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XS Cargo Income Fund
Consolidated Balance Sheets
(see note 1 — going concern discussion)

June 30, December 31,

2009 2008
(unaudited) restated — see
note 3
$ $
Assets
Current
Inventory 12,837,212 17,677,390
Deposits on inventory 2,420,824 1,242,935
Prepaid expenses and deposits 1,099,294 770,988
16,357,330 19,691,313
Deferred charges 90,559 127,689
Prepaid expenses and deposits 427,793 439,362
Property and equipment 2,720,572 3,329,600
Software and other intangible assets 3,285,026 3,660,507
22,881,280 27,248,471
Liabilities
Current
Bank indebtednegiote 4) 5,160,964 2,776,346
Accounts payable and accrued liabilities 3,829,851 6,459,328
Deferred revenue 1,406,877 1,657,184
Term loan(Note 4) 6,750,000 6,665,444
Subordinated loa(Note 4) 14,154,264 13,199,409
31,301,956 30,757,711
Deferred revenue 439,570 604,423
Unamortized lease inducements 699,206 710,826
32,440,732 32,072,960
Non-controlling interest (Note 6) (1,436,183) 891,083
31,004,549 32,964,043
Unitholders’ Equity
Fund units (Note 5) 56,110,332 56,110,332
Warrants 109,086 109,086
Contributed surplus 6,700 28,235
Deficit (64,349,387)  (61,963,225)
(8,123,269) (5,715,572)
22,881,280 27,248,471

The accompanying notes are an integral part oktfieancial statements



XS Cargo Income Fund
Consolidated Statements of Operations and Comprehsive Income (Loss)

Three Months Three Months Six Months Six Months
Ended Ended Ended Ended
June 30, June 30, June 30, June 30,
2009 2008 2009 2008
(unaudited) (unaudited) (unaudited) (unaudited)
restated — see restated —
note 3 see note 3
$ $ $ $
Sales 21,605,018 25,080,819 41,036,541 46,846,666
Cost of goods sold 13,480,803 14,564,138 27,158,760 27,562,178
Gross Margin 8,124,215 10,516,681 13,877,781 19,284,488
Expenses
Administrative and operating 7,550,985 8,405,104 15,506,081 16,736,732
Amortization of property and equipment 366,683 355,123 726,861 711,657
Amortization of software and other intangible asset 189,755 322,293 379,510 745,156
8,107,423 9,082,520 16,612,452 18,193,545
16,792 1,434,161 (2,734,671) 1,090,943
Other expenses
Interest on operating loan 82,380 132,058 171,847 207,240
Interest on term and subordinated loans 863,973 845,881 1,808,732 1,627,105
Foreign exchange (gain)/loss 4,643 (31,939) (1,822) 45,128
950,996 946,000 1,978,757 1,879,473
Earnings (loss) before non-controlling interest (98,204) 488,161 (4,713,428) (788,530)
Non-controlling interest (Note 6) (461,265) 239,987 (2,327,266) (387,652)
Net earning (loss) and comprehensive income (lodsy (472,939) 248,174 (2,386,162) (400,878)
the period
Basic and diluted loss per unit (0.08) 0.04 (0.39) (0.07)

The accompanying notes are an integral part oktfieancial statements



XS Cargo Income Fund
Consolidated Statements of Deficit

Deficit, beginning of the period

Net loss for the period

Three Months
Ended

June 30,
2009

(unaudited)
$

(63,876,448)

(472,939)

Three Months
Ended

June 30,
2008

(unaudited)
$
(43,987,104)

248,174

Six Months
Ended
June 30,
2009

(unaudited)
$
(61,963,225)

(2,386,162)

Six Months

Ended

June 30,

2008
(unaudited)

$

(43,338,052)

(400,878)

Deficit, end of the period

(64,349,387)

(43,738,930)

(64,349,387)

(43,738,930)

The accompanying notes are an integral part oktfieancial statements



XS Cargo Income Fund
Consolidated Statements of Cash Flows

Three Months Three Months Six Months Six Months
Ended Ended Ended Ended
June 30, June 30, June 30, June 30,
2009 2008 2009 2008
(unaudited) (unaudited) (unaudited) (unaudited)
restated — restated — see
see note 3 note 3
Cash provided by (used for) the following activitis $ $ $ $
Operating Activities
Net gain (loss) for the period (472,939) 248,174  ,388,162) (400,878)
Items not affecting cash:
Non-controlling interest (461,265) 239,987 (2,327,266) (387,652)
Amortization of property and equipment 366,683 398, 726,861 980,523
Amortization of software and other intangible asset 189,755 185,020 379,510 476,290
Amortization of transaction costs on loans 160,356 83,312 387,142 165,708
Capitalized interest on loans 345,847 252,362 &78,6 499,736
Unit based compensation (30,910) 3,125 (21,535) 3,125
Deferred charges, net of costs recognized 13,002 ,2999 37,130 90,980
Deferred revenue, net of revenue recognized (19%,73 (171,411) (415,160) (137,408)
Lease inducements received, net of amortizatidaaxfe
inducements 22,322 (35,298) (11,620) (68,010)
(62,886) 1,316,966 (2,952,467) 1,222,414
Net change in non-cash working capital 568,549 7@428) 716,075 (9,562,365)
505,663 (953,462) (2,236,392) (8,339,951)
Financing Activities
Proceeds from bank indebtedness (396,140) 988,351 ,384518 6,842,804
Capitalized transaction costs on loans - - (26,364) -
(396,140) 988,351 2,358,254 6,842,804
Investing Activities
Purchases of property and equipment (109,523) 83,8 (117,833) (240,291)
Purchases of intangible assets - - (4,029) -
Proceeds from sale of property and equipment - - - 27,479
(109,523) (34,889) (121,862) (212,812)
(Decrease) in cash and cash equivalents - - - (1,709,959)
Cash and cash equivalents, beginning of period - - - 1,709,959
Cash and cash equivalents, end of period - - - -
Supplementary cash flow information
Interest paid 440,150 725,577 889,973 1,334,609

The accompanying notes are an integral part oktfieancial statements



XS Cargo Income Fund

Notes to the Interim Consolidated Financial Statemas
June 30, 2009
Unaudited

Nature of the Fund and going concern

XS Cargo Income Fund (the “Fund”) is an unincorpedaopen-ended trust established under the latveed®rovince of
Alberta pursuant to the Fund Declaration of Truated April 6, 2005. The Fund has been createdviesirin the broadline
closeout retail business, through an indirect agtjon of the controlling interest of XS Cargo Liedl Partnership (“XS
Cargo LP”) and its general partner (“GP”) (collgety “XS Cargo”), and such other investments asTthestees may
determine. Income tax obligations related to tistributions of the Fund are obligations of the tHalder.

The Fund commenced business operations on May0DB, 2vhen it completed an initial public offerirth€ “IPO”) of
6,106,000 trust units (“Fund Units”), at a price$d0 per unit, for aggregate gross proceeds ofds81000. Concurrent
with the closing of the IPO, the Fund acquired go5tdirect interest in XS Cargo LP and XS Cargoddguired the net
assets (the “Acquired Business”) of Famous Brafadsnonton) Inc. (the “Vendor”). XS Cargo LP opesad® (December
31, 2008 — 40) closeout retail stores in Albertatigh Columbia, Manitoba, Saskatchewan, Ontariewfbundland, Nova
Scotia and New Brunswick.

These consolidated financial statements have begraped using Canadian generally accepted accgynmtinciples
applicable to a going concern, which contemplates¢alization of assets and settlement of liaésliin the normal course
of operations. From December 31, 2008, through 30n2009, the Fund has been in breach of ceiitz@md¢ial covenants
in its credit facilities, giving the lenders thghit to demand repayment. The Fund has receivedevgafar the periods
ending December 31, 2008, January 31, 2009, andi&gh28, 2009, and is working with its lendersdeolve the defaults
of certain covenants as of June 30, 2009. Howeveriver has not been received by the Fund fopénmd ended June
30, 2009. In addition, the Fund'’s term loan was Ap&l 30, 2009 and subordinated loan was due B&009. The Fund
has not met these repayment requirements and regraiyras not been demanded by the lenders.

The Fund incurred a net loss of $2,386,162 forstkenonth period ended June 30, 2009. As at JOn2®9, the Fund
had an accumulated deficit of $64,349,387 and &iwgrcapital deficiency of $14,944,626. The Fun@imls to work
closely with its lenders in order to achieve a lésgn financing solution which is acceptable topaities. There can be no
assurance that this initiative will be successdnl] there remains significant doubt that the Fuitidbe able to continue as
a going concern.

The Fund’s ability to continue as a going concerdapendent on its ability to secure sufficienaficing and to generate
positive cash flows from operations. These findrsti@ements do not reflect any adjustments rajatrthe carrying
values of the Fund’s assets and liabilities, tHarme sheet classifications used, and the resuttparations that might be
necessary if the going concern assumption wer@matopriate, and these adjustments could be miteria

Basis of presentation

The accompanying unaudited interim consolidatedrfoial statements have been prepared by managénsatordance
with Canadian generally accepted accounting priesifGAAP”) for interim financial statements. Thecounting
principles and methods of computation adopted éséHinancial statements are the same as tho#eefaudited financial
statements for the year ended December 31, 2088peas described in note 3. However, the intednsolidated
financial statements do not include all informat#nd footnote disclosures required under CanadidARSfor annual
financial statements. Accordingly, these unaudit@asolidated interim financial statements shoulddaal in conjunction
with audited financial statements and notes thefetcdhe year ended December 31, 2008.




XS Cargo Income Fund

Notes to the Interim Consolidated Financial Statemas
June 30, 2009
Unaudited

Change in accounting policies

Effective January 1, 2009, the Fund adopted Canddgtitute of Chartered Accountants (“CICA”) Hamdii section as
follows:

Section 3064: Goodwill and intangible assets

This section replaced section 3062, “Goodwill artHeD Intangible Assets,” and 3450, “Research ancel@d@ment
Costs.” The new standard establishes standaraedognition, measurement, presentation and diseasugoodwill and
intangible assets. The adoption of this standadchdt result in a change in the recognition offnad’'s goodwill and
intangible assets. However, the Fund has retraggtieclassified intangible assets relating tovgafe with a net book
value of $2,125,631 at December 31, 2008 from “Briypand equipment” to “Software and other intafg#ssets” on the
consolidated balance sheet. The Fund also retvefictieclassified amortization of software of $1373 and $268,866 for
the three and six months ended June 30, 2008 fAamoftization of property and equipment” to “Amosdiron of software
and other intangible assets.” There is no impaateairearnings in the current or prior periods essalt of this change.

Credit facilities
Bank indebtedness

The Fund has available under its credit facilife®12,500,000 ($20,000,000 available from Augufecember each
year) demand revolving loan. Under the terms efdfedit facility agreement, the operating loacdkateralized by a first
charge on all present and after acquired persapakpty and an assignment of inventory. Interesthe operating loan is
charged at the lender’s prime rate plus 2.50%unfis are withdrawn in U.S. dollars, interest wél ¢tharged at the lender’s
U.S. base rate plus 2.50%. The Fund is also redjtirpay a standby charge of 0.50% based on themtnegual to the
operating facility commitment amount less the aggte principal amount under the operating faciliburing the three
and six months ended June 30, 2009, the Fund eatimterest of $82,380 and $171,847 respectiveing B0, 2008 -
$132,058 and $207,240) on amounts drawn on theatipgrloan. As at June 30, 2009 prime rate was%,2and
$5,160,964 (December 31, 2008 - $2,776,346) westanding on the operating loan.

The Fund is currently in default on certain finmhcovenants as described un&@rancial Covenants
Term loan

On September 30, 2008, the Fund re-negotiatedréutt dacility agreement covering its term and @ieig loans. Under
the amended credit facility agreement, the term luas been extended to April 30, 2009 and consistcommitted non-
revolving term loan facility. The maximum availalde the term loan facility was $21,250,000 untlyR4, 2007 at which
time it was reduced to $11,250,000. The term loaa permanently reduced by $4,500,000 on Decemh&088 and was
to be further permanently reduced on March 31, 26§08n amount equal to 75% of 2008 excess cashd®udefined in
the agreement. The Fund did not generate 2008 £xes$ flow, as defined, such that no payment eesined.

The term loan is collateralized by a first chaogeall present and after acquired personal proertlyan assignment of
inventory. Under the amended agreement, interegteterm loan facility is charged at the lend€&nadian prime rate
plus 2.50%. Under the previous agreement, intemesthe term facility was charged at the lende@s&@lian prime rate or
U.S. base rate plus 0.25% to 1.25% or the banker®ptance rate plus 1.75% to 2.75%, dependingeoRund’s senior
debt to earnings before interest, taxes, depreciaind amortization (“EBITDA") ratio.

During the three and six months ended June 3®,d6tkrest expense recorded for the term loameith102,232 and
$284,409 respectively (June 30, 2008 - $281,322$800,622). As at June 30, 2009, prime rate w2892.(June 30, 2008
— 4.75%).




XS Cargo Income Fund

Notes to the Interim Consolidated Financial Statemas
June 30, 2009
Unaudited

The following table details the balance of the tépan:

June 30, December 31,

2009 2008
$ $
Initial principal amount 6,750,000 11,250,000
Unamortized transaction costs - (84,556)
Repayment of term loan - (4,500,000)
6,750,000 6,665,444

The Fund is currently in default on certain finahciovenants as described unBerancial Covenants
Subordinated loan

On August 20, 2007, the Fund entered into a subatéd loan agreement for $12,000,000, funded 50%nbgdependent
third party and 50% by a company owned by the Besgiand CEO of the Fund. The principal balance witially due
on August 20, 2008. On November 5, 2008, the FFaadhed an agreement with its subordinated lendexstend the
maturity date of the subordinated loan agreemenisime 30, 2009. Interest on the subordinatedHaarnincreased from
16% to 18% effective September 26, 2008, with thied™s option to capitalize up to 10.0% per annure\usly 8.0%).
As part of the extension, the Fund also issuedQlQ@® fund unit purchase warrants, exercisabl® &0bat any time
within 36 months of issuance, with a cashless ésefeature at the option of the subordinated leside

The cashless exercise feature allows the suboedinahders the option of exercising the warranesctiuire units of the
Fund without a cash payment, by netting out thiedihce between the trading price of units at tite df exercise of the
warrant, and the warrant exercise price of $0.6Qupé and then issuing at the proportionately cetlinumber of fully
paid units to the warrant holder.

The subordinated loan is collateralized by a seatradge on all of the present and future undertgkand property
including an acknowledged assignment of leasesvaatdrial contracts.

During the three and six months ended June 30,,20@&9est expense totaling $761,741 and $1,524r,833ctively (June
30, 2008 - $564,559 and $1,126,483) was recordetijding $345,487 and $697,414 (2008 - $252,362%4199,736)
which was capitalized as part of the outstandingcal balance.

The following table details the balance of the sdbwted loan:

June 30, December 31,
2009 2008
$ $
Initial principal amount 12,000,000 12,000,000
Unamortized transaction costs - (175,627)
Unamortized issue of warrants - (81,814)
Interest capitalized 2,154,264 1,456,850
14,154,264 13,199,409

The Fund is currently in default on certain finahciovenants as described unBerancial Covenants




XS Cargo Income Fund

Notes to the Interim Consolidated Financial Statemas
June 30, 2009
Unaudited

Financial covenants

The bank indebtedness, term loan, and suborditaé@drequire the Fund to maintain certain financ@lenants, including
a maximum senior debt to adjusted EBITDA ratio & 2.0, a minimum current ratio of 1.4:1.0, andiaimum adjusted
trailing twelve months EBITDA value of $8,000,00ditionally, the covenants limit the Fund’s ahjlib undertake
mergers, acquisitions, new indebtedness, declatglditions and other changes in the business withpproval of the
lenders.

The subordinated loan agreement also requiresuhd ® maintain a total funded debt to adjustedTEBA ratio of less
than 3.5:1.0.

As at June 30, 2009, the Fund was not in compliaviteits minimum twelve-month EBITDA, senior deotEBITDA,
and total debt to EBITDA covenants. The Fund iskivig with its lenders to obtain a waiver and négetmutually
acceptable financial covenants.

Unitholders’ Equity
Fund Units

The following units are issued and outstanding:

Net
Number of Issue Capital
Units Costs Contributions

# $ $
Fund Units Issued, December 31, 2008 6,106,000 84192 56,131,876
Treasury Units acquired (55,000) - (21,544)
Balance, June 30, 2009 and December 31, 2008 6051, - 56,110,332

An unlimited number of Fund Units may be created issued pursuant to the Declaration of Trust. hHamd Unit is
transferable and represents an equal undividedibiénterest in any distributions from the Fundhether of net income, net
realized capital gains or other amounts and imtteassets of the Fund in the event of a terminatiovinding up of the Fund.
All Fund Units have equal voting rights and prigiss.

Treasury Units represent units held for unit-basmtipensation. Of the 55,000 units, 2,000 units liale vested.

Warrants

No warrants were converted into fund units durimg three and six months ended June 30, 2009.

Options

On June 11, 2009, the board approved an optionfptats directors at its annual general meetipe Fund has awarded a

total of 300,000 options that will vest over theipd to January 2, 2012. The fair value attributethe options using the
Black-Scholes option pricing model was $18,000. assumptions used in the Black-Scholes calculatiere:

Annualized volatility 100.0%
Risk-free interest rate 2.13%
Expected life 3 years
Exercise price $0.100
Unit price $0.095




XS Cargo Income Fund

Notes to the Interim Consolidated Financial Statemas
June 30, 2009

Unaudited
Non-controlling interest
XSCargoLP XSCargoLP
Exchangeable LP Subordinated LP
Units Units Total
# # #
Balance — June 30, 2009 and December 31, 2008 ,8@12 2,408,847 5,901,649
$ $ $
Balance — December 31, 2008 (500,642) 1,391,725 ,0881
Non-controlling interest — loss (1,377,357) (949p0 (2,327,266)
Balance — June 30, 2009 (1,877,999) 441,816 (1183,

The non-controlling interest continues to be alteddts share of losses and is shown in a net takdance as further financial
support is provided as part of the subordinated,laa disclosed in note 4.

XS Cargo LP Exchangeable LP Units (“Exchangeable LRJnits”)

The Exchangeable LP Units issued by XS Cargo LR legonomic and voting rights equivalent to the Funds (note 5),
except in connection with the exchangeability teamslescribed below. They are exchangeable directhdirectly, on a
one-for-one basis for Fund Units at the optionhef holder, under the terms of the Exchange AgreemiEme Exchangeable
LP Units are not required to be exchanged for Runitis before transferring to third parties. Asault, they have been
presented as non-controlling interest, in accordawith the CICA Emerging Issues Committee Abst¥dd1.

Each Exchangeable LP Unit entitles the holder teike distributions from XS Cargo LP pro rata wdiktributions made by
XS Cargo LP on Fund Units.

XS Cargo LP Subordinated LP Units (“Subordinated LP Units”)

The Subordinated LP Units have economic and vatigtgs equivalent to the Fund Units (note 5), exéegonnection with
the subordination terms as described below. Asalt, they have been treated as non-controlliteyést, in accordance with
the CICA Emerging Issues Committee Abstract #151.

Distributions are to be made monthly on the Funé@dJimote 5) and Exchangeable LP Units to the @xtash is available to
make cash distributions. Distributions on the Sdbmted LP Units are subordinated and are madeeglyain an amount
equal to the amount distributed on Fund Units axchBngeable LP Units to the extent cash is avalabmake such
distributions.

The Subordinated LP Units will be automatically lexcged for Exchangeable LP Units on a one-for-aséskand the
subordination provisions will apply until the enflamy fiscal year ending on or after December RD&2if, for that fiscal year
the Fund has earned EBITDA (earnings before intet@ses, depreciation and amortization) of atti&dg.432 million and
the Fund has paid distributions of at least $1 d&5Fund Unit for such fiscal year. For the yesdledl December 31, 2008,
the criteria were not met for the automatic excleatagoccur.

Fund Special Voting Units

Number Amount
# $
Issued and outstanding — June 30, 2009 and Dece&3mhb2008 5,901,649 -

10



XS Cargo Income Fund

Notes to the Interim Consolidated Financial Statemas
June 30, 2009
Unaudited

Fund Special Voting Units are non-participating anel used solely for providing voting rights tosmrs holding
Exchangeable LP Units and Subordinated LP UnitsadFSpecial Voting Units are not transferable saigdy from
Exchangeable LP Units and Subordinated LP Unitghizh they relate. The Fund Special Voting Unies aot entitled to any
beneficial interest in any distribution from theriguor in the net assets of the Fund in the eveattefmination or winding up
of the Fund. Each Fund Unit and Fund Special \¢ptimit entitles the holder thereof to one votelatmeetings of the
Unitholders.

If the Exchangeable LP Units or the SubordinatedJoits are purchased in accordance with the Exah@ggeement, a like
number of Fund Special Voting Units will be redeenby the Fund for a nominal amount.

Future income taxes

Prior to June 12, 2007, the Fund was effectiveBnept from income taxes and, accordingly, its cadatgd financial
statements did not include a provision for Canadtianme taxes related to the Fund’s income. On l&st81, 2006, the
Minister of Finance (Canada) announced proposetetagiation Bill C-52 (“trust legislation”) thatchange the income
tax rules applicable to publicly traded trusts enimg income trusts taxable in 2011.

The October 31, 2006 trust legislation was substalgtenacted into law on June 12, 2007, at whictetthe Fund gave
accounting recognition to these new tax rules. @ithie Fund will not be liable for current taxesilubdnuary 1, 2011, it
was required to give recognition in the quartereshdune 30, 2007 to future income taxes arising fttose temporary tax
differences expected to reverse after January 111,24t the 25% tax rate applicable to the Fund.flihd then continues to
recognize changes in future income taxes in ealsbesjuent quarter as they arise.

The components of future income taxes are as fetlow

June 30, December 31,

2009 2008
$ $
Future income tax assets
Goodwill 3,431,300 3,859,300
Intangible assets 317,800 160,900
Debt issue costs 6,100 -
Unamortized lease inducements 42,600 60,700
Future income tax assets before 3,797,800 4,080,900
valuation allowance
Valuation allowance (3,797,800) (4,080,900)

Net future income tax assets

The Fund’s valuation allowance of $3,797,800 aeJ8@, 2009 relates principally to the uncertairitthe utilization of the
future tax assets due to the breach of financie¢cants as described in notes 1 and 4.

Unit-based compensation

In 2008, under the terms of employment agreeméms-und purchased 52,000 units to be issued taiceamployees.
Issuance of the units is conditional upon one péaervice to June 16, 2009. During the secondtguyas0,000 units did not
meet the contractual conditions and have expireda fesult, the Fund has recovered $30,050 of cosagien cost to
administrative expenses and contributed surpluedas the estimated fair value of the units atgitamt date. The remaining
2,000 units have fully vested.

11
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XS Cargo Income Fund

Notes to the Interim Consolidated Financial Statemas
June 30, 2009
Unaudited

Related party transactions

On August 20, 2007, the Fund entered into a subateld loan agreement for $12,000,000, funded 50%nkipdependent
third party and 50% by a company owned by the Bessiand CEO of the Fund, as described in notetérest expense
totaling $377,923 and $755,389 was recorded opdhion of the loan outstanding to the relatedypdttring the three and
six months ended June 30, 2009 respectively. Téne dmd related interest have been recorded aktteege amount,
which represents fair value.

A director of XS Cargo GP Inc. is also a partneFlaiming LLP, a law firm which provides legal sem$ to the Fund.
Legal fees totaling approximately $41,000 and $30 Were charged to the Fund by Fleming LLP duriregthree and six
months ended June 30, 2009 respectively.

Basic and diluted loss per unit

Basic loss per unit is based on the weighted aeenaghber of units outstanding during the periodutBd loss per unit is
computed based on the weighted average numbeiitefand dilutive unit equivalents.

Seasonal nature of the business

The Fund’s results for the period are not necdgsadicative of the results that may be expectattiie full year due to
seasonal variations in sales levels. The busimsgsrically experiences a higher level of salethmfourth quarter and a
lower level of sales in the first quarter due tassmal shopping patterns. Occupancy-related egpeosrtain
administrative and operating expenses, amortizatind interest expense remain relatively steadyutgtiout the year.

Segmented information

The Fund identifies operating segments based anédmssactivities, management responsibility andyggzhy. The Fund
operates within a single operating segment, béiagperation of closeout retail stores in Canadlhof the Fund’s assets
are located in Canada.

Compatrative figures

Certain comparative figures have been reclassifiembnform with the current period’s presentation.
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