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Estate/Court File No. 31-2131992

ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

IN THE MATTER OF THE NOTICE OF INTENTION TO
MAKE A PROPOSAL OF SHOP.CA NETWORK INC,, a
corporation incorporated pursuant to the laws of the Canada,
with a head office in the City of Toronto, in the Province of
Ontario

NOTICE OF MOTION
(Motion for Approval of the Bid Process and Administration Order and Extension of
Proposal Period)

(Returnable June 9, 2016)

SHOP.CA Network Inc. (“SHOP.CA”) will make a motion to a judge presiding over
the Commercial List, on Thursday June 9, 2016, at 10:00 a.m. or as soon after that time as the

motion can be heard, at 330 University Avenue, Toronto, Ontario.

PROPOSED METHOD OF HEARING: The motion is to be heard orally.
THE MOTION IS FOR:

1. An Order (the “Bid Process and Administration Order”), substantially in the form of

the draft order located at Tab 3 of SHOP.CA’s Motion Record, inter alia:

(a) Abridging the time for delivery of this Notice of Motion and the Motion

Record, if necessary;

(b) Approving the a court-supervised sale process in respect of the business and
assets of SHOP.CA (the “Bid Process”) set out in paragraph 29 - 33 of the
First Report (the “First Report”) of Richters Advisory Group Inc., in its
capacity as proposal trustee of SHOP.CA (the “Proposal Trustee”);

(c) Ratifying the Key Employee Retention Agreements (the “KERAs") attached
as Confidential Exhibit A to the Affidavit of Robert S. Lee sworn on June 8,
2016 (“Lee Affidavit”) and authorizing SHOP.CA to pay an amount equal to

the incentive payments set out in the KERAs to Stikeman Elliott LLP, as
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counsel for SHOP.CA, (“Company’s Counsel”) to be held in trust for the
beneficiaries of the KERAs pending satisfaction of the conditions contained in
the KERAs as determined by the Proposal Trustee or further Order of this

Court;
(d) Sealing the unredacted copies of the KERAs;

(e) Granting a first ranking charge on all of SHOP.CA’s assets, property and
undertakings (the “Property”) up to a maximum amount of $200,000, in
favour of the Proposal Trustee, counsel to the Proposal Trustee and counsel to

SHOP.CA (the “Administration Charge”); and

(f) Extending the time for SHOP.CA to file a proposal (the “Proposal Period”)
under the Bankruptcy and Insolvency Act, RS.C. 1985, ¢. B-3, as amended (the
“BIA”) until July 15, 2016.

2. Such other relief as the Court may deem just and appropriate.
THE GROUNDS FOR THE MOTION ARE:

BACKGROUND

1. SHOP.CA is an e-commerce marketplace providing Canadian retailers with a

platform to sell their products online directly to consumers.

2. SHOP.CA has been exploring strategic alternatives, including the possibility of a sale

of substantially all its assets or share capital, since August, 2015.

3. After an extended informal sales process SITOP.CA has been unable to execute a
suitable transaction for the benefit SHOP.CA’s stakeholders and is currently suffering from

severe liquidity constraints.

4. On June 7, 2016 SHOP.CA filed a Notice of Intention to Make a Proposal (the “NOT")

under the BIA and commenced these proposal proceedings.
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APPROVAL OF THE BID PROCESS

5. Recently, in the informal sales process SHOP.CA received three non-binding letters of

intent indicating an interest in purchasing SHOP.CA’s share capital or assets.

6. After a period of exclusive negotiations with one potential purchaser the parties were

unable to develop an actionable transaction.

7. With SHOP.CA’s current liquidity situation it will be unable to meet its obligations as
they become due and SHOP.CA cannot afford to continue exploring potential sale

transactions outside of an insolvency proceeding.

8. It is believed that the conduct of the Bid Process in the context of these proposal
proceedings constitutes the best option for the realization of its assets and the maximization

of their value for the benefit of SHOP.CA’s stakeholders.

APPROVAL OF THE KERAS

9. Throughout these proceedings, SHOP.CA will require the continued services of
certain key employees in order to enhance the chances of successfully completing a

transaction resulting from the Bid Process.

10. The KERAs offer an incentive payment for meeting certain milestones set out therein
and will incentivize the key employees to stay with SHOP.CA and assist the Proposal
Trustee by soliciting offers from potential purchasers, negotiating with potential purchasers

and assisting with other issues that will arise during the Bid Process.

11. Absent the approval of the KERAs there is concern that the key employees would
leave prior to the completion of the Bid Process which would be of significant negative effect

on the business of SHOP.CA and the conduct of the Bid Process.

12. In order to ensure there is sufficient tunds to pay the incentive payments
contemplated by the KERAs after completion of the Bid Process, SHOP.CA is seeking to pay
an amount equal to the incentive payments to Company’s Counsel to be held in trust for the

beneficiaries of the KERAs.
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SEALING ORDER

13. The information contained in the KERAs is commercially sensitive and involves
private personal information which if disclosed would be detrimental to the beneficiaries of

the KERAs.
14. The sealing order will not prejudice SHOP.CA’s stakeholders.

THE ADMINISTRATION CHARGE

15. SHOP.CA is seeking a first-ranking Administration Charge on the Property in the
maximum amount of $200,000 to secure the reasonable fees and disbursement of the
Proposal Trustee, counsel to the Proposal Trustee and Company’s Counsel incurred in

connection with services rendered to the SHOP.CA both before and after the filing of the

NOL

16. SHOP.CA will require the participation of the Proposal Trustee, the Proposal
Trustee’s legal counsel and Company’s Counsel to assist in with the Bid Process and close

any transaction resulting therefrom:.

17. SHOP.CA does not have any secured creditors who may have been prejudiced by the

Administration Charge.

EXTENSION OF THE PROPOSAL PERIOD

18. The Bid Process is anticipated to proceed through June 30, 2016, with proposed

timelines extending into July in order to facilitate a transaction.

19. SHOP.CA requires that the Proposal Period resulting from the filing of the NOI to be
extended until July 15, 2016 in order to allow (i) SHOP.CA to carry out the Bid Process; (ii)
negotiate any transaction resulting from the Bid Process; and (iii) contemplate the terms of a

proposal to be submitted to SHOP.CA’s creditors.

20. The extension of the Proposal Period will assist SHOP.CA in maximizing the value of

its assets for the benefit of its stakeholders.
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21. SHOP.CA has been acting and continues to act in good faith and with due diligence

during these proceedings.

22. No creditor of SHOP.CA will be materially prejudiced by extending the Proposal
Period as SHOP.CA has sufficient liquidity to continue operating during the proposed

extension of the Proposal Period.

23. It is just and convenient and in the interest of SHOP.CA and its stakeholders that the

Proposal Period be extended to July 15, 2016.
GENERAL
24. Sections 50.4(9), 64.2, 65.13, 183 of the BIA and the other provisions of the BIA;

25. Rules 1.04, 1.05, 2.03, 3.02 and 37 of the Rules of Cioil Procedure, RR.O. 1990 Reg. 194,

as amended;
26. Section 137(2) of the Courts of Justice Act, R.5.0. 1990, ¢ C. 43; and
27. Such further grounds as counsel may advise and this Court may permit.

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

motion:

1. The Lee Affidavit and the exhibits thereto;

D

The First Report of the Proposal Trustee; and

3. Such further and other material as counsel may advise and this Court may permit.
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Estate/Court File No. 31-2131992
ONTARIO

SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

IN THE MATTER OF THE NOTICE OF INTENTION TO
MAKE A PROPOSAL OF SHOP.CA NETWORK INC,, a
corporation incorporated pursuant to the laws of the Canada,
with a head office in the City of Toronto, in the Province of
Ontario

AFFIDAVIT OF ROBERT S. LEE
(Sworn June 8, 2016 re Approval of the Bid Process and Administration Order and
Extension of Proposal Period)

I, Robert S. Lee, of the City of Ottawa, in the Province of Ontario, MAKE OATH AND

SAY:

1. [ am the Chief Financial Officer of SHOP.CA Network Inc. (“SHOP.CA” or the
“Company”) and as such have knowledge of the matters to which I hereinafter depose, except
where otherwise stated. I have also reviewed the records and filings of the Company and have
spoken with certain of the officers and/or employees of the Company, as necessary, and where
[ have relied upon such information, I verily believe such information to be true.

2. This affidavit is sworn in support of the motion brought by SHOP.CA seeking an Order
(the “Bid Process and Administration Order”), substantially in the form of the draft order

located at Tab 3 of SHOP.CA’s Motion Record, inter alia:

(a) Approving the court-supervised sale process for SHOP.CA (the “Bid Process”)
set out in paragraphs 29 - 33 of the First Report (the “First Report”) of Richter
Advisory Group Inc., in its capacity as proposal trustee of SHOP.CA (the

“Proposal Trustee”);
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(b)

(©

(®)

-2

Ratifying the Key Employee Retention Agreements (the “KERAs” and
individually, a “KERA") attached hereto as Confidential Exhibit “A” and
authorizing SHOP.CA to pay an amount equal to the Incentive Payments (as
defined below) set out in the KERAs to Stikeman Elliott LLP, as counsel for
SHOP.CA (“Company’s Counsel”), to be held in trust for the beneficiaries of the
KERAs pending satisfaction of the conditions contained in the KERAs as

determined by the Proposal Trustee or further Order of this Court;

Sealing the unredacted copies of the KERAs;

Granting a first ranking charge on all of SHOP.CA's assets, property and
undertakings (the “Property”) up to a maximum amount of $200,000, in favour
of the Proposal Trustee, counsel to the Proposal Trustee and Company’s Counsel

(the “Administration Charge”); and

Extending the time for SHOP.CA to file a proposal (the “Proposal Period”)
under the Bankruptcy and Insolvency Act, R.S.C. 1985, c. B-3, as amended (the

“BIA") until July 15, 2016,

THE BUSINESS OF SHOP.CA

Cuverview

3.

SHOP.CA is an e-commerce marketplace providing Canadian retailers with a platform

to sell their products online directly to consumers. SHOP.CA was incorporated in September,

2009, and currently has a network of 450 merchants offering over 250,000 products on

SHOP.CA'’s platform. The Company’s head office is located at 70 Peter Street, Toronto, Ontario.
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4, SHOP.CA has experienced rapid growth since its founding, generating 133% annual
growth in membership and 190% annual growth in number of visits to its website,
www.shop.ca (the “Website”). However, due to competitive factors and significant expenses
associated with the growth, SHOP.CA has experienced financial difficulties and has been

operating at a loss since its founding,.

5. SHOP.CA’s business is to act as a multi-merchant, virtual marketplace offering
Canadian consumers a one-stop online shopping experience for products from premium and
recognizable brands. SHOP.CA currently focuses on four product categories: home products,
electronics, fashion and baby and children products. It also carries supporting products to
ensure it is a one-stop shopping destination. SHOP.CA's platform is capable of expanding its

product offerings based on its current merchant partners’ supply and consumer demand.

6. SHOP.CA does not currently maintain an inventory position of the products that are
bought and sold on the Website. Rather, retailers list their products on the Website and
SHOP.CA purchases the inventory from the merchant only after receiving an order from a
customer. The inventory is purchased at a previously agreed upon cost with each merchant.
Each merchant is responsible for shipping and fulfillment of orders; however, each retailer’s
fulfillment technology is connected with SHOP.CA’s platform to ensure the consumer has a
smooth shopping experience. From the consumer’s perspective, their only interaction with
respect to their purchases is with SHOP.CA including, communication regarding their order

placement, delivery and any returns or refunds that are required.
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NOI Proceedings
7. As further described herein, due to current liquidity constraints, SHOP.CA filed a Notice
of Intention to Make a Proposal (the “NOI”) under the BIA and commenced these proposal

proceedings on June 7, 2016.

8. The Company has been attempting to find further financing and/or sell the business as
a going concern since August 2015. These efforts have not been successful to date, including a
recent attempt to sell the Company to an established Canadian retailer. SHOP.CA wishes to
pursue a final attempt to sell the Company as a going concern and believes it is only able to do
so with the Court protection provided by the NOI and these proposal proceedings.

Corporate Governaice

9. Trevor Newell, Drew Green and Tony Chvala are the only remaining directors of
SHOP.CA. Over the last eight weeks, six other directors have resigned from the board of

SHOP.CA (the “Board”).

10. The requisite shareholder and director approvals have been obtained to authorize the
filing of the NOL.
Employees

11.  SHOP.CA currently has 40 employees and one person, the Chief Executive Offer,
working under a consulting arrangement. The majority of SHOP.CA’s employees are full time
salaried employees. In October 2015, in order to reduce labour expenses, the Company laid off
approximately 28 employees. The Company has also reduced its workforce through attrition. In
2016, 10 employees have left SHOP.CA and the Company has only hired an additional 5

employees.

12.  SHOP.CA does not have a union and does not sponsor any pension plans.
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Assets
13. SHOP.CA's assets, as reflected in its unaudited quarterly financial statements as at April

30, 2016, had a net book value of approximately $4.055 million and consisted of the following:

As at April, 2016
Assets (%000s)
Current Assets
Cash and cash equivalents 2,253
Accounts receivable 213
Inventory 38
Taxes Receivable 78
Prepaid Expenses
Marketing 32
Technology 141
Rent 21
Insurance/Other 14
2,789
Non-current Asseis
Property and equipment 217
Intangible assets 1,050
$4,055

14. SHOP.CA most significant asset at the end of the quarter was cash and cash equivalents.
The cash on hand was the result of series of equity financings completed between 2011 and 2015
which raised over $70 million for the Company. Most recently in May 2015, SHOP.CA raised
approximately $13 million by issuing Series C common shares to existing investars in a private

placement.

15.  SHOP.CA has been funding its losses from the cash remaining from the equity capital
raises. As at June 5, 2016, the Company had approximately $1.5 million in cash remaining,
down from $2.3 million on April 30, 2016. With the current projected cash expenses, SHOP.CA

is forecasted to deplete all its cash reserves by August, 2016,

16.  SHOP.CA's intangible assets consist of its goodwill, domain name, technology and

intellectual property associated with the development of its unique platform.
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Liabilities

17. As at April 30, 2016, SHOP.CA had total liabilities of approximately $1.99 million

consisting of the following:
As at April, 2016
Liabilities ($000s)
Current Liabilities
Trade payables and accrued
liabilities 51,478
Taxes Payable 78
Customer Payments (Order to 5
. 50
Ship)
Returns & Rewards Liability 181
$1,988

18.  SHOP.CA’s trade payables typically have terms of “net 15" meaning SHOP.CA pays its
merchants within 15 days of purchasing the inventory after receiving an order from a customer.
As at April 30, 2016, SHOP.CA’s trade payables and accruals fotalled approximately $1.5

million and as at June 2, 2016, SHOP.CA was current on all trade payables owed to merchants.

19.  SHOP.CA accrual liabilities reflected on the balance sheet consist of a provision for

returns by customers and accrued vacation for employees.

20.  SHOP.CA has contingent liabilities that are not reflected on the balance sheet consisting
of potential termination and severance obligations owed to employees and contractual
termination liabilities, These contingent liabilities are estimated to total up to $2 million. If all
current, future and contingent liabilities were to crystallize during the upcoming days, the
Company would be unable to meet its financial obligations as they become due. The Company
is effectively in the vicinity of insolvency and without the stabilization and breathing space
provided by the NOI, the Company will continue to deplete all its cash resources preventing

any going-concern solution or even an orderly wind-up or dissolution.
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21.  SHOP.CA does not have any long term labilities or secured debt. Attached hereto as
Exhibit “B” is a Personal Property Security Act (Ontario) search result for SHOP.CA as at June 5,
2016. The only registration showing was made by the Toronto-Dominion Bank (“TD Bank”). I
am not aware of any indebtedness owed to TD Bank other than in respect the Company’s credit
card facility. TD Bank provided a letter of credit on behalf of SHOP.CA but the letter of credit
was cancelled in the fall of 2015.

Key Contracts and Suppliers

22. A significant source of customer acquisition for SHOP.CA has been its exclusive
strategic partnership with AIMIA Canada Inc. (“Aeroplan”). Aeroplan runs a loyalty program
allowing consumers to accumulate “Aeroplan Miles” on certain purchases with a variety of
retail partners. In 2014, Aeroplan and SHOP.CA developed an agreement whereby customers
are able ta receive Aeroplan Miles for purchases on the Website and SHOP.CA pays Aeroplan a
specific rate for each Aeroplan Mile distributed to consumers. The relationship is important for
SHOP.CA as Aeroplan has a developed relation with over 9 million consumers in Canada and a
percentage of consumers referred to the Website by Aeroplan are converted into repeat

customers of SHOP.CA.

23, As mentioned, SHOP.CA maintains its head office at 70 Peter Street, Toronto Ontario.
SHOP.CA leases the premises from Allied Property Management GI Limited (the “Landlord”)
under a Lease Renewal and Amending Agreement dated August 18, 2015 (the “Lease”). The
term under the Lease expires on March 31, 2019 and monthly rent payable to the Landlord
under the Lease is $18,557 plus applicable taxes. The Company is current with its obligations

under the Lease.
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Financial Difficulties

24.  Despite significant revenue growth since founding, SHOP.CA has not been able to
generate positive cash flow to sustain the business on a long term basis, SHOP.CA has been
financed by a series of equity capital raises which have been funding the Company’s losses
since inception. Copies of SHOP.CA's audited financial statements for 2014 and unaudited

financial statements for 2015 are attached hereto as Exhibits “C” and “D”, respectively.

25. In 2014 and 2015, SHOP.CA generated net operating losses of $21.9 million and $19.9
million, respectively, Cumulative losses since SHOP.CA’s founding are over $72 million, The
losses and Company’s inability to raise additional financing have severely constrained

SHOP.CA’s liquidity recently.

26. In order to stabilize cash flows and implement a final attempt to complete a transaction
to maintain the Company as a going-concern, SHOP.CA filed the NOI.

SALES PROCESS

27. In August 2015, due to competitive factors and its financial difficulties, SHOP.CA
started exploring strategic alternatives, including the possibility of a sale of substantially all its
assets or share capital (the “Sales Process”). SHOP.CA engaged Scotia Capital Inc. (“Scotia”)
and Canaccord Genuity Corp. (“Canaccord”) to assist SHOP.CA in its strategic review and
approach potential purchasers and investors for SHOP.CA's business. Though Scotia was
initially engaged, its role did not continue as the banker mandated with the engagement
resigned from Scotia.

28.  Canaccord approached approximately 25 potential purchasers over the duration of the

Sales Process. Canaccord also explored the possibility of obtaining additional financing.
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29, Numerous parties expressed an interest in acquiring the Company and in April, 2016,
SHOP.CA received two non-binding letters of intent to purchase the common shares of the
Company. Despite attempts, SHOP.CA and the potential purchasers were unable to develop an
actionable transaction. After a transaction failed to materialize with those potential purchasers
Canaccord resigned from its role in the Sales Process.

30.  Starting May 2016, Tony Chvala, the Chief Executive Officer of SHOP.CA, approached
17 potential purchasers in an effort to develop an actionable transaction outside an insolvency
proceeding. Some of the potential purchasers had been approached by Canaccord in the earlier
marketing initiative, while others were approached for the first ime. I also understand that the
Chief Executive Officer canvassed existing investors regarding the possibility of providing
additional financing to SHOP.CA. The Proposal Trustee acted as financial advisor to the
Company during this initiative in the Sales Process but was not actively involved in soliciting
offers or negotiations with potential purchasers.

31.  After initial solicitations by management, SHOP.CA did not receive any indications of
interest in respect of providing financing to SHOP.CA but did receive three non-binding letters
of intent indicating an interest in purchasing SHOP.CA’s share capital or assets. Each letter of
intent required a period of exclusive negotiations with the potential purchasers. The Board,
with input from the Company’s legal and financial advisors, evaluated the proposals and
subsequently entered into an 11-day exclusivity period with the purchaser offering the highest
value and minimal closing conditions relative to the other bids. Again, despite efforts, a
transaction failed to materialize.

32.  With the Company’s current liquidity situation, SHOP.CA cannot afford to continue the

current Sales Process of exploring potential sale transactions outside of an insolvency
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proceeding. The Bid Process contemplated to be completed in the context of these proposal

proceedings is outlined at paragraphs 29 to 33 of the First Report.

33.
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The Bid Process has the following key features:

(2) The Proposal Trustee will distribute a teaser letter and a form of non-
disclosure agreement to a list of potential purchasers developed in conjunction

with the Company.,

(b)  Interested bidders wishing to participate in the Bid Process will be given

access to an electronic data-room after signing the non-disclosure agreement.

(© Interested bidders are required to submit final binding offers on a “as is,
where is” basis to the Proposal Trustee by June 30, 2016 at 12pm (the "Bid
Deadline”) and in addition, interested bidders will be required to pay a 10%

deposit to the Proposal Trustee.

(d)  Acceptability of each offer will be determined by the Proposal Trustee, in

consultation of the Company.

(&) The Proposal Trustee will provide its recommendation to the Board with

respect to selecting an offer to consummate a transaction.

6] If a bid is accepted by the Board and the Proposal Trustee, it will be
brought before the Court for approval and closing will occur as soon as practical

thereafter,
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34,  The proposed Bid Process offers the maximum amount of time to consummate a
transaction given the Company’s current liquidity situation and current inability to access
bridge financing because of its lack of tangible assets to offer as security,

35. In the circumstances, the Board and SHOP.CA’s management believe the Bid Process in
the context of these proposal proceedings constitutes the best option for the realization of the
Company’s assets and the maximization of their value for the benefit of SHOP.CA’s
stakeholders.

KEY EMPLOYEE RETENTION AGREEMENTS

36.  After the resignation of Canaccord, management was left in charge of the Sales Process
significantly increasing their day to day responsibilities. Further, with the Company’s current
liquidity situation, the Board believed additional incentives were needed to ensure
management’s continued willingness to assist in the Sales Process.

37.  On May 6, 2016, SHOP.CA entered into the KERAs with the Chief Executive Officer,
Chief Technology Officer and I. Redacted copies of the KERAs, which contain commercially
sensitive and private personal information, are attached hereto as Confidential Exhibit “A”.

38. An independent director (who has since resigned), with oversight of the Proposal
Trustee, developed the KERAs. All of the KERAs contemplate incentive payments (the
“Incentive Payments”) of between 3 and 6 months of salary. The aggregate of the Incentive
Payments payable under the KERAs is approximately $210,000, after converting US dollar
amounts to Canadian dollars. On my and the Chief Technology Officer’s KERAs, the Incentive
Payments are payable upon the completion of the earliest of the following events: (a)
completion of a Change of Control (as defined in the KERAs) or a liquidation of all or
substantially all of the assets of SHOP.CA; or (b) implementation of a proposal under the BIA,

approved as required and sanctioned by the Court. Under the Chief Executive Officer's KERA,
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the Incentive Payment becomes due upon completion of review and analysis of bids submitted
in the Bid Process. The Chief Executive Officer has agreed to remain as a director throughout
the proposal proceedings. The amendment was granted in exchange for the Chief Executive
Officer’s agreement to reduce the quantum of the Incentive Payment and forego any payment
on account services rendered for acting as an officer or director of the Company after June 30,
2016 in order to assist the Company’s liquidity.

39.  In order for the beneficiaries of the KERAs to receive the Incentive Payments, the
employee cannot have: (a) disclosed the terms of the KERA (other than to his or her personal
representative, legal advisors or as required by law); or (b) at any time on or before the date any
portion the Incentive Payments are due and payable as contemplated under the KERA (i)
resigned; (ii) been terminated for cause; or (iii) failed to perform his/her duties diligently,
faithfully and honestly.

40.  The KERAs also contemplated a success payment if a transaction could be completed
outside of an insolvency proceeding. Upon the filing of the NOI, the success payments
contemplated by the KERAs are no longer applicable.

41, In order to secure the Incentive Payments contemplated by the KERAs, SHOP.CA is
seeking to pay funds adequate to satisfy the Incentive Payments (minus deferred amounts) to
Company’s Counsel to be held in trust for the beneficiaries of the KERAs. Without the Incentive
Payments being secured in this manner there is concern that the beneficiaries of the KERAs
would leave prior to the completion of the Bid Process which would have a significant negative
effect to SHOP.CA and its stakeholders. If the conditions in the KERAs are not satisfied after 10
days subsequent to the Proposal Period, Company’s Counsel will remit the funds held in trust

to the Proposal Trustee for the benefit of SHOP.CA’s general creditors.
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ADMINISTRATION CHARGE

42.  SHOP.CA is seeking a first ranking charge on the Property of SHOP.CA in the
maximum amount of $200,000 to secure the fees and disbursements of the Proposal Trustee,
counsel for the Proposal Trustee and Company’s Counsel incurred in connection with the
services rendered to SHOP.CA both before and after the filing of the NOIL

43. I believe that the Administration Charge is necessary in order to complete the Bid
Process and close any transaction resulting therefrom.

44, SHOP.CA has worked with the Proposal Trustee to estimate the proposed quantum of
the Administration Charge and believes it to be reasonable and appropriate in view of the
services to be provided by the beneficiaries of the Administration Charge.

EXTENSION OF THE PROPOSAL PROCEEDINGS

45, The Bid Deadline set out in the Bid Process is currently contemplated to be June 30, 2016
with each bid remaining open for acceptance 10 days after the Bid Deadline, SHOP.CA will
require further time after the acceptance of any bid in order to close the transaction.

46. Extending the Proposal Period to July 15, 2016 will allow SHOP.CA to (a) complete the
Bid Process; (b) negotiate any transaction resulting from the Bid Process and seek Court-
approval of the transaction; and (c) contemplate, in consultation with the Proposal Trustee, the
terms of a proposal to be submitted to SHOP.CA’s creditors. The extension will also prevent
additional motions before the Court, reducing professional fees incurred by SHOP.CA.

47, I am not aware of any creditors who would be materially prejudice by the extension of
the Proposal Period to July 15, 2016. The cash flow forecast attached as Appendix “D” to the
First Report reflects that the Company has sufficient liquidity to continue operating throughout

the proposed extension of the Proposal Period.
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48. I understand that the Proposal Trustee is supportive of the request to extend the
Proposal Period.

CONCLUSION

49, SHOP.CA has been operating at a loss since its inception and been unable to develop
positive cash flow to supports its business long-term. With the Company’s current liquidity
situation, SHOP.CA is seeking a final attempt to preserve the business as a going-concern by
exploring sale opportunities within the context of these proposal proceedings. With the relief
granted in the Bid Process and Administration Order, SHOP.CA will be able to conduct the Bid
Process in order to maximize the value of its business and assets for the benefit of its

stakeholders.

50.  This affidavit is sworn in support of a motion for the Bid Process and Administration

Order and for no other or improper purpose.

SWORN BEFORE ME at the City of

Toronto, Province of Ontario, on June ]
8, 2016. / W

Robert S, Lee—"

Cmmissionét for Taking Affidavits
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*HOP’CA

70 Peter Street, Suite 200
Toronto, ON, M5V 2G5

 STRICTLY PRIVATE AND CONFIDENTIAL  May 6, 2016

RE: Incentive Payment

As SHOP.CA Networks {nc, (“SHOP.CA™) moves shead with its sales efforts, | would
like to assure you that your contributions continue to be highly valued. We truly appreciate your
continued hard work and importance to SHOP.CA as NI porticularly at this
critical lime.

In consideration of your ongoing loyalty to SHOP.CA, SHOP.CA is offering you an
incentive payment in the araount of [N (the “Incentive Payment”). The lucentive
Payment will be payable upon the carliest of the following events (the “Payment Date™): (a)
completion of a Change of Control (as defined below) or the liquidation of all or substantially all
of the assets of SHOP.CA; and {b) completion of the implementation of a proposal or pian of
compromise or arrangement under the Companies’ Creditors Arrangement Act, the Canada
Business Corporations Act or the Bankrupicy and Insolvency Act (Canada), approved as required
and sanctioned by the Court (sach 2 “Counrt Proceeding™).

In addition, in the event of a Change of Control, should SHOP.CA not require recourse to
any Court Proceeding, SHOP.CA shall pay you a success fee calculated at [Jiijof the
Transaction Value in cash, provided that there are sufficient proceeds remaining lo satisfy all
creditors (other than those who are entitied o transaction faes under retention arrangements
similar to yours). Should there not be sufTicient proceeds to pay all Transaction Fees payable to
you hereander and to other recipients of transaction fees under simiiar retention arrangements,
the recipients of such transaction fees (including you) shall be entitled to their pro rate share of all
remaining proceeds after payment of the other priority and unsecured creditors. For the purpose
of this agreement, “Change of Control” means, whether effected in one transaction or a series of
transactions: (a) any merger, amalgamation, consolidation, reorganization or other business
combination pursuant to which the business of SHOP.CA is combined with that of a purchaser,
or (b) the acquisition, directly or indirectly, by a purchaser of all or 2 majority of the capital stock
of SHOP.CA or the acquisition of all or substantially all of the assets of SHOP.CA by way of a
negotiated purchase or otherwise; and *Transaction Valoe” means the aggregate cash




consideration paid or payable to SHOP.CA or to its security holders and the aggregate fair market
value of any securities or other non-cash consideration paid or payable to SHOP.CA or to its
security holders (including, any joint venture interest delivered to, or retained by, SHOP.CA) in
connection with a Change of Control,

Amounts outlined above will be included in cashflows provided to Richter Advisory
Group fnc. Should SHOP.CA commence any Court Proceedings in connection with a potential
transaction, liquidation or winding up of its business, it will seek approval of the Incentive
Payment and a related charge on SHOP.CA” assets on the commencement of such Court
Proceedings.

All amounts being paid will be subject to all applicable statutory deductions,

In order to receive the amnount described above: (a) you must not have disclosed these
arrangements to any person other than your personal representatives and legal advisors (other
than any disclosure required by law); (b) on the Payment Date, you must not have (i) resigned or
notified SHOP.CA of your resignation; (ii) been terminated or notified of termination, for any
reason, with cause; or {iii) at any times between now and closing of the Payment Date, failed to
perform your duties and responsibilities ditigendy, faithfully and honestly; and () you must
have. at all imes between now and the Payment Date, performed your duties as an employee of
SHOP.CA in a manner (1o the extent under your reasonable control) that facilitates the closing of
any Change of Coontrol or the liquidation of all or substantially all of the assets of SHOP.CA and
maximizes the proceeds to SHOP.CA or its shareholders. For clarity, no period of notice that
way given or ought to have been given pursuant to contract or at common law shall be used to
extend any rights to you under this letter. For greater certainty, if you are terminated without
cause, you will be entitied to receive the amount described above provided all of the other
conditions for payments have otherwise been met.

If any one or more of the conditions described above are not satisfied, then the portion of
the Incentive Paymeni corresponding to any uasatisfied condition will not be paid.

For greater certzinty, the decision to eater into a Change of Control shall be made by the
board of SHOP.CA (the “Board™) taking into account all relevant factors, including the purchase
price offered by any such potential purchaser. The Board may but is under no obligation to
complete 2 Change of Control. The Board's decision with respect to a Change of Control shall be
final and binding and you shall have no claim against the Board or SHOP.CA in respect of such
decision.

Thank you again for your assistance.

Yours truly,

Trevor J. Newell, president

cc Elizabeth Pillon and Martin Langlois, Stikeman Elliort LLP
Paul van Eyk, Richrer Advisory Group Inc.




I Juxc 7, 2016 Amendment

In an effort to assist with the Company’s financial circumstances, you have agreed to
a reduction of [l of the Incentive Payment, unless there is an asset or share sale
completed within the NOI Proceedings contemplated by the Company. Your Incentive
Payment as referred to herein shall be reduced tollllll payable on the Payment Dates
referred to herein, In the event the Company is able to complete an asset or share sale
within the NOI Proceedings, an additional payment of Il being the deferred Incentive
Payment, will be payable to you from any sales proceeds received from the Company.

Such Amendment acknowledged and agreed to this é day of June, 2016.
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70 Peter Street, Suite 200
Toronto, ON, M5V 2G5

STRICTLY PRIVATE AND CONFIDENTIAL May 6, 2016
RE: Incentive Payment

As SHOP.CA Networks Inc. (“SHOP.CA”) moves shead with its sales efforts, ] would
like to assure you that your contributions continue to be hi valued. We truly appreciate your
continued hard work and importance to SHOP.CA as& particularly at this
critical time,

In consideration of your ongoing loyalty to SHOP.CA, SHOP.CA is offering you an
incentive payment in the amount of ﬂ (the “Incentive Payment”), The Incentive
Payment will be payable upon the earliest of the following events (the “Payment Date™): (a)
completion of a Change of Control (as defined below) or the liquidation of all or substantially all
of the assets of SHOP.CA,; and (b) completion of the implementation of a proposal or plan of
compromise or arrangement under the Companies’ Creditors Arrangement Act, the Caneda
Business Corporations Act or the Bankruptcy and Insolvency Act (Canada), approved as required
and sanctioned by the Court (each a “Court Proceeding™).

In addition, in the event of a Change of Control, should SHOP.CA not require recourse to
any Court Proceeding, SHOP.CA shall pay you a success fee calculated at [ of the
Transaction Value in cash, provided that there are sufficient proceeds remaining to satisfy all
creditors (other than those who are entitled to transaction fees under retention arrangements
similar to yours). Should there not be sufficient proceeds to pay all Transaction Fees payable to
you hereunder and to other recipients of transaction fees under similar retention arrangements,
the recipients of such transaction fees (including you) shall be entitled to their pro rata share of
all remaining proceeds after payment of the other priority and unsecured creditors. For the
purpose of this agreement, “Change of Contrel” means, whether effected in one transaction or a
series of transactions: (a) any merger, amalgamation, consolidation, reorganization or other
business combination pursuant to which the business of SHOP,CA is combined with that of a
purchaser, or (b) the acquisition, directly or indirectly, by a purchaser of all or a majority of the
capital stock of SHOP.CA or the acquisition of all or substantially all of the assets of SHOP.CA
by way of a negotiated purchase or otherwise; and “Transaction Value” means the aggregate
cash consideration paid or payable to SHOP.CA or to its security holders and the aggregate fair
market value of any securities or other non-cash consideration paid or payable to SHOP.CA orto



its security holders (including, any joint venture interest delivered to, or retained by, SHOP.CA)
in connection with a Change of Control.

Amounts outlined above will be included in cashflows provided to Richter Advisory
Group Inc. Should SHOP.CA commence any Court Proceedings in connection with a potential
transaction, liquidation or winding up of its business, it will seek approval of the Incentive
Payroent and a related charge on SHOP.CA’ assets on the commencement of such Court
Proceedings.

All amounts being paid will be subject to all applicable statutory deductions.

In order to receive the amount described above: (a) you must not have disclosed these
arrangements to apy person other than your personal representatives and legal advisors (other
than any disclosure required by law); (b) or the Payment Date, you must not have (i) resigned or
notified SHOP.CA of your resignation; (i1) been terminated or notified of termination, for any
reason, with cause; or (iii} at any times between now and closing of the Payment Date, failed to
perform your duties and responsibilities diligently, faithfully and honestly; and (¢) you must
have, at all times between now and the Payment Date, performed your duties as an employee of
SHOP.CA in a manner (to the extent under your reasonable control) that facilitates the closing of
any Change of Control or the liquidation of all or substantially all of the assets of SHOP.CA and
maximizes the proceeds to SHOP.CA or its shareholders. For clarity, no period of notice that
was given or ought to have been given pursuant to contract or at cornmon law shall be used to
extend any rights to you under this letter. For greater certainty, if you are terminated without
cause, you will be entitled to receive the amount described above provided all of the other
conditions for payments have otherwise been met,

If any one or more of the conditions described above are not satisfied, then the portion of
the Incentive Payment corresponding to any unsatisfied condition will not be paid.

For greater certainty, the decision to enter into a Change of Control shall be made by the
board of SHOP.CA (the “Board"™) taking into account all relevant factors, including the purchase
price offered by any such potential purchaser, The Board may but is under no obligation to
complete a Change of Control, The Board's decision with respect to a Change of Control shall be
final and binding and you shall have no ¢laim against the Board or SHOP.CA in respect of such
decision.

Thank you again for your assistance.

Y ours truly,
ey Lo ’ Pty
P e

Trevor J. Newell, president

cc: Elizabeth Pillon and Martin Langlois, Stikeman Elliott LLP
Paul van Eyk, Richter Advisory Group Inc.



I ) - 7, 2016 Amendment

In an effort to assist with the Company’s financial circumstances, you have agreed to:

a) continue to assist with the Bid Process to be conducted by the Company and Richters,
including the review and analysis of all bids received by the bid deadline of June 30, 2016;

b) remain as a Director of SHOP.CA throughout the NOI Proceedings;
¢) reduce the quantum of the Incentive Payment referred to herein to [N and

d) forego any payment for services rendered to the Company as a Director or Officer, post
June 30, 2016. '

In exchange for agreeing to such amendments, the Payment Date for the Incentive Payment
referred to herein shall be amended to include:

"(c) completion of review and analysis of bids submitted in the
proposed Bid Process, as at June 30, 2016.” .

Such Amendment acknowledged and agreed to this 7th day of June, 2016.
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I : 20160606152926.568 ENQUIRY RESPONSE { 10997)
CERTIFPICATE

THIS IS TO CERTIFY THAT A SEARCH HAS BEEN MADE IN THE RECORDS OF THE CENTRAL OFFICE
OF THE PERSONAL PROPERTY SECURITY REGISTRATION SYSTEM IN RESPECT OF THE FOLLOWING:

TYPE OF SEARCH : BUSINESE DEBTOR

SEARCH CONDUCTED ON : SHOP.CA NETWORK INC.

FILE CURRENCY :+ 05JUR 2016

ENQUIRY NUMBER 20150606152926.68 CONTAINS L] PAGE({S) , 2 FAMILY{IES}.

THE SEARCH RESULTS MAY INDICATE THAT THERE ARE SOME REGISTRATIONS WHICH SET OUT A BUSINESS DEBTOR NAME
WHICH Iz SIMILAR TO THE NAME IN WHICH YOUR ENQUIRY WAS MADE. IF YOU DETERMINE THAT THERE ARE OTHER
SIMILAR BUSINESS DEBTOR NAMES, YOU MAY REQUEST THAT ADDITIONAL ENQUIRIES BE MADE AGAINST THOSE NAMES.
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Consolidated inancial staitements of

SHOP.CA Network Inc,

December 31,2004 and 2013



SHOP.CA Network Inc.

December 31, 2014 and 2013
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Independent Auditor’s Report

Fothe Chalrman and Members of
the Audit Commttee of SHOP.CA Network 1o,

Ve have audited the sceompmying consolidated Hnancial statemems of SHOPLCA Network Ine.. which
conmuise the copsolislaied swtements of Huancial position as at December 31, 2004 and 2013, and the
consalidated statements of loss and con xpuhmxm foss, consolilated statements of changes  equity and
copsobidated sttements of cash Tows for the vears then ended, and ¢ sumary of sivaificant accounting
polivies and other eaplanatory informaotion,

Mungenment’s Responsibiliy for the Consolidated Financial Statements

Management is responsible for the prepaation and falr presentatinn of these consotidated financial
stalements in gccordinee with International Financial Reporting Standards, and for such tnternal comeol
ws panngenient detennings s necessan w enable the preparation of consolidated fnancial statements tha
are free from material misstaement, whether due o iraud or ervor,

Auditor's Responsibility

O responsibility is e espress an opinion on these consolidaied financial statements based on our audit
We conducied our sadit i aceordance soith Canadian generally aceepied dudumg 38 mhms Thuse
standards reguire thar we comply with ethival requirements and plan and perform the sudit iaoobtain
reasonable assurance about whether the consolidared Hnancial statements are free from material
misstatinent,

A pndit iovol es pecforming procedures o obtain andiz evidenee about the smounts and disclosures in
the vonsolihaed fnancinl sitoments, The procedares selecied depend on the auditor’s judgment,
inchuding the assessment of the risks of materia} misstatement of the consolidated financial stateinents,
whether due t fraud or error. T making those disk assessments, the auditor considers internal control
relesant 1ot entity™s preparation and fair presemation ol the consolidied financial sttements in order
1o design sudit procedures thay are appropriate in the cirevmstances, but not for the purpose of expressing
an apinien onthe effectiveness of the entiny's internal control, An aedit also includes evirtuating the
appropriatecess of pecounting polivies used and the reasonableness of aeeaunting esitmates made by
management, as well as evaluating the overal] presemation of the conselidated financial sttements,

i At the it evidenes we hive eblained s sufficien and appropriate o provide a basis oy
o audil upmmm



Qpinion

In our apinion, the consclidated {inancial statements present fairly, in all material respects, the fnancial
position of SHOP.CA Newworks Inc. as at December 31, 2004 and 2013, its financial performance and its
cash flows Tor the vears then ended 3 accordance with Iernational Financial Reporting Standards.

Qubetts LLP

Chartered Profosstomal Accountanis, Chartered Accounlants
Licensed Public Accountants
Jane 09, 2013



SHOP.CA Network Inc.

Consolidated statements of loss and comprehensive loss

vears ended December 31, 2014 and 2013
{In Canadian dollars)

2014 2013
5 S
Revenue 27,377,005 21,853,643
Cost of salcs 24,785,166 20.511.651
2,691,839 1,342,262
Expenses
Marketing and sales 16,903,113 13.008.214
Platform 3,004,223 2.514 520
Fmance and agminisiration 3,315,838 1,625,093
Semvice 1,097,921 737.962
24,320,885 17.885,789
Loss from operating activies before depraciation and amortization {21,729,056) (16.,543,4907)
Dupreciation of property and equipment (Note 6) 142,313 70,983
Amortization of rademarks (Note 7} 1,845 1,403
{21,873,314) (16.615,883)
Finance
Invesiment mcome 207,610 77,148
Nel loss {21,665,704) {16.533,737)

Other cemprehensive loss
Unrealized {ar value gaml/({loss) on investments

22,136

(1,684)

Comprechensive loss

{21,643,568)

{16.540.421)

The accompanying notes are an integral part of lhese consolidated

financial stalements



SHOP.CA Network Ine.

Consolidated statements ol changes in cqm(x

vears ended December 31, 2004 and 2013

‘m Canadian deliarsy

Accumulated
Sharg.hased other
Share payment  comprehansive
cepital roscrye {gain} loss Deficit Totat
S k3 5
Qponing batance as at January 1, 2014 29,184,004 422,073 (5,554) (28,251,625} 1,348,858
lssuunce 1 Seres B Ivhal Quuss hranoing o srchangs
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SHOP.CA Network Inc.
Consolidated statements ol cash lows
years ended December 31, 2014 and 2013
{In Canadian doilars)

2014 2013
$ 3
Operating activities
Netioss (21,665,704) {16,528,737)
Hems not effecting cash:
Stock-based compensalion 1,232,182 373,207
Media in kind (Notes 5, 11 390,000 1,304,507
Depreciation of properly and equipmant 142,313 70.983
Amorbizalion of trademarks 1.945 1,403
1,766,450 1,750,100
Changes in non-2ash operaling working capital tems
Other accounts recevable 236,227 (1,309,522)
Prepayments {87,775) 1,154,563
inventory {31,178} (163,797)
Trade payabies and accrued habililing {37,164) 5,938,022
Deferred revenus 566,650 286.621
Media subscriplion payable - {1,304,507)
638,759 4.601.390
(19,260,495) (10,187.247)
investing activities
Acguisition of properly and equipmert (Nate 6) {302,938} (35,726)
Acquisition of intangible assots (Note 7) {186,854} (38,514)
Invesiments (235,734) (267,588)
{725,527) (341 .838)
Financing activities
Proceeds from issuance of 'Senes B mitial close’ shares (Note 11} 12,094,550
Proceeds from ssuance of ‘Senes B subsequent close’ shares (Note 11) 17,351,874 -
Froceeds from exercised of options (Note 11) 4,653 -
Proceeds fram issuance of ‘Seriecs At' shares (Nole 11) - 5,085.000
Prozeeds from 1ssuance of 'Series A1.5 shares (Nale 11) - 3.520.000
28,450,877 8,605,000
Net {decreasel increase in cash and cash equivalents $,464,855 (1.924.085)
Cash and cash egrvalents. beginning of year 5,520,984 7.445,069
Cash and cash equivalents, end of year 14,985,839 5,520,984
Cash and cash equivalents are comprised of the following:
Cash 911,214 858.111
Cash equivaienls 14,074,625 4,662,873
14,985,839 5,520,984

The accompanying nolss are an integral pad of these consolidated

financial stalements
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SHOP.CA Network Inc.

Notes to the consolidated financial statements

December 31, 2014 and 2013
(In Canadian dollars)

Nature of operations

SHOP.CA Network inc (the "Company’) was ingorporated on Septsmber 11, 2009 under the provisions
of the Canada Busingss Corporations Acl and commenced consumer operations in July 2012, The
Company is an onime sbopping marketolace, provelnyg a Canadnn expenence hat combines a large
seteclion of products, f:u-:!mm:r service and a sooa! loyally prowam thal rewards members on
purehise The Company's head office and registered office 15 located al Torents, Onlano

Basis of presentation
{al Statement of compiiance

The Company's consofidatod financial statemanis have been prepared i accordance with
mtumho nal Financial Reporting Standards (IFRS" as issued by the International Accounting
Standards Board,

() Basis of measurement

Thesa consolidated financial statements have been prepared on & going concern basis under the
uistorical cost convantion, except for centain financial assets and financial habilities which are
measured at fair value, as explainad in Note 3 (i and Noig 14 Finanztal Instruments

(oo Basis of consalidanon

Subsidianes are entities controlid by the Company. Contral is achieved where the Company has
e power over the invesiee, exposcd 10 variable rewards and has the meaans lo direct reigvant
activities. Thase consolidated financial siatements compnse the 1esulls of SHOP CA Network Inc
and 2234214 Ontario Inc. which is dormant,

{dl Functional euairency

The consohdatad Inancis! stalements s presented i Canadian dotlars, the funclional cumrency of
the Company.

(o) Accounling judgemants and key sources of estimiale uncetiainly

in the preparation of the conschdated financial slalemants and the apphcation of the Company's
acoountng policies, managementis required lo make judgments, estimates and assumphons that
aftect the carrying amounis of assats habilities, income and expenses The estimates and
associatad assemptions are limitad oy the relevance of historical data and unceramnty of future
events. Actual resulls could differ from those estimates

The estimates and underlying assumplions are reviewed on an ongoing tasis Rewsions 1o
accounting estimales are recognized n the penod impacted 1f the revision affests hoth the current
and luture perods than the revision s reflected in both current and future penods

Infarmation about assumphons and estimation uncerambes that could have a sigruficant impact on
the amounts recognized in the consolidated financial statements is included in the following notes:

«  Mote 3 {¢) - Allowance {or doubtful accounts

«  Nole 3(f) - Prepayments

+  Note 3 {g} - Property and equipment valuation angd useful ife astimates
s+ Note 3{h - intangidle assels and their recaoveratulity

s Note 3{) - Revenue Racogaition

«  MNote 3(n} - Store Credit and Rewards

= Noled - Prepayments

«  Mole 11 - Fair vaius of siock-basad compensaton

+« Note 12 - Government assistance from investment lax credids
«  Note 13 - Income taxes valuation allowance

« Note 14 - Classification of financial instruments



SHOP.CA Network Ine.

Notes to the consolidated nancial statcments

!
December 31, 2014 and 2013
(In Canadian doilars)

S.J

Significant accounting policies

The ascounting pohcies set oul below have been apphed consistently to 2l penods presented in these
consolidated financial stalements.

(3)

{b)

(d)

el

{f

o)

Foreign currency translations
The financial statemants of the Company are presented in Canadian dollars

Transactons in currensies other than the funclional gurrency are iransiated at the rates of exchange
at the date of the transzction At each financial posilion reporting date, monetary assels and
liabiiigs that are denoninated in foreign currencies are retranslated at the rates prevading at the
period end date. Non-monetary tems that are measured in lerms of hustorical cost in a foreign
currency are not retranslated. Foreign exchange gains and losses are recognized as profit or loss in
the period in which they arise and are recordad within other comprehansive incoms

Cash and cash equivalonts

Cash and cash squivalenls include cash on hand, depasits held with financial institutions, other
short-term highly liquid investiments with origina! maturilies of three months or less and bank
overdrafis

Sundry accounts receivable

Sundry receivablas do not carry any inlerest; therefore, the amortized cost of these assets is equal
to the nominal value, See Notes 3¢ and 3 () for more information on the recognition and
maasurement of sundry receivables.

Invantory

ventory reflects goods in-transt! to customers and returned goods available for sale that ere
recorded at nal realizable value. During the year 524,785,166 {2013 - $20,511,651) of inventory was
recegnized as an expense.

lnvestments

Invastments comprisa highly baguid investments having original terms to maturity of 3 moaths or less
when acquired

Prepayments

Prepayments ara recorded for prepaid expenditures and are drawn down as used as specified in
contracts

Property and equipmen

Properly and equipment are slated al cos! fess accumulaled depreciation and accumulaled
impatrment fosses Depreciabion of the assels cost less rasidual vaiue 1s recognized over the
eshmated uselul he of assats, based on, the foliowing annual rates

Compuier equipment Straight-ine over the shorer of the estimated e of the assat or
3 years.

Furmiture and equipment Straight-line over the shonter of the estimated hfe of the asset or
3 years

Leasehold impraovements Straight-line over the term of the lease.

Page 8



SHOP.CA Network Inc.
Notes to the consolidated {inancial statements

December 31, 2014 and 2013
{in Canadian doliars)

3. Significant accounting policies {continued)
(o) Property and cquipmeni {continued)

The estmaled useful lives, residual values and depreciation methots are roviewed at the end of
each reposting period, with the effect of any changes in estimates accounted for on a prospective
basis The determination of appropriate useful lives and rasidual values are based on
nanagement's judgment: gs a result, the resulting depreciation is subject fo estimation unceriainty

llems of propery and equipment are derecognized upon disposal or when no future economic
benefits are expacted to srise from their continued usa. Any gain or loss arising from disposal or
retirement is oetermined as the difierence between the consideration received and the carrying
amount of the asset and is recognized in profit or loss

th) intangibia assets
1 SHGRP.CA Domain, SHOP.CA Trademarks

intangible assets stated al cost include the SHOP.CA domains thal have an indefinite life and
the Canadian and United States regisiered trademarks These trademark cosls are amortized
over 15 years

T

{1 Pasaarely and dovelopiient expensss
Research costs are expensed as incurred

An internally generated intangible assel arising from development {or from the developmenl phase
of an internal project) is recognized if and only if, all of the {ollowing have been demonsiraled

«  The technical feasibility of completing the intangible asser so thal it will be available for use
or sale

»  Theintention lo complels the inlangdble asset and use or seli i

+  The ability to use or selt the infangible assel

«  How the intangible asset will ganerate prahable fulure econamic benefils

«  The availability of adequate technical, financial and other resources to complete the
development and to use or sell the intangible asset, and

»  The ability to measure reliably the pxpenditure sitributabie 10 the intangible asset during
its development,

The amount initially recognized for internaliy-generated inlangible assecis is the sum of the
expendiure incurred from the date when the intangiole assel first meets the recognition criteria
listed above, Where no internally generated intangible asse! can be recognized, the developmeni
expendiure is recognized in profil or 1oss in the periad in whizh itis incurred,

There have baen no developmen! costs ncurred to dale.
() Fmancial instruments

Financial assats and finangial liabilities are recognized when the Company becomes a parly to the
contractual provisions of the instrument.

Financial asssels and financial liabilities are initially measured at fair value. Transaclion costs that
are directly aliributable to the acquisition or issue of financials assets and financiat liabilities (other
than financia! assels and financial fiabibties at far valua through profi or toss) are added to or
deducted from the far value of the linancial assals or financial liabilities, as appropriate, on inital
recogniion Transaction costs directly altributable to the asquisition of financial assets or financial
habilibies ai far value through profit or loss are recognized in profit or loss when incurred.



SHOP.CA Network Inc.

Notes to the consolidated financial statements

December 31, 2014 and 2013
{in Canatdian dollars)

3. Significant accounting policies {continued)

G} Financial instrumants (conlingad)

i

Classification and subsequen! measurement

The Company classifies its financial instruments into one of the lollowing categorias at initial
recognition based on the nature and purpose of the msirument:

Assels

+  Fair value through profit or loss
s Held-lo-maturity

« Loans and receivables

+  Available for sale

Liahibties

«  Fair value through profit or loss
+  Other liabilities

Faicvalue through orofit or loss

Financial assets and liabilities are classified as fair value through profit or loss when the
financial asset or liability is held for trading or is designated as fair value through profit or loss
upon intial recognition

Financial essats and liabilities classified as fair value through profit or loss are stated at fair
value with any gains or fosses arising on remeasurement recognized in profit or ioss

Available {or sale {inancial assels

Avallable for sale financial assets are non-ternvatives that are either designated as available for
sale or are no! classified in any of the other asset calegories The Company has designaled
investmenis which consist of Canadian sguities as available for sale financial assels

Available for sale financial assets are staled at fair value, Changes in the fair vaiue of monetary
available for sale assets resulling from forgign exchange gains and losses, interest income
calculaled using the effective interest method end dividends are all recognized in profit or (0ss;
all other changes in {air value are recognized in other comprehensive Income. When an
avpilable for sale asset is derecognized, the cumulative loss in other comprehensive loss is
transferred to profit or Joss.

Held-to-malurity, loans and receivables, and cther hiabilities

Held-to-mawrity investments are nan-derivative financial assets with fixed or determinable
payments and fixad malurity dales that the Company has the intent and sbility ta hold to
maturity; the Company currently has no held-lo-maturity assets. Loans and receivables are non-
derivative fingncial assels with fixed or determinable paymants that are no guoted in an aclive
market, including cash and ¢cash saquivalents, and other accounts receivablas, Ofher financial
habilities include, irade payablas and accrued lisbilites.

Pagz 10



SHOP.CA Network Inc.

Notes o the consolidated financial statements

December 31, 2014 and 2013
tin Canadan dollars)

3. Significant accounting policies {continued)
() Finaocialinstruments (continued)
1) Classification and subsoquent measurement (coniinued)

Subsequent to inltial recognition, these financial instruments are ineasured & amorlized cost
using the effective intersst method less any Impairment The effective interast method is a
melhad of calcutating the amortized cost of 8 financial instrument and of allocating interest
income gr expense over the relevant period using the effective interest rate The effective
wnterest rate 15 the rale thal exactly discounts estimated fulure cash flows (inciuding all fees ang
points paid or received, transaction costs and otheér premums or discounts that form an integral
part of the effective interest rale) through the axpeciad life of the financial instrument, or where
appropriate, a shoner period, 1o the net carrying amount on indial recogniion

The amortized cost of these Inancial instruments approximates their fair value due to their
short-term nature

i Derecognition

Financial assets are derecognized when the conlractual rights to receive cash fiows from the
assets have expired or ware transferred and the Company has transferred substaniially all nsks
and rewards of ownership to another entity.

Financial kabil tes are derecognized when, and only when, the Company's obligations are
dischargad, cancelled or they expire. The difference belween the carrying amount of the
tinancia! hability derecognizad and the consideralion paid and payable is recognized in
consolidated sialement of comprehensive loss

(k) limpainent

3

i Noo-financial assels

The Company s plani and equipment and definte Iife intangibles are reviewead for indicators of
pelenual inparment at the gnd of each reporing period. Such indicators may include an
adverse change in businass climate, technology, or regulations that impact the mdustry. The
deternunabion of whether such indicalors exist requires significant judgement

11 indication of impainnent exisis, the assetl’s recoverabdle amount 1s estimated to datermine the
exten! of an impairment loss, If any. For an asset that does nol gensrate largely independent
cash inflows or for which i 1s not possible to estimale the recoverable amount, the recoverable
amount is determined for the cash-generating unit (*CGU") to which the asset belongs A CGU
15 the smallest identifiable group of assels that generates cash wiflows thal are largely
independent of the cash inflows from olher assels or groups af assels

Intangible assets with indefinde useful ives and intangible assets riot yel available for use are
tested for impairmeant al least annually and whenever there is an indicalion ihat the assat may
be impaired.

Recoverable amount of an assel or CGU 15 the greater of fair value lass costs to sell and value
in use, The determination of the recaversbla amount in the imparrment assessment reguires
estimates based on quoted market prices, prices of comparable transactions, present value or
othar valuation techniquas or a combmaton therecf, necessitaling management to make
subjective judgments and assumplions When caloulating an assets value in usg, the esltimated
future cash fiows are discounted to thew present value using a pre-fax discount rals that reflacts
current market assessmants of the tme value of money and {he risks specific to the asset for
wiruch the cash flows have not been adusted

Pagz 11



SHOP.CA Network Inc.

Notes to the consolidated financial statements

December 31, 2014 and 2013
{In Canathan dolars)

3. Significant accounting policies {continued)

(kl Impairment {conlinued)

i

Non-financial assels {continued)

Animpairment loss is recognized when the carrying amount of an assel, or CGU, exceeds ifs
recoverable amount, Impairment losses are recognized in profit or 1oss for the pericd An
imgairmen! loss recoonized i respect of a CGU s allocated first to reduce the carrying amount
of any goodwill attocated o the CGU, if any, and then lo reduce the carrying amount of the
other assets in the unil an a pro-rata basfs. The Company has no goodwill balance for any of
the reporting periods presenied.

Animpairment toss is reversed if there is an indication thatl there has been a change in the
estmates used to delermine the recoverable amount. An impairmant loss 15 reversed only to
the extent inat the asset’'s carrying amount does not exceed the carrying amount that would
have been determinad, net of depreciation or amortization, if no impairment loss had been
recognized. The reversa; of art imparment loss is recognized immediately in profit or foss.

Eut

Financial assels, other than those at {air value through profit or 16ss. are assessed for indicators
of imparment ai the end of nach reporting period. Financial assets are considered to be
impaired when there is objective evidence that as a result of one or more evenis that occurred
after the muitial recognivion of the financial asset, the estimated future cash lows of the
mvestmen! have been negatively affected. The determination of whethar such indicators exist
requires significant judgement.

Chiective evidence of impairment could includa the following:

»  Significant financist difficully of the issuer or counterparty

+  Default or detinquency in interest or pnncipal payments

+ lt has bacoma probable that the borrower will enter bankrupley or fnanclal reorganization

»  The disappearance of an aclive markel for the secunty, or

+ Sgaficant or prolonged dociine in the {air value of an available for sale equity instruments
below its cost

For finsncial assels carried &t amortized cast, the amount of the impairment is the difference
between the assel's canying amount and the present value of the estimated future cash fiows,
discounted sl the financial assel's criginal effective mslerest rate The carrying amount of tha
assel s directly reducad by the impairment foss with the exceplion of other receivables The
carrying emount of other receivables is reduced through the use of an allowance account.
When an other receivable is considered uncolliectible, it 18 written off against the aliowance
account Subsequent recoveries of amounts previously wiitten off arg credited against the
aliewance account. Changes in the carrying amount of the allowance account are recognized in
profit or loss

impairment lossas on avaiizhle for sale assels are recognized by transferring the cumulative
loss that has bean recognizad in other comprahensive income, and presanted in unreahzed
gainsflosses i eguity, to profil or loss

With the exception of available for sale equity instruments . in a subsequent period, the
amount of the impainment loss decreases and the decrease relates to an event ocouning afier
the impairment was recognized, the previously recognized impairment loss is reversed through
profit or loss, On the date of impairment reversal, the carrying amount of the financial asset
cannol exceed its amortized cos! had impairment not been recognized. Impairmant losses
recognized in profit or loss on available for sale equily instruments cannot be reversed
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SHOP.CA Network Inc.

Notes o the consolidated Dnancial statemenis

December 31, 2014 and 2013
{in Canadian dpliars)

3. Significant accounting policies {continued)

{l

il

Revenug racognition

Revenur reoresents the amounts receivable for goods and services provided m the normal course
of business, net of discounts.

iy Revenue s recogruzed from producl saies or services rendered when the follovang four oritania
are mel persuasive gvidance of an arrangament exists, delvery has occurred or services have
been randgred, the selling prce is fixed or detenninable and colimstability 15 tcasonably
assurad

The Cumpany evsiuates whether ibis approprsa!e, to record the gross amount of product sales
and relaled cosis ar the net amount earnad as comnussions Generally, when the Company is
piamanly obhgated i a ransacton, 15 subject lo myentory rigk, has 1alitude 1in establishing prices
and selecting suppliers o has several but not ali of these indieators revenue w recorded at the
yross sales price

Revenue represents (he sale of products and digital content Product sates and shipping
revenuves, ngl of promotional discounts. rebates, and return allowances, 3re recordad when the
produnts are delivered (o customars.

Return allowances, which reduce revenus, are anmatad using istoncal expenence Revenus
from product sales and services rendered 1s recorded nel of sales and commodily texas

‘The Company penodically provides incentive offers o ils customers (o encaurage purchases
Such uifers include current discaunt offers, such as percentage discounts off current purgtnses(
inducement offers. like offzrs for future dexmun s subject fo a nunimum value purchase, ang
cthar simitar offers. Current discount offers, when accepted by the customers, are liealsd as
reduction {o the purchase price of the relaled transaction, whide inducement ofiers, when
accepiad by the customas, ars treated as a redustion o purchase price based on eshimated
hiure redemphon rates Redamption rates are estimated using the Campany's histanical
wapnenee for silan mducement offers Current dhscount pffers and mducemen! offars ara
presented as a net amount in "Revenve.”

i) Display tevenue is recorded as eamed.

i) Investmentincome is recorded as earned consislent with 3 () Financal Instrumaents

Cost of sales

Cost ol sudes inchudes the cost of goods and cost of shipping services sold. More spec'r. ally, this

includes the purchase price of merchandise sold, along with freight and handiing cosls mwrreo in
preparing and delivering the relatad item,

Store Credit and Rewards

SHOP.CA store credit 1s issued for retums on qualifying products returned alter 30 days For
varipus marketing and customer sarvice aclivilies, members can alsc be granted store credil by
SHOP CA for future use. A prowision for this store credit has been recorded as deferred revenus
(Sea Note § (b)), These siore credits ars available for future use on SHOP .CA purchases and have
no expiry dale.

SHOP.CA store credit is recognized when used

Prior to April 1, 2014, new SHOP.CA mambers received sign-up bonus credils (rewards).
pcc ifically, new members received $25 SHOP .CA cradils (rewards) that could be used on an order
of 5100 or more. Effective January 77, 2014, new members received $15 credils (rewardsito
spend on an Omﬁf of $98 or tnore. The spend linil 13 pust discount and promo cades. All sign-up
honus credits (rewards) expired as of April 30, 2014,

Prior to May 1, 2018, SHOP.CA administered a rewards program ang mambers could be granted
and eamn T“‘v‘leda in a number of ways.
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SHOP.CA Network Inc.

Notes to the consolidated financial statements

December 31, 2014 and 2013
{in Canadian dollars)

3, Significant accounting policies (continued)

i}

SHOR CA Store Cradit and Rewards{continued)

Rewards earned on purchases are recordad at fair value and presented net of revenue The
estimated fair value is delermined based on expesied future redemptions The trends in redemption
rates are reviswed on an ongoing basis and the estimaled far value is adjusted based upon
expected future activity.

Rewards issued as panl of member acquistion and spacdically the new member sign up bonus is
recogmzed when used. In 2013, new members received etther $15 or $25 to be used agans! their
hirst purchase of $100 or more. The bonus had no cash value and the minimum purchase cntena
had fo be fullilied, These rewards were available unlil expired on Apni 30, 2014

For varinus marketing and customer service aclivities, members can also be granted rewards by
SHOP.CA for future use, A provision for these rewards has been resorded as defsrred revenue
(See Note 9 (b))

{0}  Shars-based compensalion plan

in}

{q

i) Share oplions - aranls to employeps

The Company uses the Black-Scholes option-pricing model to determine the estimated fair
value of pplions granted 1o employees al the grant dale. The Board of Direclors sels the
gxeicise price of all oplions

IFRS 2 Snare-based Payments, requires thal when share aptions granted vast pro-rata over the
vesting period, that each tranche with graded vesting fealures is treated as a separale share
option grant. The fair value, determinad at the grant dale, of each share oplian granted, 1s
expensed on a straight-ling basis over the vesting period, taking into consideration the
Company's estimale of oplions that will aventually vest, with a corresponding increase in equily.
Forfetturas are estimated an the grant date and revised if the actual forfeitures differ from
previous estimates.

The np

H
manage

is 1o the Black-Scholes mode) and the determination of the foiferture rale are subjeci to
ment judgment.

teases - ihe company as a lessés

Operating lease payments are expensad on a straight-line basis over the term of the relevant lease
Incenuves receivad upon eniry into an operaling lease are recognized slraight-ine over the leasse
e

Frovisions and contingencies

il Provisions

Provisions are recorded when a present legal or constructive obligation exisls as a result of past
events where it is probable that an outflow of rescurces embodying sconomic benefits wili be
required 10 settle the obligation, and 2 reliabie estimate of the amount of the obligation can ba
made. The amount recognized as a provision is the best estimale of the consideration required
to seitle the present obligation at the balance sheet date, taking inlo acceunt the risks and
unceriamties svrrounding the obligalion. Where a provision is measured using the cash flows
estimated to setile the present obligation, its carrying amount is the present value of those cash
flows. When some or all of the economic benelits required {o settle a provision are expecied to
be recovered from a third pany. the recewable 15 recognized as an asset if s virtually certan
that resmbursement will te received and the amount recaivable can be measured raliably
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SHOP.CA Network Inc.
Noles to the consolidated financial statements

December 31, 2014 and 2013
{In Canadian dailars)

3. Significant accounting policies {continued)

(g}

{r

i

Provisions and contingencios [conlinuad)
i} Gontingencies

A contingent liability is disclosed where the existence of an obligalion will only be confirmed by
future events, or where the amount of a present obligation cannol be measured reliably or wili
likely not result in an economic outflow, Contingent assets are only disclosed when the inflow of
economic benefils is probable. As contingzncies will only be resolved when one or more future
events occur or fail to occur, ths assessment of contingencies inherently involves the exercise
of significant judgment and estimates of the oulcome of future events

ut) Relurns and alicveances piavisions

Provisions for returns and allowances are made based on historical rates which represent the
expected future outilow of economic benefits on current sales.

v} Store Credit (Rewards)

Provisions for future siore credit (reward redemptions) are made based on the expecled future
outflow of economic benefits on markeling and sales. There is no expiry of these store credits
anc mambers are able 1o use these siore credits on future purchases at their discrelion Al
sign-up bonus rewards expired as of April 30, 2014

Income laxes
Income {ax expense comprists current and daferred tax.

Current tax 1s (he expedtad tax payable or receivable on the taxable income or loss for the year
using lax rates enacted or substantially enacted at the reporling dale and any adjustment 1o tax
payable {rom previous years.

Deferred lax assets and liabilities are recognized for deferred tax conssquences altribulable to
unused tax loss canty forwards, unused tax credits and differencas between the financial statement
carrying amounts of existing assats and hahities and their respeclive tax bases. Defarred lax
assels and liabilities are measured using the enaciad of substantively enacled {ax rales expected to
apply when the assel is realized or the labibly selifed

The efiect on defarred tax assels and hiabilities of a change in tax rales is recognized in profit or loss
in the period that substantive enactment occurs

A defeired lax assel is recognized {o the extent that i is probable that future taxable profits will be
available against which the asset can be ulilized To the extent thal the Company does not consider
4 probable that a deferred tax assst will be recovered, the deferred tax asset is reduced, Assessing
the recoverabiiity of deferred tax assets requires the Company to make significant estimates related
to expectations of future taxable income.

Delerred lax assels and liabilities are offsel whan there is a legally enforceable night lo sel off
current tax assets against current ax liabilities and when they relate lo income laxes levied by lhe
same taxaticn authorily and the Company inlends to sellle its current tax assets and liabilities on a
net basis

Seginest ieporting

The Company has a single operaling segment with all assets located and revenues generated from
services provided in Canada

Govennnen! assistance

Govarnmant assistance is composad of retundable tax credits and is recognized at the expected
futura value.
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SHOP.CA Network Inc.

Notes to lhe consolidated Dnancial statements
December 31, 2014 and 2013

(in Canadian dollars)

4.

Sundry accounts receivable

2014 2013
$ s
Tax credits receivable (PST. GST, HET, SRED) 1,598,147 2,328,574
Other accounts receivable 734,427 239,227
Allowance for doubtiul accounts {25,000} (25.000;
2,307,574 2,543 801

Allowance for doubtful accounts reflects the estimated chargebacks Nil was drawn down,

Prepayments

2014 2013
$ S
Prepaid media 260,000 -
Othar prapayments 588,259 500,483
848,259 500.483

A component of the Company s senes A Inancing {see MNofe 11) was an agreemen! to exchange Class
A comimon shares of the Company for radio avlime, prot and digital media adverlisitg services

Duing the year, $650,0C0 of shares were 1ssued and the corresponding expense of $380,000 was
recognized to reflect media adverdising services rendered (2013 - 81,304.507). At year end, $260,000

remains as prepaid media

Cthar prapayments mcude future operating expenses of the tusiness such as rent, lechnology

and mnsurance
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SHOP.CA Network Inc.
Notes o the consolidated financial statements

December 31, 2014 and 2013
{in Canadian doilars)

6.

Property and cguipment

Computer  Furniture and Leasehold
equipment equipment improvements Total
8 s 5
Cost
Balance, January 1, 2013 113,573 41,823 57,793 213,199
Additions 35.736 - - 35738
Balance, December 31, 2013 148 309 41,833 57,793 248935
Additions 286,118 6871 - 302,939
Balance, December 31, 2014 445,427 48,654 57,783 551,874
Accumulated depreciation
Balance, January 1, 2013 28,894 5783 5,612 40,289
Depreciahon expense 40,805 13.943 16,235 70,983
Balance, December 31, 2013 69,699 18,726 21,847 111,272
Depreciation expense 111,458 16,235 14,6820 142,313
Balance, December 31, 2014 181,157 35,851 36,467 253,585
Canying amount
December 31, 2013 78,610 22,107 35,845 137,663
December 31, 2014 264,270 12,683 21,326 298,288
There were no impairment write-downs or any reversals of previous write-gowns during the
yaars presented,
Intangible assets
Daomains Trademarks Total
S $ s
Cuosi
Balance, January 1, 2013 894,011 14,832 818,943
Additions 26,280 12.234 38,514
Balance Decamber 31, 2013 820,291 27,166 B57,457
Additions 182,839 4015 186.854
Balance, December 31, 2014 1,013,130 31,181 1,044,311
Accumulated amortization and impainnent
HBalance January 1, 2013 - - .
Amaortization - 1,403 1.403
Balance, December 31, 2013 - 1,403 1.403
Amorhization - 1.945 1,945
Balance, December 31, 2014 - 3,348 3,348
Carrying amount
Dacember 31, 2013 830,291 25783 856,054
December 31, 2014 1,013,130 27,833 1,040,963

There were no impairment write-downs or any reversals of previous write-downs during the

years prasgnted



SHOP.CA Network Inc,

Notes to the consolidaied financial statements

December 31, 2014 and 2013
{In Canadian dollars)

8. Trade payables and accrued liabilities
2014 2013
$ S
Trade payables 4,670,287 4.764 685
Tax payable (PST, GST, H3T) 594,722 1,980,896
Accrued liabilities 2,989,186 1,545.777
8,254,185 8.291.359

Q. Deferred revenue

2014 2013
$ $
Customer deposits (1) 868,889 177.485
Store credit {Rewards program) (b) 135,000 267,754
1,003,889 445238

The Company's deferred revenue s as foliows:

{7} Cuslomer deposis are recorded when payment s recewved m advance of delivary of goods to the
customer.

{b) SHOP.CA members have accumulated store credit (rewards pror to May 1, 2014) that are availlable
for fulure use and these are carned as deferred revenue untl vliized.
10. Leases
(n) Finance leases
There are no finance leases outslanding.
(h) Opsrating leases

The remaining terms of the operating lease are from one lo three years plus renewal ophons. Fulure
mmimum lease payments under thesa opersting leases are as follows

Less than 1to 5  More than

Total 1 year ___years 5 years

S S $ S

Future minimuim lease pavmsnis 231,641 213,822 17,818 -

Gross operating leass payments of $213,822 (2013 - 5209,478) were recognized as an expense for
\he year ended December 31, 2014,
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SHOP.CA Network Inc.
Notes to the consolidated financial statements

December 31, 2014 and 2013
{In Canadian doilars)

11.  Share capital and rescrves
ta} Authorized share capial
Tne Company has an unlinuted number of authorized Class A common shares with ne par vaiue,

Issucid share canital

Class A Class A

common coemmon

shares shares

5

Balance, January 1. 2013 157.361 95§ 19,274 497
Issuance on “Series A" financing

Issued in exchange for media (1) 4,457,382 1,304,507

Issued for cash less issue costs (i) 13,348,125 5,085,000

tssued for cash lass issue costs(n) 7,392,000 3,520,000

Balance, December 31, 2013 182.559 466 29,184,004
Issuance on “Seres B” inancing

Issued for cash less issues cosls () 16,707,468 12,094,550

Issued for cash lass 1ssue cosls (v) 24 055 096 17,351,674

Issued in exchangs for media (vi) 812,500 650,000

Issued for cash (viiy 75,278 4.653

Balance, December 31, 2014 224,209,809 59,284 881

During the year ended Decambor 31 2013 the Company issugd Class A common sharas in the
fcllowing transactions

{iy  From January 1, 2013 o March 31, 2013, the Company issued 4,253,452 shares al prices
Letween 30 24 and $0.24 per share in consideration for media and advertising services
provided by investors in the ‘Serigs A’ financing arrangament. This was a non-cash transachon
as the Company received media and advertising in ieu of cash

From January 1, 2013 10 March 312013, the Company issued 203,930 shares at a price of
$0.29 pershare lo a merchant banker in consideration of services recelved 1o arrange the
‘Senes &' financing {S60,020)

The cost of arranging these media and adverlising services has been nellad against the share
capitat raised and was 5 non-cash transaction. (360.020).

(n} On August 28 2013, the Company closed a ‘Sengs A1 financing arrangement and issued
12,712,500 shares al 3 price of 30.40 per share for cash. (55,085,000).

On August 28, 2013 the Company issued 635,625 shares at a price of 80.40 per share to 2
merchant banker in consideration of services receivad to arrange the ‘Series A1 tinancing
{5254,250)

The cost of this financing has been nelted against the share capita! raised and was a non-cash
ransaction ($254.250).



SHOP.CA Network Ine.
Notes to the consolidated {inancial statements

December 31, 2014 and 2013
{In Canadan doliars)

11, Share capital and reserves (continued]

fa) Authonzed share coplal feontinuod)

{u)

(1} On December 10, 2013, the Company closed a ‘Series A1 5’ financing enangement and issued
7,040,000 shares at a price of 50 50 per share for cash (53,520,000 The offering included a
provision o issue subscribers additonal shares corresponding lo 20% of the number of
common shares issued to a subscnber f adddional capital was not rassed by April 30, 2014

On December 10 2013 the Company issued 352 000 shares at a price of $0 50 por shargto a
merchant banker my consideration of services recewved to arrange the ‘Series A1 8’ financing
{5176.000y.

The cost of this financing has been nelled against the share capital raised and was a non-cash
iransaction. ($176,000).

During the year ended Decamber 31, 2014 the Company ssued Class A common shares in the
following transactions:

{iv; On March 28, 2014, the Company closed 2 'Senes B Intial Close’ inancing arrangamen! and
issuad 15,811 875 shares at a price of $0 80 per share for cash (312,729,500,

On tarch 28 2014, the Company issued 785 594 shares at a price of $0 80 per share to a
merchant banker 10 consderation of services recewad to arrange the 'Series B financing
(S636,475).

The cost of this financing has besn neltad agamst the share capital raised and was a non-cash
transaction. (5636,475), )

{v) OnApril 30, 2014, the Company closed a "Senes B Subsequent Close’ financing arrangement
andissued 22,670,428 shares at a price of 80 80 per share for cash (818,286 740)

On Aprit 30, 2014, the Company 1ssued 1,184,171 shares at & price of 30 80 per share o a
mearchant banker in consideration of services recewed to arange the ‘Senss 8 finanaing
(5547,337)

The cost of this financing has been netted agamst the share capital raised and was a non-cash
transaction, (8947,337).

iy Qn April 30, 2014, the Company issued 812,500 shares al a price of $30.80 par share in
consideration for media and advertising servicas pravided by investorsin the “Series B
financing arrangement. This is 3 non-cash transaction as the Company recewved media and
advertising in lisu of cash.

(vity Dunng the year ended December 31, 2014, vesiad options were exercised for the issuance of
T5,278 shares for cash, {(84.653).

Share-based payment expensa and reserve

On January 1, 2011, the Company established the founders stock oplion plan On June 15, 2012
the Company established the stock ppiion plan 2 followed by stock option plan 3 oo April 1, 2014
(together referred to gs tho "Plans™y These Plans are intended to atlract, retain and motivale
employees, officers and directors. The Company's Board of Direclors determines, among other
things, the eligibility of individuals to participate in the Plans and the tenm, vesting periods, and the
excrase pnce of options granted under the Plans . The tatai number of shares which may ba issuad
under lhe Plansg shall not exceed 25.000.000 Class A common shares. This amount is aliocated
between the plans as 10,000,000 Class A common shares for the founders’ stock optlion plan and
5,000.00C Class A comimon shares as estabiished June 15, 2012 in stock option plan 2 and
10.000,0C0 Ciass A common shares in stock option plan 3.
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SHOP.CA Network Inc.
Notes to the consolidated financial statements

December 31,2014 and 2013
(in Canadian dollars)

11.  Share capital and reserves (continued)

7

bt Share-tased payment expanse and resena (conhnuei)

{

Options granted under the Plans have a maximum arm of ten years The options begin to vest 24
months after grant date and vest al a rate of 14356 per month frony that time {unless olherwiseg
delermined by the Board of Directors) and have an exercise price per share of no less than the fair
marke! value of the "underlying shares” on the dale of the oplion grant less any applicable discount,
as deternmuned by the Board of Directors or duly authorized commillee at the time of the gran!

Al options granted under the Plans thal have not been exercised on or before their tenth
armversary of the date of grant vall expire on thal date subject to earfier termination upon the ophon
holder seasing to be a director, officer, employee or consultant of the Company. The following table
presents mformation concerning stock options granted {o the Company's direciors, officers, and
employees



SHOP.CA Network Inc.
Notes o the consolidated financial staements
December 31, 20104 and 2013

Aridday tnlaisd

14, Share capital and reserves (sontinuaes)

hi Snare based payment pepense and resarva (sonti

CQutstanding
Decomber 34, Number Expiry Exarcisa
26014 Grantey Exprnised Euplrad Forfaited 2014 vested date price
s
14,003,000 . {250,600} {825,000) 13,128,000 2,500,711 Deog 2023 0.01-0.50
1,800,060 . . {302,560} 1,287,500 35,107 Mar 2024 080
5.187.500 “ 150,000} . §,437,500 320,875 Jun 2024 0.80
Wt Bapt 3 295,500 (26 567} . {143,333} 125.500 913,364 Sept 2024 0.80
Our ~ - Dogds 2,770,009 {48.611) {8,678} {280,241} 2,432,500 1,181,017 Dec 2024 008
23,857,008 175,278) {308,678} £1,351,044) 22,122,000 5,728,174
Cutslandng

Dorcrmaber 31, Exply Exproise
PR Grantoen Exarzaed Corated Fodaiad Z013 dae oreg
s

1620000 - 883,582 Owec 2022 GO01-632
415,674 tAne 2003 03a
- 424,174 Jun 2023 Q20
Ju - By - THG.ERY Ca0-044
ety - DNes 31 - €32 304 848612 ¢42-9 50

- 3 128002 2O00.711




SHOP.CA Network Inec.

Notes to the consolidated fimancial statements

December 31, 2014 and 2013
{In Canadian dollars}

11, Share capital and reserves [continued)
(b) Share-hased payment expeiise and reserve (conlinued)

The Company uses the Black-Scholes oplion-pricing model to determine the estimated fair value of
tha opltons issued. In all the calcutations the expected life was five years and the annual dwidend
vield was assumed 1o bo SNl All other assumptions are summanzed balow

Weighted Weighted

Weighted average average

average risk free fair value

2014 Options volatility interest at grant

Grant date granted rale rate date

% Yo $

January 1 - March 31 1,600,000 49,572 1.856 0.5751
April 1 - June 30 5187.500 49.509 1.870 0.4885
July 1 - Sepiember 30 236,500 49.007 1.805 0.4820
Qetober 1 - Decernber 31 2,770,000 48,726 1.820 0.4787
9,854,000 49,284 1.924 0.4588

Weighted Weighted

Weighled average average

average risk free fair value

2013 Opliens volatility interes! al grant

Grant dale granied rate rate date

% Ya S

Jonuary 1~ March 31 650,600 51768 1622 0.1855
April 1 - June 30 20,000 51.645 1580 D 1854
July 1 - September 30 &28,000 50 921 2260 0.2186
October 1 - December 31 885,000 45717 2175 0 3845
2,383,000 49 228 2 049 02713

Share-based
payment reserve

$

Balance, January 1, 2013 48 8G8
Employae stock-based compensation recorded in the year 373,207
Balance, December 31,2013 422073
Employee stock-based comsensation recorded in the yaar 1,232,182
Batance, December 31, 2014 1,654,265

For the yeat ended Dacember 31, 2014 the Company recognized compensation expenseg in relafion
o these options of $1,232,192 (2013 - $372,207) in operaling coslis.
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SHOP.CA Network Inc.

Notes to the consolidated financial statements

December 31, 2014 and 2013
{In Canadian dollars)

12,

13.

Government assistance

Refundable tax credits relatng to scientfic research and experimental development (*SRED) of the
Company are claimed from the Canadian federal and provincial governments, The net refundable fax
credits recorded 1o oparating costs for the year ended Dacember 31, 2014 ware $125,000 (2013 -
$5,000 as a restult of a benefit of $122,137 related to 2013 being ofiset by an adjusiment to the 2012
recovery of (§127,137)).

Income taxes

A reconciiation of income taxes for the years ended December 31, 2014 and 2013 &} slalutory rates
with the reportad income taxes as lollows

2014 2013

§ 3

L.oss fiom conlinung oporations (21,873.314) (16.615.683)
Tax benefits at esimated combinad statutory tax rate 3,354,753 2.563.504
ttams not deductinle for income tax {188,700} {46.940)
Recovery rale before valuabon alowance 3,156,053 2,516,564
Change in valuation allowance {3,156,053) (2.516.564)
Incoma tax provision ) - -

As at December 31, 2014, the Company has non-capitai 1ax loss carry-forwards and temporary
differences on piant and equipment The Company does not consider it more probabie than not that the
tax assols will be realized so it has apphed a valuation atlowance and therefore no fulure income tax
expense or recavery has been recarded for the year

2014 2013
5 $

Future income tax assels
Tax loss carryforwards (7,315,684) (4.199,857)
intangible assets B5,445 {5,542)
Properly and eguipment {39,461) (17,255)
SRED {22,951) 6.775)
Unamonized financing fees {230,011) (51,133}
(7,522,672} {4,280,602)
Valuation allowance 7,522,672 4.280.602
Future income 1ax assels - -




SHOP.CA Network Inc.

Notes to the consolidated Nnancial statements

December 31, 2004 and 2013
tin Canadan dollars)

13.  Income taxes {continued)
Non-capital losses

The Company has non-capital losses of approximately 847 108,028 available for cany-forward to reduce
fulure years' income for tax purposes thal, if unused, will expire as follows

$

2029 61,446
2030 145,682
2031 668,248
2032 9,994,590
2033 16,162,847
2034 20,165.5616
47,198,028

14.  Financial Instruments

The fair values of the Company's financial instruments approomate the carrying values The Company
15 exposed (o various risks relaled to its financial instrurments as follows

() Faw value of financial instauments

Far value is defined as the price al which an assel or labity could be exchanged in a current
fransacton hetween knowledgeabls valling partss. ofher than in a forced or hquidation sale. The
faur value of instruments that are quoted in active markels s determined using the quoted prces
where they represent those al which regulady and recerdly occurning iransaclions lake place. The
Company uses valuation technigues (o establish the fair value of instruments where prices quoted in
active markals are not svailable Therefore, where possible, parameter mpuls to the valuation
techniqueas are basad on ohsarvable data derived from prices of relevant instruments lraded in an
aclive market, Thase valuztion lechniques mvolve some level of management estimation and
judgment, the degree of which wall depend on the price ransparency for the instrument or marke!
and the mstrument’s complexity

The Company categarizes its far value measurements according to a three-level hierarchy The
hierarchy prioritizes the inpuls used by the Company's valuation techniques. A level is assigned to
aach fair vatlus measurement based on the lowest tevel input significant 1o the fair value
measurement w1 its entirely The three levels of the fair value hierarchy are defined as foflows

Level 1 - Unadjusted quoted prices at the measurement dale for identical assets or hiabiiies in
aclive markels.

Level 2 - Observable inputs other than quoted prices included in Level {, such as quoted prices for
simitar assets and labilities in active markais; quotad prices for wdentical or simitar assels and
tiabilities in markets thal are not active. or other inputs that are chservabia or can be corroborated
by observable marke! dala.

Leve! 3 - Significant uncbsearvable mpuls which are supported by hitie or no market activity

The investments consist of Money Market funds and Canadian equity securiies, These are held at
Lavel 1
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SHOP.CA Network Inc.
Notes to the consolidated financial statements
December 31, 2014 and 2013

{In Canadian dolars)

14, Financial instruments (continucd)

() Fusks arising from finaucial instruments

1}

<o

i)

i)

iv)

v)

Fareiqn exchange risk

Tre Comopany is exposad {0 minima’ foreign exchange risk. A 10% change in the US exchange
rate would change cash and accounts payable by approximaltely $108,220 (2013 - $16,232).

Cradit tisk

The Company 1$ exposed to credit nsk through chargabacks owed o ils payment provider The
Company uses an allowance to provide for (hese losses. There have besn minimal
chargebacks in 2074 and 2013

Interest rate risk
The Company 15 nol malerially exposed lo inlerest rate risk.
Market sk

The Company is exposed to minumal markel nsk A 5% change in invesiment vaiug will change
the net loss by approximately $30,000 (2013 - §17,107)

Liguidity nsk
Liquidity risk is the risk that the Company will not be able to meet its financial obligations as

they fall due. The Company recognizes the need for further capital 2nd subsequent fo ysarend
has secured additiona! funding

The Company manages hquidity risk by continuously monitoring actual and forecast cash flows
managing expenses, leveragmg credit facdiies and payment terms and seeking additional cash
- >

financing.

The following table provides & contractual matunty analysis for financial liabilities:

Less than 1to 3 4tas After
Total 1 year vears vears 5 years
S s 5 5 3
Trade payables and acerued
liabilittes (Note 1) 8,254 185 8,254 145 - - -

Mote 1. accounts pavable are generally settled within 30 days

15.  Related parties

Related party transactions are in the normal course of business and unless otherwise described, are
recorded at the exchange amount

Due to relaled pantips

tadia subscription payabie represents the amount of share subsciiptions due i1 shares of the
Company. The media subscnpiton was issued quarterly and alt came due on March 31, 2013

Page 26



SHOP.CA Network Inec.

Notes to the consolidated {inancial stalements

December 31, 2014 and 2013
(In Canadian dollars)

15,

16,

17.

Related parties (continued)
Kay management remuneration

The remuneration for key managemant for the year ended December 31, 2014 was:

Salary!/  Bhortterm BShare-based 2014 2013

foos henefils payment Total Total

$ £ 5 3 5

Key management 982 141 6,646 2,416,990 3,415,777 1,105,128

Othar related pody ransactions
A wife of a director of the Company received consulting feas {otaling $28,000 during the year ended
December 31 2014 (2013 - §53,977) as compensation for lime spent working on special projects

A direclor of the Company received merchant banking fees totaling 31 583,132 during the year ended
December 31, 2014 {2013 - $490.270) as compensalion for arranging eguity transaclions

Comparative figures

Certain comparative figures have been reclassified to conform to the current year's presantation

Subsequent event

The Company completed additional financing on May 12, 2015 for nel cash proceeds of $13.052,623 by
seling 17,174,504 Class A Common Shares at $0.80/share and 8,587.253 one hali of one Class A
Commaon Share Purchase Warranis, Each wholz Warrant entitles the holder to purchase one addilional
Class A Cammon Share (Warran! Share) of the Corporation at an exercise price of 30 90 per Warrant
Share for a period of 48 months following the Closing Date. In total, 3,861 481 shares were issued to a
merchant banker in consideration of services received to arrange the financing ($3.089,185).
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SHOP.CA Network Inc.

Consolidated statements of loss and comprehensive loss

years ended December 31, 2015 and 2014

{in Canadian dollars)

2015 2014
$ 3
Revenue 23,260,142 27,377,005
Cost of sales 20,353,197 24,785,166
2,806,945 2,581,839
Expenses
Marketing and sales 15,362,304 16,903,113
Platform 3,638,174 3,004,223
Finance and administration 1,899,485 3,315,638
‘Service 1,205,409 1,097,921
Service 484,338 -
22,589,711 24,320,895
Loss from operating activities before depreclation and amortization (19,682,766) (21,729,0586)
Depreciation of property and equipment (Note 6) 186,979 142,313
Amortization of trademarks (Note 7) 2,456 1,945
{19,872,201)  (21,873,314)
Finance
Investment income 148,830 207,610
Net loss {19,723,371) (21,665,704)
Other comprehensive loss
Unrealized fair value (loss)/gain on investments (97,372) 22,136
Comprehensive loss (19,820,743) {21,643,568)

The accompanying notes are an integral part of these consolidated

financial statements.
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SHOP.CA Network Inc.

Consolidated statements of changes in equity

years ended December 31, 2015 and 2014
(in Canadian dollars)

Accumulated
Share-based other
Share payment comprehensive
capltal reserve {gain) loss Deficit Total
] $ $ $ $
Opening balance as at January 1, 2015 59,284,881 1,654,265 16,542  (49,917,329) 11,038,359
Issuance on 'Series C financing in exchange
for cash less issuance costs (Notes 5, 11) 12,957,100 - - - 12,957,100
Issuance on exercise of options for cash (Note 11) 77,632 - - - 77,632
Nat loss for the peried - - - (18,723,371)  (18,723,371)
Stock-based compensation (Note 11b) - -
Unrealized fair value gain/(loss) on investments - - (97,372) - {97,372}
Balance as at December 31, 2015 72,319,613 1,654,265 {80,830) {69,640,700) 4,252,348
Opening balance as at January 1, 2014 29,184,004 422,073 (5.594) (28,251,625) 1,348,858
{ssuance on ‘Series B Initial Close' financing in exchange
for cash less issuance costs (Notes 5, 11) 12,094,550 - - - 12,094,550
Issuance on 'Series B Subsequent Close' financing for
cash less issue costs (Note 11) 17,351,674 - - - 17,351,674
Issuance on 'Series B' financing in exchange
for media less issuance costs (Notes 5, 11) 650,000 - - - 650,000
Issuance on exercise of options for cash (Note 11) 4,653 - - - 4 653
Net loss for the period - - - (21,665,704)  (21,665,704)
Stock-based compensation (Note 11b) - 1,232,192 - - 1,232,192
Unrealized fair value gain/{loss) on investments - - 22,136 - 22,136
Balance as at December 31, 2014 59,284,881 1,654,265 16,542 (49,917,329} 11,038,359

The accompanying notes are an integral part of these consolidated
financial statements.
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SHOP.CA Network Inc.

Consolidated statements of financial position

as at December 31, 2015 and 2014

{in Canadian doliars)

2015 2014
$ $
Assets
Current
Cash and cash equivalents 5,134,150 14,985,839
Investments 464,878 600,007
Sundry accounts receivable (Note 4) 2,033,399 2,307,574
Inventory 120,298 215,512
Prepayments {(Notes 5) 262,044 848,259
8,014,770 18,957,191
Non-current
Praoperty and equipment (Note 6) 275,248 298,289
intanglble assets (Note 7) 1,049,830 1,040,963
1,325,078 1,339,252
9,339,848 20,286 443
Liabllities
Current
Trade payables and accrued liabilities (Note 8) 4,299,485 8,254,195
Deferred revenue (Note 9) 788,005 1,003,889
5,087,500 9,258,084
Shareholders’ equity
Share capital (Note 11) 72,319,613 59,284,881
Share-based payment reserve (Note 11) 1,664,265 1,654,265
Deficit (68,640,700) {49,917,329)
Accumulated other comprehensive (gain) / loss {80,830) 16,542
4,252,348 11,038,359
Total llabilities and shareholders' equity 9,339,848 20,296,443

Approved by the Board of Directors:

June 10, 2016

The accompanying notes are an integral part of these consolidated

financial statements.
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SHOP.CA Network Inc.

Consolidated statements of cash flows
years ended December 31, 2015 and 2014

(In Canadian dollars)

2015 2014
$ 3
Operating activities
Net loss (19,723,371) (21,665,704)
ltems not affecting cash:
Stock-based compensation . 1,232,192
Media in kind {Notes 5, 11) - 390,000
Depreciation of property and equipment 186,979 142,313
Amortization of trademarks 2,456 1,945
189,435 1,766,450
Changes in non-cash operating working capital items:
Other accounts receivable 274,175 236,227
Prepayments 586,215 (87,776)
Inventory 95,213 (31,178)
Trade payables and accrued llabilities {3,954,700) {37,164)
Deferred revenue {215,884) 558,650
{3,214,981) 638,759
{22,748,917) (19,260,495)
Investing activities
Acquisition of property and equipment (Note 6) (163,938) (302,939)
Acquisition of intangible assets (Note 7) (11,323) (186.,854)
Investments 37,757 (235,734)
(137,504) (725,527)
Financing activities
Proceeds from issuance of 'Series C shares (Note 11) 12,957,100 -
Proceeds from issuance of 'Series B initial close’ shares (Note 11) - 12,084,550
Proceeds from issuance of 'Series B subsequent close’ shares {Note 11) - 17,351,674
Proceeds from exercised of options (Note 11) 77,632 4,653
Praceeds from issuance of 'Series A1’ shares (Note 11) - -
Proceeds from issuance of 'Series A1.5' shares (Note 11) - -
13,034,732 29,450,877
Net (decrease) increase in cash and cash equivalents (9,851,689) 9,464,855
Cash and cash equivalents, beginning of year 14,985,839 5,520,984
Cash and cash equivalents, end of year 5,134,150 14,985,839
Cash and cash equivalents are comprised of the following:
Cash 991,014 911,214
Cash equivalents 4,143,136 14,074,625
5,134,150 14,985 839

The accompanying notes are an integral part of these consolidated

financlal statements,
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Estate/Court File No. 31-2131992

ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

THE HONOURABLE ) THURSDAY, THE 9t
)
JUSTICE ) DAY OF JUNE, 2016

IN THE MATTER OF THE NOTICE OF INTENTION TO
MAKE A PROPOSAL OF SHOP.CA NETWORK INC,, a
corporation incorporated pursuant to the laws of the Canada,
with a head office in the City of Toronto, in the Province of
Ontario

BID PROCESS AND ADMINISTRATION ORDER

THIS MOTION, made by SHOP.CA Network Inc. (“SHOP.CA") the Bankruptcy and
[nsolvency Act, RS.C. 1985, c. B-3, as amended (the "BIA") for an order, among other things,
(a) extending the time for SHOP.CA to file a proposal to July 15, 2016; (b) approving the sale
process (the “Bid Process”); (c) approving the Key Employee Retention Agreements (the
“KERAs”) and payment arrangements; and (d) granting the Administration Charge (as

defined below), was heard this day at 330 University Avenue, Toronto, Ontario.

ON READING the affidavit of Robert S. Lee sworn June 8, 2016 (the “Lee Affidavit”)
and the exhibits thereto and the First Report dated June 8, 2016 (the “First Report”) of the
Richters Advisory Group Inc., in its capacity as proposal trustee of SHOP.CA (the “Proposal
Trustee”) and on hearing the submissions of counsel for SHOP.CA, counsel for the Proposal

Trustee and all other counsel appearing on the counsel slip.
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SERVICE
1. THIS COURT ORDERS that the time for service of the Notice of Motion and the
Motion Record is hereby abridged and validated so that this Motion is properly returnable

today and hereby dispenses with further service thereof.

APPROVAL OF THE BID PROCESS

2. THIS COURT ORDERS that the Bid Process in respect of SHOP.CA’s assets,
business and property, as set out in paragraphs 29 - 33 of the First Report, is hereby
approved and that the Proposal Trustee is hereby authorized and empowered to take such
steps as are necessary or desirable to carry out the Bid Process, provided that any definitive
agreement to be executed by SHOP.CA in respect of any transaction resulting therefrom

shall require further approval of this Court.

STAY EXTENSION

3. THIS COURT ORDERS that the time for SHOP.CA’s filing a proposal (the
“Proposal Period”), and the stay of proceedings herein, is hereby extended in accordance
with subsection 50.4(9) of the Bankruptcy and Insolvency Act RS.C. 1985 c. B-3, as amended

(the “BIA”), to and including July 15, 2016.

APPROVAL OF THE KERAS

4. THIS COURT ORDERS that the Key Employee Retention Agreements (the
“KERASs") attached as Confidential Exhibit “A” of the Lee Affidavit are hereby ratified and
that SHOP.CA is hereby authorized and empowered to perform its obligation thereunder

and to make the payments in accordance with the terms set out the KERAs.

5. THIS COURT ORDERS that the funds adequate to satisfy the Incentive Payments

(as that term is defined in the KERAs) minus any deferred amounts shall be paid by
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SHOP.CA to Stikeman Elliott LLP, as counsel to SHOP.CA (“Company’s Counsel”), to be
held in trust for the beneficiaries of the KERAs. The amounts owing under the KERAs shall
be paid by Company’s Counsel to the beneficiaries of the KERAs upon satisfaction of the
conditions contained in the KERAs as determined by the Proposal Trustee or upon further

Order of this Court.

6. THIS COURT ORDERS if after 10 business days of the expiry of the Proposal Period
(i) the conditions contained in the KERAs are not satisfied; and (ii) the tunds held by
Company’s Counsel on account of the Incentive Payments have not otherwise been paid to
the beneficiaries of the KERAs, the funds held by Company’s Counsel on account of the

Incentive Payments shall be paid to the Proposal Trustee.

CONFIDENTIALITY
7. THIS COURT ORDERS that the unredacted versions of the KERAs filed with the
Court shall not form part of the public record and shall be kept confidential and under seal

until further Order of this Court.

ADMINISTRATION CHARGE

8. THIS COURT ORDERS that the Proposal Trustee, counsel to the Proposal Trustee
and Company’s Counsel shall be paid their reasonable fees and disbursements, in each case
at their standard rates and charges, by SHOP.CA as part of the costs of these proceedings.
SHOP.CA is hereby authorized and directed to pay the accounts of the Proposal Trustee,
counsel for the Proposal Trustee and Company’s Counsel on a weekly basis or as such

accounts are otherwise rendered.

9. THIS COURT ORDERS that the Proposal Trustee and its legal counsel shall pass

their accounts from time to time, and for this purpose the accounts of the Proposal Trustee
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and its legal counsel are hereby referred to a judge of the Commercial List of the Ontario

Superior Court of Justice.

10. THIS COURT ORDERS that the Proposal Trustee, counsel to the Proposal Trustee
and Company’s Counsel shall be entitled to the benefit of and are hereby granted a first
ranking charge (the “Administration Charge”) on SHOP.CA’s current and future assets,
undertakings and properties of every nature and kind whatsoever, and wherever situate
including all proceeds thereof (the “Property”), which charge shall not exceed $200,000, as
security for their professional fees and disbursements incurred at the standard rates and
charges of the Proposal Trustee, counsel to the Proposal Trustee and Company’s Counsel,
both before and after SHOP.CA filing its Notice of Intention to Make a Proposal under the

BIA.

11. THIS COURT ORDERS that the Administration Charge shall constitute a charge on
the Property and such charge shall rank ahead in priority to all other security interests,
trusts, liens, charges and encumbrances, claims of secured creditors, statutory or otherwise
(collectively, “Encumbrances”) in favour of any person, except for the Encumbrances in
favour of those that have not been served with notice of this Motion. SHOP.CA and the
beneficiaries of the Administration Charge shall be entitled, if necessary, to seek priority
ahead of any Encumbrances in favour of any person that have not been served with notice of

this Motion and that are likely to be affected by such priority.

12. THIS COURT ORDERS that the filing, registration or perfection of the
Administration Charge shall not be required, and that the Administration Charge shall be

valid and enforceable for all purposes, including as against any right, title or interest filed,
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registered, recorded or perfected subsequent to the Administration Charge coming into

existence, notwithstanding any such failure to file, register, record or perfect.

13. THIS COURT ORDERS that the Administration Charge shall not be rendered
invalid or unenforceable and the rights and remedies of the chargees entitled to the benefit of
the Administration Charge thereunder shall not otherwise be limited or impaired in any way
by (a) the pendency of these proceedings and the declarations of insolvency (expressly or
impliedly) made herein; (b) any motion(s) for bankruptcy order(s) issued pursuant to BIA, or
any bankruptcy order made pursuant to such motion(s); (c) any assignments for the general
benefit of creditors made or deemed to have been made pursuant to the BIA; (d) the
provisions of any federal or provincial statutes; or (e) any negative covenants, prohibitions or
other similar provisions with respect to borrowings, incurring debt or the creation of
Encumbrances, contained in any existing loan documents, lease, sublease, offer to lease or
other agreement (collectively, an “Agreement”) which binds SIHOP.CA, and

notwithstanding any provision to the contrary in any Agreement:

(a) neither the creation of the Administration Charge nor the payments made in
accordance with the KERAs shall create or be deemed to constitute a breach by

SHOP.CA of any Agreement to which it is a party;

(b) none of the employees who are parties to the KERAs or chargees entitled to the
benefit of the Administration Charge shall have any liability to any Person
whatsoever as a result of any breach of any Agreement caused by or resulting
from SHOP.CA making payments in accordance with the KERAs, the creation of
the Administration Charge or the execution, delivery or performance of any

related documents; and
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(c) the payments made by SHOP.CA pursuant to this Order, and the granting of the
Administration Charge, do not and will not constitute preferences, fraudulent
conveyances, transfers at undervalue, oppressive conduct, or other challengeable

or voidable transactions under any applicable law.

SERVICE AND NOTICE

14. THIS COURT ORDERS that the E-Service Protocol of the Commercial List (the
“Protocol”) is approved and adopted by reference herein and, in this proceeding, the service
of documents made in accordance with the Protocol (which can be found on the Commercial
List website at http://www.ontariocourts.ca/scj/practice/ practice-directions/toronto/ e-
service-protocol/) shall be valid and effective service. Subject to Rule 17.05, this Order shall
constitute an order for substituted service pursuant to Rule 16.04 of the Rules of Cioil
Procedire. Subject to Rule 3.01(d) of the Rules of Civil Procedure and paragraph 21 of the
Protocol, service of documents in accordance with the Protocol will be effective on
transmission. This Court further orders that a Case Website shall be established in
accordance with the Protocol with the following URL

"http:/ /www richter.ca/en/folder/insolvency-cases/s/shop-ca-network-inc’.

15. THIS COURT ORDERS that if the service or distribution of documents in
accordance with the Protocol is not practicable, the Proposal Trustee is at liberty to serve or
distribute this Order, any other materials and orders in these proceedings, any notices or
other correspondence, by forwarding true copies thereof by prepaid ordinary mail, courier,
personal delivery or facsimile transmission to SHOP.CA's creditors or other interested
parties at their respective addresses as last shown on the records of SHOP.CA and that any

such service or distribution by courier, personal delivery or facsimile transmission shall be
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deemed to be received on the next business day following the date of forwarding thereof, or

if sent by ordinary mail, on the third business day after mailing.

16. THIS COURT ORDERS that the Proposal Trustee, SHOP.CA and their respective
counsel, are at liberty to service or distribute this Order, any materials and orders as may be
reasonably required in these proceedings including any notices, or other correspondence, by
forwarding true copies thereof by electronic message to SHOP.CA’s creditors or other
interested parties and their advisors. For greater certainty, any such distribution or service
shall be deemed to be in satisfaction of a legal or juridical obligation, and notice
requirements within the meaning of clause 3(c) of the Electronic Commerce Protection

Regulations, Reg. 81000-2-175 (SOR/DORS).

GENERAL

17. THIS COURT ORDERS that the Proposal Trustee shall not take possession of the
Property and shall take no part whatsoever in management or supervision of the
management of the business of SHOP.CA and shall not, in carrying out the Bid Process,
otherwise fulfilling its obligations hereunder or under the BIA, be deemed to have taken

possession or control of the business of SHOP.CA or the Property, or any part thereof.

18. THIS COURT ORDERS that that the Proposal Trustee shall provide any creditor of
SHOP.CA with information provided by SHOP.CA in response to reasonable requests for
information made in writing by such creditor addressed to the Proposal Trustee. The
Proposal Trustee shall not have any responsibility or liability with respect to the information
disseminated by it pursuant to this paragraph. In the case of information that the Proposal

has been advised by SHOP.CA or Company’s Counsel is confidential, the Proposal Trustee
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shall not provide such information to creditors unless otherwise directed by this Court or on

such terms as the Proposal Trustee and the SHOP.CA may agree.

19. THIS COURT ORDERS that, in addition to the rights and protections afforded the
Proposal Trustee under the BIA or as an officer of this Court, the Proposal Trustee shall incur
no liability or obligation as a result of its appointment, carrying out of the Bid Process, in
respect of any determination regarding release of payments under the KERAs or carrying
out any provisions of this Order, save and except for any gross negligence or wilful
misconduct on its part. Nothing in this Order shall derogate from the protections afforded

the Proposal Trustee by the BIA or any applicable legislation.

20. THIS COURT HEREBY REQUESTS the aid and recognition of any court, tribunal,
regulatory or administrative body having jurisdiction in Canada, to give effect to this Order
and to assist SHOP.CA and the Proposal Trustee and their respective agents in carrying out
the terms of this Order. All courts, tribunals, regulatory and administrative bodies are
hereby respectfully requested to make such orders and to provide such assistance to
SHOP.CA and the Proposal Trustee, as an officer of this Court, as may be necessary or
desirable to give effect to this Order or to assist SHOP.CA, the Proposal Trustee and their

respective agents in carrying out the terms of this Order.

21. THIS COURT ORDERS that any interested party (including SHOP.CA and the
Proposal Trustee) may apply to this court to vary or amend this Order on not less than seven
(7) days notice to any other party or parties likely to be affected by the order sought or upon

such other notice, it any, as this Court may order.

6568582 v4



IN THE MATTER OF THE NOTICE OF INTENTION TO MAKE A PROPOSAL
OF SHOP.CA NETWORK INC., a corporation incorporated pursuant to the laws of
the Canada, with a head office in the City of Toronto, in the Province of Ontario

Estate/Court File No. 31-2131992

6568582 v4

ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

Proceeding commenced at Toronto

BID PROCESS AND ADMINISTRATION ORDER

STIKEMAN ELLIOTT LLP
199 Bay Street

5300 Commerce Court West
Toronto, ON M5L 1B9

Elizabeth Pillon LSUC# 35638M
Tel: (416) 869-5623
Email: Ipillon@stikeman.com

Lee Nicholson LSUC# 664121

Tel: (416) 869-5604

Fax: (416) 947-0866

E-mail: leenicholson@stikeman.com

Lawyers for the Applicant



IN THE MATTER OF THE NOTICE OF INTENTION TO MAKE A PROPOSAL Estate/Court File No. 31-2131992
OF SHOP.CA NETWORK INC.,, a corporation incorporated pursuant to the laws of
the Canada, with a head office in the City of Toronto, in the Province of Ontario

ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)

Proceeding commenced at Toronto

MOTION RECORD
(Motion for Approval of the Bid Process and
Administration Order and Extension of Proposal
Period)

(Returnable on June 9, 2016)

STIKEMAN ELLIOTT LLP
5300 Commerce Court West
199 Bay Street

Toronto, ON M5L 1B9

Elizabeth Pillon LSUC# 35638M
Tel: (416) 869-5623
Email: Ipillon@stikeman.com

Lee Nicholson LSUC# 664121

Tel: (416) 869-5604

Fax: (416) 947-0866

Email: leenicholson@stikeman.com

Lawyers for the Applicant



