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Court File No. CV-16-011478-00CL
ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST
THE HONOQURABILE TUESDAY, THE 16" DAY

JUSTICE NEWBOQULD

M e

OF AUGUST, 2016

SALUS CAPITAL PARTNERS, LL.C

Applicant

and

J.S.N.JEWELLERY INC,, I.S.N. JEWELLERY UK LIMITED, GM.J
CORP., 2373138 ONTARIO INC,, ALWAYS & FOREVER FAMILY
COLLECTION INCORPORATED AND P.M.R, INC,

Respondents

APPLICATION UNDER SUBSECTION 243(1) OF THE BANKRUPTCY AND
INSOLVENCY ACT, R.S.C, 1985, c. B-3, AS AMENDLED AND SECTION 101 OF THE
COURTS OF JUSTICE ACT, R.5.0. 1990, ¢, C.43, AS AMENDED

APPROVAL AND VESTING ORDER
(Unique Designs, Inc, Transaction)

THIS APPLICATION, made by Salus Capital Pariners, LLC for an order approving the
sale transaction (the "Transaction") contemplated by an offer to purchase (the "Sale
Agreement") by Unique Designs, Inc. (the "Purchaser”) dated August 16, 2016 for the purchase
of certain assets of I.S.N. Jewellery Inc., J.S.N. Jewellery UK Limited, GMIJ Corp. and Always
& TForever TFamily Collection Incorporated (collectively, the "Debtor") and appended as '.
confidential Exhibit A to the Affidavit of Kenneth R. Rosenstecin sworn August 16 2016 (the

“Reosenstein Affidavit™), and vesting in the Purchaser the Debtor’s right, title and interest in and
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to the assets described in the Sale Agreement (the "Purchased Assets"), subject to Sharon Stone
Co. Ltd.’s (“Sharon Stone”) assertions regarding ownership of certain designs for the jewellery
manufactured, imported and/or distributed by the Debtor, as described in the affidavit of Shmuel
Cohen sworn August 15, 2016, and the affidavit of Carla Eisnor swom August 15, 2010 (the

“Sharon Stone Claim”), was heard this day at 330 University Avenue, Toronto, Ontario,

ON READING the Rosenstcin Affidavit and the exhibils thereto, the Affidavit of
Michael A, O’Hara sworn August 2, 2016, and the exhibits thereto, the Affidavit of Kyle Shonak
sworn August 3, 2016 and the exhibits thercto, the Report of Richter Advisory Group Inc, in its
capacity as the proposed Court-appointed receiver (in such capacity, the "Proposed Receiver")
of all the undertaking, property and assets of, among others, the Debtor, dated August 8, 2016
(the “Report™) and the appendices thereto, the affidavit of Shmuel Cohen sworn August 15,
2016 and the exhibits thereto, and the affidavit of Carla Eisnor sworn August 15, 2016 and the
exhibits thereto, and on the Proposed Receiver having been appointed as the receiver of all the
undertaking, property and assets of, among others, the Debtor (in such capacity, the “Receiver”),
by order of the Ontario Superior Court of Justice — Commercial List (the "Court") made today,
and on hearing the submissions of counsel for the Receiver, the Applicant, Salus Capital Partners
LLP (“Salus™), the Purchaser, Sharon Stone, and such other counsel as were present, no one
appearing for any other person on the service list, although properly served as appears from the

affidavit of service of Miranda Spence swom August 5, 2016, filed:

1. THIS COURT ORDERS AND DECLARES that the Transaction is hereby approved
and the Receiver is hereby authorized and directed to exccute the Sale Agreement, with such
minor amendments including, without limitation, certain amendments with respect to tax and
escrow issues, as may be agreed upon by the Receiver and the Purchaser. The Receiver is
hereby authorized and directed to take such additional steps and execute such additional
documents as may be necessary or desirable for the completion of the Transaction including,
without limitation, the Sale Agreement, and for the conveyance of the Purchased Assets to the

Purchaser.

2. THIS COURT ORDERS AND DECLARES that the determination of the Sharon Stone
Claim shall be dealt with by further Order of the Court. Sharon Stone retains the right fo assert
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the Sharon Stone Claim, and nothing in this Order shall bc deemed to prejudice or otherwise

limit the Sharon Stone Claim.

3. THIS COURT ORDERS AND DECLARES that vpon the delivery of a Receiver’s
certificate to the Purchaser substantially in the form attached as Schedule A hereto (the
"Recciver's Certificate"), all of the Debtor's right, title and interest in and to the Purchased
Assets described in the Sale Agreement, including without limitation, all of the rights and
obligations of the Debtor under the Assigned Contracts/Memos (as defined in the Sale
Agreement), excluding any Consent Required Contract (as defined in the Sale Agreement) that
the counterparty has not consented to the assignment of by the time of this order, and excluding
any asscts that are now or herealter determined by the Court to be owned by Sharon Stone, shall
vest absolutely in, and, as applicable, be assigned to, the Purchaser, free and clear of and from
any and all security interesls (whelher contractual, statutory, or otherwise), hypothecs,
mortgages, trusts or deemed trusts (whether contractual, statutory, or otherwise), liens,
execulions, levies, charges, or other financial or monetary claims, whether or not they have
attached or been perfected, registered or filed and whether secured, unsecured or otherwise
(collectively, the "Claims") including, without limiting the generality of the foregoing: (i) any
encumbrances or charges created by the Order of the Honourable Justice Newbould dated
August 16, 2016; (ii) all charges, security interests or claims evidenced by registrations pursuant
to the Personal Property Security Act (Ontario) or any other personal property registry system;
(iii) all charges, security interests or claims evidenced by registrations against tifle records of any
intclicctual property right registered at any intcllectual property office in any jurisdiction of the
world, including, without limitation, the Canadian Intellectual Property Office; the United States
Patent and Trademark Office; and the United Kingdom Intellectual Property Office; (iv) all
charges, security interests or claims in relation to or securing the payment or performance of
obligations under the Credit Agreement among J.S.N, Jewellery Inc. as lead borrower, the
borrowers named therein, the guarantors named therein, and Salus as administrative agent and
collateral agent, and the other lenders party thereto, dated July 18, 2016, as amended, or any
guarantees in relation thercto or the Super Priority DIP Credit Agreement among Ben Moss
Jewellers Western Canada Ltd., the guarantors named therein, Salus as administrative agent and
collateral agent, and the other lenders party thereto, dated May 16, 2016, or any guarantees in

relation thereto; and (v) any encumbrances or charges created by the Initial Order of Justice
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Newbould dated May 18, 2016, as amended and restated, in relation to the CCAA proceedings of
Ben Moss Jewellers Western Canada Lid. bearing court file number CV- 16-11397-00CL (all of
which are collectively referred to as the "Encumbrances") and, for greater certainty, this Court
orders that all of the Encumbrances affecting or relating to the Purchased Assets are hereby

expunged and discharged as against the Purchased Assets.

4. THIS COURT ORDERS that for the purposes of determining the nature and priority of
Claims, the net proceeds from the sale of the Purchased Assets shall stand in the place and stead
of the Purchased Asscts in accordance with the allocation of the Purchase Price (as defined in the
Sale Agreement) set out in section 4.4 of the Sale Agreement (the “Proceeds™), and that from
and alter the delivery of the Receiver's Certificate all Claims and Encumbrances shall attach to
the applicable Proceeds from the sale of the Purchased Assets with the same priority as they had
with respect to the Purchased Assets immediately prior to the sale, as if the Purchased Assets had
not been sold and remained in the possession or control of the person having that possession or

control immediately prior to the sale.

5. THIS COURT ORDERS AND DIRECTS the Receiver to file with the Court a copy of

the Receiver's Certificate, forthwith after delivery thereof.

6. THIS COURT ORDERS that in executing the Sale Agreement and completing the
Transactioh and otherwise carrying out the terms of this Order the Receiver shall be acting for
and on behalf of the Debtor and shall not, solely as a result of the foregoing, be or be deemed to
be in possession or control of any Property (as defined in the Order (Appointing Receiver) of this
Court issued August 11, 2016) or any part of the business of the Debtor.

7. THIS COURT ORDERS that, pursuant to clause 7(3)(c} of the Canada Personal
Information Protection and Electronic Documents Act, the Receiver is authorized and permitted
to disclose and transfer to the Purchaser such human resources and payroll information in the
Debtor's records pertaining to the Debtor's past and current employees as may be necessary or
advisable in connection with the Transaction. The Purchaser shall maintain and protect the
privacy of such information and shall be entitled to use the personal information provided to it in
a manner which is in all material respects identical to the prior use of such information by the

Debior.
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8. THIS COURT ORDERS that, notwithstanding:

(a) the pendency of these proceedings;

b any applications for a bankrupicy order now or hercafier issued pursuant to the
Banlruptey and Insolvency Act (Canada) in respect’ of the Debtor and any
bankruptey order issued pursuant lo any such applications or any analogous

procecdings in the United Kingdom or the United States; and

(c) any assignment in bankruptcy made in respect of the Debtor in Canada, the

United Kingdom or the United States;

the vesting of the Purchased Assets in the Purchaser pursuant to this Order shall be binding on
any trustee in bankruptey or administrator that may be appointed in respect of the Debtor and
shall not be void or voidable by creditors of the Debtor, nor shall it constitute nor be deemed to
be & fraudulent preference, assignment, frandulent conveyance, transfer at wndervalue, or other
revicwable transaction under the Bankruptcy and Insolvency Act (Canada) or any other
applicable federal or provincial legislation, nor shall it constitule oppressive or unfairly

prejudicial conduct pursuant to any applicable federal or provincial legislation.

9, THIS COURT ORDERS AND DECLARIS that the Transaction is excmpt from the
application of the Bulk Sales Act (Ontario).

10, THIS COURT ORDERS that the Rosenstein Affidavit, including the Confidential
Exhibits thereto, and the unredacted O’Hara Affidavit, including the Confidential Exhibits
thereto, are hereby sealed, until further Order of the Court.

11. THIS COURT HEREBY REQUESTS the aid and recognition of any court, tribunal,
regulatory or administrative body having jurisdiction in Canada, the United States or the United
Kingdom to give eftect to this Order and to assist the Receiver and its agents in carrying out the
terms of this Order. All courts, {ribunals, regulatory and administrative bodies are hereby

respectfully requested to make such orders and to provide such assistance to the Receiver, as an
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officer of this Court, as may be nccessary or desirable to give effect to this Order or to assist the

Receiver and its agents in carrying out the terms of this Order.

ENTERED AT/ INSCRIT A TORONTO
ON/BQOK NO:
LE / DANS LE REGISTRE NO:

AUG 16 201

PER/ PAH:‘&\



Schedule A — Form of Receiver’s Certificate

Court File No. CV-16-011478-00CL

ONTARIO
SUPERIOR COURT OF JUSTICE
COMMERCIAL LIST

SALUS CAPITAL PARTNERS, LLC

Applicant

and

J.S.N. JEWELLERY INC,, J.S.N. JEWELLERY UK LIMITED, GMJ
CORP,, 2373138 ONTARIO INC., ALWAYS & FOREVER FAMILY
COLLECTION INCORPORATED AND P.M.R, INC,

Respondenis

APPLICATION UNDER SUBSECTION 243(1) OF THE BANKRUPTCY AND
INSOLVENCY ACT, R.S.C. 1985, ¢. B-3, AS AMENDED AND SECTION 101 OF THE
COURTS OF JUSTICE ACT, R.S8.0. 1990, ¢, C.43, AS AMENDEDRECEIVER?S
CERTIFICATE

RECITALS

A. Pursuant to an Order of the Honourable Justice Newbould of the Ontario Superior Court
of Justice ~ Comumnercial List (the "Court") dated August 16, 2016, Richter Advisory Group Inc.
was appointed as the receiver (in such capacity, the "Receiver") of all the undertaking, property
and assets of J.S.N, Jewellery Inc., J.S.N. Jewellery UK Limited, GMJ Corp., 2373138 Ontario

Inc., Always & Forever Family Collection Incorporated and P.M.R. Inc,

B. Pursuant to an Order of the Court dated August 16, 2016, the Court approved the offer to
purchase (the “Sale Agreement™) made as of August 16, 2016 by Unique Designs, Inc. (*the
“Purchascr”) for the purchase of certain asscts of LSN. Jewellery Inc., J.S.N. Jewellery UK
Limited, GMJ Corp., and Always & Forever Family Collection Incorporated (collectively, the
“Debtor™) and vesting in the Purchaser the Decbtor’s right, titlc and intcrest in and to the

Purchased Assels, subject to Sharon Stone Co, Ltd.’s (“Sharon Stone™) claim to ownership of
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certain designs for the jewellery manufactured, imported and/or distributed by the Debtor (the
“Sharon Stone Claim™), which vesting is to be elfective with respect to the Purchased Assets
upon the delivery by the Receiver to the Purchaser of a certificate confirming (i) the payment by
the Purchaser of the Purchase Price for the Purchased Assets; (ii) that the conditions to Closing
as set out in Articte 8 of the Sale Agreement have been satisfied or waived by the Receiver and

the Purchaser; and (iii) the Transaction has been completed to the satisfaction of the Receiver.

C. Unless otherwise indicated herein, terms with initial capitals have the meanings set out in

the Sale Agrecment.
THE RECEIVER CERTIFIES the following:

1. The Purchaser has paid and the Receiver has received the Purchase Price for the

Purchased Assets payable on the Closing Date pursuant o the Sale Agreement;

2. The conditions to Closing as set out in Article 8 of the Sale Agreement have been

satisfied or waived by the Receiver and the Purchaser; and
3. The Transaction has becn completed to the satisfaction of the Receiver.

4, This Certificate was delivered by the Recciver at ) [TIME] on [DATE].

RICHTER ADVISORY GROUP INC,, solely
in its capacity as Court-appointed Receiver of
J.S.N. JEWELLERY INC,, J.S.N.
JEWELLERY UX LIMITED, GMJ CORP,,
and ALWAYS & FOREVER FAMILY
COLLECTION INCORPORATED, and not
in its personal capacity

Per;

Name:
Title:
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Fasken Martingau Duddoulin LLP F G,

Barristers and Solicitors + 1 416 366 6381 General AS KE N {{{,\\%}

Patent and Trade-mark Agents + 1416364 7813 Fax M 1 4B
1 800 268 8424 Toli-free A RTI N EAU Nt

wl
Bay Adelaide Centre

333 Bay Street, Suite 2400 fasken.com

P.O. Box 20

Toronto, Ontatio MSH 2T6

Canada

Aubrey E. Kauffman
Direct +1 416 868 3538
akauffman@fasken.com
August 29,2016

File No.: 300245.00004/16471

By Email

Mr. Jeffrey J. Simpson
Torkin Manes LLP
Barristers & Solicitors
151 Yonge Street

Suite 1500

Toronto, ON MS5C 2W7

Dear Mr. Simpson:

Re:  Reccivership of J.S.N. Jewellery Inc., et al
Claim of Sharon Store Co, Ltd. (“Sharon Stone”) and Utopia Jewellery Ltd.
(“Utopia™)

As you are aware, we act for the Richter Advisory Group Inc. (the “Receiver”) in the
above captioned proceedings. As part of our client’s investigation into the claims
asserted by Sharon Stone and Utopia as set out in your Notice of Motion dated August
22, 2016, could you please provide the Receiver with the following documentation or
information:

1. a copy of the sharcholder ledger of Utopia or, alternatively, confirmation that all
of the shares of Utopia are held by Whitpay Inc.;

O8]

a list of the directors and officers of Utopia;

a copy of the shareholder ledger for Sharon Stone Inc. and list of directors and Y
officers of Sharon Stone Inc.;

(W8]

4, 2015 and 2016 Thai corporate filings for Utopia and Sharon Stone Inc.;

5. in respect of paragraph 5 of the Affidavit of Mr. Cohen (“Cohen Affidavit”) a
copy of any contract or agreement or documentation between Utopia and Sharon
Stone dealing shared space;

300245,00004/93957340.2




FASKEN #2,
MARTINEAU (O

Page 2
6. with respect to Exhibit “A” to the Cohen Affidavit, invoices reflecting sales to
third party purchasers in 2015 or 2016;
7. financial statements of Sharon Stone and Utopia for the previous three years (the -

Receiver is interested in the assets listed in the financial statements - the Recejver
is content that the numbers on the financial statements be redacted);

8. copies of the personal guarantees, mortgages and related loan documentation
referred to in paragraph 8 of the Cohen Affidavit;

9. particulars of the §17 million amount allegedly owed to Utopia by J.S.N. and
documentation to support such claim as referred to in paragraph 10 of the Cohen
Affidavit; and

10. with respect to Exhibit “B” of the Cohen Affidavit, produce the complete list of
assets over which Utopia / Sharon Stone allege their ownership interest.

We would appreciate receipt of the above information at your earliest convenience and,
in any event, within seven days so that the Receiver can proceed with its investigation of
the allegations of your clients.

Yours truly,

FASKFN MARTINEAU DuMOULIN LLP

Pt

W~

Aubrey E. Kauffman
AEK/mp

300245.00004/93957840.2
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From: Carla Eisnor [mailto:Carla.Eisnor@jsnjewellery.com]
Sent: Thursday, August 27, 2015 12:02 PM

To: Zalev, Adam

Cc: Belcher, James; Larry Goldberg; Mark Sturrock
Subject: Data request

Adam

A few of the items from below to keep your team progressing.

L.

2.

Current and up to date Corporate ownership chart — reflecting changes since acquisition.

Most recent Borrowing Base Certificate and supporting documentation as provided to Salus
Capital along with covenant compliance worksheet — see BBC#398 which is the weekly update
file with all back up which includes inventory ledgers (item 10), current receivables listings for
the wholesales group which are included in the Borrowing base.

2016 Budget as submitted to Salus — by entity, 3 way model with borrowing base forecast

June 2015 financial package as submitted to Salus — In speaking with Mark, it is as sent to
Salus, the company has not updated for the audited figures for March 2015 and I see some
minor presentation errors to be corrected. Will send you the entity consol. so that you have
the by entity BS & PL within wholesale.

2012 and 2014 audited FS (note there was no 2013) for the Group. Will look to find the scanned Ben
Moss standalone for those periods. 2015 has not yet been issued — will see about getting draft. -

Let me know if you would like to discuss. There was no Strategy Document presented to Salus this year as the company
did not do a formal presentation. The top customer list for the group will also follow.

Carla

From: Mark Sturrock [mailto:mv_sturrock@cogeco.ca]
Sent: August-17-15 6:59 AM

To: Larry Goldberg; Caria Eisnor
Cc: Adam C. Zalev; Belcher James; Mark Sturrock
Subject: Re: Follow-up to our meting on Friday

Larry and Carla,



Thanks again for signing back the engagement letter and your confidence in both A&M and MVSP. 1 will
begin sharing information with A&M today and kindly ask you to begin sending the requested information as
per my emil of June 8th. When sending the information please send it to both A&M (Adam and James copied
herein) and to MVS Partners. *

By way of summary:

I. CIM (do you still have the original one completed in 2012 by
Capital Canada)? MVSP will send this to A&M today

2

pre 1oty : 2015
6. Related to 5 above — A copy of the supportlng Busmess Plan /
“Strategy Document” that supports the forecasted numbers.
7. A copy of the PWC Business Plan Review completed in September

12. Most recent 1nventory appralsal and any supporting materials from
360 re: the insurance for the incremental advance rates. MVSP
will send this to A&M today
A copy of the PWC QofE that was completed on Ben Moss at the
time of the acquisition. MVSP will send this to A&M today

Mark V. Sturrock

President

MYVS Partners Inc.

Mobile: 416-209-9588

Email: mv_sturrock(@cogeco.ca

On Jun 8, 2015, at 8:51 PM, Mark Sturrock <mv_sturrock(@cogeco.ca> wrote:

Joseph, Steve and Larry,

First let me begin by thanking you for the opportunity to once again work
for you and on behalf of JSN / Ben Moss. Over the past two and a half

2



years we seen great and wonderful things happen and I am very thankful
for having played a small part in your overall success. I am also very
excited to be once again working with you on the next stage of your
evolution. As discussed and after careful consideration I have decided to
partner with Alvarez & Marsal Canada Securities ULC (“A&M™)
specifically Adam Zalev and Dean Mullett who I will formally introduce to
you at some point in the future. Rest assured I will remain your key point
of contact and I will do my utmost to get you the best deal in terms of
price, structure and future flexibility so your success can continue to grow
and flourish. Having known the team at A&M for a very long time, T am
certain that A&M is aligned with this objective as well.

By way of introduction, A&M (http://www.alvarezandmarsal.com/am-

canada-corporate-finance) has an extensive network of global
relationships and has unparalleled access to capital sources around the
world. Combined with extensive knowledge of the financial marketplace
and a deep understanding of operations from years of hands-on
experience, A&M offers independent advice and a holistic approach
designed to maximize value. I have taken the liberty to attach a short
presentation for your files.

Larry, as I know time is of the essence and in order to compile a detailed
CIM to market the refinance opportunity to prospective lenders I will
work with you as a starting point to pull the most current information so
we can (a) tell the story and (b) build up the required resources for a
dataroom which we will look to populate in the near future. Myself and
the A&M team will also begin to review the financial statements, financial
forecasts, business plan and other relevant information in order to
develop a comprehensive financial model built off your projections for
2015 and beyond which will highlight the company’s borrowing
requirements relative to projected availability under the revolver plus the
financial covenants designed around the term debt and total leverage of
the company going forward. In this regard please find below a
preliminary information request list:
1. CIM (do you still have the original one completed in 2012 by
Capital Canada)?
2. Current and up to date Corporate ownership chart (I recall Carla
indicating this was going to be cleaned up significantly post close of
Ben Moss).
3. Audited Financial Statements — most recent 3 years
(Consolidated/combined and standalone as available).
4. Latest Available Interim Financial Statements (unit and Group).
5. Financial Forecasts — current working model with I/S, B/S, and
CFS preferably monthly stretching forward for 2015 and 2016.
6. Related to 5 above — A copy of the supporting “Business Plan” /
“Strategy Document” that supports the forecasted numbers.
7. A copy of the PWC Business Plan Review completed in September
2014.
Current Receivables Listing (for JSN Group).
9, Top 10 customer listing for JSN (mnfg side of the business).

= o]



10. Current Inventory Ledger (summary by JSN, Ben Moss, retail and
mfg and location).

11. Most recent Borrowing Base Certificate and supporting
documentation as provided to Salus Capital along with covenant
compliance worksheet,

12. Most recent inventory appraisal and any supporting materials from
360 re: the insurance for the incremental advance rates.

13. A copy of the PWC QofE that was completed on Ben Moss at the
time of the acquisition.

I am hoping to be in a position to deliver the Engagement letter this
Wednesday — would that work for you?

I very much look forward to working with you on this very exciting and
important milestone.

Regards,

Mark V. Sturrock

Senior Corporate Finance Professional
Mobile: 416-209-9588

Email: mv_ sturrock(@cogeco.ca

<AM Canada - JSN_June 8, 2015.pdf>
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This message is intended only for the use of the addressee(s) and may contain information
that is PRIVILEGED and CONFIDENTIAL. If you are not the intended recipient(s), you are
hereby notified that any dissemination of this communication is strictly prohibited.

If you have received this communication in error, please erase all copies of the

message and its attachments and notify us immediately.

This email has been scanned by the Symantec Email Security.cloud service.
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If you have received this communication in error, please erase all copies of the message and its attachments and notify us
immediately.
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April 19, 2013

Independent Auditor’s Report

To the Shareholder of
J.S.N. Jewellery Group

We have audited the accompanying combined financial statements of J.5.N. Jewellery Group, a carve-out
of the J.8.N. group of companies as desecribed in note 1 of the combined financial statements, which
comprise the combined balance sheet as at August 31, 2012 and the combined statements of income and
equity in net assets and cash flows for the year then ended, and the related notes, which comprise a
summary of significant accounting policies and other explanatory information.

Management’s responsibility for the combined financial statements

Management is responsible for the preparation and fair presentation of these combined finaneial
statements in accordance with Canadian accounting standards for private enterprises and for such internal
control as management determines is necessary to enable the preparation of combined financial
statements that are free from material misstatement, whether due to fraud or error.

Auditor’s responsibility

QOur responsibility is to express an opinion on these combined financial statements based on our audit. We
conducted our audit in accordance with Canadian generally accepted auditing standards. Those standards
require that we comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance about whether the combined financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the combined financial statements, The procedures selected depend on the auditor’s judgment, including
the assessment of the risks of material misstatement of the combined financial statements, whether due to
fraud or error. In making those risk assessments, the auditor considers internal control relevant to the
entity’s preparation and fair presentation of the combined financial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the entity’s internal control. An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by management, as well as
evaluating the overall presentation of the combined financial statements.

We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our
qualified audit opinion.

PricewaterhouseCoopers LLP
North American Centre, 5700 Yonge Street, Suite 1900, North York, Ontario, Canada M2M 4K7
T: +1 416 218 1500, F: +1 416 218 1499

“PwC* refers to PricewalerhouseCoopers LLR, an Cntario limited abildly parinership,



pwc .

Basis for qualified opinion

Because we were appointed auditor of J.5.N. Jewellery Group during 2012, we were not able to observe the
counting of the physical inventories at the beginning of that year or satisfy ourselves concerning those
inventory quantities by alternative means. Since opening inventories affect the determination of the
results of operations and cash flows, we were unable to determine whether adjustments to the results of
operations and cash flows might be necessary for 2012.

Secondly, the opening balance sheet and required disclosures on transition have not been included in the
combined financial staternents as at September 1, 2011, the date of transition to Canadian accounting
standards for private enterprises and the combined financial statements have not been prepared on a
comparative basis, This information is not presented as it is impracticable to do so.

Qualified opinion

In our opinion, except for the possible effects of the matters described in the basis of qualified opinion
paragraphs, the combined financial statements present fairly, in all material respects, the financial
position of J.S.N. Jewellery Group, a carve-oul of the J.5.N. group of companies as described in note 1 of
the combined financial statements, as at August 31, 2012 and the results of its operations and its cash
flows for the year then ended in accordance with Canadian accounting standards for private enterprises.

W

Chartered Accountants, Licensed Public Accountants



J.S.N. Jewellery Group
Combined Balance Sheet
As at August 31, 2012

{expressed in Canadian dollars, unless otherwise stated)

Assets

Current assets

Cash

Accounts receivable (notes 3 and 11)
Inventories (note 4}

Prepaid expenses and other assets
Restricted deposits {note 6)

Property, plant and equipment (note 5)

Total Assets

Liakbilities

Current liabilities

Bank indebtedness (note 7)

Accounts payable and accrued liabilities (notes 8 and 11)
Income taxes payable (hote 9)

Total Liabilities

Equity in Net Assets

Total Liabilities and Equity in Net Assets

Commitments and contingencies (note 15)

Approved by the Sole Shareholder

The accompanying notes are an integral part of these combined financial statements.

1,280,501
16,331,901
36,109,277

984,154
588,638
55,294,471
784,494

56,078,965

11,313,233
15,605,185

1,291,834

28,210,252
27,868,713
56,078,965

{@ .



J.S.N. Jewellery Group

Combined Statement of Income and Equity in Net Assets

For the year ended August 31, 2012

(expressed in Canadian dollars, unless otherwise stated)

Sales (note 11)

Cost of sales (notes 11 and 12)
Gross profit

Expenses

General and administrative
Management fees {note 11}
Amortization

Foreign exchange gain
Interest

Income before taxes

Provision for income taxes (note 9)

Net income for the year

Equity in net assets - Beginning of year
Movement in equity in net assets

Equity in net assets - End of year

The accompanying notes are an integral part of these combined financial statements.

$
62,035,758
48,610,005
13,425,753
7,666,731
600,000
246,608
(455,058)
563,224
8,621,505
4,804,248
1304942
3,479,306
29,344,573
(4,955,166)
27,868,713



J.S.N. Jewellery Group

Combined Statement of Cash Flows
For the year ended August 31, 2012

(expressed in Canadian dollars, nnless otherwise stated)

Cash provided by (used in)

Operating activities
Net income for the year
ltems not affecting cash
Amortization
Unrealized foreign exchange gain
(Gain on sale of property, plant and equipment
Writedown of accounts receivable

Net change in non-cash working capital items (note 14}

Investing activities
Purchase of property, plant and equipment
Increase in restricted deposits

Financing activities

Increase in bank indebtedness
Distributions

Movement in equity in net assetls

Effect of exchange rate changes on cash
Net change in cash during the year
Cash - Beginning of year

Cash - End of year

The accompanying notes are an integral part of these combined financial statements.

3,479,306
345,362
290,278
(10,696)
30,000

4,134,250
{28,061}

4,106,189
{110,749)
(3086,528)
(417,277)

2,149,066
(175,316)

(4,779,850)
(2,806,100)
(12,052)
870,760
409,741

1,280,501



J.S.N. Jewellery Group

Notes to Combined Financial Statements
August 31, 2012

(expressed in Canadian dollars, unless otherwise stated)
1 Business operations and basis of presentation

The combined financial statements of J.S.N. Jewellery Group have been prepared on a carve-out basis from the
combined financial statements of J.5.N. Jewellery Inc., GMJ Corporation, J.8.N. Jewellery UK Limited and
Utopia Jewellery Ltd. (the Jewellery Group or the Group).

Because the Jewellery Group was a part of a group of companies under common control, these combined
financial statements depict the equity in net assets representing the amounts associated specifically with the
Jewellery Group.

The Jewellery Group is not a legal entity and is composed of a 100% interest of the following legal entities:

s+ J.8.N. Jewellery Inc.
+« GMJ Corporation
« J.5.N. Jewellery UK Limited

» Utopia Jewellery Ltd.
All amounts have been derived from accounting information specific to the above legal entities,

These combined financial statements reflect the combined financial position, results of operations and cash
flows of the Group. The assets, liabilities, revenues and expenses of the Group have been added together to
determine the amounts included in these combined financial statements. Intercompany sales, expenses and
receivables and payables between the entities in the Group have been eliminated. These combined financial
statements may not necessarily reflect the results of operations, financial position, changes in equity and cash
flows of the Jewellery Group in the future or what they would have been had it been a separate, stand-alone
entity during the year presented.

The Jewellery Group’s principal business activities include the manufacture, distribution and sale of diamond
jewellery. The Group’s primary sales markets are in Canada, the United States and the United Kingdom. The
Jewellery Group’s manufacturing facilities are located in Thailand and Ontario, Canada.

Basis of preparation

These combined financial statements have been prepared using Canadian accounting standards for private
enterprises (ASPE) as issued by the Canadian Accounting Standards Board, except for the following:

« the combined financial statements are not prepared on a comparative basis as required by ASPE Section
1400.12; and

« the opening balance sheet and required disclosures on transition as required by ASPE Section 1500 have

not been included in the combined financial statements as at September 1, 2011, the date of transition to
ASPE,

(1)



J.S.N. Jewellery Group

Notes to Combined Financial Statements
August 31, 2012

{expressed in Canadian dollars, unless otherwise stated)

2

Summary of significant accounting policies
Revenue recognition

The Group recognized revenue, net of rebates and returns, when persuasive evidence of an arrangement exists,
usually when the product is shipped to customers and the sale price is fixed or determinable and collectibility is
reasonably assured.

Revenue for the sale of consignment inventory is recognized when the customer sells the product and notifies
the Group of the sale.

Provisions for rebates, calculated based on contractual agreements, are recognized in the same peried the
related sales are recorded.

Cash and cash equivalents

Cash and cash equivalents consist of cash on deposit and highly liquid short-term investments with original
maturities at the date of acquisition of go days or less, recorded at fair value and not subject to withdrawal
restrictions.

Inventories

Raw materials are valued at the lower of cost, on a first-in, first-out basis and net realizable value. Work-in-
process and finished goods are valued at the lower of cost, with cost being determined on a weighted average
basis, and net realizable value. Work-in-process and finished goods include the cost of raw materials, labour
and manufacturing overhead. Inventories are written down to net realizable value when the cost of inventories
is estimated to be greater than the anticipated selling price less a provision for normal selling costs.

Property, plant and equipment

Property, plant and equipment are recorded at amortized cost net of any impairment losses. Property, plant and
equipment are reviewed for impairment on a regular basis or whenever events or circumstances indicate that
the carrying amount of the assets may not be recoverable. When an impairment is determined to exist, the
impaired property, plant and equipment are written down to their fair value and the writedown is recognized in
the combined statement of income and equity in net assets. Amortization is charged to the combined statement
of income and equity in net assets and provided on a straight-line basis over the assets’ estimated useful lives
using the following annual rates:

Equipment and tools 10% - 40%
Office furniture and fixtures 10% - 40%
Leasehold improvements 15% - 40%
Computer hardware 15% - 30%
Computer software 20%
Vehicles 20% - 30%

(2)



J.S.N. Jewellery Group

Notes tc Combined Financial Statements
August 31, 2012

(expressed in Canadian dollars, unless otherwise stated)
Income taxes

The Group uses the income taxes payable method of accounting for income taxes. Under this method of
accounting, the Group records as an expense or income only the cost or benefit of current income taxes for that
year, determined in accordance with the rules established by the taxation authorities in the relevant
jurisdictions in which it operates.

Foreign currency translation

Monetary assets and liabilities denominated in foreign currencies are translated into Canadian dollars at the
exchange rates in effect at the combined balance sheet date, Non-monetary assets and liabilities are translated
at historical exchange rates. Sales and expenses are translated at the average exchange rates prevailing during
the year. Realized and unrealized gains and losses are included in the combined statement of income and equity
in net assets.

Financial instruments

Financial instruments are recorded at fair value on initial recognition. Freestanding derivative instruments that
are not in a qualifying hedging relationship and equity instruments that are quoted in an active market are
subsequently measured at fair value.

All other financial instruments are subsequently recorded at cost or amortized cost. The Group records cash,
accounts receivable, accounts payable and accrued Habilities and bank indebtedness at amortized cost, less any
impairment. Amortization is recorded on a straight-line basis.

Financial assets measured at amortized cost are tested for impairment at the end of each reporting period when
there are indications that the assets may be impaired. When events occurring after the impairment confirm that
a reversal is necessary, the reversal is recognized in net income up to the amount of the previously recognized
impairment.

As at August 31, 2012, J.5.N, Jewellery UK Limited was committed, under a foreign exchange derivative
coniract, to buy USD46,800,000 and sell pound sterling (GBP) between September 26, 2012 and August 27,
2014. Under the terms of the contract, the Group is committed to buying USD1,300,000 or USD1,950,000 if
the spot rate is either below or above USD1.6475, respectively. In the months where the spot rate is below
USD1.6475 the Group is committed to selling GBP at USD1.6475 for that month. The fair value of the contract
at year end is a loss of $234,714 (£150,025) recorded in accounts payable and accrued liabilities, and the loss is
recorded through foreign exchange gain/loss in the combined statement of income and equity in net assets.

Measurement uncertainty
The preparation of combined financial statements in accordance with ASPE requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure of

contingent assets and liabilities at the date of the combined financial statements and the reported amounts of
revenues and expenses during the period. Actual future results could differ from those estimates.

(3



J.S.N. Jewellery Group

Notes to Combined Financial Statements
August 31, 2012

(expressed in Canadian dollars, unless otherwise stated)

The estimated fair values of financial assets, liabilities and derivative instruments by their nature are subject to
measurement uncertainty.

Tax interpretations, regulations and legislation and the interpretations thereof in the various jurisdictions in
which the Group operates are subject to change. As such, income and other taxes are subject to measurement

uncertainty.

3 Accounts receivable

$

Trade accounts 16,581,687
Less: Allowance for doubtful accounts (249,786)
16,331,901

4 Inventories

$

Raw materials 16,578,465
Work-in-process 2,656,624
Finished goods 16,874,188
36,109,277

5 Property, plant and equipment

Accumulated

Cost amortization Net

$ $ $

Equipment and tools 2,603,731 2,299,584 304,147
Office fumiture and fixtures 1,120,060 798,927 321,133
Leasehold improvements 217,963 216,127 1,836
Computer hardware 313,675 294 429 19,246
Computer software 692,281 692,281 -
Vehicles 266,542 128,410 138,132
5,214,252 4,429 758 784,494

Property, plant and equipment with their carrying amount of $323,496 are subject to capital leases, amortized
on a straight-line basis over their remaining useful lives.

(4)



J.S.N. Jewellery Group

Notes to Combined Financial Statements
August 31, 2012

(expressed in Canadian dollars, unless otherwise stated)

6

Restricted deposits

As at August 31, 2012, the Group had restricted deposits amounting to $588,638 ($18,651,229), including
accrued interest. The fixed deposits include $315,600 ($10,000,000) held by Bangkek Bank and $94,680
(B3,000,000) held by Kasikorn Bank, pledged as collateral to guarantee the bank overdraft facilities described
in note 7, $42,959 (B1,361,200) pledged to cover the letter of guarantee related to equipment capital leases
(note 5) and $15,780 (B500,000) for the gnarantee of electricity usage from Metropolitan Electricity Authority

(Thailand).
Bank indebtedness
$
J.5.N. Jewellery Inc.
a) Operating facility CAD3,000,000 2,793,900
J.S5.N. Jewellery UK Limited
b) Bank overdraft facility £500,000 £281,251 440,016
¢} Inveice disceunting agreement £3,948,728 6,177,785
Utopia Jewellery Ltd.
d) Bank overdraft facility of 312,000,000 8,186,262 258,361
e) Bank overdraft facility of 328,000,000 27,134,547 856,374
fy Promissory note of B25,000,000 24,930,000 786,797
11,313,233

a)

b)

c)

d)

e)

Royal Bank of Canada operating line secured by a general security agreement in respect of J.5.N. Jewellery
Inc., guarantees and postponement of claims by the shareholder and postponement and assignment of
claim by a company controlled by the shareholder.

National Westminster Bank overdraft facility secured by a £450,000 personal guarantee from the
shareholder and a £950,000 personal guarantee from the managing director of J.8.N. Jewellery UK
Limited as well as a debenture dated October 16, 2000. The facility is also secured by a fixed and floating
charge over the assets of J.S.N. Jewellery UK Limited.

Royal Bank of Scotland inveice discounting agreement secured by a fixed and floating charge over the
assets of J.8.N, Jewellery UK Limited. The interest rate is charged at the sterling base rate plus 2%.

Kasikorn Bank overdraft facility guaranteed by a director of Utopia Jewellery Ltd. and restricted deposits
aggregating $3,000,000.

Bangkok Bank overdraft facility is secured by mortgages on property owned by a Director of Utopia

Jewellery Ltd. and his wife and the personal guarantees of the Director and his wife of f18,000,000 and
B6,000,000, respectively.

(5)



J.S.N. Jewellery Group
Notes to Combined Financial Statements
August 31, 2012

{expressed in Canadian dollars, unless otherwise stated)

10

f)  Bangkok Bank promissory note guaranteed by a director of Utopia Jewellery Ltd. and a restricted deposit
of }10,000,000.

Government remittances

Government remittances consist of amounts (such as property taxes, sales taxes and payroll withholding taxes)
required to be paid to government authorities and are recognized when the amounts come due. In respect of
government remittances, $769,763 is included within accounts payable and accrued liabilities.

Income taxes

The income tax provision recorded differs from the income taxes obtained by applying the statutory income tax
rate of 24.54% to the income for the year and is reconciled as follows:

$

Income before taxes 4,804,248

Income fax expense at the statutory income tax rate 1,178,870
Increase {decrease) resulting from:

Non-deductible expenses 134,800

Capital allowances (4,080)

Amortization in excess of capital allowances 15,352

Effect income tax expense 1,324,942

Share capital

Equity in net assets as presented on the combined balance sheet includes the share capital of the legal entities
in the Jewellery Group.

Authorized
J.8.N. Jewellery Inc. - Unlimited common shares
GMJ Corporation - 3000 common shares
J.S.N. Jewellery UK Limited - 50 ordinary “B” shares
J.S8.N. Jewellery UK Limited - 50 ordinary “C” shares
Utopia Jewellery Ltd. - 500,000 ordinary shares

Issued
$
J.S.N. Jewellery Inc. - 200 common shares 200
J.8.N. Jewellery UK Limited - 50 ordinary “B" shares 102
J.8.N. Jewellery UK Limited - 50 ordinary “C" shares 102
GMJ Corporation - 100 common shares 98
Utopia Jewellery Ltd. - 500,000 ordinary shares 1,633,593

1,634,095

{6



J.S.N. Jewellery Group

Notes to Combined Financial Statements
August 31, 2012

(expressed in Canadian dollars, unless otherwise stated)
11 Related party transactions
During the year, the following related party transactions occurred:
a) The Group paid management fees to a company owned by the shareholder amounting to $600,000.

b) The Group sold finished goods to a company owned by a member of the immediate family of the
shareholder, representing net sales of $2,851,748.

¢) The Group sold finished goods to a company owned by the shareholder, representing net sales of
$1,732,039.

d) J.5.N. Jewellery UK Limited paid dividends aggregating $175,315 (£110,026) to its managing director and
his spouse.

e} The Group purchased raw materials and services from companies owned by the shareholder amounting to
$6,585,100 and $78,690, respectively,

These transactions are in the normal course of operations and have been valued in these combined financial
statements using the exchange amount, which is the amount of consideration established and agreed upon by
the respective parties.

Included in accounts receivable is $462,382 owed from a company owned by an immediate family member.

Included in accounts payable and accrued liabilities are amounts of $4,775,163 (B151,304,289) and $372,307
owed to companies under common conitrol and $181,228 (£115,838) due to the managing director of J.5.N.
Jewellery UK Limited.

Also included in accounts payable and accrued liabilities are $568,221 ($18,004,317) due to a director of Utopia
Jewellery Lid.

Included in equity in net assets are loans receivable of $3,280,166 due from companies under common control
and $627,365 (£400,878) due from a company owned by the managing director of J.8.N. Jewellery UK Limited.
These loans are non-interest bearing and have no specific repayment terms. Subsequent to year-end, the
amount cwing from the company owned by the managing director of J.5.N. Jewellery UK Limited was repaid in
full.

Included in equity in net assets are amounts due to the shareholder of the Group, which are unsecured, bear no
interest and have no specific repayment terms. There is no intention to demand payment in the next fiscal year.

V)]



J.S.N. Jewellery Group

Notes to Combined Financial Statements
Aupust 31, 2012

(expressed in Canadian dollars, unless otherwise stated)

12

13

Cost of sales

Included in the cost of sales for the year is amortization of $98,754.

Financial instruments

Credit risk

The Group, in the normal course of business, is exposed to credit risk from its customers, substantially all of
which are jewellery retailers. The Group performs ongoing credit evaluations of new and existing customers’
financial condition and reviews the collectibility of its trade and other receivables and credit limits in order to
mitigate credit risk. Approximately 54% of the accounts receivable represents amounts due from two non-
related party customers. Net sales to these two customers approximate 35% of sales for the year ended

August 31, 2012,

As at August 31, 2012, the Group believes that the allowance for doubtful accounts sufficiently covers any credit
risks related to past due or impaired accounts receivable balances.

Interest rate risk

The Group is exposed to interest rate risk because the various credit facilities bear interest at fluctuating rates.
Foreign currency risk

The Group's sales are denominated in Canadian and US dollars and GBP, while raw material purchases are
predominately denominated in US dollars. Thus, the Group is exposed to foreign currency risk due to foreign

exchange rate fluctuations.

The Group uses derivative financial instruments including forward contracts to manage exposures to foreign
currency. The Group does not use derivative financial instruments for trading or speculative purposes.

Derivative instruments are recorded at fair value with changes in fair value recognized in income. Fair value is
calculated based on forward exchange rates at year-end. Changes in fair value of derivatives are included in
foreign exchange gain/loss in the combined statement of income and equity in net assets. The fair value of
derivatives is included in accounts payable and accrued liabilities in the combined balance sheet as at year-end.

(8)



J.S.N. Jewellery Group

Notes to Combined Financial Statements
August 31, 2012

(expressed in Canadian dollars, unless otherwise stated)

14 Supplementary cash flow information

$
Accounts recejvable 4,874,633
Inventories 2,715,525
Prepaid expenses and other assets (648,899}
Accounts payable and accrued liabilities (8,040,524)
Income taxes payable 1,071,204
Net change in non-cash working capital items (28,061)
Non-cash transaction

$
Property, plant and equipment acquired and financed by capital

leases 165,051

15 Commitments and contingencies
The Group is involved in certain legal matters arising in the ordinary course of business. The resolution of these
matters is not expected to have a material adverse effect on the Group’s combined financial position, results of
operations or cash flows.

The Group has entered into operating leases for the rental of buildings and vehicles as follows:

a) Canadian head office and manufacturing facility to April 30, 2013, rent payable monthly at $10,478,
excluding taxes;

b) UK head office to March 31, 2015 at £24,840 per annum, including taxes. Minimum payments payable in
future years are as follows:

$

2013 39,580
2014 39,580
2015 23,090
102,250

9



J.S.N. Jewellery Group

Notes to Combined Financial Statements
Angust 31, 2012

(expressed in Canadian dollars, unless otherwise stated)

c¢) vehicle leases with minimum payments payable in the future as follows:

$

2013 104,016
2014 48,362
2015 30,323
182,701

d) Utopia Jewellery Ltd.’s buildings leases with minimum payments payable in the future as follows:

$

2013 80,287
2014 91,005
2015 91,038
2016 94,816
2017 99,331
Thereafier 148,997
605,474

J.8.N. Jewellery Inc. is also a guarantor for a vehicle and equipment leased under operating and capital leases

by a company owned by the shareholder. The total amount gnaranteed as at Aungust 31, 2012 is $1,720,875,
reducing over the term of the lease.

(10)
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J.S.N. Jewellery Group

Combined Financial Statements
March 31, 2014

(expressed in Canadian dollars, unless
otherwise stated)
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December 23, 2014

Independent Auditor’s Report

To the Shareholder of
J.S.N. Jewellery Group

We have audited the accompanying combined financial statements of J.5.N. Jewellery Group, a carve-out
of the J.S.N. group of companies as described in note 1 of the combined financial statements, which
comprise the combined balance sheet as at March 31, 2014 and the combined statements of income and
equity in net assets and cash flows for the nineteen month period then ended, and the related notes, which
comprise a summary of significant accounting policies and other explanatory information,

Management’s responsibility for the combined financial statements

Management is responsible for the preparation and fair presentation of these combined financial
statements in accordance with Canadian accounting standards for private enterprises, and for such
internal control as manageinent determines is necessary to enable the preparation of combined financial
statements that are free from material misstatement, whether due to fraud or error.

Auditor’s responsibility

Our responsibility is to express an opinion on these combined financial statements based on our audit. We
conducted our audit in accordance with Canadian generally accepted auditing standards. Those standards
require that we comply with ethical requirements and plan and perform the audit to obtain reasonable
assurance about whether the combined financial statements are free from material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in
the combined financial statements. The procedures selected depend on the auditor’s judgment, including
the assessment of the risks of material misstatement of the combined financial statements, whether due to
fraud or error, In making those risk assessments, the auditor considers internal control relevant to the
entity’s preparation and fair presentation of the combined finanecial statements in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on
the effectiveness of the entity’s internal control, An audit also includes evaluating the appropriateness of
accounting policies used and the reasonableness of accounting estimates made by management, as well as
evaluating the overall presentation of the combined financial statements.

We believe that the audit evidence we have obtained in our audit is sufficient and appropriate to provide a
basis for our audit opinion,

PricawaterhouseCoopers LLP

North American Centre, 5700 Yonge Street, Suite 1900, North York, Ontario, Canada M2M 4K7

T: +1 416 218 1500, F: +1 416 218 1499

“PwC" refers 1o PricowaterhouseCoopers LLP. an Ontadio fimited lisbikty parnership.
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Opinion

In our opinion, the combined financial statements present fairly, in all material respects, the financial
position of J.5.N. Jewellery Group, a carve-out of the J.S.N. group of companies as described in note 1 of
the combined financial statements, as at March 31, 2014 and the results of its operations and its cash flows
for the nineteen month period then ended in accordance with Canadian accounting standards for private
enterprises.

%Wcao/m [P

Chartered Professional Accountants, Licensed Public Accountants



J.S.N. Jewellery Group
Combined Balance Sheet

(expressed in Canadian dollars, unless otherwise stated)

Assets

Current assets

Cash

Accounts receivable (notes 4 and 15}
Incomae tax recoverable

Inventories (note 5)

Prepaid expenses and other assets
Restricted cash (note 8)

Deferred costs {note 13)
Property and equipment (note 6)
Intangible assets (note 7)
Goodwill (note 3)

Total Assets

Liabilities

Current liabilities

Bank indebtedness {note 9)
Accounts payable and accrued liabilities (notes 10 and 15)
Income taxes payable {(note 11)
Other [liabilities {note 12)

Deferrad service plan revenue

Obligations under capital leases {note 19)
Long-term debt {note 13)

Other liabilities {note 12)

Deferred service plan revenue
Unfavourable off-market leases
Long-term debt (note 13)

Obligations under capital leases (note 19)
Total Liabilities

Equity in Net Assets

Total Liabilities and Equity in Net Assets

Commitments and contingencies (note 16}

Approved by the So older
7

March 31, August 31,
2014 2012

$ $

636,781 1,280,501
35,380,155 16,331,901
558,250 -
77,926,284 36,108,277
4,823,857 984,154
3,541,540 588,638
122,866,867 55,294,471
3,022,526 -
13,894,375 784,494
14,037,659 -
2,995,548 -
156,816,975 56,078,965
47,803,241 11,313,233
44,905,911 15,605,185
2,078,096 1,291,834
318,922 -
577,903 -
1,204,621 -
2,175,000 -
99,063,694 28,210,252
158,560 -
447,634 -
121,300 -
16,475,000 -
2,098,569 -
118,364,757 28,210,252
38,452,218 27,868,713
156,816,975 56,078,965

The accompanying nofes ar%r‘ﬁgtegral part of these combined financial statements.



J.S.N. Jewellery Group

Combined Statement of Income and Equity in Net Assets

{expressed in Canadian dollars, unless otherwise stated)

Sales (note 15)

Cost of sales (notes 15 and 16)

Expenses

Selling, generat and administrative {note 15)

Amortization of property and equipment and intangible assets
Foreign exchange gain

interest

Income hefore taxes

Provision for income taxes {note 11)

Net income for the period

Equity in net assets - Beginning of period
Movement in equity in net assets

Equity in net assets - End of period

Nineteen-month

period ended Year ended
March 31, August 31,
2014 2012
$ $
162,495,335 62,035,758
105,501,367 48,610,005
56,993,968 13,425,753
43,744,310 8,266,731
2,873,757 246,608
(490,344) (455,058}
5,502,232 563,224
51,629,955 8,621,505
5,364,013 4,804,248
1,806,165 1,324,942
3,557,848 3,479,306
27,868,713 29,344,573
7,025,657 {4,955,166)
38,452,218 27,868,713

The accompanying notes are an integral part of these combined financial statements.



J.S.N. Jewellery Group
Combined Statement of Cash Flows

(expressed in Canadian dollars, unless otherwise stated)

Cash provided by (used in)

Operating activities

Net income for the period

ltems not affecting cash
Amortization
Unrealized foreign exchange {gain) loss
{Gain) loss on sale of property and equipment
Writedown of accounts receivable
Non-cash rent

Net change in non-cash working capital items {note 18}

Investing activities

Purchase of property and equipment
Purchase of intangible assets

Proceeds from sale of property and aquipment
Increase in restricted deposits

Acquisition of business (note 3)

Financing activities

Increase in bank indebtedness - net

Proceeds from long-term debt (note 13)
Proceeds from other liabilities

Payment of financing costs

Repayment of obligations under capital leases
Repayment of long-term debt

Repayment of other liabilities

Distributions

Movement in equity in net assets

Effect of exchange rate changes on cash
Net change in cash during the period
Cash - Beginning of period

Cash - End of period

Nineteen-month

period ended Year ended
March 31, August 31,
2014 2012
$ $
3,567,847 3,479,306
3,977,104 345,362
(483,146) 290,278
54,729 {10,696)
9,501 30,000
179,000 -
7,295,036 4,134,250
(4,977,364) {28,061}
2,317,672 4,106,189
(2,664,768} (110,749)
(43,436) -
50,886 -
(2,794,196) (308,528)
{44,444 ,562) -
{49,896,076) {417,277)
28,474,142 2,149,066
20,000,000 -
574,283 -
(3,946,717) -
(1,358,085) -
(1,350,000) -
(2,528,082) .
{208,290} (175,316}
7,233,947 (4,779,850}
46,891,198 2,806,100}
43,488 (12,052}
(643,720) 870,760
1,280,501 409,741
636,781 1,280,501

The accompanying notes are an integral part of these combined financial statements.



J.S.N. Jewellery Group

Notes to Combined Financial Statements
March 31, 2014

(expressed in Canadian dollars, unless otherwise stated)
1 Business operations and basis of presentation

The combined financial statements of J.8.N. Jewellery Group have been prepared on a carve-out basis from the
combined financial statements of J.8.N. Jewellery Inc. and its subsidiaries J.8.N. Jewellery UK Limited,
2373138 Ontario Inc. and Ben Moss Jewellers Western Canada [1d., and GMJ Corporation and Utopia
Jewellery Ltd. (the Jewellery Group or the Group).

Because the Jewellery Group was a part of a group of companies under common control, these combined
financial statements depict the equity in net assets representing the amounts associated specifically with the
Jewellery Group.

The Jewellery Group is not a legal entity and is composed of a 100% interest of the following legal entities:

«  J.S.N. Jewellery Inc,

«  GMJCorporation

= J.8.N. Jewellery UK Limited

«  Utopia Jewellery Ltd.

« 2373138 Ontario Inc.

«  Ben Moss Jewellers Western Canada Ltd. (note 3)

All amounts have heen derived from accounting information specific to the above legal entities,

These eombined financial statements reflect the combined financial position, results of operations and cash
flows of the Group. The assets, liabilities, revenues and expenses of the Group have been added together to
determine the amounts included in these combined financial statements. Intercompany sales, expenses and
receivables and payables between the entities in the Group have been eliminated. These combined financial
statements may not necessarily reflect the results of operations, financial position, changes in equity and cash
flows of the Jewellery Group in the future or what they would have been had it been a separate, stand-alone
entity during the period presented.

The Jewellery Group is a vertically integrated designer, manufacturer, wholesaler and retailer of jewellery, The
Group’s primary wholesale markets are in Canada, the United States and the United Kingdom and the Group’s
retail operations are in Canada, The Jewellery Group’s manufacturing facilities are located in Thailand and
Ontario, Canada.

Basis of preparation

These combined financial statements have been prepared using Canadian accounting standards for private
enterprises (ASPE) as issued by the Canadian Accounting Standards Board, which sets out generally accepted
accounting principles for non-puhlicly accountable enterprises in Canada and includes the significant

accounting policies described hereafter,

During the reporting period, the Group amended the fiscal year-end date to March 31 and therefore these
combined financial statements cover the 19-month period from Septemher 1, 2012 to March 31, 2014,

(1)



J.S.N. Jewellery Group

Notes to Combined Financial Statements
March 31, 2014

(expressed in Canadian dollars, unless otherwise stated)

2

Summary of significant accounting policies
Business combinations

Business combinations are accounted for using the acquisition method, whereby identifiable assets acquired
and liabilities assumed, including contingent liabilities, are recorded at 100% of their acquisition date fair
values. The Group recognizes the fair value of contingent consideration relating to its business acquisitions at
the date of acquisition. The acquisition date is the date the Group acquires control over the acquiree. The Group
considers all relevant facts and circumstances in determining the acquisition date,

Acquisition related costs, other than costs to issue debt or equity securities of the Group, including investment
banking fees, legal fees, accounting fees, valuation fees and other professional or consulting fees, are expensed
as incurred.

The excess of the cost of the acquisition over the fair value of the identifiable net assets acquired is recorded as
goodwill. If the cost of the acquisitien is less than the fair value of the net assets acquired the difference is
recognized in the combined statement of income and net equity in assets,

If the initial accounting for a business combinatien is incomplete by the end of the reporting period in which
the combination eccurs, the Group reports in its combined financial statements provisional amounts for the
items for which the accounting is incomplete. During the measurement period, the Group will retroactively
adjust the provisicnal amounts recognized at the acquisition date and, if known, would have affected the
measurement of the amounts recognized as of that date. The maximum length of the time for the measurement
period is one year from the acquisition date.

Revenue recognition

Revenue includes sales of merchandise, service plans, repair services and gift cards to customers through stores
operated by the Group and sales of product to third party retailers and distributors. Revenue is measured at the
fair value of consideration received net of sales tax, returns and discounts.

Retail

Sales of merchandise and services for repair work to customers through stores operated by the Group are
recognized when the significant risks and rewards of ownership have been transferred to the buyer, which is the
time the customer tenders payment fer and takes possession of the merchandise. Return allowances are
estimated using actual experience under the retail operations 3o-day right of refund policy.

The Group offers a lifetime service plan under which the Group offers future repair services to customers based
on the type of plan purchased. The Group recognizes revenue over a three-year period in relation to its
historical experience of providing related service. Until recognized, amounts are recorded as deferred service

plan revenue,

Revenues on gift cards scld to customers are recognized at the time of redemption,

(2)



J.S.N. Jewellery Group

Notes to Combined Financial Statements
March 31, 2014

{expressed in Canadian dollars, unless otherwise stated)

The Group assesses its revenue arrangements against specific criteria to determine if it is acting as principal or
agent. The Group has concluded that it is acting as principal in all of its revenue arrangements, except for cash
for gold transactions which are recognized on a net basis. In these revenue arrangements, the Group is not
primarily responsible for providing the goods to the customer, does not retain any inventory risk, has little to no
latitude in establishing prices and does not bear any of the credit risk, As such, the Group is acting as an agent
for sales of this nature and therefore only commission fees are recorded upon general revenue recognition
criteria being met.

Wholesale

Sales to distributors and third party retailers are recognized when persuasive evidence of an arrangement
exists, usually when the product is shipped to customers and the sale price is fixed or determinable and
collectibility is reasonably assured.

Revenue for the sale of consignment inventory is recognized when the customer sells the product and notifies
the Group of the sale.

Provisions for rebates, calculated based on contractual agreements, are recognized in the same period the
related sales are recorded.

Cash and cash equivalents

Cash and cash equivalents consist of cash on deposit and highly liquid short-term investments with original
maturities at the date of acquisition of 9o days or less, recorded at fair value and not subject to withdrawal
restrictions.

Inventories

Raw materials are valued at the lower of cost and net realizable value. Work-in-process and finished goods are
valued at the lower of cost, with cost being determined on a weighted average basis, and net realizable value,
Net realizable value is the estimated selling price in the ordinary course of business less the estimated costs of
completion and the estimated costs necessary to make the sale. Work-in-process and finished goods include the
cost of raw materials, labour and manufacturing overhead, Inventories are written down to net realizable value
when the cost of inventories is estimated to be greater than the anticipated selling price less a provision for
normal selling costs.

(3)



J.S.N. Jewellery Group

Notes to Combined Financial Statements
March 31, 2014

(expressed in Canadian doljars, unless otherwise stated)
Property and equipment

Property and equipment are recorded at cost less accumulated amortization. Amortization is provided for on a
straight-line basis over the assets’ estimated useful lives using the following annual rates:

Eguipment and tools 10% - 40%
Office furniture and fixtures 10% - 40%
Office leasehold improvements 15% - 40%
Computer hardware 15% - 30%
Vehicles 20% - 30%
Store furniture and fixtures straight-line over term of lease
Store leasehold improvements siraighi-line over term of lease

Equipment under capital lease is amortized on a basis that is consistent with the amortization policy of other
similar capital assets as noted above.

Intangible agsets

Intangible assets, except for those not subject to amortization, are recorded at cost less accumulated
amortization. Amortization is being provided for over the estimated useful life as follows:

Computer software 5 years straight-line
Computer software under capital lease straight-line over term of lease
Customer marketing list 5 years straight-line
Off-market leases straight-line over remaining

term of lease

The Group has an intangible asset related to its brand name which is considered to have an indefinite life and
therefore is not amortized.

Impairment
Long-lived amortizing assets

Capital assets and intangible assets subject to amortization are reviewed for impairment whenever events or
changes in circumstances indicate that the carrying value of an asset may not be recoverable, Impairment is
assessed by comparing the carrying amount of an asset to be held and used with the total of the undiscounted
cash flows expected from its use and disposition. If the asset is impaired, the impairment loss to be recognized
is measured by the amount by which the carrying amount of the asset exceeds its fair value, generally
determined on a discounted cash flow basis. Any impairment results in a writedown of the asset and a charge to
income during the period. An impairment loss is not reversed if the fair value of the related long-lived asset
subsequently increases.
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J.S.N. Jewellery Group

Notes to Combined Financial Statements
March 31, 2014

(expressed in Canadian dollars, unless otherwise stated)
Indefinite life intangible assets

The brand name intangible asset is tested for impairment whenever events or changes in ¢ireumstances indicate
that the carrying amount may exceed its fair value. Impairment is assessed by comparing the carrying amount
of the intangible asset with its fair value, generally determined on a discounted cash flow basis. When the
carrying amount of the intangible asset exceeds its fair value, an impairment loss is recognized in an amount
equal to the excess. An impairment loss is not reversed if the fair value of the related long-lived asset
subsequently increases.

Goodwill

Goodwill is not amortized but is instead tested for impairment if events or changes in circumstances indicate
that an impairment loss may have occurred. In the impairment test, the carrying amount of the reporting unit,
including goodwill, is compared with its fair value. When the carrying amount of the reporting unit exceeds its
fair value, a goodwill impairment loss is recognized, up to a maximum amount of the recorded goodwill related
to the reporting unit. Goodwill impairment losses are not reversed.

Financial assets measured at cost and amortized cost

When there are indications of possible impairment, the Group determines if there has been a significant
adverse change to the expected timing or amount of future cash flows expected from the finaneial asset. The
amount of any impairment loss is determined by comparing the earrying amount of the financial asset with the
highest of three amounts:

i)  the present value of the cash flows expected to be generated by holding the asset, discounted using a
current market rate of interest appropriate to that asset;

i} the amount that could be realized by selling the asset at the date of the balance sheet; and,

ifi) the amount expected to be realized by exercising the Group's rights to any collateral held to secure
repayment of the asset, net of all costs necessary to exercise those rights.

Reversals are permitted, but the adjusted carrying amount of the financial asset shall be no greater than the
amount that would have been reported at the date of the reversal had the impairment not been recognized.

Leases

Long-term lease agreements for furniture and fixtures, computer equipment and electronic cash registers,
which transfer substantially all the benefits and risks associated with ownership, are classified as eapital leases
and recorded as an asset and an obligation based on the present value of future minimum lease payments
discounted at interest rates implicit in the lease agreements, The assets are amortized over their estimated
useful lives and the obligations, including interest thereon, are repaid over the term of the lease. All other leases
are accounted for as operating leases, and the rental costs are expensed as incurred.

(5)



J.S.N. Jewellery Group

Notes to Combined Financial Statements
March 31, 2014

{expressed in Canadian dollars, unless otherwise stated)

Favourable and unfavourable off-market Ieases represent the fair value of lease rights as established on the
acquisition date and are amortized on a straight-line basis over the remaining term of the respective lease.

Deferred lease inducements

Deferred lease inducements represent benefits secured upon signing leases on new premises. They are
amortized on a straight-iine basis over the terms of the respective leases.

Income taxes

The Group uses the income taxes payable method of accounting for incorne taxes. Under this method of
accounting, the Group records as an expense or income only the cost or benefit of current income taxes for that
period, determined in accordance with the rules established by the taxation authorities in the relevant
jurisdictions in which it operates.

Foreign currency translation

Monetary assets and labilities denominated in foreign currencies are translated into Canadian dollars at the
exchange rates in effect at the combined balance sheet date, Non-monetary assets and liabilities are translated
at historical exchange rates. Sales and expenses are translated at the average exchange rates prevailing during
the period. Realized and unrealized gains and losses are included in the combined statement of income and
equity in net assets.

Financial instruments

Financial instruments are recorded at fair value on initial recognition. Freestanding derivative instruments that
are not in a qualifying hedging relationship and equity instruments that are quoted in an active market are
subsequently measured at fair value.

All other financial instruments are subsequently recorded at cost or amortized cost. The Group records cash,
accounts recejvable, accounts payable and accrued liabilities, bank indebtedness, obligations under capital
leases and long-term debt at amortized cost, less any impairment. Amortization is recorded on a straight-line
basis.

Financial assets measured at amortized cost are tested for impairment at the end of each reporiing period when
there are indications that the assets may be impaired. When events occurring after the impairment confirm that
a reversal is necessary, the reversal is recognized in net income up to the amount of the previously recognized
impairment.

As at August 31, 2012, J.5.N. Jewellery UK Limited was committed, under a foreign exchange derivative
contract, to buy USD46,800,000 and sell pound sterling (GBP) between September 26, 2012 and August 27,
2014. Under the terms of the contract, the Group is committed to buying USD1,300,000 or USD1,950,000 if
the spot rate is either below or above USD1.6475, respectively, In the months where the spot rate is below
USD1.6475 the Group was committed to selling GBP at USD1.6475 for that month. The contract was cancelled

(6)



J.S.N. Jewellery Group

Notes to Combined Financial Statements
March 31, 2014

{expressed in Canadian dollars, unless otherwise stated)

on July 18, 2013 and the loss was recorded through foreign exchange gain/loss in the combined statement of
income and equity in net assets.

There were no foreign exchange contracts outstanding at March 31, 2014.
Measurement uncertainty

The preparation of combined financial statements in accordanee with ASPE requires management to make
estimates and assumptions that affect the reported amounts of assets and liabilities and the disclosure of
contingent assets and liabilities at the date of the combined financial statements and the reported amounts of
revenues and expenses during the period. Actual future results could differ from those estimates.

The estimated fair values of financial assets, liabilities and derivative instruments by their nature are subject to
measurement uncertainty.

Tax interpretations, regulations and legislation and the interpretations thereof in the various jurisdictions in
which the Group operates are subject to change. As such, income and other taxes are subject to measurement
uncertainty.

The Group's lifetime service plan is an area where management has made significant assumptions that would
result in a material adjustment to the carrying amount of the deferred service plan revenue, in the event that
actual results of customer claims differs from assumptions made. The current estimates and related
assumptions are based on previous experience to date.

3 Business acquisitions

Effective July 18, 2013, the Group acquired through its wholly owned subsidiaries, all of the outstanding shares
of Ben Moss Jewellers Western Canada Ltd., Marsid Holdings Inc., 477070 Manitoba Limited,

4770677 Manitoba Limited and 4770723 Manitoba Limited. Simultaneously, an amalgamation oceurred with
the acquiring company to form a new organization operating under the eontinued legal name of Ben Moss
Jewellers Western Canada Ltd. The acquisition was accounted for as a business combination.

)]



J.S.N. Jewellery Group

Notes to Combined Financial Statements
March 31, 2014

(expressed in Canadian dollars, unless otherwise stated)

The fair value of identifiable net assets acquired is summarized as follows:

$

Assets acquired
Accounts receivable 454,116
Income tax recoverable 558,250
Inventories 35,770,443
Prepaid expenses 1,430,538
Property and equipment 12,804,487

Intangible assets 14,676,313

65,694,147

Liabilities assumed

Bank indebtedness 7,492,252
Accounts payable and accrued liabilities 8,751,111
Income taxes payable 67,066
Dsaferred service plan revenue 699,148
Capital leases 4,890,701
Notes payable 2,201,855
Unfavourable off-market leases 143,000
_ 24245133
Net assets acquired 41.449.014
Consideration
Cash paid 43,944,562
Unpaid 500,000
Goodwill 2,995 548

The allocation of the consideration transferred to acquired assets and assumed Habilities and the ealculation of
the final purchase price were calculated utilizing information available at the time these financial statements
were prepared. The final allocation of the consideration transferred may change as more information becomes
available. If initial accounting for the business combination has not been completed by the end of the reporting
period in which the business combination occurs, provisional amounts will be reported for which the
accounting is incomplete, with retrospective adjustment made to such provisional amounts during the
measurement period to present new information about facts and circumstances that existed as of the
acquisition date. Once the measurement period ends, and in no case beyond one year from the acquisition date,
subsequent revisions of the accounting for the business combination will only be accounted for as correction of
an error.

The measurement period for the aequisition concluded on July 18, zo14.
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J.S.N. Jewellery Group

Notes to Combined Financial Statements
March 31, 2014

{expressed in Canadian dollars, unless otherwise stated)

4 Accounts receivable

Trade accounts

Less: Allowance for doubtful accounts

Inventories

Raw materials
Work-in-process
Finished goods

Property and equipment

Equipment and tools

Furniture and fixtures

Office leasehold improvements
Computer hardware

Vehicles

Equipment under capital lease

March 31, August 31,
2014 2012
$ $
35,615,681 16,581,687
235,526 249,786
35,380,155 16,331,901
March 31, August 31,
2014 2012
$ $
12,468,778 16,578,465
1,037,225 2,656,624
64,420,281 16,874,188
77.926,284 356,109,277
March 31,
2014
Accumulated
Cost amortization Net
$ $ $
3,481,409 2,690,133 791,276
6,935,521 1,828,999 5,106,522
5,275,124 979,093 4,296,031
686,125 390,699 295,426
330,623 166,765 163,858
3,435,640 194,378 3,241,262
20,144,442 6,250,067 13,894,375

(o)



J.S.N. Jewellery Group

Notes to Combined Financial Statements

Mareh 31, 2014

(expressed in Canadian dollars, unless otherwise stated)

Equipment and toocls

Furniture and fixtures

Office leasehold improvements
Computer hardware

Vehicles

= Intangible assets

Computer software

Computer software under capital lease

Customer marketing list
Favourable off-market leases
Brand name

Computer software

August 31,
2012

Accumulated
Cost amortization Net
$ s $
2,603,731 2,299,584 304,147
1,120,060 798,927 321,133
217,963 216,127 1,836
313,675 294,429 19,245
266,542 128,410 138,132
4,521,971 3,737,477 784,494
March 31,
2014

Accumulated
Cost amortization Net
$ $ $
1,064,541 764,600 299,941
897,686 221,984 675,702
800,000 113,333 686,667
3,569,713 294,364 3,275,349
9,100,000 - 9,100,000
15,431,940 1,384,281 14,037,659
August 31,
2012

Accumulated
Cost amortization Net
$ $ 5
692,281 692,281 -

(10}



J.S.N. Jewellery Group

Notes to Combined Financial Statements
March 31, 2014

(expressed in Canadian dolars, unless otherwise stated)

8

Restricted cash

Restricted cash is comprised of cash and term deposits that are held as collateral to third parties in support of
normal course operating activities and cash receipts deposited to bank accounts which are under the dominion
of the Group lender under the Credit Agreement (refer to note 13). The composition of restricted cash is as

follows:

Cash and term deposits held in Thailand as collateral for credit
facilities and utilities

Casti held in operating account in the UK as collateral for
government remittances

Term deposit held as collateral for corporate credit cards

Cash held in deposit accounts under the dominion of the Lender

Bank indebtedness

J.S.N. Jewellery Inc.
a) Committed revolving loan (note 13}
b) Canadian operating facility
J.8.N. Jewellery UK Limited
¢} Bank overdraft facility
d) invoice discounting agreement
Utopia Jewellery Ltd.
e} Kasikorn Bank facility
fy Bangkok Bank overdraft facility
g} Bangkok Bank packing credit facility

March 31, August 31,
2014 2012

$ $

586,500 588,638
16,616 -
100,000 -
2,838,424 -
3,541,540 588,638
March 31, August 31,
2014 2012

$ $

44 923,187 -
- 2,793,900

- 440,016

- 6,177,785

1,075,398 258,361
454,656 856,374
850,000 786,797
47,303,241 11,313,233

a) Committed revolving loan facility up to $50 million under the Credit Agreement described in note 13. The
revolving loan can be drawn in Canadian and/or US dollars from time to time up to an aggregate of
$50 million based on 9go% of the face amount of eligible receivables and 95% of eligible inventory at
appraised value, net of availability reserves set by the Lender. Canadian dollar advances under the revolver
bear interest at Bank of Canada prime rate plus 3.5% and US advances bear interest at US prime plus 3.5%.
The revolving facility is also subject to a commitment fee of 0.675% per annum. The interest and unused

line fee is paid monthly in arrears.
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J.S.N. Jewellery Group

Notes to Combined Financial Statements
March 31, 2014

{expressed in Canadian dollars, unless otherwise stated)

10

b)

c)

d)

e)

g)

Royal Bank of Canada operating line secured by a general security agreement in respect of J.5.N. Jewellery
Inc., guarantees and postponement of claims by the shareholder and postpenement and assignment of
claim by a company controlled by the shareholder. The facility was fully repaid and security discharged on
July 18, 2013.

National Westminster Bank overdraft facility secured by a £450,000 personal guarantee from the
shareholder and a £950,000 personal guarantee from the managing director of J,5,N. Jewellery UK
Limited, a debenture dated October 16, 2000 and a fixed and floating charge over the assets of J.3.N.
Jewellery UK Limited. The facility was fully repaid and security discharged on July 18, 2013,

Royal Bank of Scotland invoice discounting agreement secured by a fixed and floating charge over the
assets of J.S.N, Jewellery UK Limited. The interest rate is charged at the sterling base rate plus 2%. The
facility was fully repaid and security discharged on July 18, 2013.

Kasikorn Bank overdraft facility of B12 millien and packing credit facility of B30 million guaranteed by a
director of Utopia Jewellery Ltd., restricted deposits aggregating f3 million and a block of f10 million
from the overdraft facility.

Bangkok Bank overdraft facility of f28 million is secured by mortgages on property owned by a Director of
Utopia Jewellery Ltd. and his wife and the personal guarantees of the Director and his wife of f18 million
and (6 million, respectively.

Bangkok Bank packing credit facility promissory note of f28 million is guaranteed by a direcior of Utopia
Jewelery Ltd. and a restricted deposit of f10 million.

Government remittances

Government remittances consist of amounts (such as property taxes, sales taxes and payroll withholding taxes)
required to be paid to government authorities and are recognized when the amounts come due. In respect of
government remittances, $2,231,377 (2012 - $7606,763) is included in accounts payable and accrued liabilities.
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J.S.N. Jewellery Group

Notes to Combined Financial Statements
March 31, 2014

(expressed in Canadian dollars, unless otherwise stated}
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12

Income taxes

The income tax provision recorded differs from the income taxes obtained by applying the statutory income tax

rate of 22.57% (2012 - 24.54%) to the income for the year and is reconciled as follows:

March 31, August 31,

2014 2012

$ $

Income before taxes 5,364,013 4,804.248
Income tax expense at the statutory income tax rate 1,210,517 1,178,870

Increase {decrease) resulting from:

Non-deductible expenses 320,901 134,800
Capital allowances {2,489) (4,080)
Amortization in excess of capital allowances 272,554 15,362
Non-capital loss applied (255,141) -
Reversal of prior period provision (325,000) -
Intercompany profit elimination 728,009 -
Foreign currency transiation adjustments {123,396} -
Other {19,790) -
Effective income tax expense 1,806,165 1,324,942

The Group has a balance of non-capital losses available to be carried forward to future tax years in the amount
of approximately $1,025,000 which expire in 2033. The Group has not recorded a future tax asset related to

carryforward balance of non-capital losses in these combined financial statements.

August 31,
2012
$

Other liabilities
March 31,
2014
$
Loan payable (a) 100,898
Due to related parties (b) 376,584
477,482
Current portion 318,822
158,560

a) National Capital Leasing Loan is secured by certain store fixtures and equipment, bears interest at 7.851%

and is repayable in blended monthly payments to maturity on September 10, 2014.

b) Promissory note due to companies owned by the former shareholders of Ben Moss Jewellers Western
Canada Ltd. (note 15). The note is unsecured and repayable in blended monthly payments to maturity to

September 17, 2016.
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J.S.N. Jewellery Group

Notes to Combined Financial Statements
March 31, 2014

(expressed in Canadian dollars, unless otherwise stated)

Repayments of the other liabilities are as follows:

$
2015 318,922
2016 110,313
2017 48,247
—A7482
13 Credit facility
The Group’s long-term debt outstanding is presented as follows:
March 31,
2014
$
Term A loan 6,625,000
Term B loan 12,025,000
Long-term debt 18,650,000
Lass: Current portion 2,175,000
Long-term debt - non-current 16,475,000

On July 18, 2013, J.5.N. Jewellery Inc., its subsidiaries and GMJ Corporation {the Borrowers) entered into a
Credit Agreement (the Credit Agreement) with Salus Capital Partners, LLC, as administrative agent and
collateral agent (the Lender). The obligations of the borrowers under the Credit Agreement are joint and
several.

The Credit Agreement provides for an aggregate maximum $70 million senior credit facility, comprised of a
committed revolving loan of $50 million (note ), a Term A loan of $7 million and a Term B loan of $13 million.
The Borrowers pledged all present and future property and undertakings.

The Credit Agreement requires monthly interest payments in arrears and quarterly principal payments on the
term loans, which commenced on September 30, 2013. Maturity of the facilities under the Credit Agreement is
July 18, 2016. The interest rate on the term loans is Royal Bank of Canada prime rate plus 7.75% and 9.75%, on
the Term A and B loans, respectively.

Costs associated with obtaining the Credit Facility of $3,946,717 are being amortized on a straight-line basis

over the term of the Credit Agreement. Interest expense in the period includes amortization of deferred
financing costs of $924,191.

(4)



J.S.N. Jewellery Group

Notes to Combined Financial Statements
March 31, 2014

(expressed in Canadian dollars, unless otherwise stated)

Repayments of the long-term debt are as follows:

$
2015 2,175,000
2016 2,787,500

2017

13,687,500

18,650,000

The Credit Agreement grants the Lender a security interest over all assets of J.5.N, Jewellery Inc., Ben Moss
Jewellers Western Canada Ltd., GMJ Corporation and J.8.N. Jewellery UK Limited. The credit facilities are also
subject to customary terms and conditions, including limits on incurring additional indebtedness, payments
relating to other indebtedness, granting liens or selling certain assets without the consent of the lenders.

14 Share capital

Equity in net assets as presented on the combined balance sheet includes the share capital of the legal entities
in the Jewellery Group.

Authorized
J.8.N, Jewellery Inc. - Unlimited common shares
GM.J Corporation - 3,000 common shares
J.S.N. Jewellery UK Limited - 50 ordinary “B” shares
J.S.N. Jewellery UK Limited - 50 ordinary “C” shares
Utopia Jewellery Ltd. - 500,000 ordinary shares

Issued
March 31, August 31,
2014 2012
$ $
J.8.N. Jewellery Inc. - 200 common shares 200 200
J.5.N. Jewellery UK Limited - 50 ordinaty B shares 102 102
J.S.N. Jewellery UK Limited - 50 ordinary G shares 102 102
MJ Corpaoration - 100 common shares 98 98
Utopia Jewellery Ltd. - 500,000 ordinary sharas 1,633,593 1,633,593
1,634,095 1,634,095
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J.S.N. Jewellery Group

Notes to Combined Financial Statements
March 31, 2014

(expressed in Canadian dollars, unless otherwise stated)

15 Related party transactions

The Group enters into transactions with companies controlled by the shareholder and his immediate family
members and directors and key management personnel. A summary of the transactions and balances is as
follows:

March 31, August 31,
2014 2012
$ $
Companies under common control
Management fees 1,638,971 600,000
Purchases of diamonds and gold 20,584,478 6,585,100
Purchases of finished goods 490,972 -
Purchases of services 354,339 78,690
Sales of finished goods 2,582,728 1,732,039
Commissions earned 185,576 -
Companies owned by a member of the immediate family of the
shareholder
Sale of finished goods, net of returns 11,312,672 2,851,748
Company owned by the President and Diractor of a wholly
owned subsidiary
Management services fees 300,011 -
Interast expense 11,338 -

J.S.N. Jewellery UK Limited paid dividends aggregating $208,290 (2012 - $175,315) to its managing director
and his spouse.

These transactions are in the normal course of operations and have been valued in these combined financial
statements using the exchange amount, which is the amount of consideration established and agreed upon by
the respective parties.

Included in accounts receivable is $3,157,450 (2012 - $462,382) owed from a company owned by an immediate
family member.

Included in accounts payable and acerued liabilities are amounts of $13,992,475 (2012 - $5,147,470) owed to
eompanies under common control.

Included in accounts receivable is $14,418,526 (2012 - $nil) due from companies under common control.

Included in accounts payable and accrued liabilities is $1,494,212 (2012 - $181,228) due to the managing
director of J.5.N. Jewellery UK Limited and $255,000 (2012 - $nil) due to a company owned by a director of a
wholly owned subsidiary. Included in accounts receivable is $1,150,465 due from a director of Utopia J ewellery
Ltd. At August 31, 2012 accounts payable and acerued labilities included $568,221 due to a director of Utopia
Jewellery Ltd.

(16)
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Notes to Combined Financial Statements
March 31, 2014

(expressed in Canadian dollars, unless otherwise stated)

16

17

Included in equity in net assets are loans receivable of $1,905,015 (2012 - $1,293,095) due from and $1,093,647
(2012 - $1,093,647) due to companies under common control. These loans are non-interest bearing and have
no specific repayment terms.

Included in equity in net assets are amounts due to the shareholder of the Group, which are unsecured, bear no
interest and have no specific repayment terms. Due to shareholder is postponed to the Group’s Credit Facility.

Cost of sales

Included in the cost of sales for the year is amortization of $179,000 (2012 - $98,754).

Financial instruments

Credit risk

The Group, in the normal course of business, is exposed to credit risk from its wholesale customers,
substantially all of which are jewellery retailers. The Group performs ongoing credit evaluations of new and
existing customers’ financial condition and reviews the collectibility of its trade and other receivables and credit
limits in order to mitigate credit risk. Approximately 15% of accounts receivable represents amounts due from

one non-related party customer. Net sales to this customer are approximately 16% of net sales for the period.

As at March 31, 2014, the Group believes that the allowance for doubtful accounts sufficiently covers any credit
risks related to past due or impaired accounts receivable balances.

Interest rate risk

The Group is exposed to interest rate risk because the various credit facilities bear interest at fluctuating rates.
Foreign currency risk

The Group’s sales are denominated in Canadian and US dollars and GBP, while inventory purchases are
predominantly denominated in US dollars. Thus, the Group is exposed to foreign currency risk due to foreign
exchange rate fluctuations.

Liguidity risk

Liquidity risk is the risk the Group will not be able to meet its obligations as they fall due. The Group’s objective
is to maintain sufficient liquidity to meet its financial liabilities as they come due and remain compliant with
the financial covenants of the Credit Faeility. The Group manages liquidity risk through various means

including monitoring cash balances and planned cash flows generated from operations and used for investing in
capital assets (refer to note 13).
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Notes to Combined Financial Statements
March 31, 2014

{expressed in Canadian dollars, unless otherwise stated)

18 Supplementary cash flow information

March 31, August 31,

2014 2012

$ $

Accounts receivable (16,937,502) 4,874,633

Inventories {6.046,564) 2,715,525
Prepaid expenses and other assets (1,890,823} (648,899}
Accounts payable and accrued liabilities 19,101,416 (8.040,524)

Income taxes payabte 569,720 1,071,204

Deferred service plan 326,389 -
Net change in non-cash working capital items {4,877,364) (28,061)

Non-cash transaction
Property and equipment acquired and financed by capital leases - 165,051

19 Commitments and contingencies

Contingencies

The Group is involved in certain legal matters arising in the ordinary course of business. The resohition of these
matters is not expected to have a material adverse effect on the Group’s combined financial position, results of

operations or cash flows.

Operating lease obligations

The Group is obligated to make future minimum annual operating lease payments to the expiry date for
premises, store locations (exclusive of rent payable as a percentage of sales and other occupancy charges), and

vehicles as follows, excluding taxes:

$

2015 7,821,610
2016 6,980,441
2017 ' 6,776,800
2018 6,417,690
2019 6,025,980
Thereafter 13,433,757
47,456,278
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Capital lease obligations

The Group has entered into several agreements for the lease of store furniture, fixtures and equipment and
computer hardware and software. The interest rate implicit in these leases varies from 5.634% to 7,750%, The
capitai leases expire on various dates in 2014 - 2017. The future minimum annual payments, interest and
balance of obligations are as folows:

$

2015 1,372,053
2016 1,258,276
2017 731,316
2018 238,192
3,509,837

Less: Amount representing interest 296,647
Capital lease obligation 3,303,180

Guarantees

J.8.N. Jewellery Inc. is also a guarantor for a vehicle and equipment leased under operating and capital leases
by a company owned by the shareholder. The total amount guaranteed as at March 31, 2014 is $1,154,127,
reducing over the terms of the leases,

Comparative figures

Certain comparative figures have been reclassified to conform to the financial statement presentation adopted
in the current period.

Subsequent event

At the year-end date, the Group was in default of certain financial covenants under its credit agreement

(note 13). Such defaults gave the lender the right to demand repayment of amounts owing. Subsequent to the
year-end, the Group signed an amending agreement (the amending agreement) with its lender which
retroactively waived the defaults and removed the covenants, removing the lenders right to demand repayment
of the loans. The amending agreement also provided the Group with additional borrowing capacity of
approximately $2 million, at similar terms and conditions as its current term loan facilities under the credit
Agreement, which is to be repaid on or before December 31, 2014. After the additional facility is repaid, the
Group will have a USD3.5 million term loan outstanding which will subject the Group to currency risk until the
US dollar denominated term loan is repaid.
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All dollar amounts are in Canadian Doilars, unless otherwise stated

DRAFT FOR REVIEW AND DISCUSSION



J5N GROUP

Assurnplions

{CADDOGS)
General A pti
Corpaorate tax rate Ben Moss 27.0% 0.0%
Corporate tax rate LS.N Jeweflery Inc, 2605
Corporate tax rate GM) Corparation {JSH USA) 25004
Corporate tax rate J.S.N lewellery UK Ltd. 23.05%
Corparate tax rate Utopia fewellery Co. 20.0%
Depreciation & Amortization
1.5.M. Group of Companies Remaining Term
Capital assels 5 ¥ears 5 Years
Transaciion fees 3 Years 3 Years
Ben Moss
Capital assets 5 Years 5 Years
Other intangibles 4Years 5Years
Hote{sk
L Combined federal and Manitoba provincal corporate tax rate, Canada Revenue Agency.
? Combined federal and Ontario provincial corporate tax rate, Canada Revenue Agency.
Economic Assumptlons
Average British Pound Exchange Rate {$/£) 1.2000
Ending British Paund Exchange Rate {$/£) 1.9000
Average United States Exchange Rate (5/U50D) 1.2500
Ending United States Exchange Rate ($/U3D}) 1.2500
Average Thal Baht Exchange Rate {5/TB) 0.0340
Ending Tha Baht Exchange Rate ($/78) 0.0340
Bank prime rate 2,85%
U5 Buse Rote 3.75%
Hote{s):
1 RBC CAD Prime rate
Operating Assumptions - 1.5.H Group
[CADOOOS, unless othenwise stated}
Netsales
L5.N. jewellery Inc. s 43,480
15N, jewellary UK L1d, {£) E 12,843
GMI Corparation (JSH USA) {US) s 20,500
Ret marchandise sales to Ben Moss (Canada) s 32,500
Repair sales to Ben Moss {Carada) 5 2,000
Gross margin %
J5.N. Jewelery Inc. 25.0%
45N, Jewellery UK Lid, 25.0%
GMI Corporation {JSH USA) 2509
Utopfa Jewellery Co. 0.0%
Commissions (% of net sales)
A5.M. Jewellery Inc. 0.4%
2.5.N. Jewellery UK Lid, 6%
GMI Corporation {JSN USA) 4.0%
Utapia llery Co. operating exp 3 3410
15N GROUP
Capital Canada Limited

Strictly Private and Confidential
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