ensuring the transformation is successful. Communication and change management has
already begun, and associates are feeling challenged yet motivated and optimistic.

The TMO will pick up on these efforts to create quick and sustainable improvements.
Many opportunities for improvement have already been identified in this document. The
TMO will help the business to continue to prioritize these initiatives, determine
appropriate resourcing with Ieaders from across the business, and successfully drive
results.

One tool the TMO will use in the transformation is Positive Action Groups (PAGs).
These are groups of high-potential associates from across the business who will come
together to address and solve a select set of our key challenges. We have created and
deployed three PAGs across our Top 10 initiatives for 2012.

CHANGE MANAGEMENT

There arc many books written on change management and successful transformations.
Most of them come down to similar points that were summarized well in John Kotter’s
book, “Leading Change”. Figure 41 shows his Eight Steps and how we are currently
progressing against each of them,

1 Establish Sense of Urgency

2 Create Guiding Coalition

3 Develop Vision and Strategy

4 Communicate Change Vision

5 Empower Broad-based Action — Create Accountability

6 Generate Short Term Wins

7 Consolidate Improvements and Produce More Change To Come

8 Institutionalize New Approaches To Come
Source: Kotter “Leading Change: Why Transformation Efforts Fail’, HBR Mar/Apr ‘95

Figure 41: Kotter’s Eight Steps

This plan will ask all associates to play a leadership role in driving change and
transformation, which will increase engagement by directly involving everyone in the
process.
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2.4.2. 2012 Initiatives

There are three major phases of our transformation: Get the Basics, Establish the Retail
Rhythm and Grow Through Innovation. We have launched and prioritized the 10 top
initiatives to Get the Basics in 2012. Behind the scenes we are also thinking about the key
questions that will need to be answered in the next year as we start establishing our retail
rhythm. This is our plan to have a plan and will form the basis for our 2013 operating
plan. We also know that we need to plant seeds of growth so that by the time we have
transformed the organization, we will have a number of significant growth opportunities
already under development.

"201 2 initiatives

NENNNE

Thinking
BIG -’

Figure 42: Phases of Our Transformation
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2.4.2.1. Top 10 for 2012

Priority in 2012 is being placed on ten key initiatives to help us Get the Basics across our
five pillars of growth,

TOP 10 FORMULA FOR GROWTH INITIATIVES TO GET THE BASICS FOR 2012

Build the Core Create Winning Category Plans

Gatagory + Sarvice + Brand Develop a Brand Plan

Become Customer-Driven, Become Customer-Driven {Insights + Service)*

Marketing-led

Establish a New Promotional Construct

Get Value Right Establish a New Pricing Construct*

Price x Mix x Experience Develop Vendor Management Capabilities

Develop Sfrategies by Format
Operate the Best Formats
Develop and Launch Best Store Program

| Realign Org to Drive Efficiency & Accountability
and Expose and Address Bad Processes®

@

Organize the Right Talent &
Create a Winning Altitude

—@) @& @ —&), )

] Establish High-Performance Cuilture

*Positive Action Group (PAG) assigned

Figure 43: Formula for Growth Initiatives

Create Winning Category Plans Steven Goldsmith & Scott Silver

Apparel: Category plans are being created for the top four Hero/Power Apparel
categories: Jessica (as a brand), Traditional, Kids Room and Modern Shop. These plans
will be complete and implementation will begin early 2012. Category plans for other
Power categories such as Men’s Wear and Women’s Footwear will be developed early in
2012. In conjunction with these category plans, we will also be grouping our brands into
Hero, Power, Core and Fix/Exit, as we have done with our categories, and taking
appropriate action including brand rationalization.

s Jessica: Jessica’s brand identity will be redefined in order to determine how to
better define and afttract the brand’s target customer (currently Jessica
disproportionately attracts women aged 55+ while the intended target is 35-55).

* Traditional: Traditional is being assessed as a segment targeting mature women,
and the role of the three major brands (Tradition, Tanjay and Alia) need to be
analyzed to determine the best mix and create a clearer differentiation between
them,
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Kids Room Phase IX; 76 stores have just been reflowed or renovated to create a
Kids Room area. A Kids Room Phase IT is now being developed in the Eaton
Centre to take the concept to the next level in 2012. Analysis is underway to define
a cafegory strategy and to support merchandising decision-making across apparel,
juvenile furniture and toys. Brand rationalization is also underway as Kids Room
has more brands than any other Hero/Power apparel category. We will be the best
of Children’s Place ‘“head-to-toe” apparel, plus Pottery Barn Kids “style and
merchandising”, plus Babies R Us “authoritative assortment”.

Modern Shop: An important set of national brands within Women's Apparel, such
as Buffalo, Kensie Girl, Lois etc., along with the newly launched Attitude by Jay
Manuel private label, have been moved to the Modern Shop area in 78 stores to
create a trendy destination for younger shoppers. Recent trials in two stores for a
“fast fashion” offering have been successful and will be rolled out to more stores. A
longer-term category strategy is being developed to finalize the vision for the target
end-state. We are also exploring rolling out a Men’s Modern Shop.

Home (Categories/Brands): Top priority is to have category plans developed for one or
more lines within Major Appliances, and to have completed plans to exit lagging lines
(Electronics, Fitness and CAWP) by early 2012. Detailed strategics for all other lines
within the five Home categories will be developed in a second phase. In terms of brands,
we have seen significant differences by category from Major Appliances with 56 brands/
vendors for ~$1 B in sales, to Home Décor with 500 brands/vendors for ~$400 MM in
sales. In our detailed analysis we will identify which of these should be terminated and
- which should be better supported.

Major Appliances: Initiatives are underway to ensure customers acknowledge the
value Sears Canada provides and the plan is to provide competitive pricing, the best
selection, the best value (especially with the Kenmore brand) and the best service.
We will also manage the profitability of this business in an integrated way that
includes all associated components such as product repair services and warranties.

Electronics: Our strategy for fixing this category is to exit low margin lines and fo
turn the largest line assortment (TV) into a curated offer, making purchase
decisions simpler to customers.

Fitness Equipment: Currently at the #2 market position, we target becoming #1
and growing margins, through lower-cost purchasing and assortment optimization —
taking this division closer to Power category status. Non-core lines, such as free-
standing swimming pools, recreation equipment, etc. are under review.

CAWP: Our recommendation is to reduce the Hardware line significantly to
generate positive EBITDA. We are targeting turning Lawn & Garden into an
EBITDA positive traffic driver by improving snow blowers and lawn movers
similar to the 2011 Tractor campaign. We are also targeting moving Air & Water to
a Core position by selectively exiting low performance lines.
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Develop a Brand Plan Alison Corcoran

There is currently no Master Brand defining what Sears Canada stands for to the
Canadian consumer., Additionally, we do not manage our private label brands properly.
In order to enhance brand management within Sears, we will focus on the following
initiatives:

» [Establishing the Master Brand and new Corporate Vision. Our Master Brand
strategy will ensure that our brand is differentiated from our competitors, and
provides clear direction and consistency across all our lines of business

» Developing our value proposition by format (See Initiative #7 — Develop Strategies
by Format for more details on our format strategy)

+ Developing a private label strategy, structure and processes which should enable us
to achieve more aggressive sales targets for our private label brand portfolio

Become Customer-Driven (Insights + Service)  Peter Kalen & Alison Corcoran

To become Customer-Driven we recently launched a cross-functional Positive Action
Group (PAG) which is tasked with delivering the following:

¢ Detfining the specific changes required to become more customer-driven. For
example, including metrics such as customer share of wallet and Net Promoter
Scores on management dashboards to increase management focus on the customer

» Improving how data available from 3 MM active Scars Canada card holders is used
to inform better business decisions and also take action to further increase size and
richness of this database. For example, using transactional cross shop data to
identify opportunities for ¢ross category promotions

» Defining specifically how customer cxperience fits into the Sears Canada valuc
proposition, and identifying changes necessary to deliver against this value
proposition at each customer touch point (in store, delivery, etc.)
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Establish a New Promotional Construct Alison Corcoran

There are several initiatives related to developing a new promotional construct that will
enable us to become a Marketing-Led organization. Some of the initiatives we have
Iaunched include:

« Creating a marketing organizational structure

« Refining the marketing planning process and developing an annual marketing plan,
seasonal calendar and media stratcgy by format and category

» Creating a customer marketing and eventing capability (so that we are focused more
on building equity with customers instead of solely focusing on price)

« Determining and reporting on the key metrics required to track and evaluate
performance

Establish a New Pricing Construct Robert Bigler

We have kicked off a Pricing Initiative with a cross-functional Positive Action Group
(PAG) focused on the following objectives:

e Build centralized capability to track competitive pricing on an ongoing basis
through various approaches e.g., in-store, online and flier assessment

e Define new Pricing Strategy for Sears Canada, overall and by category/format/
channel, addressing several key elements, competitive price positioning, pricing
architecture, discounting and depth of promotions, price matching, cross-chamnel
pricing, position of the High-Low EDVP continuum, etc.

o Identify capability needs and gaps, in terms of processes, tools, organizational
support and governance, and develop plan to build and rollout required capabilities
to support the new pricing strategy
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Develop Vendor Management Capabilities (especially PL) Tom Fitzgerald

We are in the process of developing and rolling out a holistic vendor management
approach, to optimize our relationships with vendors, so that they can support our sales
and profitability growth targets. This will be a challenging process but one with
significant upside. This is broken out into the following activities:

o (Continue to execute on the current COGS initiative

¢ Develop and implement vendor strategy for Private Label COGS, including
reviewing product specifications and packaging to optimize value/pricing

e Develop and implement vendor strategy for National Brand COGS, including
de-assorting (“pay-to-stay”) linked to vendor pricing

e Develop and implement vendor engagement strategy focused on a balance of
growth, profitability, and customer satisfaction

e Organize a vendor summit in the third quarter of this year to give vendors
clarification on the way we intend to manage the relationship going forward

» Identify true strategic partners and develop clear expectations of performance in
advance

¢ Train and better prepare merchant team to effectively plan, communicate, and
negotiate requirements with vendors in a disciplined manner

» Develop a database of leading vendors globally to ensure incumbent vendors are
competitive and innovative new vendors are identified

Tom Fitzgerald

In order to start building the right foundation for a differentiated customer experience
across all our formats and chaunels, we need to ensure that some of the basic elements
are in place. We will accomplish this via effective marketing, relevant assortments and
creating the right in-store experience. Several foundational initiatives are already
underway:

* Define Value Proposition by Format (360° Exercise): The first step in developing
a foundation for our formats involves building a unique value proposition for each
format. We need to better understand our target customers, key competitors and
our differentiators. Our Home Stores, Dealer Stores and Agents in particular do not
have a strategy nor are they structured to deliver growth. (This will also be covered
under Initiative # 2 — Develop a Brand Plan.)
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Catalogue Review: Our Catalogue business is currently being reviewed. Several
short-term initiatives are being implemented to stem the ongoing EBITDA decline.
Profitability of individual catalogues is being assessed and we are taking steps to
remove unprofitable books while ensuring that those remaining target the
appropriate customers. So far in 2011, we have cut our catalogue circulation by
1 MM books and discontinued two profitable catalogues. Transportation costs are
also being reviewcd to recover more of the costs associated with delivering
products to customers. At the same time, the buying process is being revised to
cnsure our purchases are in line with the scll-through rates to reduce distressed
inventory. We are also addressing the long-term role of the Catalogue business
taking info account an aging core customer, increased accessibility of the Internet
and an ever growing competitor presence in rural markets.

Urban Store Refresh — Yorkdale: We are in the process of refreshing an urban
full-line store in Yorkdale. These refreshes will focus primarily on right-sizing the

. assortment (getting the product right) as well as cleaning up signage, fixtures and

basic touch-ups. The total cost will be below $2.6 MM for the Yorkdale pilot.
Once tested, we are prioritizing stores to refresh based on either opportunities to
have strong positions in the small/rural markets (see below) or stores under the
greatest threat from the 2013 entry of Target.

Re-ruralization of Sears Canada: With dedicated focus, we have the opportunity
to become the largest most relevant player in rural markets again. Our national
brands such as Guess and Calvin Klein, which are commonly available in urban
markets, would make big waves in smaller communities where we would be the
only retailer offering them. We are exploring five different options of how best to
serve the needs and wants of tural and small markets:

- Rural refresh — Belleville: similar to the urban refresh in Yorkdale, we will
focus this refresh on right-sizing the assortment, cleaning up signage, fixtures
and basic touch-ups.

- Franchise small Full-Line Stores: in some small-markets our stores are 20~
30 K sq.ft., which is more in line with the size of a dealer store. We are not
currently equipped to properly assort and support this size of a store as a FLS,
but there may be opportunity for them to be more efficiently run as franchises.

- Small format rural store: in the longer-term we will test a smaller
(20 K sq.ft.) format full-line or Apparel-only store to cost-effectively bring
our brands and experience to small and rural markets.

- Dealer proposition: due to our fee structure and limited support, our dealers
often end up in “B” or “C” locations competing against big box retailers that
are expanding into smaller markets. We are exploring options to efficiently
support this format.

- Agent: 80% of our peddle runs do not cover their costs. We are looking into
options to resolve this without losing sales.
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¢ Home Makeover: Home Stores are about 15 years old on average, but the format
has never had a clear strategy, supporting structure, or market support. We are in
the process of developing a format strategy and will launch Home Store marketing
this quarter, but we are also moving forward with two other key initiatives:

- Refresh Pilot: Similar to the refresh at Yorkdale mall, we are about to launch
a project to refresh a Home Store. This initiative will also focus on improved
product assortment, in-store navigation, signage and basic touch-ups all for a
limited cost.

- Pinecrest is a large home store format concept (78 K total sq.ft. vs. average of
30-40 K sq.1t.) to open in the summer of 2012, which will accommodate an
expanded range of home categorics with an optimized in-store merchandising
strategy. It will provide flexible space to optimize Home Furnishings and
Major Appliances presentations and assortment while incorporating categories
in Bed and Bath, Housewares, Window Coverings, Electronics and Seasonal.
This combination promises to create a unique an appealing and easy to
navigate environment.

Develop and Launch Best Store Program Neil Curran

Great stores start with great store managers. We will develop and launch a store training
and standards program to drive consistent execution across our portfolio. The program
will model out a day (week and month) in the life of a store manager and ensurc
appropriate training, support and monitoring occurs to improve our talent.

We will be launching a Best Store Program with the following initiatives:
Best Store Leadership (BSL)
Improve Customer Experience
Sell Harder

“Raise the Bar” for Merchandising

Realign Org to Drive Efficiency & Accountability and Ismat Mirza
Expose and Address Bad Processes

We have completed our new organizational design to two levels below the CEO (Level 2
and Level 3) and are in the process of implementing it by the end of November. This
reorganization will drive single point accountability, build structures that drive customer
driven strategies and will include the creation of an industry standard merchandise
planning position.
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We will review the executive organizational chart at the Board meeting: each of the
recommendations comes with a strong rationale, based on industry research and
benchmarking versus other retailers. The following are the key principles used in making
these structural recommendations:

« General: a flatter, leaner, simpler structure that is more effective and efficient —
fewer spans and layers, bigger roles with more capable decision-makers,
standardized titles and levels.

o Merchants: single point accountability for customer experiencc and P&L
performance — from category management to flow of goods to store execution.

« Merchandising Operations: a central function to support merchant teams on core
processes (Planning & Allocation, Pricing & Promo Analytics, Visual
Merchandising, Category/Vendor Management, Storc Communications, etc.).
Dedicated resources are required, with central expertise (vs. buyers acting as "jacks
of all trades"). This team will form a support “pod” that is dotted line to the
merchants and solid line to functional areas, which will enable the right level of
communication and coordinated functionality.

« Private Brands: a dedicated organization taking a “CPG” approach to brand
management. For Sears Canada’s Brands, this will involve product development,
price/cost management, brand building, and sourcing/QC. For SHC Brands, this
means leveraging SHC product and sourcing pipeline and building brands in the
local market.

« Marketing: a structurc with leadership and capabilities to define customer-driven
brand strategies and customer-driven format strategies. This means coordinating
with cach Merchandising organization on category-level customer experience and
promotional initiatives.

« Services and Direct: will remain as standalone businesses, but with selective
centralization of core functions, e.g. Direct merchandising and planning

o Stores and Supply Chain: these become execution centres, accountable to service
levels and cost management.

In addition to clarifying our decision-making and accountabilities, we will establish clear
performance metrics to drive appropriate behaviours in each organizational area.
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Establish High-Performance Culture Ismat Mirza

A culture fransformation strategy is being developed to build a high-performance culture
that can support and sustain our transformational initiatives. This strategy, supported by
communication, performance management and leadership development, will involve the
following:

» [Establishing a Culture Transformation Strategy: we will review our corporate
strategy and define a cultural end-state that is aligned to this

« Conducting a Culture Assessment: we will refine our starting hypothesis on hot
points and lay out the transition to our end-state through a full cultural assessment
(surveys, focus groups and interviews)

+ Designing Culture Change Initiatives: Findings from the first two elements will
be used to identify and prioritize organizational levers (e.g., structures, processes,
measurements) and human levers (e.g., leadership, mindset, behavioural, business
practices) to drive culture change. We will develop and prioritize culture change
initiatives, assess resource rtequirements and develop implementation and
communication plans

« Implementing “Quick Wins”: whenever possible, we will implement “Quick
Wins” to build momentum for larger initiatives (best practices for meetings, respect
for individuals, etc.). We will also ensure feedback mechanisms are in place to
monitor the impact of our change initiatives

To help facilitate our culture change efforts, we will regularly gauge the engagement
level of various stakeholder groups. All of the above, along with direct involvement from
the ELT and SLF, will facilitate the momentum required to move our culture towards
high-performance. This will be an important part of achieving our goal to be recognized
as one of Canada's Top 100 Employers.
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2.4.2.2. Establishing a Retail Rhythm ~ Plan to Have a Plan

We are almost 90 days info developing the future strategy for Sears Canada. Our current
priority is on “Getting the Basics,” but we are already starting to think ahead to consider
initiatives that will help us establish our retail rhythm. We do not have all the answers
yet, but we do know the questions we want to answer in 2012, which will become the
basis of our 2013 operating plan:

L.

2.

8.

9.

What customer-facing technologies should we take the lead in?

What is the opportunity to license Craftsman to RONA (or others) if we exit
tools?

Are we an urban retailer with a flagship strategy, or should we retreat to the
suburbs?

What is the opportunity for plus sizes in Apparel, and how can we best serve these
customers across formats?

What roles are there (if any) for brands such as Eatons, Lands’ End, ete.?

What is the real opportunity for gift registries?

How do we win Chanel back?

How do we attract captive brands (the “up and comers” vs. “the here and now™)?

What is the opportunity to create services in Apparel (e.g. tuxedo rentals)?

10. Do we need a loyalty program (aside from credit cards)?
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2.4.2.3. Planting the Seeds of Innovation

We are also initiating activities that will plant the seeds for the type of innovative growth
we expect in the third phase of our transformation. Many of these ideas will be
exploratory in nature and will not materialize. Others will be piloted and may lead to
profitable lines of business. Hopefully at least 20% of the ideas we generate will prove to
be effective and can be expanded to contribute to our performance. We must generate
ideas to innovate, we must pilot to prove the size of the opportunity (or if an opportunity
exists at all) and we must implement the most promising ideas on a national scale to reap
the rewards of our efforts. If the opportunity is not sizeable or scalable, we are simply
not interested. The key is to constantly innovate. If we do not innovate, we will cease to
be relevant. These activities include:

PILLAR #1: BUiL.p Tae CORE

1. “Your Body, Your Health” Concept: develop plans to take advantage of recent
health trends, e.g. cosmetics plus lotions meets internal/ingested to enhance and
improve customers’ health and beauty image

2. Financial Services Act II. take a strong business and make it even stronger,
potentially focusing on our customer return policy (up to one year hassle free for
purchases made on a Sears card) and new businesses such as mortgage brokerage
services, alternative services (small loans, cheque cashing and international
money transfers) and retail banking

3. Men’s ‘Moores’ Plan: claim back leadership of Men’s Dress Wear

4. $100 MM Home Services Plan: develop plans to use our differentiators (trust,
financing, home products) to substantially grow in the fragmented services
market. However, Home Services remains the “should be, could be, but ain’t”
department that is always referenced as a major area of opportunity, but which has
never quite materialized. Over the next two years, we will continue to fix the
basics and then it either needs to grow into the large-scale opportunity frequently
referenced or be exited

PILLAR #2: CUSTOMER-DRIVE, MARKETING-LED

1. Vanity Fair Style Event: hold a Vanity Fair Style Revival event where we
showcase the latest apparel and accessories and provide customers with tips on
how they can dress according to the latest fashion trends. Consider it “GQ style
guide meets President’s Choice Insiders Report”, where our stylists are the
product developers and style is their innovation delivered through the products we
sell

2. Coming of Age for ‘Wish Book’: leverage the ‘“Wish Book” brand equity across
new channels and formats, leveraging technology to deliver an updated version of
the brand to customers
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PILLAR #4: OPERATE THE BEST FORMATS

1.

Corbeil Pilot in GTA: plans are in place to test Corbeil stores in the GTA to
build on the success they have had in Quebec. This is a small format platform that
builds on our MA strength and will compete with other specialists in the market

New In-store Concepts for Major Appliances: engage with vendors to create an
innovation pilot team to explore new ideas and concepts that provide a seamless
customer experience which integrates how customers research products online
with their physical in-store experience

Doubling Online Sales: our e-commerce platform is still the largest transactional
website in Canada and has been identified as a channel that will increase Sears

. Canada’s brand awareness, drive traffic to retail formats as well as provide a

platform to migrate the decline in the catalogue customer base. Plans are to grow
sales from $265 MM in 2010 to $600 MM in 2014 through effective execution of
marketing, merchandise and technology strategies. While the long term growth
strategy is still being finalized, there are several steps planned to support the
projected growth of this business which will focus on:

= Mobile development

¢ Online to retail format alignment

e Digitization of catalogue customers

« Defining the role of expanded assortment to support hero categories

« Role of new technologies to enhance online shopping experience
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2.4.3. Thinking Big

Our current focus is on transforming Sears Canada. Given where we are, this will take
some time. However, beyond this horizon, we already see opportunities to innovate and
grow the business beyond the third phase of our transformation. These are nothing more
than ideas at this time. Some of the opportunities we may consider include:

» Build a “Body” Business: to take advantage of a growing trend in health and an
aging population that will need more health and wellness products and services,
we anticipate building the Body business into a third pillar to sit beside our Home
and Apparel business. We already have strong positions in this market in fitness
equipment and skincare. Shoppers Drug Mart took our cosmetics business to the
mass-merchant model, we can use our older customer-base to take their skincare
and health supplements business to the department store model.

¢ Canada’s Contractor: we currently offer a number of home instailation services
(windows and doors, flooring, kitchen and bath). The Canadian home renovation
market is very fragmented, with untrustworthy contractors and based largely on
word-of-mouth references. We have the opportunity to differentiate ourselves
based on a trusted brand, financing options that almost no contractor could offer
(deferred payment & pay by credit card), and a guarantee that we would back the
quality of our contracting services in the same manner we back our appliances.
This would be a higher-value “Do It For You” service relative to Home Depot’s
largely “Do It Yourself” model. We would initially keep the scope of our
services limited to those that compliment our power and hero products, but we
could build this out to eventually become “Canada’s Contractor” for home
renovations and redecorating — combining full-service installation with our strong
product offering in home décor, home furnishings and major appliances.
Potentially with Mike Holmes providing executive sponsorship.

» Partnership with the Shopping Channel: as catalogue becomes less relevant,
there may be an opportunity to explore the Shopping Channel as an additional
sales channel.

» Potential Bolt-On Acquisitions: as the Canadian retail landscape becomes more
competitive, weaker players will be forced to sell. Once we have established our
retail rhythm, we may be in a position to take advantage of these opportunities. In
addition, as we address our format portfolio and our rural/urban opportunities, we
may find a suitable complement to a younger/urban format if we choose to exit
that space with the Sears Canada brand.
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2.5. Financial Strategy

We have many large-scale initiatives designed to transform the
business. The potential improvement in EBITDA is dramatic.
At the same time, CAPEX is likely to go up as we slowly and
selectively start to invest in store refresh pilots and system upgrades.
These investments will be self-funded.

In Section 1.5 we demonstrated how the current trajectory of growth and margin decline
would take EBITDA into negative territory it we do not take drastic action. Figure 44
summarizes a path to rebuilding our profitability through the five pillars of growth.
Initiatives currently identified, but in the very carly stages of development, have the
potential do deliver $400 MM of EBITDA improvements. Though we are confident in
our ability to reverse negative trends, achieving this level of EBITDA turnaround will be
a very significant undertaking. Due to our current trajectory and the impact of Target,
this amounts to EBITDA of $450 MM in 2014. Beyond this poini, we will have
established ourselves as a strong, adaptable retailer able to react quickly, experiment and
test concepts to inmovatively grow sales.

There has been a renewed focus of the organization to identify changes we need to make
in order to grow and become more relevant in the Canadian retail market. We have
several promising initiatives underway and we will continue to generate new ideas. At
this early stage it is difficult to predict with much certainty the full financial impacts or
the precise timing of these solutions; undoubtedly there will be adjustments along the
journey. As such, the financial projections used here should be viewed as dircctional and
represent our best estimate at this time; it is a compass, not a roadmap.

FI1X THE BASICS AND ESTABLISH OUR RETAIL RHYTHM

The first step to reversing our downward trends will be to get the basics and establish
ourselves as a proper retailer. OQur preliminary estimates for EBITDA full-potential are
below, organized by the five Pillars for Growth. We estimate upwards of $230 MM of
EBITDA benefit realization by 2014 for our Get the Basics initiatives.

Pillar #1: Build the Core

EBITDA improvements in Build the Core, estimated at $120 MM, will be driven by a
heightened focus in our Power and Hero categories, and from fixing or exiting our
unprofitable businesses. We anticipate above-market growth in many key categories, as
we position our business to gain back market share lost over the past few years.
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(EBITDA benefits by 2014) Hero/Power Fix/Exit Total

Apparel $70 MM $0 MM $70 MM
Home $30 MM $20 MM $50 MM
Services $30 MM $0 MM $30 MM

Total: $130 MM $20 MM $150 MM

Apparel Heroes: aggressive growth strategies arc being developed for Jessica
and Tradition lines

- Jessica: the assumptions are to raise overall market share (on a net sales
basis) from 1.0% of a $17.5 B market today, to 1.5% of a $19.7 B projected
market by 2014. In 2008, we had an overall 1.3% share and much of the
growth will come from returning many sub-categories to 2008 share levels

- Tradition: the assumptions are to raise overall market share from 1.1% of a
$16.5 B market today to 1.6% of a $20.6 B projected market by 2014. In 2008
Sears Canada had a 1.2% market share and future growth will again be
balanced between a return to previous sub-category share

Apparel Power (aspiring to be Heroes): the Modermn Shop will renew its focus,
building off of successes such as the Jay Manuel line; Kids Room is being re-
launched as a one-stop-shop for apparel, toys and juvenile furniture

- Kids Room: the plan is to return market share back to 2010 levels after a
significant drop off in 2011, bringing share back to 5% across Kids Room
markets, all within reasonably stable markets

Home Heroes: aggressive growth plans under development to regain lost market
share in Major Appliances and Mattress divisions

- Major Appliances: assumptions for are for the market to remain at 2011
levels due to price erosion, with Sears Canada leveraging its #1 position to
take an additional 1% of the market each year to 2014

- Mattresses: assumptions for are for the market to grow 3% per year to 2014,
with Sears Canada taking an additional 1% of the market each year

Home Fixes: Fitness, Electronics and CAWP businesses will need to be
downsized about 10% and product selection will need to be rationalized in order
to return these businesses to profitability

Home Services: by continuing to fix these businesses, we will turn Parts &
Repair Services profitable (currently -$17 MM) and improve the remainder
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Pillar #2: Customer-Driven, Marketing-Led

EBITDA benefits (~$20 MM) arc driven by more effective and focused marketing
activity spend; traffic- and conversion-driving campaigns expected to drive 4-6% sales
growth.

Pillar #3: Get Value Right

Overhauling Sears Canada’s pricing policies to be more competitive within the market
and avoid excessive deep discounting; estimated EBITDA benefit of $20 MM from
increasing the average effective sales price by 2%.

Pillar #4: Operate the Best Formats

We still have a significant amount of work to be done in order to fully develop and
implement our format strategics. Our current estimate of $70 MM in EBITDA is a
preliminary assessment based on the following opportunities:

e Catalogue: several short-term initiatives are being implemented to stem the
ongoing EBITDA decline. In 2011, we have already cut our catalogue circulation
by 1 MM books and discontinued 2 catalogues. Additional cost savings arc
expected from rationalizing categories, geographies, and books.

¢ Full-line Store Refresh: refresh of 90 Full-line Stores by the end of 2013, with
the remainder occurring in 2014. Tmprovements to store layout and better
assortment will improve the customer experience, driving top-line growth and
profitability. We anticipate the investment will be approximately $2M/store.

e Online: improved customer expericnce and product navigation will drive sales
growth by a 17% CAGR over next three years — to $480 MM in 2014

¢« Ilome Store Makeover: Home Stores is a $500 MM format. EBITDA
improvements will be driven by improving the customer experience (layout,
assortment) of the stores, and Home Store targeted marketing — driving
productivity and operating margins

¢ Re-ruralization of Sears Canada: benefits following the development of a
strategy to regain a dominant strategic position once held

e Outlets: right-sizing the 11 Outlet stores will drive efficiency and margin
improvements

Pillar #5: Organize the Right Talent

The latest savings estimates are around $10 MM, representing approximately 7% of
corporate payroll. Severance is estimated at approximately $10 MM.
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SEEDS OF INNOVATION

In addition to the $230 MM of opportunities identified under Get the Basics, a number of
more innovative growth projects are being launched, which may procure a further
$50 MM of EBITDA benefit by 2014.

e Men’s Dress Wear: regaining market share lost to Moore’s

e Home Services: leverage Sears Canada’s brand reputation for trust and access to
deferred financing to become the dominant Home Services provider in Canada

» Financial Services: continuing to prioritize building on our strong base, with
emphasis on additional card activations, and expansion into adjacent businesses

¢ Specialty Services: renegotiation, restructuring, or closure of services currently
not delivering adequate profitability and value to the customer experience, such as
Food Service

» Corbeil: our pilot program in the Greater Toronto Area will help determine how
far we can expand outside of Quebec. The current plan is to open 14 storcs by
2014 (nine of which are franchised). In addition to sales growth, we should
realize efficiencies by leveraging existing management team

e Online: we are in the process of developing a strategy to double the Online
business to $600 MM by 2014

FUNDING THE JOURNEY

There are a number of opportunities for efficiency improvements and subsequent cost
reductions that have been identified following a deep review of our roughly $4.5 B cost
base. Initiatives have focused on five streams of work and areas of opportunity, listed
below. We view these efficiency and cost rationalization activities as fundamental to
laying the platform for achieving growth outlined in the five pillars, as well as providing
the capital to fund the journey. In addition to these ongoing benefits, a one-time capital
infusion will be realized through a reduction in inventory levels, estimated at $100 MM —
the net result of the combined operational efficiency of the following, plus anticipated
system upgrades.

The estimated total EBITDA run-rate benefit to be realized through these initiatives is
$120 MM (excluding impacts already projected to be achieved in 2011). The net benefit
goes to $90 MM after adding back for AIP/LTIP accruals.

e Supply Chain: a number of operational and network-related recommendations
were outlined by our Supply Chain team, based on the analysis and findings, as
described in more detail in Section 2.3.1. Run-rate savings are estimated at
$25 MM
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s Non-Merch Procurement: from an overall cost base of almost $1 B, $180 MM
was deemed addressable in the first pass of this project. $20 MM in total savings
was identified, with $10 MM of this being incremental to 2011, Savings to come
from Home Delivery, Broadcast Media buys, Inserts and Newspaper ROP, and
pre-Media spend

o Marketing Costs: planning to cut $20 MM of annual expense from a base of
$180 MM, across Flyers, Media and Internet. Savings identified were largely
through benchmarking against Sears Canada’s peers. Excludes anticipated savings
within the Catalogue business (captured in “Best Formats™)

e COGS: current efforts have identified a total $65 MM of run-rate savings across
both National & Private Brands. $40 MM of this ($25 MM National, §15 MM
Private) is incremental to 2011. The total $65 MM translates to approximately
140 bps improvement on projected 2014 sales

e HQ Payroll Reductions: as outlined above, $10 MM in savings

Based on initial estimates of EBITDA improvement from these initiatives, we believe our
best case scenario will hit $450 MM EBITDA by 2014 (Figure 44). This represents a
CAGR of 37% (46% if we were to exclude the impact of Target). We are committed to
our transformation, but rcalize that this rcpresents a best-in-class retail transformation.
Of other retail turnarounds we have studied, the average 3-year EBITDA CAGR is 22%.
The best case was Nordstrom, which took EBITDA from $132 MM in 2000 to $334 MM
in 2003 (36% CAGR), while the worst case was Canadian Tire, which only grew from
$282 MM in 1993 to $321 MM in 1996 (4.4% CAGR), but that was with Walmart
entering the Canadian market in the middle of their transformation (1994/95). Despite
our many challenges, we believe Sears Canada has the opportunity to achieve these
results and become one of the greatest retail transformations in history. This plan is a
compass — we will adjust as necessary to steer towards this financial commitment. When
things are not working, we will fix, shift and innovate elsewhere, but we are determined
to achieve this number and deliver one of the greatest transformations in Canadian retail
history.
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