@ Coastal Contacts Inc.

ANNUAL INFORMATION FORM

For the year ended October 31, 2009

Dated January 29, 2010




TABLE OF CONTENTS

L LI S0 T 0 10 Lo 0 SN 1
CORPORATE STRUCGTURE .......uuiiiiiiiiiiiiiiee e eee et iie e e e e e et e e aa e ie s e e e s e eesaa s st eeeseeseeaaas s eeesseessas b b e eeeeaesesssanansesaseeresnnnnnnsranes 4
GENERAL ...ttteeiteteeeteeesiteeesetbeeesatseeessaeesasbesaaabaeseassseeesaseesssbessanbaeesassaseassseeesabeeesanbeeseabeseesbeeeesnsbeeesabeessasbesensbseesnnseeeas 4
GENERAL DEVELOPMENT OF THE BUSINESS .........cooiiitiiiiiiiiiiiieiiiee e ettt e e e s ee e e e aaaa s e e e e seeessaaaaeeesesesesssasanseeessesesnes 4
THREE YEAR HISTORY ...uutiiiiitiiiiiieeeiittt e e ittt e s sbeessatae s eabeesessaessaseessanbesesasseseassseessabeeessbesesabesseabbeeessbeeesabaessassesansnrens 4
PURCHASES OF OUR COMMON SHARES ....uuetiiiiiiiturteeieisiiitsreessesssistsseesssiasstssesssesasssssssssasssssssssssssssssesssssasssssssessssssnes 4
THE BUSINESS ........ooiiiiiiiiiiii ittt iii et e e ettt eee e e e s ee et e aa e seseesease s s s s eeeassesesssaaanseeesse s e s s s aaseeessess s s b an s eeaesessesssnsanssenesersssnnes 5
OVERVIEW .1t iteeeeetteeesiteeesetbeeesateeeesbaeesasbesaaasaessassssaesaseessasesesanbaeesssaseassseessstesesnbeeseabeseeabeeeesnsbeeesabeessasbesensbseesansseasns
PRODUCTSAND SERVICES..
SALES AND IMARKETING .. .uuttetetiieiitsteteesiasssraresssesassssssessssssstssesssssassssesesssanassssesessssssssssssssssssssssssssssssresesessnsssssseessanss
PERSONNEL ....cittttieieeiiiittieieteeesebbere e e s e s et beeeessesaabaeeeeessassbaeeseeesasbabeeesesassbaeaeeesesasabeeesessassatseess e snsbaeeesesanbbnbeeesssannrnns
COMPETITIVE CONDITIONS...ceeiiiiiirrrreeeesierreeeeeeeesnsneeas
INTANGIBLE & INTELLECTUAL PROPERTY
SEASONALITY wrreeiireieereeeeirreeeeenreessreeesstsessereessssnssssennes "
ECONOMIC DEPENDENCE . ......cctteeeeteeieiteeeeitseeesiseeesatessssessssssssssassesssasssssassesessssssesassessassesssassssssssseesssssssssssesssssesssnns
RISK FACTORS ... ..cooiii ittt e e ettt e e et e e e eeaatb e aaeeaeese s s s s s e seaessessssaaareesesse s s s b e eesesse s s an i eeeseesnesnannnnsseeresnnnransnes 11
RISKSRELATED TO OUR COMPANY ..coiiiiitttieieeiieittateteessiissteessesssassssssssssssssresssssesastssesssssassssssssessssssssesssessssssseessessns 11
L TIGATION . .1ttt i iteeeeeteeeeiteee e sttt e eeabeessbeeeeabbeeeeaabeeesassessesbeseaabaeseeasbeessabeesaasbeeeanbeesesssseesasseesanbeeesnsaeeennseessaseeessbeesnnns 18
RISKS RELATED TO THE INTERNET .1veiiiittteeiiteeeieteeeeestaeesssseesssesssssesssassessesssesssssssssassessssssssesssssesssessssssessassesssssesasns 21
DIVIDENDS........coiiiiititiieii e e ettt e e et ee e et eeeeeeaatb s aaeeeeesessass s seaeesesssssanaessessessas an e eesesss s s asanaessaesesssnnansseeesesnnnsnnsnes 22
CAPITAL STRUGCTURE .....couiiiiiiii it e e et ee e e et e e e e st e s eea i seeasan e e eeaaareeesa e s eeanreeesnnseesssseeesnnneessnnssessnnneennnnsreesnnseernnnrres 23
COMMON SHARES. .. ueeiiiiiiititteietesaiistetetesesassasssesssasisbasetasssassbssetesaaasssbessessasassasesasssassssssssesssssbasssesssassbesesesensssnssessnn 23
PREFERRED SHARES ....eeiiittteeiitteeeeteeesitseeeatsseessseeesassessassssssssassssassesssasesssassessssssssessssessassesssasesssassseessssesssnssesenssesennns 23
IMARKET FOR SECURITIES......ouuuuiiiiiiiiiiiiii e ee ettt iiee e e e e e ettt e e s s see e e saaaa s seesesae s b s s e eeeesesssssan i seessesaesnanseseerernnnsansses 23
TRADING PRICE AND VOLUME.......uvtititeeeietteeeisiaeseeissessstesssassessasssssssssssssassessasssssssssseessssesssassssasssessssssssssssesssssesessns 23
POOLED SECURITIES ...... oottt et e e ettt e e e e e e e eeaaaaa i eessseese s s s s rreesesae s b s s eeeeseese s s an s seaseessssannsnseeeeresnnsransses 24
DIRECTORS AND EXECUTIVE OFFICERS.......ouuuiiiiiiiiiiiiiiiitie ettt e st e s e s s s e s eaaa s e s sa b e s seaa s aeebb s tasa s assssassensanssssnnnns 24
F AN [ T O Y 1Y = RO 25
COMPENSATION AND CORPORATE GOVERNANCE COMMITTEE W27
CONFLICTS OF INTEREST ....uvtiiiiieeeiitteeeeteeeessseeessssessssresssasessssssssssssssssssesesassssssnnes
CORPORATE CEASE TRADE ORDERS OR BANKRUPTCIES
LEGAL PROGCEEDINGS ........cooitiiiiiiiiiii it is e e e e e et ee e e e e e e esseasaaa i eesssessesa s s sressesae s b s s eeeeseess s s an s seessessssnnnnnseeeeresnnnransses 28
REGISTRAR AND TRANSFER AGENT .....oittiiiiiiiiiiiiiit it ee e et tties e e e e e e e se st eeseseesessaaa it reesessssbaaa i aeeesessessssnanseeseeesnnsnnan 28
INTEREST OF MANAGEMENT IN MATERIAL TRANSACTIONS ... e e e e aa e e s e e e e e e seaaan s 28
VLA T ERI AL CON T RA CT S .. ittt ittt et e e e e e tas s eesaa s eessaa s e as s s saaaa s e e baa s ee s s s e e bba s ee s s sesabaasssaaan s snsassennasnsennnns 28
IN T ERESTS OF EXPE RT S .. ciuiiiiiiiiiiiii ittt ii ettt e e e et et s e s sa e eesa s s e sa s s seaaa s e e baa s e e aatse e bba s e e s b sesabaa s s aa s s snbasssrnasnsennnns 28
ADDITIONAL INFORIMATION ... oottt ettt e et e e re e e s sa b et s se st s s e eaba s s e e as s saesba s e as s aesbaassessassssssasssrnsnnsssssnnsernes 29

APPENDIX A — AUDIT COMMITTEE CHARTER.....ccuciiiiiitiiiniiiiiiiiiinniiiniiianinieinaiiinesnsiinsissssiisssssssseesssssssessssens A-1



INTRODUCTION

All dollar amounts in this annual information form (the "Annual Information Form") are in Canadian dollars, except
where otherwise indicated. The reporting currency of Coastal Contacts Inc. is the Canadian dollar. Monetary
assets and liabilities denominated in foreign currencies are translated at the exchange rate prevailing at the
balance sheet date. Revenues and expenses denominated in foreign currencies are translated at the date
prevailing on the transaction date. Foreign currency translation gains or losses are recorded in income in the
period in which they occur. Some figures and percentages may not total exactly due to rounding.

We have four material, wholly owned, foreign operating subsidiaries. Four of these subsidiaries are classified as
self-sustaining foreign operations and their financial statements are translated into Canadian dollars using the
current method as follows: (i) assets and liabilities are translated at the rate of exchange in effect at the balance
sheet date; (ii) revenue and expense items are translated at the average rate of exchange in effect for the period in
which such items are recognized; and (iii) exchange gains or losses arising from translation are deferred in a
separate component of shareholders' equity. One of our foreign operating subsidiaries is classified as an integrated
foreign subsidiary and its financial statements are translated using the temporal method as follows: (i) monetary
items are translated into the reporting currency at the exchange rate in effect at the balance sheet date; (ii) non-
monetary items are translated at the historical exchange rates, unless such items are carried at market, in which
case they are translated at the exchange rate in effect at the balance sheet date; (iii) revenue and expense items
are translated in a manner that produces substantially the same reporting currency amounts that would have
resulted had the underlying transactions been translated on the dates they occurred; and (iv) depreciation and
amortization of assets translated at historical exchange rates are translated at the same exchange rates as the
assets to which they relate.

Certain information contained in this Annual Information Form concerning the industry in which we operate has
been obtained from publicly available information from third party sources. We have not verified the accuracy or
completeness of any information contained in such publicly available information. In addition, we have not
determined if there has been any omission by any such third party to disclose any facts, information or events
which may have occurred prior to or subsequent to the date as of which any such information became publicly
available or which may affect the significance or accuracy of any information contained in any such information
and summarized herein.

All statements made in this Annual Information Form, other than statements of historical fact, are forward-looking
statements. The words “may”, “would”, “could”, “will”, “intend”, “plan”, “anticipate”, “believe”, “estimate”,
“expect”, “goal”, “target”, “should”, “likely”, “potential”, “continue”, “project”, “forecast”, “prospects” and similar
expressions typically are used to identify forward-looking statements. Examples of such forward-looking
statements within this document include statements relating to: our perception of the contact lens industry or
market and anticipated trends in that market in any of the countries in which we do business; our anticipated
ability to procure products, or the terms under which we may procure our products; our anticipated business
operations, inventory levels, ability to handle specific order and call volumes, ability to fill and ship orders in a
timely manner, ability to achieve greater marketing efficiency; our relationships with suppliers; our anticipated
results of operations, including but not limited to anticipated sales, revenues, earnings, tax benefits or similar
matters; sufficiency of cash flows; growth of the retail internet vision care industry; future governmental,
legislative and legal developments; outcome and effects of litigation; and our perceptions regarding volatility in
and impact of foreign currency exchange rates.

Forward-looking statements are based on the then-current expectations, beliefs, assumptions, estimates and
forecasts about our business and the industry and markets in which we operate. Forward-looking statements are
not guarantees of future performance and involve risks, uncertainties and assumptions which are difficult to
predict. Assumptions underlying our expectations regarding forward-looking statements or information contained
in this Annual Information Form include, among others: that we will maintain our position in the markets we
operate in and expand into other markets in a favourable manner; that we will have sufficient capital to continue
making investments in advertising and personnel to support our business and new product lines, including our



eyeglasses business; that we will be able to generate and maintain sufficient cash flows to support our operations;
that the outcome of the appeal by the College of Opticians in British Columbia will not significantly impact our
business; that we will be able to establish and/or maintain necessary relationships with suppliers; and that we will
retain key personnel. The foregoing list of assumptions is not exhaustive.

Persons reading this Annual Information Form are cautioned that forward-looking statements or information are
only predictions, and that our actual future results or performance may be materially different due to a number of
factors. These factors include, but are not limited to: changes in the market; potential downturns in economic
conditions; consumer credit risk; our ability to implement our business strategies; competition; limited suppliers;
limited availability of inventory; inventory risk; disruption in our distribution facilities; mergers and acquisitions;
foreign currency exchange rate fluctuations; regulatory requirements; demand for contact lenses, eyeglasses and
related vision care products; competition; the risk that we will not be successful in defending against litigation; and
dependence on the internet and other factors referred to in this Annual Information Form under “Risk Factors.”
These risks, as well as others, could cause actual results and events to vary significantly. Accordingly, readers
should not place undue reliance on forward-looking statements and information, which are qualified in their
entirety by this cautionary statement. These forward-looking statements are made as of the date of this Annual
Information Form and we expressly disclaim any intent or obligation to update these forward-looking statements,
unless we specifically state otherwise and except as required by applicable law. For a complete discussion of the
assumptions, risks and uncertainties related to our business, you are encouraged to review our filings with
Canadian securities regulatory authorities filed on SEDAR at http://www.sedar.com.



The following tables set forth, for each period indicated, information concerning the exchange rates between
Swedish krona, Euro, United States dollar, Japanese yen, Norwegian krone and Canadian dollar based on the Bank
of Canada nominal noon exchange rates. The tables below illustrate the portion or multiples of each currency it
would take to buy one Canadian dollar.

Fiscal Year Ended Swedish Krona per CDN$
October 31, Average"’ Low High Period End
2009 6.6765 6.3492 7.1250 6.5445
2008 6.1584 5.7637 6.8729 6.4103
2007 6.2281 5.8275 6.6979 6.6979
Fiscal Year Ended Euro per CDNS
October 31, Average(l) Low High Period End
2009 0.6273 0.5775 0.6679 0.6291
2008 0.6523 0.6156 0.7436 0.6483
2007 0.6768 0.6399 0.7277 0.7277
Fiscal Year Ended USS$ per CDNS
October 31, Averagem Low High Period End
2009 0.8551 0.7698 0.9748 0.9243
2008 0.9733 0.7759 1.0852 0.8302
2007 0.9088 0.8435 1.0585 1.0585
Fiscal Year Ended Japanese Yen per CDNS
October 31, Average"’ Low High Period End
2009 80.61 68.92 90.09 84.03
2008 103.15 72.15 123.89 80.84
2007 107.86 98.23 121.36 121.36
Fiscal Year Ended Norwegian Krone per CDN$
October 31, Average(l) Low High Period End
2009 5.5547 5.1230 5.9172 5.2910
2008 5.2445 4.8996 5.7870 5.5340
2007 5.4518 5.2083 5.7571 5.6754

D The average of the daily nominal noon exchange rates during the year.



CORPORATE STRUCTURE
General

The full corporate name of our Company is Coastal Contacts Inc. Our head office is located at Suite 320, 2985
Virtual Way, Vancouver, British Columbia, V5M 4X7 and our registered and records office is located at Suite 1000,
925 West Georgia Street, Vancouver, British Columbia, V6C 3L2.

We were incorporated under the Canada Business Corporations Act on December 14, 2000. On December 23,
2003, we subdivided our issued and outstanding capital on the basis of two new common shares for every one
issued and outstanding common share. On March 4, 2005, our articles were amended to provide for staggered
three-year terms for our directors.

As of the date hereof, we had four material, wholly-owned operating subsidiaries: Lenslogistics AB which is
organized under the laws of Sweden, Asianzakka Pte Ltd. ("Asianzakka"), which is organized under the laws of
Singapore and Lensway BV and Condis BV, both of which are organized under the laws of the Netherlands. The
Company determined that Eye-2 BV was no longer a material subsidiary. For the remainder of this document, the

consolidated operations of our Company and its subsidiaries will be referred to collectively as "we", "our", "us",
the "Company", "Coastal" or "Coastal Contacts", unless otherwise specifically noted.

GENERAL DEVELOPMENT OF THE BUSINESS

We are one of the largest online retailers of vision care products in the world.  Since our inception in 2000, our
business has steadily grown, and for the fiscal year ended October 31, 2009, we shipped approximately 1.4 million
orders, representing $140 million in revenue. Our strategy is to continue to expand our product lines and our
geographic reach. We have the largest market share of any direct-to-consumer contact lens retailer in many global
markets in which we operate.

Three Year History

In May 2007, we listed our common shares on the Toronto Stock Exchange (the "TSX") and concurrently, in
accordance with relevant TSX policy, delisted from the TSX Venture Exchange.

In February, 2008 we launched a direct-to-consumer eyeglasses business targeting North America and Scandinavia,
in an effort to further capitalize on the Company’s database of more than 2 million vision corrected customers.
We also built two leading edge eyeglasses manufacturing labs in our two main distribution hubs, in order to
provide high levels of customer service, manage quality assurance and seek to become a low cost manufacturer.

A positive response to our product from our existing and new customers has resulted in further efforts to expand
the eyeglasses business with more products into more markets.

In November 2009, concurrent with our strategy of international expansion, we listed our common shares on the
Nasdag OMX Nordic Exchange (the “OMX”). Our common shares continue to be traded on the TSX. We expect that
this secondary listing will give us access to a larger pool of potential investors.

As a result of our strategy to expand our operations internationally, sales outside of the United States accounted
for approximately 86% of our revenue by the end of the 2009 fiscal year. Market research indicates that the global
market for contact lenses is growing at more than 6% per year. Coastal is targeting markets enjoying high growth
rates and those where the Company can obtain premium market positions.

Purchases of Our Common Shares

Over the past three fiscal years, we have purchased and cancelled a total of 18,339,368 of our common shares. On
October 18, 2006, we initiated a Normal Course Issuer Bid (NCIB), under which we purchased and cancelled



3,818,600 shares at an average price of $1.05 by the expiry of the NCIB on October 17, 2007. We purchased and
cancelled an additional 1,266,500 shares at an average price of $1.11 under another NCIB which expired on
October 23, 2008. Most recently we purchased and cancelled an additional 1,416,924 shares at an average price of
$0.83 under another NCIB which expired on December 18, 2009. Shares were purchased under these NCIBs
through the facilities of the TSX and were subsequently cancelled. On December 30, 2009 we renewed a NCIB with
the TSX for maximum eligible purchases of 3,797,468. As of the date of this filing, there have been no purchases
under this NCIB.

In addition to the NCIBs, we purchased 6,837,344 common shares for $1.25 per share on February 25, 2008
pursuant to a “Dutch Auction” Issuer Bid and 5,000,000 of our common shares for $1.00 per share on August 1,
2008, pursuant to an issuer bid which commenced on June 19, 2008. All of these purchased shares were
subsequently cancelled.

THE BUSINESS
Overview

We are a direct-to-consumer retailer of vision care products and services. We sell contact lenses, eyeglasses and
related products primarily through our internet websites, however customers may also place orders over the
telephone. We have operations and distribution centres in North America and Europe. We sell contact lenses
manufactured by multinational companies such as Johnson and Johnson Inc., CIBA Vision Corporation (a division of
Novartis Inc.), Bausch & Lomb Inc. and Coopervision Inc. We sell eyeglasses, which are assembled in our own
laboratories, composed of frames and lenses purchased from a variety of different suppliers. The frames we use in
our eyeglasses include both branded frames and our own private label frames such as Ltede™, Kam Dillon™ and
Joseph Marc™. We also sell a variety of vision related products such as sunglasses and contact lens solutions
including our own Healthy Eyes brand multipurpose contact lens solution for soft contact lenses.

The global market for soft contact lenses was estimated to be approximately USS5 billion in 2008 with worldwide
growth rates estimated at 6%. The largest market for contact lenses continues to be the United States, while other
markets are experiencing higher growth rates as they mature. The market for prescription eyeglasses is estimated
at more than $37 billion in the markets where Coastal currently competes.

We believe that there are significant opportunities for incremental expansion to our existing operations in the
online vision care industry. We have been actively expanding our operations internationally and believe our
differentiated multi-market strategy will provide unique opportunities for growth and profitability going forward.
In 2006, we acquired a leading online distributor of contact lenses and optical products in the Netherlands and we
acquired one of the largest online distributors of contact lenses in Asia. We intend to continue to selectively
evaluate and pursue attractive acquisitions and expansions that further our business strategy and increase our
market share and provide access to new geographical markets. We believe that our listing on the OMX, which was
completed in November 2009, will facilitate our expansion efforts into Europe and give us access to a larger pool of
potential investors.

We believe that continued organic expansion and profitability is made possible when our customers return to us to
replenish their supplies of vision care products. Re-orders provide a significant value derived from each customer
and enable us to focus more of our marketing spending on acquiring new customers. To date, we have reinvested
a portion of the cash flows created by re-orders into marketing and other business initiatives aimed at acquiring
new customers. As an established industry participant, we have a re-order business which reduces the average
acquisition cost per customer and, we believe, provides us with an advantage over other companies that are
considering entering into the online market for vision care products, whose acquisition costs per customer could
be considerably higher.



For fiscal year 2010, we intend to continue to leverage our growing database of vision corrected customers around
the world by expanding our offering of contact lenses and additional vision care products, such as eyeglasses,
contact lens solutions and sunglasses. We intend to continue expanding our offering of vision care products and to
expand our geographic markets during the year.

Products and Services

Our large volume business, combined with our cost effective operations, is designed to enable us to offer
replacement contact lenses, eyeglasses and related vision care products to customers at reduced prices, delivered
quickly, with an emphasis on customer service.

We offer substantially all of the soft contact lenses produced by the leading contact lens manufacturers, including
Johnson & Johnson Inc., CIBA Vision Corporation, Bausch & Lomb Inc. and Coopervision Inc.

In February, 2008 we launched our online eyeglasses business in order to expand our product offering to the more
than 2 million vision corrected customers in our database. Customers match eyeglass frames with one of our high
quality lens packages which we assemble in our own laboratories. Our research shows that the eyeglasses market
shares many of the same characteristics of the contact lens industry in that it is highly fragmented and traditional
channels include eye care practitioners (ECPs) and retail optical stores. Traditional channels are generally
inefficient, expensive and offer inconsistent service levels. In comparison, Coastal uses its purchasing power to
offer significant savings and improved service levels.

Eyeglasses marketing is divided between targeting existing Coastal customers and acquiring new customers. The
Company is expecting to continue its expansion of eyeglasses business to ultimately include most of the markets in
which it operates. Our objective is to rapidly become the global leader in the online eyeglasses market.

In addition to contact lenses and eyeglasses, we also offer vision care accessories like sunglasses and contact lens
solution. We offer our products at prices generally unavailable to consumers who purchase from traditional
channels, such as from their ECP or through optical retailers. Our products are offered for sale by telephone, e-mail
and through our proprietary websites, which include www.coastalcontacts.com, www.lensway.com,
www.lensway.se, www.clearlycontacts.ca, www.mylenses.nl and www.contactsan.com.

The underlying theme through each phase of the development of our websites was, and continues to be, customer
satisfaction with an emphasis on ease of use, quick order processing and customer follow-up. Our websites are
arranged to make locating products easy for the consumer. Contact lenses can be sorted by manufacturer name
or contact lens type. Eyeglasses can be sorted by brand or frame style or type. A specific search can also be
performed by the customer filling in the details of his or her purchase. Individual websites are also custom
developed to meet the requirements of specific geographic markets. Recently we have improved our websites to
include more detailed photographs of products, a robust zoom tool to enable a close-up image of a product and
our “virtual mirror” that allows our customers to “try on” a pair of eyeglasses by overlaying the image of a frame
over a photograph of an individual. The “virtual mirror” includes a method of scaling the photograph to enable the
user to better understand the relative size of frame to face. Feedback from our customers suggests that the
“virtual mirror” is an extremely effective and useful tool in selecting eyeglasses that fit correctly.

For customers that do not wish to order online, we maintain toll-free numbers that allow customers to phone in
their orders from all of our major market areas to our primary call centres located in Vancouver, British Columbia
and Stockholm, Sweden. Customer orders are processed for shipping and then shipped from the distribution
centres, or in some cases, directly from a supplier. In addition, customers receive update e-mails throughout the
ordering, logistics and payment processes to ensure that they are informed and up-to-date on the status of their
orders. Our customer service representatives are trained to provide efficient and accurate order entry, provide
real-time product availability information to customers, estimate delivery dates for customers’ orders and answer
other customer service inquiries.



Our databases store client information and predict when a customer will need to order new lenses. A list of re-
order candidates is tabulated regularly and clients are e-mailed reminder notices. The customer can re-order
simply by clicking a link in the e-mail and following the procedures as prompted. The re-order process makes
shopping for contact lenses even simpler, as customers do not need to re-enter their prescription or address
information if there is no change. Our procedures for prescription verification, if required, shipping and payment
are then followed.

We conduct all of our product fulfillment operations from our distribution facilities in Vancouver, British Columbia,
Canada and Stockholm, Sweden. See "Risk Factors".

Our operations utilize customized enterprise resource planning software, proprietary database management
systems for managing inventory, order tracking, generation of invoices, packing slips and shipping labels. For
products which we do not carry in inventory, we apply a “just-in-time” strategy, which allows us to stock fewer
products while maintaining a high degree of customer service. We use a network of contact lens and eyeglass
component suppliers in Canada, the United States, Asia and Europe and continue to expand our supply network
and receive volume discounts from these suppliers.

In North America, we utilize the services and tracking capabilities of major package delivery services to ship our
orders. We are able to track shipments and notify our customers of delivery dates if requested. Our European
operations use several national postal services to distribute orders by first class mail from our facility in Stockholm,
Sweden. Our Asian orders are processed through our distribution centre in North America. Our research and
development activities are predominantly performed in-house, although certain research and development tasks
have been outsourced to third parties.

Sales and Marketing

We utilize a marketing strategy that is designed to attract visitors to our websites at costs that are in line with our
overall expansion strategy. Our sales messaging, introduced through various marketing channels, consistently
emphasizes value and brand. We also search for new ways in which to advertise our products. After identifying an
attractive potential new advertisement or advertising medium, we generally prefer to test marketing
opportunities. We value programs that offer some measurability of results over more generic programs where the
performance of the program is difficult to segregate from the effects of existing marketing programs. The
timeliness of reporting results from a marketing program is also very important to us in order that we may
continually monitor our advertising as a means of identifying and reacting to trends and patterns in the
marketplace.

Our marketing caters primarily to individuals between the ages of 14 and 49 and we set up various programs
aimed at reaching demographic niches within this overall target market.

The principal components of our selling and marketing program are as follows:

. Direct Internet. We use the resources of the internet, in particular search engines, as a means of
marketing in an effort to derive new and repeat traffic.

. Internet Affiliate Programs. We work with other internet-based companies to cross-market our offerings
to our customers. These companies are compensated either on a cost-per-click or cost-per-acquisition
basis.

. Customer Loyalty and Awareness Programs. We use e-mail, direct-mail and telemarketing to increase

customer awareness within our existing customer base. We have implemented an ongoing internal
marketing initiative designed to inform customers of re-order dates, changes in product offerings and/or
special offers which we manage daily.



. Multimedia. We use various media including print ads, radio and television to supplement our selling and
marketing program and to reinforce brand awareness.

. Direct-Mailing. We use direct-mail to advertise our products to specifically targeted groups. Mailing lists
are obtained through private sources to target our advertisements specifically to contact lens wearers. In
addition, we also use direct-mail to market to our existing customer base.

. Cooperative Mailings. We participate in cooperative mail programs sponsored by leading cooperative
mail companies. These programs allow us to target consumers in specific zip codes according to age,
income and other important demographics.

Personnel

As at October 31, 2009, we employed 260 people, of whom 141 employees were located in Canada and 119 were
located in Europe. We also engage consultants and contract workers on an as-needed basis. Our ability to attract
and retain highly skilled technical and management personnel and a multi-lingual customer support staff is one of
the key factors in our business. If our vision care product sales increase, additional staffing requirements will need
to be met to remain competitive. From 2008 to 2009, our employee personnel increased from 191 to 260.

Our employee base must contain a variety of skills necessary for an internet-based business operating in a global
market. Such skills include the ability to conduct business in several languages, the ability to adapt to local
markets, and the expertise to develop our websites to increase "user-friendliness" while meeting the needs of our
customers. Currently, our employee base allows us to converse in many different languages. In addition,
employees are involved in website development in order to adapt our websites according to customers' needs.
Beginning in 2008, we also employ skilled technicians to perform edging and assembly at our eyeglasses
laboratories. Certain employees have formal training while most receive on the job training to develop their skills.

Competitive Conditions

Market data indicates that total global contact lens sales in 2008 were approximately USS5 billion. The global
market for contact lens solutions and lens care products are estimated to be more than US$1.6 billion per annum.
The market for prescription eyeglasses is estimated at more than $37 billion in the markets where Coastal
currently competes. We believe that consumers are looking for alternative methods to purchase both contact
lenses and eyeglasses at prices that are more reasonable than their traditional alternatives through local ECPs or
opticians. We further believe that the growth in popularity of disposable contact lenses, which require consumers
to purchase replacement lenses more frequently, has contributed to the growth of the online marketing channels
such as the internet. The internet retailing industry continues to grow as many retail customers have migrated
towards the convenience and service offered by home shopping. Some of the factors driving this growth include
the increasing number and decreasing cost of personal computers in homes and offices, technological innovations
providing easier, faster and cheaper access to the internet, the proliferation of content and services being
provided on the internet and the increasing adoption and use of the internet by businesses and consumers as a
medium for conducting business.

The retail sale of eyeglasses and contact lenses is a highly competitive and fragmented industry. As with many
alternative channel retailers, we face competition from two primary groups: the traditional retail sales channel
and other competitors in the alternative retail sales channel. Traditional channel retailers include ECPs, national,
regional and local optical and drugstore chains, discount drugstores, supermarkets, combination food and
drugstores, discount general merchandise stores, mass market retailers and independent and local merchants.
These competitors have significant financial resources and have established marketing relationships with leading
suppliers. Traditionally, contact lenses and eyeglasses were sold to customers almost exclusively by ECPs in
connection with providing them with an eye examination. Competition for customers and the revenue related to
providing them with contact lenses significantly increased as optical chains and large discount retailers began
providing optical services. Competition has further intensified with the entry of online marketers such as our



Company. We believe that while the traditional retail sales channel will continue to account for the majority of
industry sales for years to come, alternative channels will likely continue to encroach on this market.

Competition from traditional retailers of vision care products is primarily from ECPs, who prescribe and sell contact
lenses and eyeglasses. ECPs typically generate a significant portion of annual sales from the sale of eyeglasses and
contact lenses, both from initial and replenishment orders, and therefore view alternative channel retailers, such
as our Company, as a competitive threat. Since contact lens consumers generally know the brand and the lens
characteristics they require, competition for replenishment orders is limited to factors other than lens quality or
fit. We believe that the primary differentiating features of a retailer of optical products are related to price and
convenience for the consumer. However, the nature of the profession of ECPs has led to a non-price-oriented
competitive environment in which few attempt to use discount prices to attract customers.

We believe that many of our competitors, including most ECPs, national optical chains and mass merchandisers,
have direct supply arrangements with contact lens manufacturers, which in some cases afford such competitors
with better pricing terms, access to supply and other sales and marketing programs. In addition, some of our
competitors are significantly larger in overall revenues and have significantly greater resources than us. We
believe that the principal basis of competition in the industry includes product availability, customer service,
customer awareness and price. See "Risk Factors".

The online vision care product market is evolving both for existing and new entrants to the marketplace. The
traditional retailers of vision care products have often resisted moving into the online market, choosing instead to
maintain the retail model which helps to maintain high prices and force consumers into their retail locations. This
creates the opportunity to up sell, increases their margins and avoids the possibility of attrition of their existing
customer base. We believe that our internet based business offers an advantage over traditional optical retailers.
We believe that our product offerings include greater selection, better prices, faster service and user friendly
websites.

Intangible & Intellectual Property

Our customer databases are important assets to our business. The value of our databases is predicated on a
business model which assumes that the majority of our marketing expenditures are utilized attracting customers
for the first time and that a significant proportion of those customers will return with a lower incremental
marketing cost. These repeat customers represent the majority of our earnings. Our databases allow us to send
e-mail reminders and marketing information directly to our customers addressing re-orders, promotions and
important information regarding our products. Therefore, we take precautions to ensure the security and integrity
of our customer databases. See "Risk Factors".

We have a proprietary interest in our brand names. The names "Coastal Contacts", "Lenslogistics", "Lensway" and
"Mylenses" are generally protected by trademark legislation. Our competitive position could be affected if our
name was misappropriated and our reputation in any way compromised. There can be no assurance that the steps
we have taken to protect our proprietary rights will be adequate to deter misappropriation of our websites or
names by others. Any misappropriation of our names or websites could have a material adverse effect on our
business, revenue, operating results and financial condition. We have obtained the rights to various internet
addresses. We cannot practically acquire rights to all addresses similar to such addresses. If third parties obtain
rights to use similar addresses, these third parties may confuse our customers and cause our customers to
inadvertently place orders with these third parties, which could result in lost sales and could damage our brand.
As with telephone numbers, we do not have and cannot acquire any property rights in internet addresses. As a
result, we may be unable to retain the use of our internet addresses. The loss of the ability to use our internet
addresses would have a material adverse effect on our financial condition and results of operations. See "Risk
Factors".



We do not possess any patent or copyright registrations in Canada, the United States, Europe, Asia or any other
jurisdiction. However, we do have certain trademark registrations in Canada, the United States, Australia and the
European Union.

Seasonality

Seasonality impacts our revenue distribution throughout the year. Consistent with the fashion and beauty
industries, our sales are generally stronger during the spring, summer and fall months. Our industry generally
experiences lower sales during the holiday season as customers choose to divert discretionary funds towards
holiday purchases. As such, our focus is to seize the opportunities that exist during the spring, summer and fall
months to improve our sales and earnings. See "Risk Factors".

Economic Dependence

We have three suppliers who historically account for the majority of our contact lens inventory purchases. We
have several suppliers that supply us with the components required in our assembly of glasses. We believe that
the loss of any one supplier would not pose any long term difficulties as other suppliers are readily available,
however in the event that several of these suppliers can no longer supply us with contact lenses, we may not be
able to secure other adequate sources of supply at all or on favourable terms. Such occurrences could adversely
affect our business by increasing costs or, in the event adequate replacement supply cannot be secured, reducing
net sales. See "Risk Factors".
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RISK FACTORS

In 2008, the world’s industrial nations entered into a severe economic and liquidity crisis. While some regions have
shown signs of recovery, many regions remain in a recessionary economic state with uncertainty in terms of the
timing of any resolution to these issues. This crisis is having a broad impact on the world’s economy, with
unspecified results, and heightens the risks we outline in this and our other securities filings. Due to the speed,
size, scope, volatility and severity of the crisis, we are unable to accurately predict the impact it will have on our
Company.

For example, throughout fiscal 2008 and 2009 we experienced significant volatility in foreign exchange rates. This
could continue in the future and could materially change our revenues, margins and input costs in certain markets.
The economic crisis could significantly impact our suppliers, including their access to product and financing.
Additionally, many of our customers are in countries heavily exposed to the credit crisis, such as the United States.
Our customers worldwide may have difficulty affording our products or paying their outstanding accounts to us. As
a result of these risks, we have carefully monitored and adjusted the regions in which we offer credit to help limit
our exposure to bad debt.

An investment in our securities involves a significant degree of risk. Before deciding to invest in our common
shares, you should carefully consider the risks described herein, together with other information included in or
incorporated by reference into this Annual Information Form. If any of the following risks actually occur, our
business, financial condition and/or operating results could be materially adversely affected. This could cause the
trading price of our common shares to decline, and you could lose all or part of your investment in our Company.
The following discussion highlights some of the risks and uncertainties facing us.

Risks Related to Our Company
Limited Operating History and Rapid Growth

We were formed under the federal laws of Canada in 2000 and therefore have a limited operating history. We
may experience significant fluctuations in our operating results and rate of growth. Our limited operating history,
our evolving business model and the unpredictability of demand in our industry make it difficult for us to
accurately forecast the level or source of our revenues and our rate of growth. We believe that because of these
factors, historical trends and quarter-to-quarter comparisons of our operating results are not necessarily
meaningful and should not be relied upon as an indicator of our future performance. In the past, our operating
results have sometimes been, and it is likely that in some future quarter or quarters they will be, below the
expectations of investors and securities analysts. In that event, the price of our common shares may fall
substantially and investors may lose all or a part of their investment.

Our revenue growth and profitability depend on the continued growth of demand for the products we offer.
Demand for many of our products and, therefore, our business, is affected by changes in consumer preferences,
general economic and business conditions and world events. For example, threatened or actual terrorist attacks or
armed hostilities (or the resulting security concerns) or natural disasters could create economic and consumer
uncertainty and delays in and increased costs of product shipments to and from us, which may decrease demand.
A softening of demand, for whatever reason, may result in decreased revenue or growth. Revenue growth may
not be sustainable and our Company-wide and by-segment percentage growth rates may decrease in the future.

In 2008 we entered the eyeglasses business. While our results over the past two years appear promising we may
not be able to build a successful and sustainable business in this market. Our success is dependent on new
suppliers, our assembly and distribution processes as well as new marketing processes. There is no assurance that
we will be able to acquire customers at acceptable costs. Our long term customer retention, seasonal buying
patterns, inventory obsolescence and product return rates are unknown. We may invest in technology and
processes that are not ultimately suitable for the business and we may not be able to recruit the specialized
employees required in this business. Since relationships with suppliers in this business are relatively new, it is
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possible that we could experience inconsistencies in terms of quality, access to inventory and delivery times.
Additionally, we may face more asserted competition as prescription eyeglasses sales represent a much greater
proportion of our competitors’ revenues and profits than do contact lenses. This competition may be in the form
of increased advertising, lower retail pricing, legal challenges, regulatory challenges and lobbying, supplier lock-ups
or other unforeseen strategies.

Our revenues, predictions and operating results have varied significantly in the past and may vary significantly
from quarter-to-quarter due to a number of factors, including:

. our ability to retain and increase sales to existing customers, attract new customers and satisfy our
customers' demands;

. the frequency and size of customer orders and the quantity and mix of products our customers purchase;
. changes in consumer acceptance and usage of the internet, online services and e-commerce;

. changes in fashion and customer preferences as it relate to our eyeglasses selection;

. the prices we charge for our products and for shipping those products, or changes in our pricing policies

or the pricing policies of our competitors;

. the extent to which we offer free shipping or other promotional discounts to customers;

. the extent to which the current economic conditions restrict spending on our products;

. our ability to procure inventory at reasonable prices, if at all, manage inventory and fulfill orders;
. technical difficulties, system downtime or interruptions;

. our actual or expected return on marketing spending;

. timing and costs of upgrades and developments in our systems and infrastructure;

. timing and costs of marketing and other investments;

. disruptions in service by shipping carriers;

. our ability to estimate customer debt default rates;

. the introduction by our competitors of websites, products or services;

. changes in tax rates, regulations, estimates, assessments or rulings;

. the extent of marketing or other reimbursements available from third parties;

. an increase in the price of fuel, which is used in the transportation of packages, or an increase in the

prices of other energy products, primarily natural gas and electricity, which are used by our operating
facilities and our suppliers operating facilities;

. the effects of strategic alliances, potential acquisitions and other business combinations, and our ability to
successfully and timely integrate them into our business;
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. changes in government regulation or the effects of certain licensing and regulatory bodies’ lobbying or
legal action surrounding the sale of contact lenses and eyeglasses;

. actual or expected foreign exchange rates; and
. current economic conditions and world events.

In addition, our operating expenses are largely based on anticipated revenue trends, and a high percentage of our
expenses are fixed in the short-term. As a result, a delay in generating or recognizing revenue for any reason could
result in substantially adverse operating results.

We have grown very rapidly and we need to manage changing and expanding operations. Much of our past
growth has come from the acquisition of other companies. Our past growth has placed, and it is expected that our
anticipated future operations and expansion will continue to place a significant strain on our managerial,
operational, financial and other resources. Some of the administrative and operational challenges we have faced
in the past as a result of our expansion include the management of an expanded number of product offerings, the
assimilation of financial reporting systems, technology and other systems of acquired companies, increased
pressure on senior management and increased demand on our systems and internal controls. Our ability to
manage our operations and expansion effectively depends on the continued development and implementation of
plans, systems and controls that meet our operational, financial and management needs. If we are unable to
develop or implement these plans, systems or controls or otherwise manage our operations and growth
effectively, we will be unable to increase or maintain gross margins or achieve sustained profitability, and our
b