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Court File No. 08-CL-7415
ONTARIO
SUPERIOR COURT OF JUSTICE
(COMMERCIAL LIST)
(IN BANKRUPTCY AND INSOLVENCY)

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

AND IN THE MATTER OF A PLAN OF COMPROMISE OR ARRANGEMENT OF

COTTON GINNY INC., CG OPERATIONS (H/0) LIMITED, CG OPERATIONS 1
LIMITED, CG OPERATIONS 11 LIMITED

SUPPLEMENTARY NOTICE OF MOTION
MINTZ & PARTNERS LIMITED (the “Monitor”), the Monitor for COTTON
GINNY INC. (“CGF”), CG OPERATIONS (H/O) LIMITED (*H/0”), CG OPERATIONS I
LIMITED, CG OPERATIONS II LIMITED (collectively referred to as the “Companies™) will

make a motion to the Honourable Justice Morawetz at 10:00 a.m. on May 16, 2008, or as soon after

that time as the motion can be heard at 330 University Avenue, Toronto, Ontario,
PROPOSED METHOD OF HEARING: the Motion will be heard orally.

THE MOTION IS FOR:
L. An Order approving the activities of the Monitor during the period March 1, 2008
to May 1, 2008, as described in the Second Report, the Third Report, the Fourth Report, the Fifth
Report, the Sixth Report, the Seventh Report, and the Eighth Report of the Monttor, all

previously filed with the Court;

2. an Order varying or amending paragraphs 33 and 40 of the Initial Order of Justice

Morawetz, dated F e‘bruary '2'1, 2008 (the “Initial Ofder’;) to read as follows:



LD

33. THIS COURT ORDERS that the Monitor, counsel to the Monitor, if any,
the Applicant’s counsel and the Receiver and its counsel as provided by the Order
of the Court of even date in the Receivership proceedings bearing Court File No.
08-CL-7371 (the “Receivership Discharge Order”) shall be entitled to the
benefits of and are hereby granted a charge (the “Administration Charge™) on
the ©GI Property, which charge shall not exceed an aggregate amount of
$750,000.00, as security for their professional fees and disbursements incurred at
their normal rates and charges of the Monitor and such counsel, both before and
after the making of this Order in respect of these proceedings. The
Administration Charge shall have the priornty set out in paragraphs 40 and 42

hereof. Before the Monitor, its counsel, the Applicant’s counsel, the Receiver

and/or the Receiver’s counsel, or any of them, exercise their rights and remedies

pursuant to the Administration Charge against the Applicant or the Property. they

shall first exercise such rights and remedics against the inventory and proceeds

thereof of CGI and thercafter shall be entitled to proceed against the remaining

Property.

40. THIS COURT ORDERS that the priorities of the Directors’ Charge, the
DIP Lender’s Charge and the Administration Charge, as among them, shali,

subject to paragraph 42, be as follows:

First — Administration Charge,—with-respeet-to-the-CGH-Property (to the

maximum amount of $750,000.00)

Second ~ DIP Lender’s Charge; and
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Third — Directors” Charge with respect to the CGI Property (to the

maximum amount of $750,000.00)

and,
3. such further and other relief as to this Honourable Court may seem just.
THE GROUNDS FOR THE MOTION ARE:
1. On February 21, 2008, the Initial Order was granted pursuant to the provisions of

the Companies Creditors Arrangement Act (“CCAA”) providing, among other things, a stay of
proceedings, such that the Companies’ creditors were prevented from taking any steps to enforce
any rights or remedics any of them may have had against the Companies. Mintz & Partners

Limited was appointed as the Monitor for the Companies during the CCAA process;

2. The Monitor has complied with its obligations to the creditors and to the Court.
In that regard, since the Initial Order, the Monitor has prepared and delivered eight reports to the

creditors and the Court;

3 Pursuant to the terms of the Initial Order, the Court ordered that, with respect to
professional fees:

(a) The Companies shall pay the Monitor, counsel to the Monitor and counsel to the
Companies their reasonable fees and disbursements on a weekly basis as part of the
costs of the CCAA proceedings;

(b) The Monitor and its legal counsel shall pass their accounts from time to time and
refer those accounts to a judge of the Commercial List;

(c) the Administration Charge be granted in favour of the Monitor, counsel for the

Monttor, counsel to the Companies, the Receiver and counsel to the Recetver, in the



4.

4.

sum of $750,000.00 against the assets of CGL, and in priority to all other security
interests, trusts, liens, charges and encumbrances, statutory or otherwise in favour of
any person, including the other charges granted by the Initial Order; and,

(d) payments by the Companies pursuant to the Administration Charge will not
constitute fraudulent preferences, fraudulent conveyances, oppressive conduct,
settlements or other challengeable, voidable or reviewable transactions under any

applicable law.

There remains a significant amount of work to be done in the CCAA process by

certain of the professionals whose fees are covered by the Administration Charge, including the

completion of the Claims Procedure, the formulation and presentation of a plan of compromise or

arrangement (the “Plan™) to creditors, the report to the creditors, the holding of the creditors

meeting, and, if the Plan is approved by the creditors, the sanction motion and the implementation

of the Plan and the eventual emergence of the Companies from the CCAA process

The Monitor has reported that:

(a) as of April 27, 2008, sales, merchandise payments, and sales tax payments were
significantly below the Companies’ projections;

(b) the Companies have had difficulty, due to cash flow problems, paying storage and
demurrage costs to deliver new inventory to its retail stores on a timely basis;

(c) the Companies’ Extension Cash Flow provides for professional fee payments of
$164,000.00 for the period April 21, 2008 to May 18, 2008. The Monitor estimates
actual professional fees for this same period will be significantly higher, and
therefore outstanding professional fees owed by the Companies will continue to

increase going forward;
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(d) as at April 27, 2008, the Companies already owed approximately $460,000.00 to the
Monitor, counsel for the Monitor and counsel for the Companies for professional
fees incurred, representing over half of the $750,000.00 Administration Charge; and,

(e) the Monitor has been advised by the Receiver that 1t may need to have recourse to

$15,000.00 of the Administration Charge for professional fees.

6. Thus, the current cash flows of CGI have not been sufficient to pay the professional
fees as initially ordered in the Initial Order and the outstanding fees have mounted rapidly, such

that, as of April 27, 2008 they accounted for over half of the Administration Charge;

7. The assets of CGI alone may not be sufficient to satisfy the Administration Charge

in its entirety, as originally envisioned,

8. The Administration Charge therefore ought to be extended to include additional
assets of the Companies to ensure that the Momnttor, counsel for the Monitor, counsel for the
Companies, the Receiver and counsel for the Receiver have appropriate security for their
professional fees. In the case of the Monitor, counsel for the Monitor and counsel for the
Companies, an extended Administration Charge is necessary to ensure they are secured for their
professional fees while they continue to act in their respective roles in the Companies’ CCAA

Process,

9. At the request of Effigi Inc. (“Effigi™), a creditor of H/O, the Monitor performed
various investigations and has reported to the creditors and the Court that it appears that the
operations of H/O were not “stand alone™ operations, but were at least mixed with the operations of

Cotton Ginny Inc. and the other Cotton Ginny entities;
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In particular, in the Fourth Report and the Fifth Report, the Monitor advised that:

(a) Pursuant to an Accounting and Services Agreement dated April 21, 2003, H/O
agreed to open and manage bank accounts in trust for Continental Saxon (CG)
Limited Partnership (“Continental”), the operating company for the business of the
Companies at that time;

(b) The parties agreed that all receipts from the business would be deposited to the bank
accounts opened and managed by H/O and held in trust for Continental;

(¢} H/O did open bank accounts which continue to be used today by the Companies’
retail stores to make their daily deposits;

(d) Pursuant to an Asset Purchase Agreement dated May 21, 2004, Continental sold its
assets to CGI; and,

(e) Effigi has garnished the sum of approximately $2.1 million from the bank accounts

opened and managed by H/O in trust for CGI (the “Garnished Funds™).

As disclosed in the Monitor’s reports, it appears {o the Monitor that the operations of

H/() are part of the entire Cotton Ginny operation, and thus all of the assets of the Companies

should stand to support the Administration Charge of $750,000.00;

2.

The Sheriff at Brampton is currently holding $2.1 mitlion in Garnished funds from

H/O’s bank account. The Garnished Funds appear, pursuant to the Accounting and Services

Agreement, to be held in trust by H/O for CGI, or at the very least are assets of the Cotton Ginny

operations that should be subject to the Administration Charge;
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13. Effigi has advised that it will not oppose the Monitor’s motion herein, on the
condition that the Administration Charge is extended on the terms set out above. The Monitor is

prepared 1o accept those terms;

14, The provisions of the CCAA, including section 11.7(3);
15. Rule 59.00(2) of the Rules of Civil Procedure; and,
16. such further and other grounds as counsel may advise and this Honourable Court

deem just.

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

I. The Initial Order, dated February 21, 2008;

2. The Second Report, the Third Report, the Fourth Report, the Fifth Report, the Sixth
Report, the Seventh Report and the Eighth Report of the Monitor to the Court, and the appendices

attached thereto, all previously filed with the Court; and,

3. Such further and other evidence as this Honourable Court may permit.
DATE: May 15, 2008 KRONIS, ROTSZTAIN,
MARGLES, CAPPEL

Barristers and Solicitors
700-25 Sheppard Avenue West
Toronto, Ontario, M2N 656

Mervyn D. Abramowitz (28325R)
L. Viet Nguyen (46694K)

Tel: (416) 225-8750

Fax: (416) 225-3910

Solicitors for the Monitor,
Mintz & Partners Limited
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Court File No. 08-CL-7415

ONTARIO
SUPERTIOR COURT OF JUSTICE
{COMMERCIAL LIST)
(IN BANKRUPTCY AND INSOLVENCY)

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

AND IN THE MATTER OF A PLAN OF COMPROMISE OR ARRANGEMENT OF
COTTON GINNY INC., CG OPERATIONS (}/0) LIMITED, CG OPERATIONS 1
LIMITED, CG OPERATIONS II LIMKTED

FOURTH REPORT OF THE MONITOR
(Dated as of April 2, 2008)

This is the Fourth Report prepared by Mintz & Partners Limited (the "Monitor"), in its
_capacity as the monitor of Cotton Ginny Inc. (“CGI” or the “Company”), CG Operations
(H/0) Limited (“H/O), CG Operations I Limited (“CGOX") and CG Operations I
Limited (“CGOII") (colleciively, “Cotton Ginny” or the “Companies”) appointed
pursuant to section 11.7 of the Companies’ Creditors Arrangement Act (the “CCAA”) by
an Order of Mr. Justice Morawetz dated February 21, 2008 (the “Initial Order”).

The First Report of the Monitor dated February 29, 2008 (the “First Report”) was
prepared pursuant to paragraph 26(b) of the Initial Order which directed the Monitor fo
report to the Court “... eight (8) days from the date of this Order, which Report shall
include a schedule for subsequent reporting by the Monitor, a description of the nature of
such reporting and an updated thirteen {13) week cash flow.”

The Second Report of the Monitor dated March 12, 2008 (the “Second Report™) sought
approval for, among other things, a claims procedure (“Claims Procedure”) to be
conducted by the Moniter. On March 14, 2008, Mr. Justice Morawetz issued an Order
(the “March 14™ Order”) approving the Claims Procedure and extending the stay of
proceedings to April 24, 2008.
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The Third Report of the Monitor (the “Third Report”) was prepared further to the
Endorsement of Mr. Justice Morawetz dated March 14, 2008 in order to provide the
Court with a brief update on the status of the $4.8 million of in-transit inventory
referenced at paragraph 30 of the Second Report.

The purpose of this Fourth Report of the Monitor (the “Fourth Report”™) is to:

i} fulfill certain reporting requirements as deseribed in the First Report with respect
to cash flow results, inventory, and the Administration Charge;

i1) update the Court on the status of the Companies’ restructuring efforts;

iii)  report to the Court with respect to the structure and set-up of the Companies and
their respective roles in the Cotton Ginny operations, and more particularly the
role of H/O; and

iv)  update the Court on the status of the Claims Procedure.

In preparing this Fourth Report, the Monitor has relied upon financial and other
information provided by the Companies and on information contained in the Companies’
financial records. The Monitor has not audited or independently verified the information
provided by the Companies or coniained in the Companies’ financial records.
Capitalized terms used in this Fourth Report and not otherwise defined herein shall have
the meanings given to them in the Initial Order or the Claims Procedure Order.

Background

Founded in 1979, Cotton Ginny is a national retailer of privately branded casual women’s
wear. As at the date of the Initial Order, Cotton Ginny operated 129 retail stores located
in all provinces except Quebec and employed approximately 1,281 full-and part-time
employees. The corporate head office is in Mississauga, Ontario.
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11.

On February 6, 2008, prior to the Initial Order, Retail Funding Inc. (“Retail Funding™),
Cotton Ginny’s primary secured creditor at that time, made an application to Court for
the appointment of RSM Richter Inc. (“Rickter”) as interim receiver and receiver and

manager (the “Receiver”) of the Companies. The Court reserved its decision at that time.

. On Februaty 8, 2008, the Companies made an application to the Court for protection

from its creditors, including 2 stay of proceedings, under the CCAA. That application

was opposed by Retail Funding and the Court once again reserved its decision.

On February 11, 2008, the Court granted the receivership order sought by Retail Funding
appointing Richter as Receiver and dismissed the Companies’ application under the
CCAA; however, in his endorsement, Mr. Justice Morawetz indicated that there was “no
prohibition on the management or board of Cotion Ginny from continning ongoing

activities to refinance.”

On February 21, 2008, the Companies applied to the Court for protection from their
creditors under the CCAA based on the fact that new financing had been arranged, such
that Retail Funding could be repaid all amounts owing to it. As a result, on February 21,
2008, the Court granted the Companies® application and the Initial Order was issued. At
that time, a further order was granted (the “Termination of Receivership and Discharge
Order”) which resnited in the termination of the receivership proceedings against the

Companices.

Status of the Companjes’ Restructuring

Landlords

Cotton Ginny is paying store rent on a bi-weekly basis pursuant to the Initial Order.
Payments of store rent for the period February 21, 2008 to April 14, 2008 have been
issued. The Monitor has been advised that certain bi-weekly rent payments paid to .
landlords did not reflect up-to-date payment terms under those leases. The Company is
updating its records and is remitting any under payments to the affected landlords.

10
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13.

14.

15.

16.

17.

Cotton Ginny has advised the Monitor that since the Second Repori, no store leases have
been repudiated. Management has advised that while it continues to evaluate Cotton

Ginny’s lease portfolio, it has no intention presently of repudiating any leases.

The lease for the Cotton Ginny store at Bower Place, Red Deer, Alberta expired on
March 31, 2008 and Cotton Ginny vacated the premises.

Approximately 12 further Cotton Ginny store leases are scheduled to expire between now
and May 31, 2008. Of these 12 locations, the landlords for four (4) locations have
indicated that they will not be renewing the respective leases; however, Cotton Ginny has
indicated that it is continuing discussions with these landlords with respect to the
availability of altemative space. Cotton Ginny continues to review the operations at the
remaining eight (8) locations to determine whether Cotton Ginny will attempt to

negotiate new leases with the respective landlords.

In the Second Report, the Monitor reported that Cotton Ginny entered into a lease for a
new location in The Mall at Lawson Heights, Saskatoon, Saskatchewan and had
commenced paying rent for this location; however, the confractor who was hired to
complete the leasehold improvements for the store has refused to work since the
receivership proceedings were initiated. Cotton Ginny has advised that it is continuing its
discussions to replace the contractor to finish the leasehold improvements and permit the

store to be opened.

In the Second Report, the Monitor also reported that Cotton Ginny entered into two new
lease agreements for new locations at The Ottawa Train Yards in Ottawa, Ontatio and
Beacon Hill in Victoria, B.C prior to the Filing Date. Managerent has advised that the
schedule for the completion of leasehold improvements for these two new locations is

still being developed and thus the opening dates for these stores have not yst been
established.

Emplovees

The Monitor has confirmed that Cotton Ginny’s payroll is being paid in the normal

course.

11
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19,

20.

21.

22.

23.

As reported above, the store in Bower Place, Red Deer, Alberta was closed on March 31,
2008. The store manager, three (3) full-time and two (2) part-time employees resigned.
One (1) pari-time employee was transferred to the other Cotton Ginny store located in
Red Deer. The Company has indicated that the resigned employees were provided with

the requisite notice under Alberta employment legislation.

Since the date of the Initial Order, no head office employees have been terminated. There
have been three (3) employee resignations, the most significant of which is the
Company’s Director of Operations. The Company is cwrently in the process of

attempting to staff this position.
Suppliers

The Company has advised that it has agreed to payment terms (which vary from cash-on-
delivery to normal payment terms to shipments made pursuant to lefters of credit) with

substantially all product suppliers for the confinuing supply of product.

In the Second Report, the Monitor reported that two (2) suppliers filed claims pursnant to
section 81.1 of the Bankruptcy and Insolvency Act (“30-Day Goods Claim™) with the
Receiver totaling approximately $202,000.00. Cotton Ginny previously advised the
Monitor that both suppliers had agreed to withdraw their 30-Day Goods Claims. The
Company has advised the Monitor that the documentation evidencing the withdrawal of

these suppliers’ claims has not yet been completed.

Cash Flow Resulis

Attached as Appendix “A” are the actual cash flow results (“Aetnal Results™) for the
five weeks ending March 30, 2008.

In its review of the Actual Resulls, compared to the cash flow projections filed with the
First Report (the “Projection™), the Momnitor reports the following:

» Sales are below the Projection by $991,000 or 18%. This deficit is attributable to

delays in having new inventory delivered to the stores resulting from the receivership

12




proceedings, which continued to impact sales through the five week period since the
date of the Initial Order. Inventory receipts have increased significantly over the past
three weeks, as discussed below, which should have a positive impact on sales going

forward;

Forecast Other Income includes the $231,000 paid to the Monitor pursuant to the
terms of the Termination of Receivership and Discharge Order. To date, the Monitor
has paid $129,000 towards Cotton Ginny’s payroll and $66,000 towards Cotton
Ginny's sales tax obligation for the receivership pericd. The balance of $36,000 is
being held by the Monitor pending a final reconciliation of the sales tax accounnts and
pending the Company reaching an agreement with Richter to have the balance repaid
to the Company or, failing which, the Company applying to the Court for an Order
that the fimds be returned to the Company. Other Income includes $75,289 received
from Richter representing a portion of a lease surrender payout from the landlord of
the Sounthcentre Mall in Calgary, Alberta which surrender occurred prior to the date of
the Initial Order. The Monitor has been advised that Richter is holding the balance of
the lease surrender payout of approximately $46,000 pursnant to the tepms of the
Termination of Receivership and Discharge Order pending a final reconciliation of
Richter’s costs during the receivership period;

Merchandise payments are approximately $497,000 or 26% below forecast. The
variance is due to delays in the receipt of merchandise while Cotton Ginny was
negotiating and re-establishing supply terms following the termination of the

receivership, as noted above;

Sales tax payments are approximately $116,000 or 58% below the Projection. The
difference is due to lower sales than forecast and the fact that the budget for sales
taxes for February, 2008 included estimated sales taxes for the entire month whereas
sales taxes have only been paid for the period commencing after February 11, 2008;

Actual professional fee disbursements of $167,000 comprise payments to the Monitor
of $46,000, the Monitor’s counsel of $11,479, and the Company’s counsel of
$60,000. As of the date of the Fourth Report, the Monitor has received payments of

13




$46,000, $15,000 of which was received on April 2,. The balance of actual
professional fee disbursements of $50,000 relates to financing costs in connection
with the letter of credit facility (“L/C Facility”) of up to $3.0 million that the
Companieg arranged with 21% Capital Group Corporation (“21% Capital);

The Second Report set out that the Monifor had been advised that the L/C Facility
would be used for payment of cerfain overseas orders and the Companies were to
make regular payments to pay down the L/C Facility, thus providing the Companies
with an alternative method of financing. In that report, the Monitor indicated that the
Letter of Credit Facility was arranged with 21st Capital. The Monitor wishes fo
clarify that as set out in the affidavit of Julie Rulli sworn on March 11, 2008, the
Letter of Credit Facility was arranged with 21st Capital and with Multiprint Tex
Manmufacturing Ltd. (“Multiprint™).

To date, three letters of credit have been issued by Multiprint; (i) two of the Letters of
Credit (expiring Tuly 30, 2008) totaling $750,000 (Canadian Funds) are in favour of
GMAC Commercial Finance in respect of shipments being made by a supplier
through Pioko International Tmports Inc. as agent; and (ii) one Letter of Credit (that
was to expire April 1, 2008) in the amount of $148,801.60 (U.S. Funds) is in favour
of The Apparel Source, Inc. (“Apparel”). The Company advises that the Apparel
Letter of Credit has been extended and the Company is awaiting writien confirmation
of the extension. The Companies’ counsel has advised that these Letters of Credit are
unsecured. Counsel to the Monitor advises that based on a search it conducted as of
April 2, 2008, there have been no security registrations registered pursuant o the
Personal Property Security Act (Ontario) between February 19, 2008 and April 1,
2008.

In addition, the Monitor has been advised by the Company that a Letter of Credit in
the amount of $3,000,000 has been committed to by 21 Capital. The Letter of Credit
will be in favour of Qi & Compagnie Ltd. The terms of the Letter of Credit are
currently being negotiated and once the ferms are agreed upon, the Letter of Credit
will be issued.
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24.

25,

26.

e POS Payments are approximately $47,000 greater than the Projection as Cotton
Ginny incurred costs with respect to unanticipated computer repairs and also required

a software upgrade that was not anticipated; and

» Purolator/Logistics payments are approximately $86,000 or 43% below the Projection

primartly due to delays in the receipt of merchandise as noted above.

The Monitor has been advised by the Companies® counsel that as of March 30, 2008, the

balance drawn on the DIP Facility is unchanged at $4.5 million, with a further -

$1,000,000.00 available to the Companies. According to the Companies’ counsel, that
availability is to be reduced by the amount of any interest accrued under the DIP Facility
that is added to the principal amount of the amount advanced under the DIP Facility. As
of March 30, 2008, the Company has paid interest of approx. $26,000. Based on an
interest rate of 15%, the estimated unpaid interest is approximately $54,000.

‘The Monitor notes that the Projection indicates that cash flow for the week ending April
6, 2008 is extremely tight such that, depending on sales levels achieved, the Companies
may be required to make a draw against the DIP Facility to fund disbursements.

Inventory Roll-forward

Attached hereto as Appendix “B” is an inventory roll-forward for the period February
21, 2008 to March 30, 2008. The opening inventory balance as at February 21, 2008 of
$5,859,595 is based on a year-end inventory count conducted by Western Inventory
Service Limited during the period February 8 - 10, 2008 and is net of a $513,205 year
end shrinkage adjustment, According to the Companies’ perpetual inventory system, the
inventory as at March 30, 2008 is $6,064,710. This balance does not include inventory
that has landed in Canada but has not been received in Cotton Ginny’s warehouse,
estimated by the Company to be $2,735,000.
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27.  Sales and gross margins realized by the Company on a weekly basis for the period up fo
March 30, 2008 are as follows:

Week ending Salesw Gross Margin

Feb. 21 to 24, 2008 $ 516,054 42.9%
Feb. 25 to March 2, 2008 831,853 31.5%
Mazrch 3 t0 9, 2008 714,480 36.0%
March 10 to 16,2008 | 799,382 41.7%
March 17 to 23, 2008 728,586 52.3%
March 24 to 30, 2008 1,069,377 51.6%
Total to March 30, 2008 $ 4,659,732 42.2%

(1) The above Sales incindes sales for the period February 21-24, 2008 and excludes sales taxes,
Actual store sales in Appendix “A™ iotaling $4,435,000 reflects sales proceeds for the five
week period commencing on February 25, 2008 and includes sales taxes received.

28.  As reported in the Third Report, the Company arranged for the release of inventory
having a cost of approximately $4.8 million that had arrived in Canada (“Landed
Inventory”), of which Cotton Ginny had received original bills of lading (“OBLs”) for
$2.3 million (“Released Inventory™) and were awaiting receipt of OBLs for the balance,
The Company has advised that no further OBLs have been received in the week since the
date of the Third Report but expect to receive additional OBLs in the coming days. For
the week ended March 30, 2008, approximately $821,000 of Released Inventory has been
received at the Company’s warehouse and a further $268,000 is anticipated to be received
during the week ending April 6, 2008. Receipt of firther inventory will be subject to the
capacity of the Company’s warchouse facilities and cash flow needed to pay applicable
duty and demurrage costs.
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CG Operations (H/O) Limited

In the Second Report, the Monitor reported on iis preliminary investigation regarding
certain questions raised by Goodmans LLP (“Goodmans™), in its capacity as counsel to
Effigi, Ine. (“Effigi”) (a former suppiier that is involved in a contested action with the
Companies), with respect to B/O.

In the Endorsement of Mr. Justice Morawetz made on March 14, 2008, the Monitor was
directed to address the issues that had been raised by Bffigi. On March 19, 2008, the
Monitor and its counsel met with Goodmans to obtain clarification with respect fo certain
specific requests for information made by Goodmans, and fo iry to agree upon the
parameters of certain aspects of the review to be completed by the Monitor. During that
meeting, the parties acknowledged the significant scope of the review to be completed,
and that the Monitor would not be in 2 position to complete all the work required nor

provide the resulis of its review in its next report.

The Monitor has requested a large volume of information from the Companies, including
certain records dating back over the past five years. While the Monitor has received
some of the information that it has requested, 2 large amount of that information is being
retrieved by the Companies from their storage facilities. The Companies have informed
the Monitor that the off-site records may not be available until late in the week ending
Friday, April 4, 2008.

The Monitor intends to finalize its review prior to its submission of its next report to the
Court, currently scheduled to be circnlated and filed on or about April 17, 2008,

Counsel to the Monitor also spoke with prior counsel who was involved with the sale of
assets of the former Cotton Ginny Ltd. (*CGL”) in 2003, when that enifity was under
court protection under the CCAA. The lawyers for the purchaser of the assets of CGL,
provided detailed information with respect to the way in which the transaction was
structured and eventually complsted. The following information is that provided by Mr.
Carmona, prior counsel to the Companies, to counsel fo the Monitor.
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The original agreement of purchase and sale (“APS”) was between CGL, as vendor, and
Continental Saxon Asset Management Limited as purchaser. A copy of the agreement of
purchase and sale is attached hereto as Appendix “C*. The APS provided, at paragraph
1.1 (47), that the actual purchaser on closing would be Continental Saxon Asset
Management Limited or its designate. The purchaser was ultimately Continental Saxon
(CG) Limited Parfnership (“CSCGLP”) with Continental Saxon (CG) Ltd. as general
partner of the limited partnership.

CSCGLP was at all times intended fo be the operating entity and hold all the assets.
However, CGL also had liabilities and leases, some of which leases were better than
others, in the minds of those structuring the transaction. They did not wish to have all the
leases held by the same entity. As a result, three corporations were incorporated CGOI,
CGOII and H/Q. The so-called “better leases™ were transferred and held by CGOI, the
leases that were deemed to be not as good were transferred to be held by CGOII, and the
liabilities were transferred to and held by H/O.

In a subsequent rcorganization of the Cotton Ginny organization in 2004, the assets of
CSCGLP were transferred to CGI; all the leases and labilities remained in the
corporations as referred to above. A copy of the agreement pursnant to which the assets
were sold by CSCGLP to CGlis attached herefo as Appendix “D”.

Counsel for the purchasers of the Cotton Ginny assets also advised that the only reason
for the incorporation of and indeed the existence of H/O was to hold certain obligations,
such as those to employees, of the Cotton. Ginny operation. H/Q was not intended fo nor
did it operate, or generate any revenue or income of any kind. As H/O held the employes
liabilities, it needed funds to pay those employee liabilities, such as payroll. Those funds
were provided to it by CSCGLP, while it was operating the business, and subsequently by
CGL

Further, B/O was a party to an Accounting and Services Agreement (“ASA”), dated April
21, 2003, pursuant to which it performed those services requested of it by CSCGLP. A
copy of the ASA is attached hereto as Appendix “E”. Pursuant to its terms, H/O was to

provide operationzl and financial services, including acquisition of inventory and
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payment of all operating expenses (5.3.1(2)) and daily accounting fimctions, collections
of receipts, maintenance of bank accounts and all books and records (5.3.1(b)). Further,
all funds received by H/O were to be held in trust for CSCGLP (s.31(b)iv)).

Counsel for the purchasers of Cotton Gimny also stated that it was always intended that
any funds spent by H/O were to be provided to it by CGI, as H/O never operated and

therefore never had its own funds,

The Monitor will be reviewing the records of the Companies as noted above to ses if, in
fact, the affairs of the Companies were carried out as per the stated intentions and the

terms of the various agreements.

Status of the Claims Procedure

In espect of the Claims Procedure and in accordance with the March 14" Order, the
Monitor reports that:

e On March 20, 2008, the Monitor sent to cach known Affected Creditor a Proof of
Claim together with a copy of the Claims Procedure (the “Claims Package”).
The Monitor sent out 539 Claims Packages;

o An advertisement of the Notice to Creditors substantially in the form attached as
Schedule “A” io the Claims Procedure was published in The Globe & Mail
(National Edition) on March 20, 2008; and

» A copy of the March 14™ Order and form of Proof of Claim were posted on the
Monitor’s website on March 20, 2008.

As of 5:00 p.m. on April 1, 2008, the Monitor has received 80 claims totaling $3,468,432
in respect of the Companies. The Monitor will be reviewing with the Companies the

claims received.

Monitor’s counsel has completed PPSA searches in Ontario and is in the process of

obtaining PPSA searches for all other provinces. Monitor’s counsel is in the process of
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contacting all PPSA registrants requesting that they provide the Monitor with copies of

their security documents as well as evidence of advances to the Companies.
Fees Subject to the Administration Charge

Pursuant to paragraph 33 of the Imitial Order, the Monitor, counsel to the Monitor,
counsel to the Companies, the Receiver and counsel to the Receiver were granted an
Administration Charge. Attached hereto as Appendix “F* is a schedule summarizing the
status of the payments of the fees rendered by the Monitor, counsel to the Monitor and
counsel to the Companies. As set out on that schedule, the estimated amount outstanding
to the Monifor, counsel to the Monitor and counsel to the Companies as at April 2, 2008
is approximately $227,000. The Monitfor has been informed by the Receiver that, in light
of a pending application to the Court by the Companies in respect of the fees of the
Receiver, the Receiver was not in a position to advise if it would be making a claim
against the Administration Charge. As reported in the Second Report, the Monitor
continues to be of the view that the amount of professional fees will exceed the amounts

set out in the Projection appended to the First Report.
Next Report of the Monitor

The Monitor proposes to release its next report on or about April 17, 2008,

ALL OF WHICH is respectfully submitted this 2™ day of Apxil, 2008

MINTZ & PARTNERS LIMITED in its capacity
as the Monitor of Cotton Ginny Inc., CG Operations
(8/0) Limited, CG Operations I Limited and CG
Operations II Limited and not in its personal

capacity@

Per
ORIt < tis2
SEARI Uiy, P26 5 D
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APPENDIX "A"

Cotton Ginny Imc. et al.
Actual Cash Fiow Results Compared to Forecast
For the Five Weeks Ending March 30, 2008

{in $000'5)
Actual Forecast $ Variance % Variance

Opening Cash Balance (1) 3 184 § 113 | % 71 63%
Cash Receipis

Store Sales 4,435 5,426 (991) -18%

Other Income (2) 322 276 46 . 17%
Cash Receipts 3 4757 % 5,702 | 3 (945) -17%
Cash Disbursements

Merchandize Payments 3 1413 § 1910 [ $ (497 26%

Tax, Sales and Net GST 84 200 (116) -58%

Rent 1,454 1,486 (32) -2%

Leasecholds - - -

Professional fees 167 130 {13} ~1%

Marketing 3 2 1 33%

POS Itemns - Printers and POS terminals 49 2 47 2350%

Payroll 1,217 1,188 29 2%

Purclator/logistics 114 200 (86) -43%

Supplies 56 65 9 -14%

Utilities 23 60 37 -62%

TInterest Expense 26 69 (43) -62%
Total Cash Disbursements 3 4,606 $ 5362 | % (757) -14%
Closing Cash Balance 3 335 § 453 1 § (113) -26%

Notes:

1. Cash balance includes outstanding cheaues and excludes any depesits in transit.

2. Actual Cther Income ineludes $195,000 paid by the Monitor towards the payroll and sales taxes as per the Termination of

Receivership and Discharge Order.
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" NEBW BXECUTION COPY

APPENDIX - "C"

- /NEW AGREEMENT OF PURCHASE AND SALE
' between |

 COTTON GENNY LIMITED
a-company existing under the laws of Ontario . -
. . - and -
. CONTINENTAL SAXON ASSET MANAGEMENT LIMITED
: a company existing under the [aws of QOntario

March 1, 2003

mmamm.w.s
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NEW EXECUTION COPY

_ . NEW AGREEMENT OF PURCHASE AND.SALE

| THIS AGREENIENT made as 6f March 1, 2003.

O BETWEEN:

COTTON GINNY LIMITED,
a company existing under

the Jaws of Ontaric -

(the “Vendor™)

-and-
CONTINENTAL SAXON ASSET
MANAGEMENT LIMITED,

. 'a company existing

+yurder the laiws of Ontario
(the “Purchase )

:R’ECITALS
A, - The Vendor comnienced proceedmgs (e “CCAA Proceedmgs’) in the Ontano

~ 'Superior Court of Justice, in Bankruptcy undéer the Companies® Creditors Ammgement Aet’
" (Canada) (the “CGAA, Court”) on Jamuary 15, 2003 and was granted the -powers set out in the
- order of the Honourable Mr. histice Fardey dated Jammary 15, 2003, as such order has been . -

. -,amanded or supplemented from time to time.(the “CCAA Order”)

T B Pursuant to thé CCAA Ordet, Rmhter & Par!ners Tac. was appomted monitos of the

X Vendor (the “Court-Appomted Monitor”).

.. ¢, The Vendor; under the supervision of the Court-Appomth Monitor - and thmugh a

- fiquidator, is in the process of liquidating all of the Cotton Gmny mventory and- certain assets
from its retaﬂ premises. _

D: * The Vendor contimues to operate the Tabi Business and the assets of the Tabi Buiginess do

. not form'pazt of the assets being purchased by the Purchaser subject to this Agreement. .

. B.  The Purchaser and the Vendor prewously entered into an agrcement of purchasc andsale
-. dated February 12, 2003, wlnch agrcement hag been tenmnated and is of no farther force or

effect.

E. The Vendor dcsx:es to sell and the Purchaser desires to purchase certain remaining assets
and assume certain liabilities specifically identified in this Agreement relatmg to the Gipny
' Busmess, subject fo the terms and conditions hereof.

) G Until accepﬁed by the Vendor, this Agreement shall constitite an offer to purchase by the '

Purchaser to the Vendor. -

1 NEW AGREEMENT OF PURCHASE AND SALE )
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NO'W THERBPORE in consideration of the muual piemises herein contained, the sum of Ten

* . Dollars ($10.00) and other good and valuable consideration (the receipt and sufficiency of which.

are hereby acknowliedged), the parues agree as foﬂows

SECTION 1~ INTERPRETATION

il

0

@

Ol
@
®

R C)
¢

PDefinitions
Iz this Agreement:

Accounts Receivable means a1l accounis r«edeivabie bills receivable, ‘riotes réceivable,

notes, trade’ accounts, book debts and other debis due or accruing due to the Verdor on.

the Closing Date, but for greater cerhlmty shali not molude cash and cash equzvalents

-Agreement means this agreement m¢Iudmg any recitals and schedules hemsto, as
amended, supplémenied or restated from fime to time; provided, however, that this

agréément shall constltute an offer, as set out in Sectlon 2.1, uniil accepted by the '
" Vendot;

Alternative Transaction hag the meaning given toitin Secticn 7.12(1)(a);

Appmval and Vestmg Order has the mcanmg gtvento 1tm Section 6 3(1)(6)

Assumed Contracts means the, contracts listed on Schedule 1. 1(5) attached hereto. -

together with any other contracts identified by- the Purchaser. in writing as bemg
réasonably necessary to enable: the Purchaser to cirry on the Ginny Business after the
Closing Date in a manner consistent with the operation of the Ginny Business' during the

two (2) years prior to the CCAA Order apd together with any sofiware maittenafice *
.contracts or other-obligations pussuant to the Assumed Ginny Software, in each case only
to the exient that the Purchaser elects, by-notice in writing to the Vendor before the date

of the Approval and Vesting Order, to assume same;

. Assumed Employees has the meaning given to it in Sectiom 4.1(1);

-Assumed Gmny Leases means the Ieases listed on Schedule 1. 1(7) and the Iease for the
_ Head Office/Warehouse,. but only to the extent that (i) consent to-assignment of sach

Ieases is. not required pursuant to the terms thereof, -or (ii) sech consent has been
obtained, or (iii) the Approval and Vesting Oider contains . anthorization of “the

assignment of such leases without the prior consent of the applicable third pasty, and (iv)
 the Purchaser has not given notice in writing to the Vendor on or before March 6, 2003 -

- pursuant to Section 3:10; but, for preater cettainty, does not include the Non-Assumed

- ‘Leases; :
@

. -Assumed Ginny Soﬁvare means the _computer soﬂwarc marked as Ginny Software on

Schedule 1.1(8) attached hereto together with any other computer software owned by the

Vendor or under licénse to the Vendor, relating to the operation of the Ginny Business'

and identified by the Purchaser in writiig as being reasonably necessary to enable the

Purchaser to carry on the Ginuy Business after the Closing Date i in a’ manner ‘consistent

2 NEW AGREEMENT GF PURCHASE ANDSALE |
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with the ‘operation of the Ginhy Business during the two (3) years prior to the CCAA
Order, in each case only to the extent the Purchaser elects, by netice in writing to the
Vendor on or before the date of the Approval and Vesting Order, t6 assume same;

' Assumed bbliggtfons means (i) solely ﬂlose-dbl-igaﬁons'énd-_l-iabﬂiﬁes of the Vendor, as .
" of the Closing Date, specifically agreed to be. assumed by the Puichaser hereunder -

inclading those obligations and labifities relating to the-Assumed Employees, the
Assuriied Ginny Leases, thé Assumed Ginny Software and the Assumed Contracts, but in
each case only to the extent such obligations relate to the pesiod froin and after the

Closing Date (and, in the case of any premises described by dny Assumed Ginhy Leases.
* which have not been surrendered by the Vendor’s liquidator as of the Closing Date, only

to the extent such obligations relate to the period fiom and afierithe date of surzender by
such lquidator upon the required notice from' the Vendor to the Purchaser of such

surrender), and (ji) the Incidenial Assumed Obligations;

Books and Records means all of th'e_boolés and records, in respect of the Ginny Busin}’ess,' '
only, and to the ‘extént within the control of the Vendor at Closing and provided that such -

books and records are reasanably necessary to enable the Purchaser to carry on the Ginhy
Business after the Closing Date in a manner consistént with thé operation of the Ginny

Business during the two (2) years prior to the date of the CCAA. Order, including but Aot”
limited to: (i) all sales records; (ii) ali supplier and customer informiation, advertising and

promotional materials; (iii) ail 'employee records related teo the Assumed Employees; afd:

'(iv) all otbei records, files and documents related to the Purchased Assets and the-
operation of the Ginny Business (whether in writtén, printed or electronic form); (v) all -

‘Firiancial forecasts; (vi) all business plans; and (vii) all store concept designs ahdfor

-architectural plans; but, for gieater certaiity, does not-include the minute books and such
. corporate books and records of the Vendor as the Vendor, acting reasonably; shall elect fo . -

tetain, for normal course tax, audit, Jegal or accounting purposes (which includes for

greater certainty, the point of $ale media), provided that the Vendor shall provide éopies -

‘of any such retained books.and records to the Purchaser, at the expense of the Purchaser,
forthwith upon request therefor; . '

Business Day means any day of the yeai', other thata Saturday, Sunday or any, day cm ‘

'oirhich Canadian ¢hartered banks are closed in Totonto, Ontario;

Cadillac means. 'lfhe'Cadﬁlac Fairview Corporation-Limited and 1ts affiliates;
Cambridge means Ivanhoe Cambridge I Inc. and its afﬁlia;tes; )

€CAA Courthas the meaning given fo it in Recital &;

CCAA Order has" the meaning given to it in Recltal A;

CCAA .i’ror;eedings has the meal_ﬁn-g given to itin Recltal A;

CCO Leases means leases for leased premises tield by the Vendor and entered into with,
_ Cadillac, Oxford or Cambridge or their affiliates as of the-date of the CCAA Order; -

3 ’ Nswmmxg‘mymcuks,smbsm
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Closing me:iﬁ'sj:he poml')leﬁbn'of the Teansaction;

Closing Dété_ means April-4, 2003 or such other date upon which the parties may agtes .
atting reasonably; provided that, notwithstanding the Closing.of the Transaction, the °

liguidator currently engaged by the Vendor in respect of its inventory shall be eatitled:to
temain in possession of not more-than 15 of the premises described by the Assunied
Ginny Leases; provided, further. that not more than 4 of siich ‘premises shall be in’

Leéases in Mefropolitan Toronto shail ‘be for retail locations located in malls; provided
further that none of such premises shall be in any mall where there is another Assumed

Ginhy Lease; provided further. that the liquidator shall surrender any of such-tepiaininy

premises within fourteen (14) days following the Closing Date, and iit such regard the

" Vendor shall give the Purchaser no less seven (7) days written notice of the date on which

.o
o
22

(23)

o e
Lo
L e
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the liquidator intends fo surrender any such premises where such surrender will be on or- -

after the Closing Date;

. Congress means Congress Financial Corporation (ﬁanada);

Court-Appointed Mornijtor ]::]aS the meaning given to it in Recital B;

 Deposit has the meaning givén to it in Section 3.3(1)(b);

D.LP. Facility means the $4,000,000 debtor-in-possession. credit facility established by

the D.LP. Lender in favour of the Verdor by letter agreement dated January 15, 2003, as - - ‘

amended; to finance the operations of the Vendor during the CCAA Proceeding and
having a maturity date not later than June 30, 2003, as such-facility may be amended,

" supplemented or-replaced from time to time, and including, for greatér certainty, any -
. amendment to increase the amount of such facility to $5,000,000 pursuant to the CCAA
"Ozder; ' ' .

D.LP. Lender means Arbos Sisterco Limited, the lander under the D.1.P. Facility; or any
replacement lender thereunder; . : . -

Draft Statement bas the meaning given to it in Section 7.2;

Employees means all employees of til_e Vendor as of February 19, 2003;

Enployee List has the meaning given to it in Section 4.1(3);’

Encumbrance -meané any mnr'tg:age, charpe, secuﬁty interest, hypothec, pledge,

assignihent by way of secwrity, lien (including statutory, construction and posséssory .

liens), deemed trust, right of revendication or repossession, oz any other claim to property

- - aftaching to any of the Purchased Assets that has the effect of securing any obligation o
" liability; " - ‘ -

:é‘qmpmerzi arnd Fixtures means all tenant leaschold improvements, appurfenances and *

fixfures -(including all owned computer hardware and the cash registefs situate, as of

February. 12, 2003, within the premises described in the Assumed Ginny Leases)-and all

4 NEW AGREEMENT OF PURCHASE AND SALE
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_ﬁlrmtlne, shelvmg equipment and othér tangﬂ)le personal property (excluding mventory) -

located; as of the date hereof at the following:
.(aj the prermses described in the Assumed Ginny Leases; and

’ (b). : the Head Office/Warehouse,

_“in’ each case only to the extent such assets are Teasomably necessary to chable the -
“Purchaserto carry on. the Ginny Business afier the Closiug Date in a manzier consistent

with the operation of the Ginny Business. durmg the two (2) years prior to the date of the
CCAA Order; provided that with respect to the shelving, racking and forklifts situate

within the Head Office/Warchouss and used in the conduct of both the Ginny Business

dnd the Tabi Business, such shelving, racking and forklifis shall constitute Excluded
Assets relating to the Tabi Business and Equipment and Fixtures in the same proportion

- {or: a8 nearly as possible thereto) as such shelving, racking and forklifis were used by the
Vendor for each of the Tabi Busiriess on the one harid and for the Ginny ‘Business on the
. ptlier hand during the two (2) years immediatély preceding the date of the CCAA Order;

and: forther provided that the . recently purchased cube van wused at fhie Head

E OﬁicefW arehouse shall constitute Equipment and Fixtures fox the Gnmy Busmess

© (30)

" 61
62

"If-there are any assels which pursuant fo the foregoing prcmsmn wﬁuld constitute
Equipment and Fixtures for the Ginny Business, but such assets were moved or -
" designatéd for the Tabj Business at any time during the thiée (3) montlis preceding the

_ CCAA Oxder and such assets are held by the Vendor gt the time of this Agreement, such "

. assets shall be deemed to constitnte Equipment and Fixtures for the purposes of this
. 'Agreement.

- At or before 5:00 p.m. on Monday, Maxch- 3,.2003, the pariies shall mutually agree, in
yriting and acting reasonably with a view to the matenahiy of the applicable assets, ona -
schedule of the assets which will consfitute Equipment and Fixtures, at which time such-

schedule shall be dcemed to be appended to this Agreement as Schedule 1. 1(29),

_Eixcluded Assets means 2ll assets of the Vendor other than the Puichased Assets and
-includes, for greater certainty: (i) the Tabi Assets; (n) all cash'apd cash eqmvalents (i) -
the Accounts:Receivable; (iv) all insurance polities and procceds thereunder, savéfothe -~

extent of any claim existing as of the date hereof in respect of Eqmpment and Fixtores;

" (v) the Vendor’s minute books and corporate books and records referred to in Section:
"1:1(10} above; (Vl) any claims to refunds of Taxes or Transfer Taxes paid by or on béhalf .
of the Vendor; (vii) the Non-Assumed Leases and any assets Iocated at the prerises . *

therein described; and (viii) inventory 6f the Ginny Business;

Excluded Obligations hasthe meaning given to it in Section 3.7;

.Ginny Business means the retail business of the Vendor opc:atmg under the Cotton’
Ginny banner, including but not limited to the maﬂcenng and sale of valae-priced -

women’s speciality apparel (including casnal pants, shoris, tops, shirts, sweaters and

fleeces) under thie brand name “Cotton Ginny”, “Ginny™, “Cotton Gnmy Plus” “Plus

5 NEW AGREEMENT OF FURCGHASE AND SALE
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-Tntiinates™ or “Cotion Ginny Intimates”, a5 opérated by the Vendor prior to the date

hereof provided that a ligquidator is currently operaﬁng a hquldatlon business in respect of.

". the Cotton Ginny inventory at the Vendor’s premises;

Ginny Intellectual Property means (i) in whatever format, all registered and unregistered -

trade-marks, trade names, logos and cotnmercial symbols owned by the Vendor and used
priarily in the Ginny, Business or pertaining primarily fo the Parchased Assefs, existing
as of the Closing Date, and (ii) the Internet Domain Name, in each case as specifically-set

* - forth in Schedule 1.1(33) attached hereio, together with all frade secrets and other
proprietary knowledge, mformahon and intellectual property owned by the Vendor and . -

which are reasonably necessary to enable the Puzichaser to cany on the Ginny Business
after the Closing Date in an manner consistent with the operation- of the Ginny Business.

" during the two {2) years prior to the date of the CCAA Order; but, for greater certainty,
" does mot include any iniellectual property used exclusively in the Tabi Busibess or

licensed by the Vendor.from third parties to the extent the consent of such third party is
. ieq:ﬁrad to an assignment of ttie applicable license agreement;

Govemmental Authority tmeans any Canadian fede;:al provincial, munioipal or local, or
any other government, govemmental regulatory or administrative authority, agency or
GO!I]IIIISSIOII,

-.Hedd Qffice/Warehouse me‘aus the premises currently used as a head office for. the

Ginny Buginess and which is located at 40 Sariior Road, Toronta, Ontario, but, fof greater

certainty, does not include the premises located at 44 or 48 Samor Road, Toronto,

Ontario and does not include.any Tabi Employees or any ‘assefs situate at or the use of
e1ther of such premises for the exclusive-purpose of the conduct of the Tabi Business;

Incidental Prepaid Assets means the amount of any prepaid expenses or liabilities
directly resulting from the Assuined Ginny Leases, the Assumed Contraéts, the Assumed
Giony Software and the Assumed Employees relfating to the peried fiom and after the
Closing Date, including the following: (i) wtilities; (i) rent (including: basic rent and

additional rent) pursuast o the Assumed Ginny Leases; (iif) municipal realty taxes fot”
_ the premises described in the Assumed Ginny Leases; and (w} secunty deposits, if any,

pursvant to the Assumed Ginny Ledses;

TInciderital Assumied Obligations means the aiount of any expenses or liabilitics djrecﬂy
resulting from the Assumed Ginny Leases, the Assumed Confracts, the Assaimed Ginay
Software and the Assumed Bmployees relating to the period from and after the Closing
Date, including the following: (i) utilities; (i) rent (including basi¢ rent and additional
fent) pursuant to the Assumed Ginny Leases; and {iii) municipal realty taxes for the
premises déscribed in the Assumed Ginny Leases; provided that the Purchaser shail riot

" assume and shall not be responsiblé for the payment of any Hability of the Vendor

relating to the period before the date of the CCAA Order (and, for greater certainty, shall
not seek reimbursement or other payment from the Vender for any such amounts) and the

- Purchaser shall not assume any obligation pursuant to any Assumed Ginny Lease for any

payment (other than ordinary course- obhgatlons and obhgatmns which relate to the
Purchaser’s occupancy of the apphcable premises from .and after the Closmg Date)

6 NEW AGREEMENT OF PURCHASE AND SALE
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reqmréd tobemadeasa res;xlt of any action taken by the Vendor or the’ Court-Appointed

- Monitor prior to the Closing Date (e.g., default, accelerated rent increased secwity - '
'depo'SJt, efc.); :

‘Init:'al Depaszthas the meaning g'ﬁren to it ix Section 3.3(1)(a);

Internet Domain Name means the Vendor g right, title and interest in the internet domair -

name “Cottongmnyltd.cbm”*

JDA/IDE Sofiware means the software indicated as such on Schedule 1.1(8);

_Liabi?lig’ Cap has the meaning given fo it in Section 7.9(1);

Non-Assured Leases means (i) the leases for the leased premises of the Vendor which

_ are not Assumed -Ginny Leases and (ii) leases which are cumently indicated as Assutnéd”
Ginny Leases to the extent that consent to assignment of any Assumed Gintiy Lease is

réquired paisiant to the terms of such-lease and such consent has not-been obtaiied or the

. Approval and Vesting Order does not contain avthorization of the ass:gnmenb of su¢h "

lease without the prior consent of thé applicable third party;
Oxford means Oxford Froperties Group Inc. and its affiliates;

Permitted Encumbrance meaus any Encuinbrance held by any third party which secures
obligations to such third party pursuant to the Assumed: Ginny Leases and the Assumed
Contracts; ) .

Purchase Pnce has the 1 meanmg gwen to it in Section 3.2(1)

Purchased Assets means: (i) the Assumed Gipny Leases, (u) the Assumed Contracts; (‘m).

the Bquipment and Fixtures; (iv) the Ginny Intelleciual Property; (v) the Books and,
Records; (vi) the Incidental Prepaid Assets; (vii) any goodwill associated. with the Giany

.Business; (viii) the Assumed Gisny Soﬁware, (ix) to the extent transferable, any petmits

and licenses specifically relating to the operation of any Assumcd ‘Ginny Lease; d0d (%)
all claims existing as of the date bereof in respect of Equipment and Fixtures ptsuant to

" insurance policies of the Vendor; bt in each case, only to the extent that any of such
_agsets may, be conveyed by the Vendor under the ApprovaI and Vesting Order; but, forr

- greater cermmty, does not include the Excluded Alsets;

)

_(43‘)1

@)

L o)

Parchaser méans Continental Saxon Asset Managcment L:.mlted or its desigiate or -

demgnates

Purchasei’s Cap has the mga_:ﬁng given to it in Section7 .§(3);

- Subsequent Deposit has the meaning given to it in Section 3.3(1)(b)-

Tabi Assets means all property, assefs, rights or contracts of the Vendor used pnmarﬁy
by the Vendor to carry on the 'I‘a‘bl Business; .

7. NEW AGREEMENT OF FURCHASE AND SALE
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Tabz .Businéss means the tetail and wholesale busmesses of i'he Vendor mvolvmg the"

marketing and sale.of women’s speciality apparel under the brand name “Tabi” and any
_other past, curtent or ﬁltl]].'c business under the “Tabf’ name;

| Tubi Employees means al] exployees who repost selely to any store-which fomis part of'

this Tabi Business together with the employees listed on Schedule L1(52);

Taikes means,.other than Transfer Taxes all taxes, assessments, charges, duttes, fees
levies, imposts or other governmental charges,. including, withotit limitation, all federal,

- provinetal, Jocal, forelgn and other income, environmental, add-on, minimuom, franchise, -
profits, capztal gains, capital stock, capital structure, transfer, gross receipt, use, ad
valorem, service, service use, lease, recording, customs, occupation, property excise, gift, -
windfall profits; premium, stamp, license, payroll, social security, employmeit,

vnemployment, disability, value-added, withholding, and other iaxes, assésémetits,

"charges, duties, fees, levies, imposts or other governmental charges of any kind
. whatsoever (whether payable directly-or by withholding and whether or not requiring the

filing of a return) and all estimated faxes, deficiency assessments, ddditions to tax,

‘additional amounts imposed by a governmental authority (domestic or foreign), penalties, -

-fines and interest, and shall include any liability for such amounts as a result either of

" being a member of ‘a combined,. consolidated, ynitary or affiliated group. of of a
contracmal obhgatmn to indemuify aiy person, regardless of whether disputed; -

Tinre of Closing means the close of business on the Closing Date;

Transaction means the transaction of purchase and sale cohtemplated by this. Agreeiment;

Transfer Taxes means all presént and future goods and services taxes value-added tixes, -

retail sales taxes, land transfer taxes; registration and recording fees, énd any other taxes

.and charges imposed by 'a Governmental Anthority in connecuon thh the sale, transfer
‘or registration of the transfer of the Purchased Assets :

Transitiongl Services Agreement kas thie meanmg given to it m Sectmﬂ 3.15 and
Véndor means Cotton Giziny anteﬁ .

Headjngs and References

- The division of-this Agreement into. sections and subsections and the insertion of

headings are for convenmience of reference only and shall not affect the construction or
initerpretation of this Agreement. The terms “this Agreement,” “heredf,” “heretmder” and
sirnilar expressions refer to this Agreement and not to any particulaf section, subsection or other
portion hereof and include any agreement supplemental hereto. Unless sométhing in the subject

miatter of comtext is’ inconsistent therewith, references herein to “Sections” are to secuons ..

- subsections and ﬁnther subdivisions of sections of this Agreement.

B WAMWWMMW
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13  Extenided Meanings-

- Unless otherwxse specified, words mapérhng the smgular mc]ude the plural and vice
versa, and words importing gender mclude all genders. The term “Including” means “mciudmg :
“without limitation.” .

14 Best of Knowledge

“To the best of the Vendor’s Knowle.d ? means the actual lmowledge of the Acting

. Présidént and CEO, being Larry Gatien, after having made enguires-of each vice presidént of the - '

. Vendor who continues to be employed by the Vendor at the tims ‘of making the applicable

* *.representation. and warranty. of the actual knowledge the Acting President and CEO would have
- -had if he had ede such enquires. . )

"'-i,s Currency

1.6 Statﬁto'ry References

-Each reference to an enactment is deemcd to be a reference to that enactment, and to the

tegulations made under that enactment, as amended or re—enacted from time to timde.

17 Schedules

~ The following are the schedules annexed to this. Agreement and mcorporated by refereice

aﬁd deamed to be part hiereof: -

Schedule 1.1(5) Assumed Céntracts
Schedule 1.1(7) Assumed Ginny Leases
Schedule 1.1(8)  Assued Ginny Softwaze-
_ Schedule 1.1(29) . Egquipment and Fixtures -
‘Schedule 1.1(33)  Giniy Intellectual Properly -
Schedule 1.1(42) - Non-Assumed Leases -
Schednle 1.1(52)  TabiEraployees

-SEC‘]?ION 2- GFFER
31  Offer

ThlS Agreemcnf, until accepted by the Vendor, shall const:tuﬁe a valid and bmdmg offer
* to piirchase by the Purchasér, wlich niay not be revoked or terminated by the Purchaser prior to,

and .shall be open for the Vendor to accept until, March 1 at 5 pan. (Toronto timc), unless
terminated by the Purchaser pursuant to any condition herein contained which is expressed to be

- solely in its favour. Upon acceptance by the “Vendor, this offer shall become ‘a’ bmdmg '
- Agreement.of Purchase and Sale between the Purchaser and the Vendor pursnant t6 the terms
and conditions set ont herein. If this offer is not accepted by the Vendor, the Vendor shall retum,
this offer to the Purchaser, and shall cause its solicitors to return to the Purchaser ar the -

9 - . NEWAGREEMENT OF FURCHASE AND SALB

. A.ll referencss to-clirency of do]lar amounts in this Agreemenf are to lawful curfericy of
'-Canada . . )
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Purchascr s solicitors, any cheques delivered fo the Vendor 8 sohcltors in respect of the Deposﬁ

“4s soon as is reasonably practicable and in any, event on or before March 3, 2003, without.

. deduction and together with any accrued interest théreon,
.. SECTION-3 - SALE AND FURCHASE
31 Saleand Parchase of Purchased Assets —,Assumptiu'n-of Assumed Obligafioris

Upon arid subject to the terms and conditions of this Agreement, including the payment
oF the Purchase Price, the Vendor shall sell to the Purchaser and the Purchaser shall purchase all
of the Vendor’s right, title and interest in and to the Purchased Assets on the Closing Date free of:
2]l Encumbrarices; other-than Permitted Encumbrances, and the Purchaser shall assume the
. Assumed Obligations, The Purchaser acknowledges that it is not purchasmg any other ptopa—ty
' Orassets of the Vendor other than the Purchased Assets. .

. 32. Consideration

The consideration for the Purchase Assets shall be coniprised of:
.‘_.(lj' . the purchase pﬂce (the “Purchase Price”) which may be allocated among the Purchased
. Assets. in accordance with Section 3.4, being the sum of $1,500,000.00 subject to
) adjustment in dccordance with Section 3.8 and Section 7.2 and
{(2)  theassurption by the Purchaser of the Assumed Obligations.
"33  Paymeritof PorchasePrice
oy ‘Subject to Section 7.2, the Purchiaser shall satisfy the Purchase Frice'as follows:

(a) bypayinga depomt in the amount of $250; 000.00 by certified’ chequc payable to -

the Court Appointed ] Mdnitor vpon execution by the Purchaser of this Agreemeit,

as a deposit (the “Initial Deposit”), which certified chieqie will be held by thé .

- Court Appomtcd Monitor for the Vendor in trust and not cashed wmtil this
Agréement is accepted by the Vendor putsnant to Section 2.1, at which time.it
‘will be deposited into a trust accouit and credited toward the Purchase Price by
payment to the Vendor upon Closmg imless otherwise paid out in accordanw with
Section 6.5 or 6.6; .

(b) by paying a farther deposrt in the amount of $500,000 00 by certified cheque

-payable to the Court Appointed Monitor upon the dehvery of writién notice by the

 Purchaser to the Vendor that the condition containeéd in Section 6.1(b) has been

_satisfied or waived, as a further deposit (the “Subsequent Deposit”), which -

certified cheque will be deposxted into_tnist and credited toward' the Purchase

Price by payment to the Vendor upon Closing unless otherwise pmd out in’
"+ accordance with Section 6.5 or 6.6 (the. Initial Deposit. and the Subsequent

Deposit bemg hereinafter colectively referred to as the “Deposit™);

10 . NEW AGREEMENT OF PURCHASE AND SALE
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. © : by paying $25ﬁ,060 by.way of certified chetque or bank wire, in each case afier

prcdit‘ing the Deposit at the Time of Closing;

(d) by paying, on the date which is three (3) months following the Cldsing Date,
‘ $256,000 plus. inteiest at the annual xate of 10% compounded, accrued. and

payable monthly in arfears from and afiei the Closing Date, which interest shall’
" be payable at the rate of 15% on default of any payment and 18% upon 30- days -

: noti%:e of such default and failure to cure the same; and

(© by paying, on the date which is six (6) months following the Closing Date, -
. '$250,000 plus inferest at.the anmual rate of 10% compounded, accrued and, |

payable monthly in arrears fiom and after the Closing Date, which intérest shall
" be payable at the rate of 15% on default of any payment and 18% upon 30- days
notice of such default and failure to cure the same, .

“Theé -amounts payable by the Purchaser pm‘suan't to- Sections 3.3(1)(d), ’3.3(1)(&) atid -
3.3(2) shall be evidenced by promissory notes inade, by the Purchaser fo the Vendor, it
_ form and substance satisfactory to the Vendor and the Purchasér acting reasonably. Such

promissory notes shall be non-assignable by .thc:hol_der except to an affiliated atid/or
related entity of the holder or with, the prior written consent of the proraisot, not to be
winreasonably. withheld; and shall be prepayable at any time without notice, bonos or

* penalty. Such promissory notes shall be secured by 2 limited récourse guarantes and
share pledgé by the shateholder of the Purchaser (i.e., the ‘shareholder of the entity which -
. holds the Ginny Business and the Assumed Ginny-Leases) in form and .Substance

satisfactory to the Vendor and the Purchaser acting reasonably. There shall be no right of

 fhie Purchaser to set off any amounts claitned or otherwise payable by the Purchaser to the

Veridor against the amounts due pursuant to Sections 3.3(1)(d), and 3.8(2). Provided that
the Puichaser has made a bona fide claim agaist the Vendor, in writing, which is iri.

described by: Section 3.3(1)(€) until: -

{a) the parties agree in writing to any amotnt due o the Puichaser from the Veéndor,
in which case, such agreed amount shall be set-off against the obligation pursuant
to’ Section 3.3(1)(c) and. the balarice plus interest at the pre-default rate shall be

paid to the Vendor; or

(5) @ court of competent jurisdiction, from which theré s o, fusther right of appeal )

determines an amount dué to the Puxchaser from-the Vender, in which case, such

determined amount shall be set-off against.the obligation pursuant to Seetion
_ 3.3(1)(e) and the balance plus interest af the pre-defauit rate shall be paid to fhie

Vendor; ) . .

;Iy'rovidgd that the Plucliaser‘ cp-opqraies with the Vendor in a commercially reagonable

. manner fo resolve such claims as quickly as commercially practicable.

@

Upon acceptance of this Agreement by the Vendor in accordaice with Séction 2.1, the
Vendor agrees. to cause the Deposit to be placed into an intefest-bearing account -or

11 NEW AGREEMENT CF FURCHASE AND SALE,

accordance with Section 7.9(1), the .Purchaser may délay payment of the .amounts  °
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certificate of éepoé1t. If the Transaction is comf)if;ted ‘then the Depdsii: and all-accrued

- interest thereon-shall be credited o account'of the Purchase Price at the Time of Closing. .
JIf the Transaction is not completed through no fault of the Parchiaser, then all of the- -

. obligations of both the Vendot and Purchaser pursuant to this Agreement shall be at an
- énd, the Purchaser shall be enfitled to havethe Deposit returniéd-to it together with all

. -acerued intergst thereon but without deduction, and thereafter neither paity shall haveany

" rightte speclﬁc performance or other remedy against, or auy right to recover damages or

cxpendes from, the other. If the Transaction is not completed a5 a result of the.defmlt of
the Puschaser, other that as the result of a termdnation in accordance with Section 6.5,

. then the Vendor may by notice to the Purchaser elect to treat the Agreerent as having

o _‘'been répudiated by the Purchaser whereupon the Deposit and any other payments made-
*" by the Porchaser shall be forfeltcd to the Vendor as liquidated damages and nét as a

penalty, and thereafier neither pariy hereto shall have any further Hability, recovse or
obligation to the other, and the Purchased Assets may be.resold by the Vendor.

@ Unless otherwise agreed, ;1']1 money payable to the Vendor either by way of Deposit or at
‘ the time of Closing shall be paid to the Vendor in cash or by cheque certified by, or draft .

of, 2 major Canadian bank listed in Schédule I'to the Bank det {Canada):

3.4 . Allotation of Pnrchase Prme

The Purchaser and the Vendor shall each negotiate in good faith- before the Closmg Dats. .

' Wxth 2 view to reaching agrecmcnt as to the proper allocation of the Purchase Price among the

Purchased Assets, and to the extent such agreement is reached, the allocation shall be-

memorialized in a purchase price allocation agreement which: shall be executed and delivered by

. ‘each party hereto on or before Closing. The Vendor and the Purchaser agree that the values -

iftribisted €0 the Purchased Assets in the said agréeemént shall be the respective fair market values
“thereof, and each party shall file in mutuzlly agneaable form all retums and elections required or

. desirable’ under the Tricome Tax Act (Canada) in a manuer consistent with'such allocations.’
: .Notw:ﬂ:s‘landmg anything hereinbefore contained, in the event the parties.do- mot reach’

agreémerit as fo’ ‘thé proper allocation of the Purchase Price among the Purchased Assets, 1o

" ‘purchase price allocation. agreement shall be required and each party shall be eitifled to file
.feturns and elections fequired of desirable under the Jncome Tax Act (Canada) in 2 mamger

consistent with its own allocations; provided that, on or before the date which is thirty (30) days

-following the Closing Date, the-Plirchaser bas given the Vendor written notice of the allocations .

" to be used by the Purchaser in filing sich refurns and elections.

. 5.5 Assxgnments Requmng Consent

At Closmg, the Vendor shall-assign to the Purchaser all of its rights, beneﬁts andinterests -

" . jfi and to the Assuméd Contracts, Assumed: Ginny So&ware and Assumed- Gmny Leases and the
Purchaser shall assume the obhgatmns and liabilities of the Vendor under the Assumed
N Obhgataons as of the Closing Date. This Agreemen: apd any document delivered undér this

-Agreement shall not constitute' an assignment or au attempted assignment of any Assumed
Contract, Assumed Ginny Software or any Assumed Ginny ¥ease contemplated to be assigned to

the Purchaser under this Agreement which is not assignable without the consent of a third patty”
_; 'if such consent has nof been obtained and such assignment or attempted- assignment would
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constitute a breach of such Aswmed Contracg Assumed Ginny Software or Assumed Gmny
Lease or, in the altérnative, the Approval and Vesting Order has not been obtained in a forr: that
authorizes such assignment w1thout such third party consent.

3.6 “Asis, Wheréjs”

. The Purchaser acknowledges that, except as specifically provided heréin, the. Vendor is
selling the Purchased Asseis on an “as is, whre is” basis as they. shall exist on the Closing Date
and, except as specifically provided for herein, no adjustrhents shail be made for any changes in -

the condition of the Purchased Assets. The Purchaser further acknowledges that it has entexed
into this Agreement on the basis that the Vendor does not guarani¢e title to the Purchased Assets

. -and that the Purchaser has conducted such inspections of the condition of and title to the
. . Purchased Assets, end the nafure and quantom of the Assutned Obligations and Perrhitted
. " “Encumbrances against the Purchiased Assets, in each case as it ‘deemed appicpriate and has
" . . safisfied itself with regard to these matters. No representation, warranty or condition is
" " expressed or can be implied as to fifle, éncumbrances, de¢scription, fitriess for putpose,
- mefchantability, condition, assignability, quanfity, outstanding amount, value or quality or in .
respect of any other matter or thing whatsoever concerning the Purchased. Assets or the right of
- the Vendor to sell saine, save and'except as expressly fepresented or wasratited herein. Without

Linsiting thte generality of the foregoing and save and except as eXpressly represented -and

’ Wananted herein, (i) any and all conditions, warranties or representaﬁons expressed or implied
plirsuant to the Sale of Goods Act (Ontario) or similar legislation in any offier jurisdiction do not
-apply hereto and have been-waived by the Purchaser, and (ii) no representation or warranty is
-foade.with respect to the acciwracy or comupleteness of any information provided by the Vendor to

-~ the Purchaser pursnant to its. due diligence, including in the data réom made avaﬂable 16 the
_Purchaser for its due diligence. .

. 3.7 Excluded Obligations

It connection with ifs acqmsmon of the Purchased Assets, Purchascr shalI assume only

* the Assumed Obligations. Other than the Assumed Obligations, and except to the extent imposed:
by operation of law, the Purchaser shall not assumé and shall not be liable for any liabilities or
obligations of the Vendor, regardless of the type or natuse of such Habilities (collectively, the

“Excluded OQbligations™) including, (i) expenses. arising from the CCAA Pmceedmgs (ii) in

- respect of or yelating to the Excluded Assets; (iii) Taxes, including any capital gairis Taxes on the

sale of the Purchdsed Assets, (iv) fees-and expenses owed by Vendor to its advisors including,

swithout imitation, fegal, accounting, financial advisory, consulting, investment banking, or asy

other professionals.and fransaction based fees which become due and payable as a.result of the

- transactions contemplated hereby, (v) except to the extent imposed-by operatien of law,
" liabilities-arising under applicable environmental laws and rclatmg to the ownership or operation
- . of the Ginny Business or the Purchased Assefs on or prior fo the Closing Date, (vi) trade

payables or general unsecured claims the lability for which has not been expressly assuméd

- pursuant to this Agreement, and (vii) -any other liability or obhgation not expreSst assumed
:pursuant to this Agreement. )
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Pre-Closing and Post-Closing Adjus'ﬁhents'

Effective as of Closmg, the Purchase Pncc shall be finalized in accordance with Séction

.72 t reflect the adjustments to the Purchase Price relating to-the Incxdental Prepaid
: Assets and the Incidental Assumed Obligations. )

Wlth respest to the CCO Leases:

. ()

©

@)

©

‘Thie Purchaser shall have the right to negetiate with the applicable Tandlords for

the purpose of having such landiords consent to include some or all of the CCO
_Leases in the Assumed Ginny Leases. Upon receipt of written nétice froim the
“Purchaser to the Vendot at or prier fo the Closing Daté to the effect that the'
Purchaser wishes o include such leases in the Assuméd Ginny Leases, the leases
-described in such notice or notices shall be deemed to be Assumed Giony Leases. .

Stich. nofice shall include a copy of the consent of the applicable landlord which
describes the applicable lease. The Purchaser shall pay to the Vendor an amount

) equal to $25,000 for each such lease in accordance with Sectien 3.8(2)(c):

. If the Purchaser enters into a néw:lease for any of the premises describied by the
.CCO Leases at any time before the date which is.180 days following the Closing
Date, the Purchaser shall pay to the Vendor an amount equal to $25,000 fér each

such lease in accordance with Section 3.8(2)(c).

Any amount payable pursuant to Section 3.8(2)(a) or (b) shall be payable as to

25%. on each of the following: (1) in the case of 3.8(2)(d), oni the Closing Date; )

and in the case of 3.8(2)(b), two (2) Business Days following the date on which

the applicablé lease was entered; (i) 90 days following the required payment date.

of such. first payment; (3ii) 180 days following the required payment date of such

first payment; and {iv) 270 days following the fequired paymerit date of such fitst- -
" . payment. Interest shafl be payable.on-such amounts at the annual rate of 10%

compounded, accrued and payable monthly in. arrears from and afier the tequired.

! date of first payment for such amounts, which interest shall be payable at the rate
.of 15% on default of any.payment and 13% upon 30- days notice of such default - .

and fiflure to cure the same. _The promissery note and security described by
Section 3.8(2) shall include any amcunts payable pursuant to Sectioh 3. 8(2)(&) or
(b) (plus applicable mterest)

The aggregate amount payable pursuant to Scctwn 3 8(2)(a) and 3. 8(2)([3) shall be
capped at $1,000,000.00.

From and after March 7, 2003 at 5:00 p.m. (Toronto time) in respect of Cadlllac
and Oxford leases and frord and after March 14, 2003 at 5:00 p.m. (Toronto time)

in respect of Cambridge leasés the Vendor shall have the right to enter discussions .

with the landloids for the CCO Leases. for the purposes of dlsc‘:ussmg the

_mitigation of claims agamst the Vendor.

. 14 " NBW AGREEMENT OF PURCHASE AND SALE
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'Compiiwr Systems

On, ot hefore the Closing Date, the Vendor and the Parchaser will review thie owned and
leased ¢omputer equipment used in the Ginny Business and located at the Head
Office/Warehouse, In concept, the Vendor and the Purchaser shall each be éntitled to

" rétain computer equipment used proportionately by the Vendor for each of the Tabi

" . PBusiness an the one hand and for the. Ginny Business on the dther hand during the two

-years immediately preceding the date of the CCAA Order and reflecting the concept that

- - ¢ach -of the Vendor and the Purchaser shall, as nearly as possible, be. eniitled to a.
. proportionate amount of computer equipment which i leased and which is owned and,
- within such categories, computér equipment of the same age, power and value; grovided

. that laptop .computers, desktop computers, workstations for employées, and telephone
* equipient used by individnal employees which do not relate to a particnlar refail-location

ghall constitute Excluded Assets in respect of the Tabi Employees and shall ¢onstitute

- Equipment and Fixtures relating to the Ginny Business in respect of curtent Employees

of the Ginny Business and any individual employees who were employees of the Ginny

- Busitiess duting the six{6) month period prior to the date of the CCAA Order. If the

)

Purchaser agrees in writing, the leased computer equipment for the Purchaser’s account

pisuant to this Section 3.9(1) shall be deemed to constitute Assumed Contracts and the
owned computer equipment for the Purchaser’s account pursuant to this Seciion 3.9(1)

shall be deemed to constitute Purchased Assets, If the Purchaser does not agree fo lease

the-leased comptiter equipment described by this Section 3.9(L), the Véndor shall provide
4 transitional services apreement for 120 days post-Closing to the Purchaser at no charge

to the Purchaser other than direct out-of-pocket costs directly relating to such transitional
. services (Jeased equipment) on a straight “cost flow-throngh” basis. ' :

For a period of ninety (90) days post-Closing, the Purchaser shall provide transitional

services pursuant to the Transitional Services Agreement and pursuant to which the

Vendor, shall provide not more than two -hundred (200) square feet of space for the

- .putpose of housing certain computer equipment to be used in-the Tabi Business post-
Closing. Such services shall‘be at no charge to the Purchaser other than direct omt-of- .-

pocket costs directly relating to such tramsitional services on a straight “cost flow-

.+ through” basis (including rent and electrical). Otherwise, the terms and conditions of
- such trensitional services shall be agreed by the parties acting reasonably.

).

Prior o the Closing Date, the Purchaser may negotiate with the applicable verdois ahd
other third parties whose consent may bé required for the purpose of: :

{a)  obtaining consent to transfer of the Assumed Ginny Softwate;

(b)  obtaining consent to sublicense or consent to transfer the G.L. Softwate which.
forms patt of the IDA/IDE Software (the intention of the parties being that the
Purchaser shall obtain the exclusive use of this G.L. Sofiware following the
Closing of the Transaction); and ’ -

. (&) obiaining a sublicense of the Planning System, Assortinent Planming and

Allocation Sofiware which forms part of the JDA/JJDE Software (the intention of
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. the parties being that they shall attempt to obtain tﬁéii'ghf for both the Vendot and
*: the Purchaser to use this software and otherwise.for the Vendor to confinue the
i of this software following the Closing of the Transaction);

- 'ﬁnleés.fﬁa license for any such software is fuﬂy'paici- and-owned or-does not otherwise

fequire consent to assignment; in either case, the same shall constitute Purchased Assets,
and shall be conveyed to the Putchaser on the Closing Date (provided that the Purchaser

ghall have a perpetual license for any such fully paid and owner_l software if such

;perpetual license does not'require a third party consent),

- If, ad a result of the Purchaser obtaining the consent or sublicense desoribed in Section
3.9(3)(a) or (b), the Vendor. is no longer able to vse such software, the Puxchaser shall

. ptovide transitional services wherein the Purchaser operates such software for the benefit
* of thie. Vendor for a period of 120 days post-Closing.- If the Purchaser is unable o obtain

- provide transitional services wherein the Vendor operates such sofiware for the benefit of

the consent or sublicense described in Section 3.93)(a) or (b) or {c), the Vendor shall

" "the Purchaser for a period of 120’ days post-Closing. The foregoing sublicénses shall be

@

at no charge to the sublicensee other than diréet ont-of-pocket costs directly relating to
such sublicense on a straight “cost flow=through” basis.

The Purchaser ackmowledges v_t,ﬁat the Vendor currently has an agreement with IBM
Canada for.certain service bureau services at an off-site location for purposes of rurining
the JDA/IDE Software; this servicé bureau arrangemeént shall not foirm part of the

- {ransitional services arrangement described in Section 3.9(1). The Purchaser may elect to

assume the Vendor’s obligations under such service burean agreement or enter into.other
akrangements with IBM Canada for the purpose-of running the JDA/JDE Software. The
Purchaser also dcknowledges that the MIS staff required to run the JDA/IDE Software
are Bmployees and that the Vendor shall not have any obligation’ to retain such
Employees post-Closing. At Closing, the Verdor shall provide to the Purchaser the back-

fip tapes relating t0 the Ginny Business containing any information at the service buredu -

" . jnaintained by IBM Cariada relating to the JDA/JDE Software as described above, at 10
.addjtional éxpense to the Purchaser. The Vendor hereby covenants not to refain ay such

_“information -(except to the extent-sich information is zeasopably required for noriial

coutse tax, audit, legal or- accounting purposes) nor to-provide any such. information to

. any party other than the Purchaser:

310"

Additional Leases

- * Om or before Thursday, March 6,-2003 the Purchaser shall be entitled, by written notice
. given to the Vendor, to remove any of the leases listed on Seheduile 1.1(7) (being the Assumed

Ginny

Leases) whereupon such leases shall be deemed to be added to the Non-Assumed Leases

- -and Schedule 1.1(7) shall be deemed to be amended accordingly.
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311 Other Transitioxial Services

. . At Clositg, the Purchaser and the Vendor ‘shall enter into a transitional services
agreéiment (the “Tramsitional Services Agréement”) on terms and conditions as follows and

. "otherwise as agreed by the parties acting reasonably: -

o

L@

' 3

Qe
o (a)  the Purchasér shall allow the Tabi Employges to use office space at the Head

The Veindor and the Putchaser shall share tat no cost) the use of the two £t forms (knowi.

as 4 “Judy” in the industry) currently held by the Vendor and used in each of the Tabi
Business and the Cotton Ginny Bisiness for a period of one (1) year post-closing and,
during such period, the Vendor and the Purchaser agree not to remove such Gif forms

from the premises at 40 or 44 Samor Road, Toronto, as applisable. Each of the Parchaser -

and the Vendor shall be: provided reasonable access to such fit forms dusing regular

“business hours. The Vendor and the Purchaser-shall share the cost of two new similar fit -
" forms on a 50/50 basis. Any other similar unique assets will be handled on the same

basis. Each pasty shall be entitled to one new Judy and one old Judy.
The Purchaser shall allow the Vendor access to the .phone system located at the.

.Head/Office Warehonse including the switchboard and voicemail systeni for a period of-

ninety (90) days post-Closing. The Vendor shall pay all out-of-pocket expenses incurred

- by the Purchaser in providing such access.

. The Purchater and the Vendor shall shate the services pu:éuant,to the secrity agreement

for the. Head Office/Warchouse for a period of 90.days post Closing. The cost of such
sexvices shall be pro rata based on occupancy of the Head Office/Warehouse.

On 3 tendporary basis, for a period of not more thari ninety (90) days post-Closing:
Office/Warehouse on a basis whichis consistent with the manner in which the

‘Tabi Business was conducted thereat during the twa (2) years prior fo the date of
the CCAA Ordet; . . :

- (b) the Vendor shall allow the’ Assumed Empioyecs to use office space at 44 Samor

Roid, Toronto, Ontario on a basis which is consistent with the manner in which
the Ginny Business was conducted thereat dviring the two (2) years prior to the
date of the CCAA Order;and oo .

."(¢) . the Purchaser shall allow the Vendor to use the warchouse portion of the Head
Office/Warehouse o a basis which is consistent with the manner in which the .
Tabi Business was conducted thereat during the two (2) years prior to the daté of - -

_the CCAA Order,

. provided that the Purchaser and the Vendor shall co-operate withi respect to any -
‘zenavation or re-fitfing of the above premises which may be required to render the Head -
Office/Warehouse as a prémises for the Ginny Business ohly and the premises at 44 and

48 Samor Road as a premises for the Tabi Business only. Each of the Purchaser and the

" Vendor shall pay ditest out-of-pocket costs diectly relafing to such transitional services _
on a straight “cost flow-through” basis including rent, electrical and any other cosfs
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associated with spac'e; at-¢ach such premises, as -applicablé,l {witha p’ré fita apportonmént
of rent based on space). Stich rent shail be payable in advanee on the Closing Date. The
Vendor and the Purchaser shall each be obligated to provide the other with an indemmity

for the use of such spaceas described above and evidende of insurance for risks and in an °
-aimounts which are custonoary for the applicable use. .

For a period of not more thau 14 days post-Closing, the Puichaser shall provide a license

- to the Vendor post-Cloging to use the Ginny Intellectual Property, at no charge, strictly

for the purpose’ of Liguidating inyentory relating to the Ginny Business which is in the
possession or control of the Vendor or its liquidator ‘as of the Closing Date, ard the use of

" such Ginny Intellectnal Property shall be consistent With the use of such mtellectual _
~ property as.of the date of this Agreement.

The Purchaser shall provide the transitional services descnbed in Sectmn,.'i 9(2) relatmg .

‘to housing certain computer equipment.

The Purchaser and/or the Vendor, as applmable shall pmwde the tzan31tlonal semces
described in sections 3.9(1) and 3. 9(3)

Assumed- Gmny Lease Premises

The Vendor covenants to leave. the premises described by the Assumed Ginay Leases in

. .clean broom—swept oondmon ag of the Closmg Date.
- §ECTION 4 - EMPLOYEES
- Employee Obligations
At or before Closing, and conditional on Closing, the Purchaser shall offer employment”

effective as of the Closing Date to all Eriiployees who report solely to any store being the

. subject of an Assumed Ginny Lease, but excluding any Employees whio report solely to

any store being-the Sllb_]ect of the Non-Assumed Leases (the “Assumed Employees™) on

" . substaptially the same terms‘and. conditions as those enjoyed by such Employees

itnmediately prior to the date of the CCAA. Order. The Purchaser acknowledges that the

Vendor has terminated ceriain of such Employess who report solely to any' store being |
. the subject of an Assumeéd Ginny Lease where such store is no longer being operated by
the Vendor, or its liquidator. With réspect to Employees of the Head: Office/Warchouse: -
“and Bmployces of the Ginny Businéss who do niot report solely to any store being the
subject of an Assumed Ginny-Lease (uot inchuding, for greater certainty, the Tabi
© Employees) (i) the Purchaser acknowledges fhat the Vendor has issued nofices of,
. ‘termination to such Employees effective February. 14, 2003, which were extended until
February. 21, 2003 and in some cases further extended o February 28,2003, and in'some - .
., cases, further extended again to March'7, 2003, and (ji) the Vendor shall prowdc 1o the
" Purchaser during period up to March 7, 2003, all such reasonable information as the
‘ Purchaser may request in Gomnection with such Employees, and the Purchaser shall

advise the Vendor prior to the expiry of such period as to which of the Head

‘Office/Warehouse Employees the Purchaser wishes to make an offer of employment
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_ statutory deductions, remittances, assessments, bonuses, vacation pay, sick leave, .
severance pay, -fermination .pay, amounts paid in lien of notice and any other
. remuneration, benefits and dedictions for all Assumed Employees that relate to the

' period prior to the Closing Date. In respect of all Assumed Employees who accept the
. Purchgser’s offér of employment, the Purchaser shall be responsible for all' wages,
- statutoiy deductions, remittances, assessments, ‘bonwsss, Vacation pay, sick leave,
 ‘sevérance pay, -términation pay, amounts paid- in. lien of notice and ady other

@

@y
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i (which-ﬁmi)ldyee's shall then be déemned to be Assuiied Eﬂponees} provided, for gieater

certainty, that the Purchaser shall ot make any offer of employment to the Tabi
Employees. The Purchaser shall bave no’ Hability or obligation, in any mannet
whatsoever, for any amounts payable in respect of the Employees of the Head

- Office/Warchouse to whom the Purchaser dbe:s not wish to make an offer of; employment.
- The Purchaser, in inaking an offer of einploymient, shall recognize the seniority and yeats.
of service-with the Vendor of the relevant Employee. For gitater certainty, the Purchaser -

shail have no lability or obligation in respect of Employees of the Vendor other than the
Assimed Employees. ' C

Until the Closing Date, the Vendor shall be.responsible for payment of all wages;

ropameration, bénefits and deductions thia¢ relate to the period after the Closing Date and

*.that asty vacation accrued in favour of such Assumed Employees as of the Closing Date
“shall ‘bt safisfied by the Purchaser by allowing such Assumed Employees t6 take their

wvacation in thie ordinary course. .

The Vendor shall, 'c;;f)ncurrenﬂ-y’ with the execution of this offer, provide a list of ail

Employees to the Parchaser which states the date ofhire, age, salary and material benefits

of sach Employees (the “Employee List™). .

_ 'ﬁptm?ithsmnding any other pi'ov._ision of this Agreement, the Purchaser shall be entitled to

make an gft‘c'r of employment before the Closing Date to Marie Dosso, Domenic Fusca,
Sally Valiat and Kam Yee, who are Tabi Employees-and such employees shall be deethed

" fo be Bmp}oyée; for the purposes of this Agreement; provided however that such offers
. of employment shall be, in the aggregate, on substantiaily the same terms and conditions
as those enjoyed immediately prior to the Closing Date and fimther provided that. the -

Purchaser’s offer may be up.to 5% in excess-of such terms and conditions.

~ The Vendor shall not terminate any EmPldyees of the Head Office/Warehouse without
‘the prior written consent of the Purchaser (who have not been terminated prior to the-date

hereof) on'or before March 7, 2003 and thereafier will not terminate any Employees of
the Head Office/Warehouse who the Purchaser has identified in writing to the Vendor to
whom the Purchaser agrees to make an offer of employment pursuant to Section 4.1(1).

 For greater certainty, the Vendor shall be entitled to terminate any Erployees who report,
‘solely to any store being the subject of an Assumed Ginny Lease where such store is o’
_ longer being operated by the Vendor or its liquidator.
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- SECTION 5- REPRESENTATIONS AND WARRANTIES

-- 531  Vendor's Representaﬁons

The, Vendor represents and warrantsto the Purchaser that:

(@),
Uy

o)

@ -

®.

® -

()

the Vendor is a corporationi existing under the laws of Ontario, a.nd has full

coiporate power and aumonty to enter mto and catry out this Agreement and the
Transactxon, '

the entering into of this Agteement and alf other documents centemplated :
hereunder to which the Vendor is or will be a party and the' consumination of the: |

Transaction have been duty authorized by all requisite corporate action;
other than the Approval and Vesting Order, no apptoval or consent of and no

filing Wwith or application to any .Governmental Authonty is required for the

Vendor to enter into this Agréement or, the failure of ‘whiich to-obtaia or file
would prevent the completion the Transaction, other than such “approvals,

consents, ﬁlmgs and applications that have been obtained or made as at the’ date

Hereof, copws of which have been provided to .

_this Agreenient and. all Sther documents contemplated hereunder to which the

Putchaser is or will be a party have been or will be, as at the Closing Titme, duly
and vilidly executed and delivered by the Vendor and constitute of will, 4s at the

. Closing Time, constitate. legal, valid and binding cbligations-of the. Vendor, a8 the'
. case may be, enforceable in accordance with the terms hereof or thereof

" (¢ to the best of the Vendor’s Knowledge, no actions or proceedmgs are pendmg ‘or

" ‘have been threatened, to restrain or proh:bit the compleuon of the: Transactxon,

since the dats of the CCAA. Oxder, the Vendor has not done any act to encumber
the Purchased Assets and has not disposed of any of the Puxchased Assets, ether

than encumbrances éreated by the CCAA Order and ‘other than by executmg and’

delivering this Agreement,

the Vendor is not, an_d at thé time of Closing will not be, a2 non-resident ef Canada
‘within the meaning of that term as used in the Income Tax Act (Canida);

_ the Vendor is registered under Part IX of the Excise Tx Act (Canada);

the Vendor has not made any confracts with any labour union. or empldyee o

association nor made commitments to or within the tivo 03} years piior fo the

. .CCAA: Order conducted negotiations with any- labour umion or employee

association ‘with respect to any-labour agreements, and to the best of the Vendor’s

.Knowledge thers exist no current attempts to organize or establish any Iibour

union or employee association with respect to any Employee of the Vender;
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10 person has any right of first refusal or 6pfion éb_putchaﬁe or lease or other right
to puichase or lease the Vendor’s leasehold interest in the Assumed Ginny Leases .

or, to the best of the Vendor’s Knowledge, aity partof the Purchased Assets;

the Vendorhas not received-any notice of anj’r-.outstandi:ig material work'order or

material déficiency notice claimed by any goverpmental avthority with réspect-i¢ B
"any of the Purchased Assets, including ahy of the premises beirig-the subject of an -

Assumed Ginny I.¢ase;

the Employee List is a complete fist of all Employees and in all material respects -
acourately states the date of hire, age, salary. and material benefits of s_uch g

Employees; o
on or before the date of the Approval and Vesting Order, Schedule 1.1(7)

. aceurately states; or will state in all material respects, the landlord and Iocation of

all Assumed Ginny Leases; and. ’

" to'the bestof the Veridor's Knowledge, as of the date hereof and as of the Closing .

Date, there are no facts or. circumstances which -would constitnte a
misrepresentation or breach of warranty by the Purchaser or cause the Vendor ot

- t6 consummate the Transaction on the terms and conditions of this Agreement.

52 , ?mhﬁéer’s Representéﬁons -

The Purchaser represents and warrants to the Vendor that:

L@

(®)

©

@

the Purchaser is a cofporation existing under the laws of Ontaric, and has full
torporate power and authority to.enter into and carry out this Agreement dnd the
Trapsdcfion; ’

the entering into’ of this Agreemgnt and all other documients contemplated
hereunder to which the Purchaser is or will be.a party and the consunnatior pf .

the Transaction have been duly authorized by all requisite corporate action;

other than. the Approval and Vestinig Order, no approval or consest of and 1o
filing with or application to any. Governmental Awihority is required for the

Purchaser to enter into this Agreement or fo comiplete.the Tratisaction, other than
sich approvals, consents, filings and applications that have been obtained or made
a5 at the date hereof, copies of which have been provided to the Vendor; -

this Agreement and ‘all other documents contemplated hereunder to which thie

Purchaser is or will be a party have been of will be, as at the Closing Tisrie, duly -

and validly executed and delivered by the Purchaser and constitute or will, ds at
the Closing Time, constitute legal, valid and binding obligations of the Purchaser,

" s the case may bé, enforceable in accordance with the terms hereof or thereof;
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- (1;;) _the Parchisser has entered -into this Agréement and will be completing the -

Transaction for its own account or for the account of an affiliated or relatcd entlty,
not as an. agent .

i3 " thePurchaser i is registered under Part IX of the Excise Tax Aet (Canada), and

© (@) ° to'thé best of the lmowledge of the Purchaser, as of the date hereof and as of ihio

Closing Date, there are no-facis er circumstances which would constitite a

misrepresentation or breach of wairanty by the Vendor or cause the Parchaser not

to consummate the 'I‘ransacnon on the terms and conditions of this Agrcement

- 83 ' Stkvival

. The representauons and warranties of the. parties sha]i survive fora penod of one hundred
a0l eighty (180) days following Closing and, notwithstanding such Closing or any investigation
- niade by or an behalf of any of the parties, will continue in force and effect for the benefit of
. . .such party for such one hundred eighty (180} day. period; provided that, if any, pariy-heieto
" . ‘discovers, prior to the Closing Date, any fact 6r facts which would make any representation, o

warkanty: of the other untrue, such party shall promptly adwse the other party in wiiting,

SECTION 6-—- CONDITIONS TO CLOS'II_\.T G
6x . Clesing Coﬁd'iﬁnns - Purchaser

. The obligation of the Purchaser fo complete the Transaction is subject to the- following
condmons being fulfilled or pecformed at or prior to the tmle of Closing: .

(® al reprwenfahons and warranties-of the Vendor contained in this Agrecment shall
.be true as of the time of Closing with the same effect as though made on and asof
that date;

.(b). the Purchaser shail have given notice in writing to the Vendor on.-or befoxe 5:00°

P (Toronto time) on Monday, March 3, 2003 that it has satisfied itself with
respect fo the tenant obhgahons under the Assumed Ginny Leases; provided that
" if the Purchaser does not wdive such. condition, the Inifial Deposit ‘shall be

" forthwith payable to the Vendor and if the condition is waxved the deposit is to be

held and paid in accordance with Section 6.5;

"(c)-  the Purchaser and the Vendor shall have agreed acting reasonably in writing as to
(i) the form of Approval and Vesting Order, and (if) the Transitional Services
: Agreement,

() ‘the Vendor shall have performied each of its obligations under this Agreemeiit to .

the extént required to be pcrformad on or before the Closing Date;

(& the'Vendor shall have dchvered or caused to be delivered to the Purchaser each: of
the items listed in Section 7.3;.
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®. " after the waiver of the condition. pursuasit to Séction 6 -l(b.) the Vendor shall have

réquésted the retuen of all due-diligence information: provided:to-other prospective

WL - : purchasess of assefs pertaining fo -the Gnmy Business. and shall -have used

: RN - - -commemlally reasonable efforts to pursue the returd of satne;

occurred on or before the Closing Date;

e - .(h)  the Vendor shall not have sold or othermsc t:ansferred the Purchased Assets to |

any other Person.

The foregomg conditions are for the exclusive benefit of the Purchaser and may be
*Walve;d, in whole or in part, by the Puichaser at its sole option.

' : _'..6.2 - Closiiig Conditions - Vendor

Thie obligation of the Vendor to complete the Transaction is subject to the foﬁomg '

cénditions bcmg fulfilied or performed at or prior to the Time of Closing:

(@ re})rwentaﬁons and warranties of the Purchaser contained in this Agreement

'—‘,':' . ".  shall be true as of the Time of Closing with. the same effect-as though made on.

and as of that date;

()  the Vendor shall have received a notice from the I’tuchascr pursnant fo Sectmn
' 6.1(6%;

(o) " the Purchaser and the Vendor shall have agrecd, acting. reasonably, in writing as -

to: () the form of Approval and’ Vestmg Order; and. (i) Transitional Sexvices
Agreement;

@ the Putchaser shall have performed each of its obligations under this Agreement
. to the extent required to be performed on or before the. Closmg Date including
-without limitation having made offers to the Employees in accordance . with.
Section 4.1(1) and having prowded evidence of such offers satisfactory to the

, Vendor acting reasonably;

. (e)‘ the Purchaser shall have delivered or caused to.be dehvered to the Vendor each of
: the items listed in Sections 7.4. .

. The foregomg conditions are for the exclusrve bencﬁt of the Vendor and may be waived,
m -whole ot in part, by the Vendor at its sole optio.

63 . Conditions — Vendor and Purchaser

M- Neither party sha]l be obligated to cOmpletc {he transactions contemplated by tl'us._

Agreement unless at: the Time of Closmg'
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(& no matenal loss or damage to the Purchised: Assets as a whoie sha!l ‘have
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