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INTRODUCTION

Alvarez & Marsal Canada Inc. ("A&M" or the "Monitor") was appointed as Monitor pursuant to
the order (the “Initial Order”) pronounced by this Honourable Court on October 21, 2011 (the
“Order Date”) on the application of Sterling Shoes Inc. ("Sterling") and Sterling Shoes GP Inc.
(“Sterling GP”) (together, the “Petitioners™) under the Companies’ Creditors Arrangement Act,
R.S.C. 1985, c. C-36, as amended (the "CCAA"). The proceedings brought by the Petitioners
under the CCAA will be referred to herein as the “CCAA Proceedings”. The Petitioners and
Sterling Shoes Limited Partnership (the “Partnership”) will be referred to herein as the

“Petitioner Parties” or the “Company”.

On November 18, 2011 the Petitioner Parties sought and obtained an order from this Honourable
Court extending the stay of proceedings contained in the Initial Order from November 18, 2011 to
December 30, 2011 (the “Stay of Proceedings”). In addition, the Petitioner Parties sought and

obtained an order approving an amendment to paragraph 13(d) of the Initial Order.

The Petitioner Parties have filed a notice of application dated December 6, 2011 (the “Notice of
Application”) to be heard on December 9, 2011 seeking an order (the “Approval Order”)

approving the following:

a) commencement of a store closure plan and execution by the Partnership of an Agency
Agreement (subsequently defined) between the Partnership and Century Services LP, by
its general partner, Century Services Inc. (“Century”), which will allow the Partnership
to undertake a liquidation of store merchandise in 53 retail locations (the “Closing
Stores”);

b) asale and investment solicitation process (“SISP”) which will be undertaken with the
assistance of, and in consultation with, Capital West Partners (“CapWest™);

¢) akey employee incentive plan (“KEIP”) for select management and employees of the
Partnership (the “Key Employees”) and a charge in favour of the Key Employees in
respect of the Partnership’s obligations pursuant to the KEIP;

d) an extension of the forbearance agreement (the “Forbearance Agreement”) between the
Company and its primary operating lender, Bank of Montreal (“BMO”) to March 31,
2012; and

e) the Company’s request for an extension of the Stay of Proceedings to March 31, 2012
(the “Stay Period”™).
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In support of the Notice of Application, the Petitioner Parties are relying on the Third and Fourth
Affidavits of Mr. Daniel Gumprich (Sterling’s Chief Financial Officer), sworn December 6, 2011
(which are referred to herein as the “Gumprich #3 Affidavit” and the “Gumprich #4
Confidential Affidavit”, respectively) and an affidavit of Mr. Steven Richardson, a Director of
Sterling sworn December 5, 2011 (the “Richardson Confidential Affidavit™).

The Initial Order, together with select motion material and other documentation filed in the

CCAA, are posted on the Monitor’s website at www.alvarezandmarsal.com/sterling (the

“Monitor’s Website”).

PURPOSE OF REPORT

This is the Monitor’s second report (the “Second Report™) and it has been prepared as a special
purpose report to provide this Honourable Court and the Company’s stakeholders with the

Monitor’s comments and recommendations in respect of the Notice of Application.

In addition to the foregoing, the Monitor has also included herein its comments with respect to
the Company’s actual cash receipts and disbursements for the period ended December 3, 2011
and the Company’s Revised Cash Flow Statement for the period ending March 31, 2012 (defined

below).

TERMS OF REFERENCE

In preparing this report, A&M has necessarily relied upon unaudited financial and other
information supplied, and representations made to us, by certain senior management of the
Company (“Management”). Although this information has been subject to review, A&M has
not conducted an audit nor otherwise verified the accuracy or completeness of any of the
information prepared by Management or otherwise provided by the Petitioner Parties.
Accordingly, A&M expresses no opinion and does not provide any other form of assurance on the

accuracy of any information contained in this report, or otherwise used to prepare this report.

Certain of the information referred to in this report consists of financial forecasts and/or
projections prepared by Management. An examination or review of financial forecasts and
projections and procedures, as outlined by the Canadian Institute of Chartered Accountants, has
not been performed. Readers are cautioned that since financial forecasts and/or projections are
based upon assumptions about future events and conditions that are not ascertainable, actual

results will vary from the projections and the variations could be material.
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Unless otherwise stated, all monetary amounts contained in this report are expressed in Canadian

dollars.

STORE CLOSURES AND AGENCY AGREEMENT

The Company has developed an operational restructuring plan which, includes among other
things, a plan to reduce the number of retail banners currently operating and close unprofitable
retail store locations. Subject to the approval of this Honourable Court, the Company plans to
undertake a store closure plan and a liquidation of merchandise at the Closing Stores (53 store
locations out of a total of 158 stores) and enter into an agency agreement with a third party
liquidation firm for the conduct of a liquidation sales process to commence on or around

December 9, 2011.
Store Closure Plan

Management has identified the Closing Stores which have been generating losses at the store
contribution level during the 2009 to 2011 period and/or have nominal long term strategic value.

Attached as Appendix “A” is a summary listing of the Closing Stores

The Monitor has reviewed an analysis prepared by Management which indicates that the Closing
Stores generated in aggregate, a net cash operating loss at the store level of approximately $1.5
million for the trailing twelve months to September 30, 2011. Included in the Closing Stores are
15 Joneve and Gia banner stores that Management considers to no longer be of strategic value to
the Company. A total of 16, 6 and 31 store locations in British Columbia, Alberta and Ontario,
respectively, are expected to be closed no later than February 29, 2012. Approximately 370 full

time and part time employees will be affected by these store closures.

As part of its development of a plan to close a number of unprofitable store locations,
Management (in conjunction with its third party real estate leasing consultant) also undertook a
detailed review of the realty leases in respect of the Closing Stores to determine the extent to
which the realty leases, if any, had any market value. The Monitor was consulted by Management
in the course of its due diligence and is satisfied that Management has made an informed and
reasonable decision to exit the Closing Store locations and the accompanying leases, should that

become necessary.

Management’s store closure plan has also been considered by the Company’s financial advisor,
CapWest, in order to assess the impact that the store closures might have on the SISP. CapWest

has advised the Monitor that it is of the view that the proposed store closures are not expected to



4.6

4.7

4.8

4.9

4.10

have a material negative impact on the marketability and/or market value of the Company’s

remaining business and assets.

Pursuant to the terms of the Forbearance Agreement (defined subsequently), Management was
required to provide a fully developed operational restructuring plan on or before November 18,
2011 which was to include “... proposed store closures, employee redundancy and inventory
realization”. The Monitor has confirmed that BMO is supportive of Management’s decision in

respect of the Closing Stores.
Request for Proposals — Liquidation Firms

After consultation with the Monitor and the financial advisor for BMO, the Company identified
seven third party liquidation firms from which to solicit proposals for the liquidation of
merchandise at the Closing Stores. The selected liquidation firms were determined to have the
requisite expertise, financial and human resources and retail experience in the Canadian market to
undertake a liquidation of the Closing Stores” merchandise. In addition, the following issues

were considered by the Company and the Monitor in selecting potential liquidation firms:

a) the scope and scale of the proposed liquidation;

b) the proposed timing of the liquidation given the pending 2011 Holiday Season;

c¢) the geographic dispersion of the Closing Stores;

d) the relative value of the merchandise to be liquidated;

e) the particular retail segment, being shoe wear and accessories; and

f) the independence and objectivity of the liquidation firm (i.e. had it previously performed

any appraisals or valuations of Sterling merchandise in the past).

A request for proposal document, a form of confidentiality agreement and a draft agency
agreement (collectively, the “Request for Proposal”) were dispatched by the Company to each
of the seven liquidation firms on or around November 21, 2011. Attached hereto as Appendix

“B” is a undatd master copy of the Request for Proposal sent to the seven liquidation firms.

Confidentiality agreements were executed and returned to the Company by all seven selected

liquidation firms and they were granted access to a virtual data room, organized by Management.
The Request for Proposal included among other things, the following terms:

a) confidentiality agreements must be signed and returned prior to granting access to the

virtual data room maintained by the Company;
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b) confidential proposals were to be submitted to the legal counsel to the Monitor on or
before 5:00pm (Pacific time) on November 28, 2011;

¢) proposals received and determined to be “Conforming Proposals” were to be in the form
of a draft agency agreement which was provided to the selected liquidation firms during
the week of November 21, 2011; and

d) provision of a “Guaranteed Amount” and an upfront payment of 90% of the Guaranteed
Amount and a refundable deposit of $250,000 to be paid to and held in trust by the

Monitor.

During the period November 18, 2011 through to November 28, 2011, the selected liquidation
firms had access to the Company’s virtual data room which contained detailed financial and
operating data in respect of the Closing Stores and merchandise inventories. Queries by the
selected liquidation firms and related responses were documented by the Company and were

available to all parties with access to the data room.

Four proposals were received, including two joint venture proposals from six of the selected
liquidation firms. The proposals were received by the Monitor’s legal counsel before the deadline
of November 28, 2011 and all interested parties remitted the required deposit to the Monitor of
$250,000 in accordance with the Request for Proposal. While varying in certain commercial
terms, all four proposals followed the form of draft agency agreement previously forwarded to

them by the Company.

During the week of November 28, 2011, Management sought clarification on certain terms
contained in the proposals from a number of the interested liquidation firms. The Monitor was
consulted throughout the period during which clarifications were sought and is of the view that

these matters were handled by Management in a commercially reasonable and fair manner.

On or around December 6, 2011, the Company, in consultation with the Monitor and the financial
advisor to BMO, selected Century as having the preferred proposal to undertake the liquidation of
the merchandise at the Closing Stores. The Monitor is advised that the three other liquidation

firms who submitted proposals have since been notified that they have not been selected.
Agency Agreement

Pursuant to the Notice of Application, the Company is seeking an order of this Honourable Court
inter alia, that the Partnership be authorized to enter into an agency agreement with Century
dated December 6, 2011 (the “Agency Agreement™), and that the transaction contemplated

therein is approved. An unredacted copy of the Agency Agreement has been attached to the



Gumprich #4 Confidential Affidavit. The Petitioners are seeking a sealing order in respect of the

Gumprich #4 Confidential Affidavit on the basis that the Agency Agreement contains

commercially sensitive and confidential information which, if it were made publicly available,

could be detrimental to the interests of the Petitioner Parties and Century. For the same reason,

certain commercial terms of the Agency Agreement are not disclosed herein; however, a number

of key terms are summarized below:

a)

b)

d)

¢)

the liquidation sale contemplated under the Agency Agreement will commence on the
day the Agency Agreement is approved by this Honourable Court, but no later than
December 9, 2011 (the “Sale Commencement Date”) and will conclude on or before
February 29, 2012 unless extended by mutual agreement between Century and the
Partnership (the “Sale Termination Date™);

Century is appointed by the Partnership as its exclusive agent for the purpose of
conducting the liquidation of merchandise at the Closing Stores;

“Sale Guidelines” (as defined in the Agency Agreement) form part of the Agency
Agreement and will govern certain aspects of the proposed liquidation of merchandise at
the Closing Stores. The Monitor is advised by counsel to the Petitioner Parties that 41 of
the 53 Closing Stores landlords have been consulted on the form of Sale Guidelines and
that the remaining landlords have been put on notice by the Company of the Notice of
Application and the Company’s intentions to proceed with an application on December 9,

2011 to approve the Sale Guidelines;

Century will pay a guaranteed percentage of the aggregate cost value of the merchandise
as at the Sales Commencement Date to the Partnership (the “Guaranteed Amount™).
Ninety percent (90%) of the Guaranteed Amount will be paid to the Partnership no later
than the day of the Agency Agreement is approved by this Honourable Court. The
balance of the Guaranteed Amount will be paid upon completion of a final inventory
reconciliation process and accounting between Century and the Partnership;

Century is responsible for all normal store operating expenses incurred during the
liquidation but shall be entitled to recover the expenses incurred from the sales proceeds
realized on the sales of merchandise after payment of the Guaranteed Amount;

Century is to provide a letter of credit in support of a portion of the store operating
expenses for which it is responsible and is to provide a letter of credit in support of the

remaining balance (10%) of the Guaranteed Amount; and
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g) Century is entitled to a fee based on the aggregate cost value of the liquidated
merchandise as well as a commission on the sale of the Company owned furniture,

fixtures and equipment located at the Closing Stores.

In addition to the foregoing, the Agency Agreement is conditional upon the Approval Order
granting a charge (the “Agent’s Charge”) over the Merchandise and Proceeds, except for the
Guaranteed Amount (all as defined in the Agency Agreement) in favour of Century in the amount
of the $9.5 million as security for all of the obligations of the Partnership to Century under the
Agency Agreement. The Agent’s Charge is sought in recognition of the fact that Century will be
paying the Partnership 90% of the Guaranteed Amount on the day the Approval Order is
obtained, notwithstanding Century will not recover that amount until well into the liquidation
process. The Monitor is advised that the Agent’s Charge is intended to rank in priority to all of
the charges provided for in the Initial Order and the security of BMO. The Monitor has confirmed

that BMO has agreed to the quantum and priority of the Agent’s Charge.
Summary of the Monitor’s Assessment

The Monitor is of the view that Management has carefully considered and analyzed the

commercial and financial implications of its decision to close 53 stores.

The Monitor is satisfied with the process undertaken by Management in soliciting proposals for
the liquidation of the merchandise at the Closing Stores and is of the view that the integrity of the
solicitation process was maintained. Further, the Monitor is of the belief that the process was
conducted fairly and that there was sufficient transparency built into the process such that the

Monitor can report to this Honourable Court with such assurances.

The Monitor, in conjunction with Management and the financial advisor to BMO, performed a
detailed review of the four competing proposals (draft agency agreements) received from the
submitting liquidators and is satisfied that the Company’s selection of Century as the preferred
bidder is commercially reasonable. The Monitor has based its assessment on a number of the
commercial terms of Century’s proposal which are superior to the terms of the other proposals
received including the Guaranty Percentage and Guaranteed Amount, the treatment of any cost to
retail factor and merchandise threshold adjustments and the Company’s participation level in the

recovery of liquidation sales proceeds that are over and above the Guaranteed Amount and related

expenses and fees.
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The Monitor is of the view that the Agent’s Charge is appropriate within the context of the
Agency Agreement as currently drafted and that the quantum and priority ranking of the Agent’s

Charge is appropriate and reasonable.

As noted above, the Company has sought a Sealing Order with respect to a copy of the
unredacted Agency Agreement due to certain competitively sensitive information being contained
therein. The Monitor supports the Company’s request for a Sealing Order in respect of the

unredacted Agency Agreement.

SALE AND INVESTMENT SOLICITATION PROCESS
Engagement of Capital West Partners and Efforts to Date

In August 2011, a special committee of Sterling’s Board of Directors (the “Special Committee™)
engaged CapWest to commence a process to assess various strategic alternatives for the Company

including a financing or sale, in whole or a part, of the Company’s business.

CapWest and the Special Committee entered into an engagement agreement dated August 19,
2011 (the “CapWest Agreement”). An unredacted copy of the CapWest Agreement is appended
to the Gumprich #4 Confidential Affidavit. Prior to the date of the Initial Order, CapWest
completed a review of the financial position and operating performance of the Company and
identified a number of strategic alternatives to pursue. In addition, Capwest approached a number
of potential investors or interested parties, most of which executed non-disclosure and standstill

agreements and received a business restructuring plan document.

With a view to maximizing value and to ensure the SISP is conducted fairly and effectively, it is
the Company’s intention to continue with the engagement of CapWest as financial advisor and to
have CapWest continue to seek indicative non-binding offers for all or part of the Company’s
remaining business. Non-binding expressions of interest are expected to be received and finalized
in February 2012 with a view to closing a transaction by the end of April 2012. A copy of the
SISP is attached hereto as Appendix “C”.

Since the date of the Initial Order, CapWest has continued with its engagement and, in particular,
has continued to solicit potential investors and/or interested parties regarding a potential equity

investment and/or purchase of the Company’s business and assets. To date, CapWest has:

a) contacted 50 prospective purchasers/investors;

b) received 13 executed non-disclosure agreements from interested parties; and

10
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¢) contacted both strategic and financial investors of which approximately 30% are strategic
or industry players and the balance being financial investors, including private equity

investors in Canada and the U.S.

The Monitor will oversee and facilitate the SISP where possible but will not control the process
or represent the Company in that regard. It is the Monitor’s intention to work collaboratively with
the Company and CapWest to ensure that this Honourable Court and other interested parties are
kept informed of the process and that the process remain fair and transparent. To achieve this the

Monitor will ensure that it receives:

a) all material transaction documents in advance of their release to interested parties
including, for example confidential information memoranda, investor presentations, bid
instructions, non-disclosure agreements and purchase agreements and the Monitor will
have unfettered access to the virtual data room;

b) invitations to all material internal CapWest and Company meetings relating to the SISP
and copies of internal documents prepared by the Company and CapWest relating to the
SISP;

c) invitations, on reasonable notice, to attend all material external meetings with interested
parties including management presentations, site visits, and the like; and

d) copies of expressions of interest and offers received from all interested parties.

An unredacted copy of the CapWest Agreement is attached to the Gumprich #4 Confidential
Affidavit. The Monitor is of the view that the terms of the CapWest Agreement are fair and
commercially reasonable given the Company’s circumstances, CapWest’s experience in the retail
sector, the market for the Company’s business and the work performed to date by CapWest. The
Monitor understands that the Company will be seeking a sealing order for the CapWest
Agreement and the Monitor supports such request due to certain competitively sensitive aspects

or terms of the CapWest Agreement.

The Monitor has confirmed that BMO supports the continued retention of CapWest and its
ongoing involvement in the SISP and that BMO has approved the fee structure, including any

success fees that may be earned by CapWest.

KEY EMPLOYEE INCENTIVE PLAN

The Company has developed a KEIP which is designed to provide incentives to certain
Management and other key employees of Sterling to continue to pursue and implement an

operational and financial restructuring of Sterling during the pendency of the CCAA Proceedings.

11
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A fundamental principle of the proposed KEIP is to retain certain key employees and
management and to tie incentive compensation to the successful execution of various operational
and financial restructuring initiatives undertaken by the Company. That is, remuneration or
compensation under the KEIP is not simply time based but rather, is tied specifically to

restructuring milestones.
The Monitor is advised that the key terms of the KEIP include:

a) atotal incentive compensation pool of $500,000 to be allocated between a limited
number of Management and other Sterling employees;

b) individual amounts to be paid out under the KEIP will be made as follows:

i.  one third paid upon the earlier of substantial completion of the liquidation and
store closure process and February 29, 2012,
ii.  one third paid upon execution of a definitive agreement to acquire, restructure or
recapitalize Sterling’s business, and
iii.  one third, and any other amounts not previously paid, upon the earlier of the
implementation of a plan of compromise or arrangement and emergence from the
CCAA Proceedings and the closing of a sales transaction and/or a

recapitalization or restructuring agreement; and

c) The Company’s obligations pursuant to the KEIP and the agreements executed by those
key management and employees participating in the KEIP are to be secured by a charge
(the “KEIP Charge”) against the Property (as defined in the Initial Order) ranking
behind the Agent’s Charge, the Court ordered charges provided for in the Initial Order
and the BMO security.

The Monitor has confirmed that Sterling’s Board of Directors approved the KEIP on December 5,
2011 with respect to both the aggregate amount payable thereunder and the individual
entitlements. Further, the Monitor has confirmed that BMO have agreed to the KEIP and the
KEIP Charge subject only to the approval of same by this Honourable Court.

The Monitor is satisfied that a KEIP is appropriate in the circumstances, that the aggregate
amount of the payments under the proposed KEIP is reasonable and that the number and identity
of the individuals entitled to participate in the proposed KEIP is appropriate given the relative
scale and complexity of the Company’s business and its planned operational and financial

restructuring plans.

12
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In order to preserve the confidential and sensitive nature of the individuals that would be entitled
to participate in the proposed KEIP, the Company will be seeking a Sealing Order in connection
with the details of the KEIP and the individual entitlements. The Monitor supports the

Company’s request for a sealing order.

FIRST AMENDMENT TO FORBEARANCE AGREEMENT

As reported in the Proposed Monitor’s Report, the Company and BMO entered into the
Forbearance Agreement which provides for, among other things, continued availability under an
existing credit agreement. The Forbearance Agreement was subsequently amended on December
6,2011 (“Amended Forbearance Agreement”). A summary of select terms of the Amended

Forbearance Agreement is as follows:

a) the maximum aggregate availability has been reduced from $20.0 million to $15.0
million, and is further reduced to $10.0 million upon receipt of the Initial Guaranty
Payment (as defined in the Agency Agreement);

b) extension of the forbearance period to March 31, 2012;

¢) provision for overadvance limits that allow for sufficient liquidity during the period
ending March 31, 2012; and

d) financial covenants that permit negative budget to actual sales receipt to a maximum
percentage is sufficient in Management’s view to allow Sterling to continue to access the

loan facility under the terms of the Amended Forbearance Agreement.

CCAA CASH FLOW FORECAST

The Company previously filed with this Honourable Court a weekly cash flow forecast for the
period ending December 31, 2011 (the “Cash Flow Statement”) which was reviewed by A&M
in its capacity as Proposed Monitor of Sterling. A&M’s comments with respect to the Cash Flow
Statement and its review are included in the Proposed Monitor’s Report dated October 21, 2011

and are not repeated herein.

As part of the Monitor’s ongoing oversight and monitoring of the business and financial affairs of
the Company, the Monitor has undertaken weekly reviews of the Company’s actual cash flow in
comparison with that forecast by Management and contained in the Cash Flow Statement. The

Company’s actual cash receipts and disbursements as compared to the Cash Flow Statement for

13



the seven week period October 16, 2011" through December 3, 2011 is summarized in the table

below:

Sterling Shees Inc. et al,
Actual Consolidated Cash Flow Compared to CCAA Cash Flow Statement (Note 1)
For the 7 Week Period October 16 to December 3, 2011

October 16 - December 3, 2011 (Camulative)

Actual Forecast Variance
Receipts (incl. taxes) $ 18,914 $ 18,025 § 889
Disbursements
Vendors (3,586) (3,002) (584)
Payroll (3,013) (2,606) (407)
Rent (3,402) (3.375) @7
Sales tax (417) (530) 113
Deposits (23) (200) 177
Pre-filing related payments (1,143) (854) (289)
Other/ Drawdown of Accord LC (2,212) (1,436) (776)
(13,796) (12,003) (1,793)
Cash Flow from Operations 5,118 6,022 904)
CAPEX - . .
Professional fees (1,018) (1,687) 669
Interest / Forbearance fee (286) (241) (45)
Term Loan - - -
Net Cash Flow 3,814 4,094 (280)

Bank Position

Opening Bank Exposure (Note 2) (14,270) (14,443) 173
Closing Bank Position (10,455) (10,349) 107)
Opening balance 5 (2,344) 8 (2,344) % -
(Opened) / Cancelled (294) (1,661) 1,367
Drawn 2,269 911 1,358
LCs (Spring orders) (369) (3,094) 2,725
Total Bank Position S (10,824) $ (13,443) $ 2,620
Notes:

(1) "Cash Flow Statement" as defined in and attached to the Proposed Monitor's Report

dated October 21, 2011.
(2) Adjustments to opening balances previously reported include cancellation of certain
outstanding cheques post filing.

8.3 In summary, the Company has experienced a favourable net cash flow variance of approximately
$2.6 million for the seven week period ended December 3, 2011. The principal components of

the favourable variance are described below:

a) sales and other receipts — the positive variance of $889,000 relates primarily to higher

than anticipated sales receipts, largely realized from the Shoewarehouse and Sterling

" The date of the Initial Order was October 21, 2011; however, the first week of the Cash Flow Statement includes a
forecast for the week of October 16 through October 22 which captures the date of the Initial Order.

14
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b)

d)

banners totalling $611,000. The remaining $278,000 relates to realized gains on the

closing of forward exchange contracts held at BMO;

merchandise purchases — the net negative variance of $584,000 for vendor payments arise
from timing differences as shipments relating to the Spring 2012 season are being

received earlier than anticipated,

payroll and employee benefits — the net negative variance of $407,000 was experienced
for the seven week period as a result of greater than expected retail staff being required
during the period as well as group insurance payments and vacation payouts that were not

included in the forecast;

other/drawdown of Accord LC — the negative variance of $776,000 is due to an earlier
than expected drawdown of a $1.5 million letter of credit held under a factoring facility.
Excluding the drawdown of the letter of credit, other expenses are approximately
$700,000 lower than expected primarily due to timing differences for séles, general and

administrative costs (marketing, information technology, supplies, etc.); and

professional fees — the favourable variance of $669,000 relates to timing differences
caused by delayed invoicing by the various professional firms as well as lower than

expected professional fees being incurred.

Revised Cash Flow Statement

The Company has prepared a revised weekly cash flow forecast of its receipts and disbursements

for the eighteen week period ending March 31, 2012 (the “Revised Cash Flow Statement™). In

preparing the Revised Cash Flow Statement, Management has adopted the probable and

hypothetical assumptions set out in accompanying notes to the Revised Cash Flow Statement. A

copy of the Revised Flow Statement and accompanying notes are attached hereto as Appendix

‘CD”

In summary and as indicated in the Revised Cash Flow Statement:

a)

total cash receipts forecast from the sales of inventory (including applicable sales taxes)
during the eighteen week period ending March 31, 2011 (the “Forecast Period™) are
approximately $35.4 million, including the estimated realizations from the liquidation
pursuant to the Agency Agreement and in particular, payment of the Initial Guaranty

Payment;
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8.6

8.7

b) total forecast proceeds from the liquidation of inventory for the Forecast Period have
been conservatively estimated by Management and have been included in forecast cash
receipts;

¢) total payments to trade vendors are forecast to be approximately $12.5 million for the
Forecast Period and it is assumed that a number of trade vendors, primarily overseas
vendors, will continue to insist on more restrictive trade terms, including in some cases
deposits;

d) payroll and payroll remittances (for both store and corporate employees) and store and
head office rent are forecast to be consistent with historical levels, after taking into
account store closures, and will be approximately $6.9 million and $4.6 million,
respectively, for the Forecast Period;

¢) statutory sales tax remittances are forecast to be maintained on a current basis throughout
the Forecast Period;

f) forecast deposits total approximately $300,000 and relate to potential pre-payments for
imported goods;

g) other operating expenses of $3.6 million relate to general overhead costs;

h) estimated net cash flow from operations for the Forecast Period is approximately $6.3
million before anticipated professional fees, restructuring costs and interest; and

i) forecast bank indebtedness including, outstanding letters of credit is expected to be
reduced by approximately $2.9 million during the Forecast Period with a forecast balance

at March 31, 2012 of approximately $7.4 million.

It should be noted that the Revised Cash Flow Statement indicates an expected closing bank
indebtedness position of $11.8 million as at December 3, 2011 (refer to Appendix “D”).
However, the actual bank indebtedness position as at December 3, 2011 was $10.8 million (refer
to the table at paragraph 8.2). The positive variance relates to timing differences which are
expected to reverse in the forecast period. In addition, notes (2), (4) and (5) of the notes
accompanying the Revised Cash Flow Statement reference “proposed closures of stores in
December 20117, “store closures” or “closures” in December 2011. For greater clarity, these
references are simply in respect of the commencement of the liquidation of the Closing Stores
and the proposed store closure process which is not expected to be completed until February 29,

2012.

While not reflected on the Revised Cash Flow Statement, the net book value of the Company’s

inventories during the Forecast Period are estimated to reduce from approximately $34.6 million
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8.8

8.9

8.10

8.11

9.0

9.1

as at December 3, 2011 to approximately $22.1 million as at March 31, 2012. The primary

reason for the decline in inventories relates to the liquidation of merchandise at Closing Stores

outlined above.

The Monitor has undertaken a review of the Revised Cash Flow Statement. A&M’s review
consisted of inquiries, analytical procedures and discussions related to information supplied to us
by Management and certain employees of the Company. Since hypothetical assumptions need not
be supported, our procedures with respect to them were limited to evaluating whether they were
consistent with the purpose of the Revised Cash Flow Statement. We have also reviewed the
information and documents provided by Management in support of the probable assumptions, as

well as the preparation and presentation of the Cash Flow Statement.

Based on our review, nothing has come to our attention that causes the Monitor to believe that, in

all material respects:

a) the hypothetical assumptions are not consistent with the purpose of the Cash Flow
Statement;

b) as at the date of this report, the probable assumptions developed by Management are not
suitably supported and consistent with the plans of the Company or do not provide a

reasonable basis for the Revised Cash Flow Statement, given the hypothetical

assumptions; or

c) the Revised Cash Flow Statement does not reflect the probable and hypothetical
assumptions.
Since the Revised Cash Flow Statement is based on assumptions regarding future events, actual
results will vary from the information presented even if the hypothetical assumptions occur, and
the variations may be material. Accordingly, A&M expresses no assurance as to whether the

Revised Cash Flow Statement will be achieved.

The Revised Cash Flow Statement has been prepared solely for purposes described in Note 1 of

the Revised Cash Flow Statement and readers are cautioned that it may not be appropriate for any

other purpose.

EXTENSION OF THE STAY PERIOD

The Monitor understands that the Company will make be making an application to this

Honourable Court for an order extending the Stay Period until March 31, 2012,
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9.3

94

9.5

10.0

10.1

In relation to the Company’s request for an extension of the Stay Period, the Monitor has

specifically considered, among other things:

a) the Revised Cash Flow Statement of the Petitioner Parties up to and including March 31,
2012 and the liquidity and availability of financing from BMO for the Company’s
operations during that period of time;

b) whether there would be any material financial prejudice to any of the Company’s
creditors, employees or customers as a result of an extension of the Stay Period; and

¢) whether, on balance, Management is acting in good faith and with due diligence and
dispatch, and whether the Petitioner Parties’ prospects of effecting a viable restructuring

would be enhanced by an extension of the Stay Period.

Based on the review of the Amended Forbearance Agreement and the Revised Cash Flow
Statement, it is the Monitor’s view that the Company will have sufficient liquidity and/or
sufficient financing from its principal lender, BMO, to allow it to operate in the normal course up

to and including March 31, 2012.

Since the date of the Initial Order, the Company appears to have met its obligations in the normal
course including payment of amounts due on account of the salaries and wages of its employees,
statutory remittances for employee withholdings and exigible sales taxes, realty lease payments

and trade vendor payments, a significant portion of which have been on a cash in advance basis.

Management, in consultation with its financial advisor and the Monitor, have undertaken
significant efforts in respect of its near-term operational restructuring plan. Should this
Honourable Court approve the SISP as contemplated, the Monitor is satisfied that such a process
remains in the interests of the stakeholders of the Petitioner Parties and that an extension of the
Stay Period as sought by the Petitioner Parties to allow the Company and its advisors sufficient
time to advance a potential recapitalization, sales transaction and/or financial restructuring plan is

appropriate and reasonable in the circumstances.

PRIORITY OF CHARGES

The Petitioner Parties propose that the relative priority of the CCAA Charges as well as
additional charges now sought, namely, the Agent’s Charge and the KEIP Charge, be as follows:

a) First— Agent’s Charge (to the maximum of $9.5 million in respect of the Merchandise
and Proceeds as defined in the Agency Agreement);

b) Second — Administration Charge (to the maximum amount of $350,000);
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¢) Third — Directors’ Charge (to the maximum amount of $500,000);

d) Fourth —~ BMO Security;

e) Fifth — Administration Charge (to the maximum amount of a further $150,000);
f) Sixth — Directors’ Charge (to the maximum amount of a further $1,000,000); and
g) Seventh — KEIP Charge (to the maximum amount of $500,000).

10.2  The Monitor is of the view that the relative priorities of the charges referred above are appropriate

and reasonable in the circumstances.

11.0  MONITOR’S CONCLUSIONS AND RECOMMENDATIONS

11.1 It is the Monitor’s view that the Company is acting in good faith and has made significant
progress with its restructuring efforts in the relatively short period of time since the
commencement of the CCAA Proceedings. Accordingly, the Monitor respectfully recommends

that this Honourable Court:

a) approve the Agency Agreement and grant the Agent’s Charge;

b) approve the CapWest Agreement and the SISP;

¢) approve the KEIP and grant the KEIP Charge;

d) extend the Stay Period to March 31, 2012;

e) approve the Sealing Orders in respect of the Gumprich #4 Confidential Affidavit and the
Richardson Confidential Affidavit; and

f) approve the priority of Court order charges as presented herein.

ek

All of which is respectfully submitted to this Honourable Court this 7th day of December, 2011.

Alvarez & Marsal Canada Inc.,
in its capacity as Monitor of Sterling Shoes Inc.
and Sterling Shoes GP Inc.

Senior Vice President

Pam K. Boparai
Vice President
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LIST OF CLOSING STORES

180 Freedman Unit 104 — 240 Leighland Avenue, Oakville Ontario
144 Freedman Unit 70A - 100 Anderson Road S, Calgary Alberta
146 Freedman 1854 West 4™ Avenue, Vancouver British Columbia
86 Freedman 640 Granville Street, Vancouver British Columbia
140 Freedman Unit 1572 — 6551 No. 3 Road, Richmond British Columbia
142 Freedman Unit 304 — 306, 1950 Harvey Avenue, Kelowna | British Columbia
89 Freedman 1315 Government Street, Victoria British Columbia
186 Freedman Unit HO13 — 9350 Yonge Street, Richmond Hill | Ontario
42 Joneve 777 Park Royal North, West Vancouver British Columbia
40 Joneve Unit D058 -- 700 West Georgia Street, British Columbia
Vancouver
45 Joneve 1075 Robson Street, Vancouver British Columbia
47 Joneve Unit 155 -100 Anderson Road South, Calgary Alberta
124 Joneve Unit 444 — 19705 Fraser Highway, Langley British Columbia
60 Joneve Unit 1245 — 6455 Macleod Trail SW, Calgary Alberta
190 Joneve Unit 1320 — 110 Place D’Orleans Drive, Ontario
Orleans
194 Joneve Unit 1177 — 25 The West Mall, Toronto Ontario
184 Joneve Unit DD6B — 100 Bayshore Drive, Ottawa Ontario
183 Joneve Unit 237 - 1105 Wellington Road South, Ontario
London
193 Joneve Unit 254 — 25 Peel Centre Drive, Brampton Ontario
80 Joneve Unit 175 — 109" Street & Princess Elizabeth Alberta

Avenue, Edmonton




British Columbia

44 Joneve Unit 2303 — 4700 Kingsway, Burnaby

187 Joneve 550 King Street North, Waterloo Ontario

113 Gia Unit 2156 A Metrotown, 4700 Kingsway, British Columbia
Burnaby

41 Sterling 2230 West 4™ Avenue, Vancouver British Columbia

70 Sterling Unit 800 — 5111 Northland Drive N.W., Alberta
Calgary

150 Sterling Unit E3 — 17600 Yonge Street, Newmarket Ontario

152 Sterling Unit A005B PO Box 147 — 220 Yonge Street, Ontario
Toronto

155 Sterling Unit B211 - 5100 Erin Mills Parkway, Ontario
Mississauga

182 Sterling Unit 88A — 221 Glendale Avenue, St. Ontario
Catherines

71 Sterling Unit 127 — 4747 67" Street, Red Deer Alberta

156 Sterling Unit M021 - 2960 Kingsway Drive, Kitchener | Ontario

158 Sterling Unit 0255A — 999 Upper Wentworth Street, Ontario
Hamilton

163 Sterling Unit C6B — 3100 Howard Avenue, Windsor Ontario

166 Sterling Unit 2022 — 419 King Street West, Oshawa Ontario

171 Sterling Unit EOOS — 9350 Yonge Street, Richmond Hill | Ontario

173 Sterling Unit J9 — 435 Stone Road West, Guelph Ontario

176 Sterling Unit 140 — 25 Peel Centre Drive, Brampton Ontario

181 Sterling Unit C1A -390 North Front Street, Belleville Ontario

168 Sterling Unit 277 — 1105 Wellington Road South, Ontario
London

177 Sterling Unit B-34 — 120 Adelaide Strcet West, Toronto | Ontario




28 Sterling 1073 Robson Street, Vancouver British Columbia
161 Sterling Unit 2-924 — 100 City Centre Drive, Ontario
Mississauga

178 Sterling Unit 306 — 355 Hespeler Road, Cambridge Ontario

162 Sterling Unit 99 ~ 300 Borough Drive, Scarborough Ontario

157 Sterling Unit D006 — 509 Bayfield Street, Barrie Ontario

159 Sterling Unit 32 - 5000 Highway 7 East, Markham Ontario

160 Sterling Unit U072B — 1680 Richmond Street, London | Ontario

172 Sterling Unit 0539 — 900 Dufferin Street, Toronto Ontario

169 Sterling Unit B205 — 1 Promenade Circle, Thornhill Ontario

185 Sterling Unit U019 — 945 Gardiners Road, Kingston Ontario

22 Shoe Unit E - 1675 152™ Street, Surrey British Columbia
Warehouse

123 Shoe Unit 130 - 7515 Market Crossing, Burnaby British Columbia
Warehouse

108 Shoe Unit 63 — 1644 Hillside Avenue, Victoria British Columbia

Warehouse
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Sterling

STERLENG SBOES LIWITED PARTHERSHER

Date

Company
Address
City, Province, Postal Code

Dear Sirs:

Re: Sterling Shoes Limited Partnership (“Sterling” or the “Company”)
Request For Proposal — Potential Inventory Liquidation

This letter serves as a request for proposal in respect of Sterling’s selection of an agent, who
would act on an exclusive basis to assist the Company in the potential liquidation of certain
inventory (the “Merchandise”), as well as select furniture, fixtures and equipment
(“FF&E”), located at certain of the Company's retail store locations (“Closing Stores™)

through the conduct of "store closing", “sale on everything”, “everything must go” or similar
theme sales (the "Sale") at the Closing Stores.

Confidentiality agreements have previously been dispatched to select interested parties
(“Qualified Parties”). Upon receipt by the Company of an executed confidentiality
agreement from a Qualified Party, that Qualified Party will be provided access to a virtual
data room maintained by the Company, which will contain select financial and other
information relating to the Closing Stores, the Merchandise and FF&E located therein, and
store leases, as well as other relevant financial information.

Requests for additional financial information and site visits should be directed to the
Company or the Monitor at the addresses below:

Daniel Gumprich

Sterling Shoes Limited Partnership

2580 Viscount Way, Richmond, BC, V6V INI1
tel: 604.270.6114 ext 101 fax: 604.278.7751
daniel@sterlingshoes.com

Todd M. Martin, Managing Director
Alvarez & Marsal Canada ULC

400 Burrard Street

Suite 1680, Commerce Place
Vancouver, BC, V6C 3A6

Direct: 604.638.7445

Mobile: 778.918.0110
tmartin@alvarezandmarsal.com

2580 VISCOUNT WAY RICHMOND, BC, CANADA, V6V 1N1 | TEL 604.270.6114 FAX 604.278.7751



=

STERLIMG SHOES LIMITED PARTHERSHEP

Important Notice to Qualified Parties

PARTICIPATION BY A QUALIFIED PARTY AND SUBMISSION OF A PROPOSAL IN
THIS SOLICITATION PROCESS IS EXPRESSLY SUBJECT TO THE TERMS AND
CONDITIONS OF THE CONFIDENTIALITY AGREEMENT SIGNED BY SUCH
QUALIFIED PARTY AS WELL AS COMPLIANCE WITH THE TERMS AND
PROVISIONS OF THIS REQUEST FOR PROPOSAL. FURTHER, ALL
INFORMATION CONTAINED IN THIS REQUEST FOR PROPOSAL IS EXPRESSLY
SUBJECT TO TERMS OF THE AGENCY AGREEMENT TO BE POSTED IN THE
VIRTUAL DATA ROOM. THE COMPANY RESERVES THE RIGHT TO SUSPEND OR
MODIFY THE PROPOSAL SOLICITATION PROCESS OR WITHDRAW ANY OR ALL
OF THE CLOSING STORES FROM THE SALE AT ANY TIME PRIOR TO
EXECUTION OF A DEFINITIVE AGENCY AGREEMENT AT ITS SOLE
DISCRETION FOR ANY REASON WHATSOEVER. THE COMPANY RESERVES
THE RIGHT TO ACCEPT ANY PROPOSAL OR REJECT ANY AND ALL PROPOSALS
AND TO EXCLUDE ANY QUALIFIED PARTY FROM ANY FURTHER
PARTICIPATION IN THIS PROPOSAL SOLICITATION PROCESS AT ITS SOLE
DISCRETION FOR ANY REASON WHATSOEVER.

Requests for Proposal (“RFP?”)

For purposes of this RFP, Qualified Parties are requested and expected to comply with and/or
observe and understand the following:
1. To be considered, any and all proposals submitted by Qualified Parties must:

(a) conform to each and every one of the requirements outlined herein (subject to
such compliance, as may be determined in the sole discretion of the Company) (a
"Conforming Proposal"); and

(b) be received, in writing by no later than 5:00 o’clock pm (Pacific Time) on
Friday, November 25, 2011 (the "Initial Proposal Deadline").

It is the present intention of the Company to only consider proposals that are
Conforming Proposals and that arrive on or before the Initial Proposal Deadline.

2. Proposals must be marked as "Strictly Confidential” and delivered in a sealed
envelope on or before the Initial Proposal Deadline as follows:

Mr. Daniel Gumprich, Chief Financial Officer

Sterling Shoes Limited Partnership

2580 Viscount Way, Richmond, BC, V6V IN]
tel: 604.270.6114 ext 101 fax: 604.278.7751

daniel@sterlingshoes.com

3. Promptly upon receipt of any Conforming Proposal(s), the Company shall determine,

in consultation with the Monitor (as defined below), which of the Conforming
2580 VISCOUNT WAY RICHMOND, BC, CANADA, V6V N1 | TEL 604.270.6114 FAX 604.278.7751



Proposals, if any, constitutes the preferred proposal received, taking into account all
relevant circumstances as determined by the Company in its sole discretion (the
"Accepted Proposal”). The Accepted Proposal shall be in the form of an agency
agreement which will be provided to Qualified Parties on about November 21, 2011
in order to assist Qualified Parties with the preparation of their proposals (the
“Agency Agreement”). The Agency Agreement may be subject to further
negotiations between the Company and the Qualified Party who submits the Accepted
Proposal. The Company reserves the right, in its sole discretion, to accept any
Conforming Proposal or reject all Conforming Proposals, or any components of a
Qualified Party’s Conforming Proposal, or to seek clarification or enhancement of a
Qualified Party’s Conforming Proposal. Conforming Proposals shall provide that the
proposal remains opens for acceptance until 5:00 p.m. (Pacific Time) on Friday,
December 2, 2011.

The Company is operating and conducting the RFP process after having been granted
certain protections under an initial order (as amended and extended, the “Initial
Order’’) made by the British Columbia Supreme Court (the ”Court”) under the
Companies’ Creditors Arrangement Act (“CCAA”) on October 21, 2011, on the
application of Sterling Shoes Inc. and Sterling Shoes GP Inc., the Company’s general
partner. Accordingly, any Accepted Proposal will be subject to Court approval which
shall be sought by the Company on or about December 9, 2011, or such other time as
the Company and the successful Qualified Party agree. Qualified Parties may request
a copy of the Initial Order granted in the CCAA proceedings by contacting the
Company at the above noted address or obtaining a copy from the website of the
monitor appointed by the Court under the Initial Order, Alvarez & Marsal Canada Inc.
(the “Monitor”), at www.alvarezandmarsal.com/sterling.

Select Terms and Guidelines

Any Qualified Party who desires to submit a Conforming Proposal to serve as the Company's
exclusive agent to conduct the Sale at the Closing Stores, must ensure that its proposal
conforms to the following guidelines in order to be considered a Conforming Proposal. As
noted above, any proposal that the Company determines not to be a Conforming Proposal
may not be considered for designation as the Accepted Proposal.

1.

The Qualified Party submitting the Accepted Proposal shall be allowed to conduct the
Sale as a "store closing", "sale on everything", “everything must go” or similar theme
sale at the Closing Stores consistent with the terms of the Agency Agreement. The
Agency Agreement will set forth the specific terms and conditions of the agency
relationship desired by the Company. In the event there is any inconsistency between
the terms of the Agency Agreement and this RFP, the terms of Agency Agreement
shall prevail, unless otherwise determined by the Company, in its discretion. The

Company reserves the right to make such changes to the Agency Agreement as it
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determines in its sole discretion to be in the Company's interests (prior to
execution of the Agency Agreement by the Company and the successful Qualified

Party).

. Any proposal that is submitted should include payment of a "Guaranteed Amount”
and a “Merchant’s Sharing Recovery Amount” to the Company for the Closing
Stores. Conforming Proposals should provide that the Company shall receive an
initial upfront payment of an amount equal to not less than 90% of the estimated
Guaranteed Amount, such amount being determined by reference to the aggregate
Cost Value of the Merchandise on the Sale Commencement Date as reflected in the
Company's books and records (excluding the Additional Merchant Merchandise and
Additional Agent Merchandise (each as defined below)). Qualified Parties will also
be required to furnish one or more irrevocable standby letter(s) of credit to the
Company for an amount not less than the remaining unpaid portion of the estimated
Guaranteed Amount.

. All proposals must be presented as a percentage of the "Cost Value" of the
Merchandise subject to the Sale. "Cost Value" shall be as defined in the Agency
Agreement.

. The aggregate Cost Value of the Merchandise subject to the Sale will be determined
based on a SKU and retail price based physical inventory count ("Inventory
Taking") to be conducted by RGIS or other independent outside inventory service
("Inventory Taking Service") to be mutually selected by the Company and the
Qualified Party. Fifty percent (50%) of the costs of the Inventory Taking Service shall
be an "Expense"” of the Sale payable by the Qualified Party. The Company, the
Qualified Party, the Monitor and the Company’s lender may each have their
employees or representatives present at each Closing Store location to observe and
test the physical counting, and review and test the listing, tabulation and pricing of the
Merchandise. Conforming Proposals should include an estimate of the costs
associated with the Inventory Taking.

. Conforming Proposals should provide that the Qualified Party is unconditionally
responsible for all "Expenses" incurred in conducting the Sale. Sale-related Expenses
shall be detailed in the Agency Agreement and shall expressly include the costs
associated with the transfer of merchandise among and between the Closing Stores.
Qualified Parties will also be required to furnish one or more irrevocable standby
letter(s) of credit to the Company for an amount equal to not less than two (2) weeks'
estimated Expenses.

. The Company presently projects that the successful Qualified Party will be given
undisturbed possession of the Closing Stores on or about December 12, 2011 (the
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10.

I1.

12.

“Sale Commencement Date”) and that inventory at cost will approximate il
million. The successful Qualified Party will be required to complete the Sale and
vacate the Closing Stores by no later than February 29, 2012, or such later date as
may be agreed to by the Company and the successful Qualified Party, and with the
consent of the affected landlord of the Closing Store if the extension is proposed to go
beyond the sale termination date provided for in the Sale Guidelines (the “Sale
Termination Date”).

All Conforming Proposals shall be accompanied by bank draft or certified cheque in
the amount of CDN$250,000 (the “Deposit”) to the order of “Alvarez & Marsal
Canada Inc., Monitor, in trust” which may be negotiated forthwith by the Monitor
notwithstanding that the Qualified Party’s Conforming Proposal has not been
accepted, the whole to ensure the seriousness of the proposal and to serve as
liquidated damages in the event that the Conforming Proposal is accepted but does not
close due to the fault of the Qualified Party. If the Conforming Proposal is accepted,
the Deposit shall be deemed to be a non-refundable cash deposit and shall be held and
applied against the Guaranteed Amount. The Deposit shall be returned, without
interest, to the unsuccessful Qualified Parties, and to the successful Qualified Party in
the event the Accepted Proposal does not close due to the fault of the Company or the
Accepted Proposal does not receive Court approval.

Sales completed between the Sale Commencement Date and the completion of the
Inventory Taking at each particular Closing Store (the "Gross Rings Period") shall
be recorded and accounted for under the "gross rings" method, inclusive of a
shrinkage adjustment of the Cost Value of the Merchandise sold during the Gross
Rings Period applicable to each of the Closing Stores, such shrinkage adjustment to
be specified in the Conforming Proposals.

The successful Qualified Party shall be required to provide the Company with not less
than thirty (30) days’ advance written notice (“Vacate Notice”) of its vacating of a
Closing Store (as to each such Closing Store, the "Vacate Date"). A Qualified Party's
obligations to pay all Expenses, including "Occupancy Expenses" (as set out in the
Agency Agreement), for each Closing Store subject to Vacate Notice shall continue
until the Vacate Date for each such Closing Store. The Vacate Date shall be later than
the Sale Termination Date.

The successful Qualified Party shall utilize the Company's existing point-of-sale
system for recording all sales of goods in the Closing Stores to ensure accurate sales
audit functions, as well as accurate calculations of the proceeds from the Sale.

Conforming Proposals may include provisions providing for a Qualified Party's use of
the Company's current credit card systems and servicing arrangements (including the
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13.

14.

15.

Company's credit card terminals and processor(s), and credit card processor coding)
during the course of the Sale; provided, however, that the Qualified Parties may make
arrangements for the use of their own merchant identification numbers.

The successful Qualified Party may use the Company's trade name and logo type in
connection with advertising and promotion of the Sale; provided, however, that the
form and content of all advertising and promotional material is subject to the
Company's prior approval, which approval shall not be unreasonably withheld or
delayed, and will conform with sale guidelines which will be attached as an Exhibit to
the Agency Agreement and which will remain subject to negotiations between the
Company and its respective landlords and approval of the Court (the “Sale
Guidelines”).

Conforming Proposals should include a proposal for goods of like quality to
Merchandise in the Closing Stores on the Sale Commencement Date transferred from
the Company’s continuing stores to the Closing Stores after the Sale Commencement
Date (the “Additional Merchant Merchandise™), which may be included or
excluded from any Accepted Proposal at the Company’s sole option. If included in
the Sale at the Company’s option, Additional Merchant Merchandise will be
transferred at the Company’s expense to Closing Stores within twelve (12) days of
Sale Commencement Date. Conforming Proposals should clearly state a separate net
minimum guarantee adjustment for the Additional Merchant Merchandise and related
adjustments to the inventory threshold and other related amounts in the event that the
Company elects to include the Additional Merchant Merchandise in the Sale. The
maximum aggregate amount of Additional Merchant Merchandise and Additional
Agent Merchandise included in any Conforming Proposal should not exceed twenty-
five percent (25%) of the Cost Value of the Merchandise as at the Sale
Commencement Date, with the amount of Additional Agent Merchandise in no event
being more than ten percent (10%) of the Cost Value of the Merchandise at the Sale
Commencement Date.

Proposals may also include a proposal for the right to “augment” the Merchandise at
the Closing Stores with additional goods of like kind and quality to Merchandise in
the Closing Stores on the Sale Commencement Date purchased by the Qualified Party
from the Company’s current suppliers, subject to the prior approval of the Company
which will not be unreasonably withheld (the “Additional Agent Merchandise”).
Any proposal which includes an augmentation component should clearly identify the
amount of any additional consideration to be received by the Company in
consideration of its permitting the successful Qualified Party to augment the
Merchandise with Additional Agent Merchandise as part of the Sale. The amount of
Additional Merchant Merchandise and the aggregate amount of Additional Merchant
Merchandise and Additional Agent Merchandise included in any Conforming
Proposal should not exceed the limitations set out above.
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16. Each Qualified Party may also include as part of its proposal an offer to assist the

17.

18.

19.

Company in its disposition of the Company's owned FF&E located in the Closing
Stores, at the Company’s sole election. Each such proposal should conform to the
following:

a) The successful Qualified Party will exercise normal and prudent care of
cash registers and all other FF&E at the Closing Stores, whether the
property of Company or otherwise;

b) Each Qualified Party may include in its proposal a proposed fixtures
disposition fee for the disposition of the Company’s owned FF&E, which
fee should be calculated based upon a percentage of net recoveries thereon
by the Company; and

¢) At the election of the Company, the successful Qualified Party will sell
such owned FF&E during the course of or after the conclusion of the Sale,
if so requested by the Company.

The Company is also prepared to consider, but shall not be obligated to accept, any
proposal for the purchase by the Qualified Party of the Company’s owned FF&E. Any
Qualified Party who desires to make such a proposal should include all pertinent
terms thereof in its Conforming Proposal.

Unless otherwise provided in any Court order or agreement between the Company
and a landlord, the Qualified Parties shall comply in all material respects with the

terms and provisions of any leases and other occupancy agreements for any of the

Closing Stores, as well as federal, provincial, and local laws, ordinances, rules and
regulations and with terms of any licenses or permits obtained.

Qualified Parties should provide for an employee incentive bonus plan for those
Company employees to be utilized in connection with the Sale. The amount of the
incentive being offered to retained employees, and the timing of payment, should be
set forth with specificity in the proposal and shall not exceed ten percent (10%) of the
aggregate base payroll of the Company (excluding commissions and bonuses in effect
on the Sale Commencement Date).
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AS NOTED ABOVE, THE COMPANY RESERVES THE RIGHT TO REJECT ANY
OR ALL PROPOSALS SUBMITTED IN RESPONSE TO THIS REQUEST FOR
PROPOSALS AND/OR WITHDRAW ANY OR ALL OF THE CLOSING STORES
AT ANY TIME IN ITS SOLE DISCRETION PRIOR TO EXECUTION OF A
DEFINITIVE AGENCY AGREEMENT.

Any requests for additional information or clarification of the matters addressed herein shall
be directed to the undersigned.

Yours very truly,

Sterling Shoes Limited Partnership

Daniel Gumprich
Chief Financial Officer
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SOLICITATION PROCESS

Background

Sterling Shoes Inc. and Sterling Shoes GP Inc. (the “Petitioners”) initiated a court-
supervised restructuring of its finances and operations. On October 21, 2011, the
Petitioners obtained an order (the “Order”) from the Supreme Court of British Columbia
(the “Court”) providing protection under the Companies’ Creditors Arrangement Act
(the “CCAA”). Sterling Shoes Limited Partnership (“Sterling L.P”) was also subject to
the terms and conditions of the Order (together with the Petitioners, the “Company”).
On November 18, 2011, the Company obtained an extension of the stay of proceedings
provided in the Order until December 30, 2011,

Scope of the Process

As part of its restructuring under the CCAA, the Company will conduct a process (the
“Solicitation Process™) to solicit offers to acquire, restructure or recapitalize the
Company’s business.

The Company retains the right to discontinue the Solicitation Process at any time if it
decides in its sole discretion to pursue other strategic restructuring alternatives.

Supervision and Reporting

= The Solicitation Process will be undertaken by the Company, with the assistance
of Capital West Partners (the “Financial Advisor”) with oversight by and input
from Alvarez & Marsal Canada Inc in its capacity as Monitor (the “Monitor”).

¥ The Monitor will provide periodic updates to the Court and the Petitioner’s
stakeholders and make recommendations to the Court, as appropriate, during the

Solicitation Process.

#  The Company will seek Court approval of any final agreement or agreements.

QOutline of the Procedure

= Upon execution of a confidentiality agreement, the Company will make available
confidential information concerning the Company’s business (including access to
a data room) to potential purchasers or bidders (“Potential Bidders”).

s The Company, with the assistance of the Financial Advisor, and in consultation
with the Monitor, will identify proposals which are in the best interest of the
Company and other stakeholders to pursue, and one or more of the Potential
Bidders will be invited to participate in the submission and negotiation of a
binding offer (the “Bidders”) with such binding offer being subject to Court
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approval. Copies of all proposals, expressions of interest or letters of intent
received by the Financial Advisor will be provided to the Monitor.

» The Company may make presentations to the Bidders regarding the opportunity.
= The Company reserves the right to reject any or all of the offers received and to
adjust, extend or amend any of the timelines set out below, unless the Monitor

objects, in which case advice and directions will be sought from the Court.

Solicitation Process Qutline and Thmelines

Activity S o S -_Ti;il'ing'

»  (Contacting additional potential investors Ongoing
= Negotiating additional confidentiality
agreements

= Distributing a revised business plan and granting
access to the Potential Bidders to an electronic
data room

= Satisfying additional information requests and | December 2011
preliminary questions from the Potential Bidders

Activity - ' ' Timing

= Preparing for and delivering presentations to the | January 2012
Potential Bidders

Receiving and reviewing non-binding proposals | February 2012
from the Potential Bidders for an investment or
purchase of all or part of the Company

Phase T -
Activity Timing
= Selecting proposals to participate in a final, February 2012
binding proposal process
= Responding to due diligence requests from the
Bidders
®  Receiving and reviewing the final, binding
proposals from the Bidders
= Selecting the preferred proposal February/March 2012

= Negotiating and executing definitive agreements | March/April 2012
in respect of the winning proposal, subject to
Court approval
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5 Obtaining Court approval for the proposed
agreement

50784760.6




APPENDIX D



aeq

J

-o3ed Buimo||o) 985

:s310N

1030 [eUTIL] YD
Yruadwng preg

\\ ot \w\« «3@»3 =

ST

(86t°L) & (86£°L) 5 (86£'L) § (969°4) § (817'8) § (rLz'®) § (z9r'L) § (908'S) § (859°S) $ (10€'S) § (695°) § (959°7) § (L06T) § (b6T'T) § (08D § (G1Z'1) § (ZT'e) § (BUL'C) § (£2811) § (PISID § (08Z°0D) §
(L8) (L9) (L8) 510 (1p€) (89%) (s65) (959) ((A73) (8LL) (6£8) (L16) (s66) (c20n)  Gsrn (ezzt)  (z'n)  {6L6) (67L) (6L8) (09¢)
969°p $TH'T 91T 91z 91T 91z 207 0T 207 207 54 541 Szl 341 [ - - - - i€l 39T°C
(ov+'a) 51y (o8) (68) (68) (68) (1p1) (vt} [S£20] r) [€27] (r) Ly) [12¢] (v) - (0s2) (o5} (0s2) (0s7) (s82)
(FpeT) (09¢) ¢ 10§ (¥e) 8 (89v) § (s68) § (959) s (L1 & (8LL) ¢ (6€8) § (L16) & (S66) & €€L0'D) § (ISI'D) § (6zdD) § (67D § (6L6) § (620 § (6LF) & (09€) (PED) §
(rugL) argy)  (ue)  (zsve)  sy) (o) (woge)  (ost's)  (ve'p)  (ges's)  {oes'®)  Geer')  (@ey  (zzn) (srn 01 (Z61'D)  (e8L'T)  (po0'1D)  (pec'1D)  (076%)
(epp*p1) (0ze'e)  (esv')  (ws's)  {908'L) {2989} (os1's)  (w6'vd  (gzs%) (o' (eer'D (6D () (s ot (z61'D)  (e8LT w6011} (pecin)  {0zes)  {gpyyi)
€L 609°C 1LY S6E [§9)] [ Liry) (600 (81%) (g6L) (r66°1) €L1 (169) (o) (1o1'p) €077 965 S0Eg 15T S16'1) €5
(psp) (psp) (8¢) (8¢) (3¢) (sg) (8¢) {8g) (8¢) (8¢) (o€} (0£) (09) (09 (og) - - - - - -

[€249) (85€) (s3) - - - (61) - - - (s8) - - - - {Lp) - (0%) - (z2) 981)
(LL9'€) (egg'n)  (LTv) (oo1) (oo1) (oo} (ss1) (cz1) (000) (o001} (so1) (pv1) (czn) (zen) (ezi) 091} (g1 (z80) (Lo (z82) (r+8)
LOSTT $ST9 |44 ££5 L9 (108} (sos't)  (op) (082) (s59) [{7759)] LPE (5£5) 8 (600'1) 0IP'T 606 LEY'S 8IS (190°1) £55's
(zg1°08) (061°67)  (sLo'n) (p80°D)  (06¥1)  (s31@) (009D (9ZI'D) G6re') (891} (889D (8g5) (8051} (016) (86+°7)  (559) ez’ (80°1) (Le8'1)  (L95F) (26601
(1+9°s) (6es'e)  (3vD) [¢129] [6:320] (sv1) (8v1) (8v1) (8r1) @) (3920 (897) (897) (851) (8s1) (6v7) (¢67) (£67) (807) (z£) (z90°T)
(901°1) - - - - - - - - - - - - - - - - - - - (0011
(T1g) (r67) - - - - - - - - - - - - - (€2} (68) @) (¥9) (or) (1)
(€L¥'1) (bLT'1) 8cl - - - (43 - - - [€249) - - - - (80v) - - - (c6b) (661)
(e£c'9) (£p9°F) - - - - @Iy - - - @r'n - - - (z11'n 384 - - (s2) 0so') {0691}
(gpL'6) (816'9)  (sg1) §029] (se1) (1oL) (862) Les) (ze) (ez9) - (Lrn) [V2:]9] (zz7) (¢8¢) (z61) (coL) Z19) (z86) 061) (s28'7)
(pLs's1) (zgr'z)  (og6) (s6€) oz (eeT'D) o) (isw) (6901} (£L6) (s91) (e21) (£59) (0£9) (1v9) (102) {Ls1) (o1%) (89¢) 956) (z60°¢)
686'IS 5 PEKSE 8 96KT § LIS § LSS'T S vl $ S60T § LLOT 5 690 § €66 § LI6 S SE6 5 696 S 66§ 68YT § S0E § I8I'T § FUS $ SIFT § 90ST § SPSOl §

£l

4

o

© o~ 0 o

R e

uonIse urg [0,

1P JO S19139] Bwisor)
umelq

pauadgy

20urjeq SuusdQy

HPAED JO SIONO]

uoyIse g jueg Suiso))

aunsodxg yueg Suiuedo
uonIsog yueg

AOL USED) 19N

sainypuadxa fender)
93} 9OUBIRSQIO,] / ISRIDIU]
539 [BUOISSOJOL]

suoyead() wesy a0y yse)
SIUAWISIRGSI(] [¥10 ],

0RO
swawAed pajefar Suipy-s1g
susodacy
e} S9[ES
Wy
[[01ke g
SI0pUSA
SjudwAs.MgsI(

$1d1239y $5015)

(5,0008 NOD)
Z10T “1€ Y3IIAl 01 {107 ‘9% 13G0JIQ) WO.Ly POLIdY HIIAN An0J-Kjuam Y, 3y} A0
(1 910N) 15833104 MOLY YSED) PARTPIiesuo]y
drgsaurae g pajiwry $20UG BWEAG pue dup 40 $I0YS SIS 2y Saoyg Buiamg



"2L0Z ‘L€ yoIely Ag 9S1anal 0} pa1oadxs ale ysiym sadualayip Buiw o) pejejes Ajteuind st souBlUBA
ansod 4L (000'728'01$) 18 19M0] 000'066$ S| UoHIsOd Yued [BNIOE SY1 JaASMOH “|L0Z ‘€ Jequsoa( Je s (000'F18'L L) J0 UoHiSOd jueq pejosdxs pue sajesipul JUSWSIBIS MOl USED suy ¢}

¢Loc
J0 JBY 18114 9y} Ul paioAjap o 0} seseyoind 1oy s1ap1o soejd 0} paunbal 8g Aew PAWNSSE SIB UOIYM IPaID JO SIS)IS| MU 8U) SE [|9M Se pue Luado AJUSLING 9SOU} UC PESEq Si. 1IPaID [0 SIS ZL

"|[2SUOp JO MuBg Yum JuawasiBe soueleaqio) oy o Buie|al $99 PUE 1SISIUI UBY 9PNOUl S99} SOUBIESCIO0) PUE 1SaISU] L]
“I0JIUOW BY} JO 9SOY] SE ||aM SE S80I [eD8] pue Buiynsuod 1oy Jepus| painoss ay) pue Auedwod sy Jo s10sIApe Aq papiacid salewiise uo paseq aie Bully oy} o1 Bune|al $99) [BUOISSIj0Id O

“UOHIIW §7L$ 40} O] PIODDY UEB UO UMOPMEID B SOPN[OUL G OF | SH@8M J04 [EI0] [ERIOE U1 SOoM
Uoes pied pue Yuow yoes ssooe Ajuaas pealds 9q 0} pawnsse pue sasuadxe AJYIUOW 4O S|SAS| JUSD91 UC POSE( 1SBODI0) USST SABY SOIBWIISS 9SO "9OUBINSUI PUB SOSUSUXS UOREDIUNUILIOD

PUE jual 801jJ0 peay ‘(xe) pue Jipne) $98) [euoissaioid Bukinoal ‘uonowoid pue |arel} 9pnjou; sesuadxe asey ] "sesuedxe aAielsILILPE pue [eiaush ‘Buljjes apnoul sesuadxe JaYI0 6
"pasesjal aq ued spoob eyl Jepio ul pled ag 0] paadxe aie yaum sialjddns oy sjuswihed WBiel) Buluiewas spnpour siuswied B 1-9ld 8
'ss911ddns sessiono o} pled aq o} pejosdxa aie yoym sysodap pejedionue spnjoul susodsg /
"sejesado AuBdWwoD Byl YoIUM U $80UIA0Id [[B SSOIOB QJ8l | SO/LSH SAIDBYS % || U U0 paseq sIpaid Xe] Indul JO 18U PUE Pa108]|00 XB) S8[es 8y Uo paseq ale siuswAhed xe) sseS 9
"Jaquieda Ul S2I0)S UIBHSD JO 3unsofo pasodold syj joojjal sjuswiAed Jusy "spiojpue| a10}s 0} suoiebljqo ases| Alyuow Buiobuo uo paseq ale sjuawAed Way §
"sesuadxe pajejal eakojdwa Joyio pue saxel Buipjoyulim ||oihed 8pnjoul SJUNOWE 9581 | "SAINSOID 810jS wouj
Buninsay suononpai pue uosess Aepljoy | |0z Jequisde( 2y Buunp AIASE sales pasesioul pajoadxe sy} Joj sjuswisnipe sieudoidde UM sasuadxs [0iAed sl uo paseq sie suswAed |joiked ¥
‘uado Ausno sieplo eseydind Joy se1ep AlaAi[ep PalosdXe By} U0 PISE] SI8 SIOPUSA 0} SljusWwARd €

"POIOSII0D ] SH SE jlam
se Juawabeuely Aq payuspl Aojusau; snjdins jeuolppe pue pasop Buiag seio)s oy o} Bujejal Alolusaut ayj Jo 9seyind SU} 10} SI0jEPINbY WOJL POAISI SIS0 1587 B JO S1RUININSS SAIRAISSUOD
€ U0 paseq Alojusaut Jo uonepinby syl woy spesvoid apnjour sidieoal yseD pouad sy noybnoly Alojusaul aseyoind o} anunuoo jjm Auedwiod sy} Jeyl swnsse os|e sidisnal ysen 196png
au wouy Aea Aew spusij [enjoe pue uiepsoun ale sidiedal YseD |10z Jaquissaq u $alols o ainsojo pasodold au1 pue salols s Auedwiod sU 18 SSINAIOE SIES 1UBDSI BUj) 108|484 0) spusuwisnipe
UIELIDD UM | LOZ PUB 0LOZ 40} Seles Apoam (enjoe Bulsn paje|nojes siom S9jewlss 9saU | "Z10Z 40 Jslenb isiiy syt pue 110z 10 JepuleWwal 3] IO} SOjES PRIBLINSS UO Paseq ale sjdjedal ysen Z
‘feudlew aq Aew suolELBA 8y] puB ‘pajuasaid UONBLIOLUI BY} WO AUBA jIM SYNSAI [BNIOR ‘SJusAa aimniny BuipseBer suondwinsse uo paseq aie suopoaloid aou1G “sbuipasooid
YvOO 8y} Buunp diysisuped paiwT ssoys Bullsls pue oul do seoug Buiuelg ‘ouj $90US Bulpsis jo suswalnbal Alpimby ay) 1o 19s 0] sI UBWINLIS MO|4 yseD siyl jo asodind eyl |

1S910N

TI0T ‘L€ YPHEIA 01 T10Z 91 19G0JI() WOLE POLID] 4O A4 AN0Y-A1UHIM, 213 J04
(I 230N)) 15832.100,] MO]] YsE)) pajepIosuo]y
drysowaeg paptwry seoyg Suilg pus uj dD $204§ Fulalg “ouy s30yS Juipg



