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DEFINED TERMS

Please refer to the "Glossary of TermsSthedule "A" for a list of defined terms used in this annu&bimation form.
FORWARD LOOKING STATEMENTS

This annual information form contains forward lowdi statements. All statements other than statemahtsistorical fact
contained in this annual information form are foravéoking statements, including, without limitatiostatements regarding the
future financial position, business strategy, psgzbacquisitions, budgets, litigation, projectedte€@nd plans and objectives of
or involving the Fund or the Company. You can idfgntnany of these statements by looking for wordshsas "believe",
"expects”, "will", "intends", "projects", "anticipas”, "estimates”, "continues" or similar wordstbe negative thereof. These
forward looking statements include statements wagpect to the amount and timing of the paymerthefdistributions of the
Fund. There can be no assurance that the plapstions or expectations upon which these forwaodlitay statements are based
will occur. Forward looking statements are subjgectisks, uncertainties and assumptions, including, not limited to, those
discussed elsewhere in this annual information fodithough management believes that the expecttiepresented in such
forward looking statements are reasonable, therdeano assurance that such expectations will pibe correct.

Some of the factors that could affect future ressattd could cause results to differ materially fithiwse expressed in the forward
looking statements contained herein include: rigkating to the Company's ability to maintain ptaifility and manage growth;
the Company's ability to expand through new st@enings; the Company's ability to source produtiguantities and on terms
acceptable to the Company; changes in trends anduomer tastes; economic conditions and levels aswmer spending;
marketing expenditures; competition; the Compamgfence on centralized distribution centers; frneigosts; the Company's
ability to maintain comparable store sales; sedipnand fluctuations in quarterly results; the Queny's reliance on
management information systems; increases in ttet of or disruption in the flow of, imported prads; successful



management of the Company's exposure to merchamadiges; foreign exchange fluctuations; costsarailability of insurance
coverage; protection and development of the Comipaniellectual property; the Company's reliancekey personnel; labour
matters; the Company's dependence on externalrfgratiurces; the Company's environmental regulatioogertainties arising
from world events; the effect of property taxes ttependence of the Fund on the Company; the uistakility and potential
volatility of the market price of Units; the natupétrust units; the availability of cash to makstdbutions; the nature of cash-
on-cash yield as a measure of return on the Uthiessubordinated nature of the Units to the Fuawtsits subsidiaries' debt; the
effect of leverage and restrictive covenants ireagrents relating to current and future indebtedokEi®e Company; restrictions
on the potential growth of the Company as a coreecgl of the payment by the Company of substantéllpf its operating
cash flow; income tax related risks; potential tido of Unitholders' interest in the Fund from adlial issuances by the Fund or
from sales of Units by the Vendor; the Vendor'dititp approve certain material transactions; p@eérbnflicts of interest;
possible limits on Unitholder limited liability; éhnature of the securities that would be distriduteUnitholders on a dissolution
of the Fund; and the effect of limits on Non-residewnership of Units.

The information contained in this annual informati@rm, including the information set forth undedRisk Factors", identifies
additional factors that could affect the operatiegults and performance of the Fund and the Company

The forward looking statements contained herein exqgressly qualified in their entirety by this daunary statement. The
forward looking statements included in this anrinfdrmation form are made as of the date of thisuah information form and

the Fund assumes no obligation to update or relism to reflect new events or circumstances exasmtherwise required by
applicable securities laws.

NON-GAAP MEASURES
References in this annual information form to:
"EBITDA" are to historical earnings before provision fderast, income taxes and amortization; and

"distributable cash' are to cash available for distribution to Unitthets in accordance with the distribution policiéshe Fund
described in this annual information form.

Distributable cash of the Fund is a measure gedgetmed by Canadian open-ended trusts as an india#t financial
performance. As one of the factors that may beidensd relevant by prospective investors is thé ahstributed by the Fund
relative to the price of the Units, managementevwels that distributable cash of the Fund is a Uisefoplemental measure that
may assist prospective investors in assessingvastiment in Units.

EBITDA and distributable cash are measures thatnaterecognized by generally accepted accountimgcipies in Canada
("GAAP") and do not have standardized meanings preschipegdAAP. Therefore, EBITDA and distributable cashy not be

comparable to similar measures presented by athaeis. Investors are cautioned that EBITDA anulibigable cash should not
be construed as alternatives to net income or dtedermined in accordance with GAAP as indicatorstref Company's
performance or to cash flows from operating, invesand financing activities as measures of ligyidind cash flows.

MARKET AND INDUSTRY DATA

Unless otherwise indicated, the market and indudéta contained in this annual information fornb&sed upon information
from independent industry and other publicationd emanagement's knowledge of and experience in @m&ats in which XS
Cargo operates. While management believes thistddia reliable, market and industry data is sulffig&ariations and cannot
be verified with complete certainty due to limits the availability and reliability of raw data, theluntary nature of the data
gathering process and other limitations and unicgi¢a inherent in any statistical survey. Neitttex Fund nor the Company has
independently verified any of the data from thiedty sources referred to in this annual informafmnm.



THE FUND, XSCOT AND XS CARGO LP

The Fund is an unincorporated open-ended trudblesiad under the laws of the Province of Albenate Declaration of Trust.
The Fund owns all of the XSCOT Notes and XSCOT ¢Jnétnd holds, indirectly through XSCOT, a 51% iestrin the
Company. The Fund receives, indirectly through XSC@istributions of distributable cash of the CompaSee "XS Cargo
Income Fund".

XSCOT is an unincorporated trust established utitkedlaws of the Province of Alberta pursuant to ¥X8&COT Declaration of
Trust. XSCOT was created to initially acquire amddib1% of the LP Units and GP Common Shares. & Cargo Operating
Trust".

XS Cargo LP is a limited partnership formed under aws of the Province of Alberta, with the GPitasgeneral partner. XS
Cargo LP carries on business and is governed thddrimited Partnership Agreement. The Companyh wit storesurrently
open in Ontario, Newfoundland, Nova Scotia, NewrBmick and Western Canada, is one of the largesidiine closeout
retailers in Canada. See "Business of XS Cargok fifncipal and head office of each of the FundCRS, the GP and XS
Cargo LP is located at 15435 - 131 Avenue, Edmqridiverta, T5V 0A4.

Intercorporate Relationships

The following chart illustrates the structure of thund as at the date hereof.

100%
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Notes:
Q) Ordinary LP Units and GP Common Shares, repregebtifs of the LP Units and GP Common Shares.
) Exchangeable LP Units, Subordinated LP Units andd@fmon Shares representing 49% of the LP UnitsGih@ommon Shares.

3) The GP holds all of the outstanding GP Units.



GENERAL DEVELOPMENT OF THE BUSINESS
Four Year History

On May 17, 2005, the Fund completed its initial jpubffering (the 1TPO") of 6,106,000 Units at $10 per Unit for grossqeeds
of $61,060,000. The Fund used the proceeds of Rl tb indirectly acquire a 51% interest in XS Catdgd XS Cargo LP
subsequently used these proceeds and borrowingsr utsdCredit Facility to acquire the Vendor's hitirge closeout retail
business (collectively, théPurchased Asset§ for total consideration consisting of $71,13188d cash (subject to adjustment),
3,471,970 Exchangeable LP Units, 2,394,480 SubatedhLP Units and 5,866,340 GP Common Shares andssumption of
the accounts payable and certain current liakslitielated to the Purchased Assets (collectivelg, 'thcquisition™). The
remaining 49% interest in XS Cargo LP is held by Yrendor. With the completion of the AcquisitiohetFund became one of
the largest broadline closeout retailers in Canada.

The Units commenced trading on the TSX at the ameon May 17, 2005 under the symbol "XSC.UN". A¢ thpening of the
market on August 20, 2009 the Fund’s Units commeéniading on the TSX Venture Exchange under thebeyrtKSC.UN. The
Fund was voluntarily delisted from trading on therdnto Stock Exchange at the close of the marke&fugust 19, 2009.

Significant Acquisitions
The Fund did not complete any “significant acquosis” during 2009.
Credit Facility

The Fund negotiated an amended credit facility ement in September 2008 pursuant to which its lehds made available
to it a $17,500,000 ($12,500,000 available fromuday to July annually) demand revolving loan or ragiag loan, and a

$11,250,000 term loan which was due April 30, 2008 operating and term loans are collateralized fiyst charge on all

present and after required personal property offimed and an assignment of inventory. Interesthendperating loan is
charged at the lender’s prime rate plus 4.50%urflé are withdrawn in U.S. dollars, interest wal ¢harged at the lender’s
U.S. base rate plus 4.50%. The Fund is also redjuoepay a standby charge of 1.0% based on the rtnemual to the

operating facility commitment amount less the aggte principal amount under the operating facilithe interest on the
term loan facility is charged at the lender's Caaagrime rate plus 4.50%. The maximum availalleh@ term loan facility

was initially $21,250,000; however, it was redutedb11,250,000 on July 31, 2007 and further reduoe#i6,750,000 on

December 31, 2008. The term loan was to be fugpkeemanently reduced on March 31, 2009 by an ameguél to 75%

multiplied by 2008 excess cash flow (as definethim agreement); however, management determinedhédtund did not

generate 2008 excess cash flow such that no furtldeiction was required.

Both the term loan and operating loan require tliedRo maintain certain financial covenants, inglgda maximum senior debt
to adjusted EBITDA ratio of 2.5:1.0; a minimum cmt ratio of 1.4:1.0, and a minimum adjusted tngiliwelve month (TTM)
EBITDA value of $8,000,000 for the month ending @xtr 31, 2008 and thereafter. Additionally, theesmants limit the Fund’s
ability to undertake mergers, acquisitions, incewnindebtedness, declare distributions and undertdker changes in the
business without approval of the lender.

The Fund’s term loan was due April 30, 2009. Altgb the Fund has not repaid the term loan as redjuinder the credit
facility, repayment has not been demanded by theéeles. In addition, as at December 31, 2009, Jgr8fg 2010 and February
28, 2010, the Fund was not in compliance with itaimum adjusted trailing twelve-month EBITDA covens. The Fund is
currently working with its lenders to negotiate omlty acceptable financial covenants. S&isk Factors — Dependence on
External Funding Sourcés

Subordinated Loans

On August 20, 2007, the Fund entered into a subatéd loan agreement for $12,000,000, funded 50%nbyndependent third
party and 50% by a company owned by the PresidahiCEO of the Fund. The subordinated loan is ai#dized by a second
charge on all of the present and future undertakangd property of the Fund, including an acknowéetgssignment of leases
and material contracts. The principal balance tneder was due on August 20, 2008; however the ditsted loan was
renegotiated and on November 5, 2008, the Fundhegbagreement with its subordinated loan lendeextend the loan to June



30, 2009. Interest on the subordinated loan hasased from 16% to 18% effective September 26, 2808 the Fund’s option
to capitalize up to 10.0% per annum.

As part of the subordinated loan extension, thddesywere each issued warrants to purchase upaggirgate of 500,000 Units
at a price of $0.60 per Unit at any time withinr@6nths of issuance, subject to the option of theldes to exercise on a cashless
basis. The cashless exercise feature allows therdmated lenders the option of exercising theravgs to acquire Units by
netting out the difference between the tradingguo€ the Units at the date of exercise of the wdyrrand the warrant exercise
price of $0.60 per Unit and then having a propodtely reduced number of fully paid Units issuedh® warrant holder.

The subordinated loan agreement requires the Funghintain certain financial covenants, includingmaximum senior debt to
adjusted EBITDA ratio of 2.5:1.0; a minimum curreatio of 1.4:1.0; a minimum adjusted TTM EBITDAIwve of $8,000,000
and a total funded debt to adjusted EBITDA rati@&:1.0. There are additional restrictive covesdat limit the Fund’s ability
to undertake mergers, acquisitions, new indebtegniestlare distributions and other changes in tteénless without approval of
the lenders.

The Fund’s subordinated loan was due June 30, 20A%ddition, the Fund was not in compliance witthadjusted TTM
EBITDA covenant and total funded debt to adjust&dTBA covenant at December 31, 2009, January 3102%F February 28,
2010. Notwithstanding the foregoing, repaymenthef subordinated loan has not been demanded bigrters. The Fund is
currently working with its lenders to negotiate ity acceptable financial covenants. S&esk Factors — Dependence on
External Funding Sourcés

BUSINESS OF XS CARGO
Overview

XS Cargo is one of the largest broadline closeetdilers in Canada. XS Cargo opened its first stoi@dmonton, Alberta in
1996 and currently operates 41 stores throughot&ridn Newfoundland, Nova Scotia, New Brunswick ahd four western
provinces.

The Company sells a broad range of quality bramdenproducts including consumer electronics, smagliances, housewares,
furniture, home decor, personal care, luggage aoid &t a significant discount to regular retaitgs. XS Cargo's merchandising
philosophy is to offer "Nothing But Bargains" irs itetail stores and to compete with general retaid@ an item-by-item basis
solely on price.

The Company's buyers are in the marketplace viytuaery day, enabling them to source and take ridge of buying

opportunities on an almost continuous basis. Attiime potential purchases are evaluated, the Coynpampares published
retail prices for the same or similar items and génerally only make the purchase if managemelhé¢J®s the item can be
retailed at the appropriate discount to the pubtlistetail price while still allowing the Companyaohieve an acceptable margin.

XS Cargo's merchandise is generally obtained atbatantial discount to regular wholesale pricese phimary sources from
which XS Cargo derives its merchandise are destilsdow. The relative significance of each souftanges from time to time
depending on numerous economic factors and retiiistry conditions.

Closeouts — XS Cargo buys merchandise from manufacturersilalisors and retailers when products are reacttieg
end of their life cycles and being replaced by mewedels.

Returns — XS Cargo buys returned goods from manufactuteshave been inspected, serviced as necessameeid
the manufacturer's original specifications.

Excess Inventory — XS Cargo buys merchandise from manufacturessillitors and retailers that are in possession of
excess inventory resulting from factory overruremeaelled orders, shelf pulls, package changesbhuals and buying
errors.



Business Terminations — XS Cargo buys merchandise from retailers, marufars and distributors that are going out
of business.

Importing Program — XS Cargo buys merchandise directly from Chineaaufacturers.

Since inception in 1996, XS Cargo has not expeednany significant difficulty in obtaining qualityorand name closeout
merchandise in adequate volumes and at attraativesp

Operating Philosophy
The Company intends to continue to pursue theviglig operating strategies:

Pricing - The Company's strategy is to price every prodifered by XS Cargo at a significant discountegular retail
prices, including prices offered by discounters avitblesale clubs. Management believes that pricéhesprimary
consideration for the Company's customers.

Targeted Advertising - XS Cargo advertises primarily in multi-page aiers ("flyers") distributed in local subscription
daily newspapers and uses a focused price/itemoapprto highlight its price advantage over compgetigtailers and
generate brand and location awareness for itssstore

Product Selection - XS Cargo focuses on a diverse selection of gatiame brand, high-demand merchandise to
anchor its price and item advertising strategy. Twmnpany's stores carry many of the same name hpamttlicts as
general retailers. Certain core categories of nardise are carried on a continual basis, althobghspecific brand
names offered may change frequently. Managemeigvesl that the constantly changing product offeriggnerate
repeat visits from its value conscious customeh& Company also carries more high value items ame torand name
merchandise than other closeout retailers, whicmagament believes provides it with an additionampetitive
advantage.

Attractive Store Economics - Consistent with XS Cargo's pricing strategy, rbead costs are minimized. As a
destination retailer, the Company is not dependentnearby customer traffic to generate traffic ftw stores.
Accordingly, the Company's stores, while convemjetdcated on or near major roadways with amplekipay, are
typically located in less expensive secondary sitesher than in power centres, enclosed malls ew metail
developments. Leasehold improvements and storaréigtare functional, but are not expensive. Theaaeecost of
equipment and leasehold improvements to open astew has historically been less than $120,000nastment that
has been recouped on average in less than two moiithe average cost of equipment and leaseholtbiraments to
open a new store is expected to rise to approxlyn&iel0,000 per store in the future, although X$goabelieves that
the investment will still be capable of being reged on average in two to three months. This ineréaseflective of the
rising cost of building material in Canada.

Growth Strategy
New Stores

XS Cargo’s current plans are to open three (3) sienes during 2010. Two (2) new stores were opém@&®09. The Company
did not open any new stores in 2008, however fB)enéw stores were opened in 2007, eight (8) nevestin 2006 and eight (8)
new stores in 2005. The Company intends to funmhesion through operating cash flows which is pgmedbecause of the low
cost of equipment and leasehold improvements far steres.

Same Store Sales

Prior to the 2007 to 2009 period (wherein a de@éasame store sales occurred), XS Cargo hadaseteits same store sales
every year since 1998 primarily by expanding itkea#on of closeout merchandise and by adding newdyrt categories.
Management believes the Company can maintain itkehahare in existing core product categories sischousewares, luggage
and home décor, and grow its market share in coesefactronics and toys in 2010. As such, the Gom@nticipates that there
will be growth in same store sales in 2010 over@kW¥els. The Company has previously expandeditiirmew store growth



and some of the new stores have been opened itidlesavith trading areas that overlap those oftmgsstores. In each market
where this has occurred, management expects thestog@'to cause a decrease in sales of the existiing year over year, but a
substantial increase in sales for the market onrmabined basis. After the initial decrease causgdhb new store opening,
management expects to increase same store saastirof the stores in the market.

Distribution and Logistics

The Company has its head office and western digtob centre located in Edmonton, Alberta. Thetessdistribution centre
handles merchandise for 18 stores in Manitoba, &elskwan, Alberta and British Columbia. The Conyphas an eastern
distribution centre located in Mississauga, Ontavihich serves 23 stores in Ontario, Newfoundladdya Scotia and New
Brunswick. The eastern distribution centre willrbeved to a larger facility in May 2010 to accomratedthe inventory volumes
needed to service the eastern stores. Producthigmed from the distribution centres to the stane a weekly basis.

Purchasing and Supply

An integral part of the Company's success is iitytio source and purchase quality brand namechsandise directly and

indirectly from independent brokers and agentssuaorer product manufacturers, distributors and leesaand other vendors at
prices substantially below those paid by traditloreailers. The Company has an experienced buggagn with extensive

closeout purchasing experience, which the Compatigues has enabled it to develop successful leng-trelationships with

many independent brokers and agents and other k&imddorth America. Since inception, XS Cargo has experienced any
significant difficulty in obtaining quality, brangame closeout merchandise in adequate volumestattiegtive prices.

As industry trends such as retailer close out, alifstion and order cancellations place more inwgntisk on manufacturers,
management believes there will be an increasesimtimber of vendors looking for effective waysdduce excess inventory. As
a result, management believes that the Companybwilible to take advantage of more, and oftendabgsying opportunities as
well as offer an enhanced selection of productstoustomers.

The Company has built strong relationships with yneendors and has capitalized on its willingnespdg cash for most of its
purchases to source merchandise that provides #owcapvalue to its customers. The Company hasathity to source and
purchase significant quantities of its high demam closeout merchandise in specific product categicand to control
distribution in accordance with vendor instructiptisis providing a high level of service and congaoe to these vendors. The
Company supplements its traditional brand nameedlaspurchases with products manufactured to #giipations in China.
The Company expects its purchasing philosophy atationships with vendors will continue to enhairitseability to source
quality closeout merchandise for its stores at aetitige prices.

The Company's merchandise is purchased from atyarfesuppliers that provide the Company with npiéti sources for each
product category. No one vendor accounted for rtitae 10% of the Company's merchandise purchases.

While the Company has long standing relationshigh vaumerous vendors, it has no long-term purchemgtracts. The
Company's strategy is to make merchandise purclumsan opportunistic basis. In contrast to tradgioretailers who may order
goods far in advance of the time they will app@athie store, the Company's buyers are in the madcst virtually every day,
enabling them to source and take advantage of Qugpportunities on an almost continuous basis. h&t time potential
purchases are evaluated, the Company comparesiitished retail prices for the same or similar iseamd will generally only
make the purchase if it believes the items candbailed at the appropriate discount to the pubdistetail price while still
allowing the Company to achieve an acceptable mafnce purchased, the merchandise is typicalhstrarted from the seller,
via the Company's warehouses and distributionifes) to its stores within three weeks.

The Company is typically responsible for transpaytproducts sourced through its vendor network anttN America from their
existing locations to the Company's warehouse dstdhlition facilities in Edmonton, Alberta or Missauga, Ontario, and from
the warehouses to the Company's stores. The Contzenysed an independent distribution and logistiespany to coordinate
pickup and delivery to and from the Company's wauskes on the Company's behalf.



Inventory and Pricing Strategy

The Company's pricing strategy is to offer evenyduct at a significant discount to regular retait@s, including prices offered
by discounters and wholesale clubs. The Compangues that price is the primary consideration ferdustomers. Therefore,
the most important factor in the Company's perfarceaand growth is its ability to sell merchandisenf 40% to 80% below
regular retail prices.

The Company's stores generally carry between 1380,000 different products. Management belielasthe superior breadth
of its product mix and its focus on name brand pobtsl distinguishes it from and provides it with@npetitive advantage to
other discount retailers that have narrow produgemor offer generic products.

Store Locations

The Company's stores are conveniently located amear major roadways with ample parking and aréc#y located in less

expensive sites in strip plazas, rather than in ggoeentres, enclosed malls or new retail developsnefhe Company's

advertising and pricing strategy is focused on mgkhe stores destination retail shopping locati®ee "Business of XS Cargo
— Advertising and Promotion".

Store and Other Leases

The Company leases all of its store premises anbeiad office and warehouse premises. The Compstoyts leases typically
have a five to ten year initial term with optiomsrenew up to an additional 10 years. The averageining term of the store
leases is approximately 3 years (not includingekercise by the Company of all available renewaiong). The leases are held
by various landlords.

The Company’s Edmonton warehouse/distribution agadtoffice facility, which was built to the Compangpecifications and
opened in January 2006, is operated under a 10lgase expiring on September 1, 2015. The Compa#figsissauga, Ontario
warehouse/distribution centre, which opened in IA20D5, is operated under a five year lease expiMay 31, 2010. On May 1,
2010 the Mississauga distribution centre will mtve new facility with a 6 year lease expiring Aj30, 2016.

Advertising and Promotion

The Company conducts advertising programs primabiy distributing flyers in local subscription dailyewspapers. The
Company does not target any specific consumer deapbie with its advertising but distributes itseftg based primarily on the
proximity of its stores to residential areas. Thenpany uses a focused price/item approach inyiegsito highlight its price

advantage over competing retailers on specifierofirand name products. The flyers generally feat@0 to 200 products that
vary with each flyer.

Stores and Store Operations
Site Selection

Since opening its first store in Edmonton, Albeial996, the Company has expanded to 41 storesghout Ontario,

Newfoundland, Nova Scotia, New Brunswick and ther farestern provinces. The Company’s plans are endpree (3) new
stores in 2010. The Company has developed alkafieiv stores to be similar in appearance and opertat its existing stores
and does not anticipate any difficulties in ideyitifj suitable additional store locations in areathiw the Company's target
markets.

Management believes that the Company's customerstinacted to its stores by the Company's adirgtisrogram, which
emphasizes quality, brand name merchandise thaCtmapany offers at attractive prices, rather thgnldzation. This has
allowed the Company to open its stores in seconkdaations, such as strip malls rather than in paseatres, enclosed malls or
new retail developments. The Company is able taiobtelatively favourable lease terms because ffléxibility in site
selection and "no-frills" format, which allows ib effectively use a wide variety of space configiorss. As a result of this
opportunistic approach to site selection, the Camwgizelieves its real estate costs are lower thasetlof other retailers.
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Store Layout

The Company's opportunistic site selection andftiig” approach to presenting merchandise allowoituse a wide variety of
space configurations. The size of its stores gdlgaange from 6,300 to 17,000 square feet and ay@approximately 10,000
square feet. The Company designs its stores toubetibnal, with little emphasis placed upon fixtsirand leasehold
improvements.

Customer Service

The Company provides a 30 day warranty for defectjgods that permits the customer to exchange rodupt for the same
item or, if the same or a comparable item is naiilaile, to receive a refund. The Company is oétble to negotiate terms with
its vendors that allow it to return defective menstiise for periods of up to nine months, generftyvendor credit. Many
products carry standard manufacturer warrantiestoHcally, the Company has experienced returness than 2% of sales and
on average over 50% of those returns can be retumpehe Company to its vendors.

Store Management

Each store has a manager who is responsible fasitiag, training and supervising store personma assuring that the store is
managed in accordance with the Company's estallighiglelines and procedures. Store managers drénfiel employees who
report to the District Store Manager. Merchandisipgcing and advertising decision-making for dbires is centralized at the
Company's Edmonton head office.

Warehouse and Distribution

An important aspect of the Company's success ialtlty to process, sort and distribute inventouyickly and efficiently.
Historically, all of the Company's merchandise weadered, received, inspected, counted and desijfiaténdividual stores at
the Company's warehouse and distribution facilime&€dmonton, Alberta. The Company's 82,515 sqieoé warehouse and
distribution centre in Mississauga, Ontario allaye®ds destined for the Company's stores locatéxtario and Atlantic Canada
to be processed and distributed on a timely bdgis. new Mississauga distribution centre opening/lay 2010 will have a
square footage of 141,566. The Company's Edmamswahouse and distribution facility is 92,868 sguiet.

As a general rule, the Company carries similar petalin each of its stores, but the amount of itmgneach store is allocated
varies depending upon size, location and saleggtions for that store. The Company ships mostsafierchandise to its stores
within three weeks of its arrival at the Company&sehouses.

Management Information Systems

The Company uses the same point of sale systeth ari its stores, which provides perpetual invegtquantities, stock value,
sales and operational information and cash confifo® system is based on a widely utilized datalsgseem, which has been
customized to meet the Company's strategic managenfermation needs. Cash is reconciled on a dadlsis and inventory is
test counted daily and weekly. A full physical intery count is conducted quarterly with the assistaof an independent
inventory management company. All sales are caskjtor debit card, so the Company experiencesnmainbad debts. During
March 2007, the Company entered into an agreemithtanthird party software vendor for the purchas@ new point-of-sale
and inventory management system which system wademented during the last half of 2007. Problemgh whe
implementation of this new system led to serioyspbu chain disruptions in the fourth quarter of Zp@owever all of such
issues were resolved in 2008.

Employees

The Company had approximately 642 employees atbleee31, 2009, of whom 113 are salaried employadste remainder
are hourly employees. The Company has no uniorénguloyees.
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Competition and Strategic Positioning

All aspects of the retailing industry are highlyngeetitive. Management believes that the Companynigue in the closeout
retailing industry in Canada with respect to itedarct mix, and therefore does not have a compebttevhich it can be directly
compared. On a product-by-product basis, the Cosnmampetes with discount stores (such as Wal-Mast®res Inc.),
wholesale clubs (such as Costco® Wholesale Corpodatdiscount drugstore chains (such as LondorgB®uLimited), other
broadline closeout retailers (such as LiquidationrM/ Inc.), other value-oriented specialty retaleand general retailers and
department stores, as well as internet-based alvseml other general merchandise retailers. Althaame of these competitors
may have greater financial, distribution, marketangl other resources, the Company purchases mdtst merchandise on an
opportunity basis, which allows it to sell its pumtis at prices that management believes are Idveer dther competitors in the
retail industry. While the Company offers its prothuat significant discounts to most conventiorehiters, some specialty
retailers may compete with the Company on a nocefrasis, such as specialty retailers that offditiadal after-sale service or
unique shopping environments.

The Company also relies on buying opportunitiesnflioth existing and new sources, for which it cotapeavith other retailers
and wholesalers. The Company has long-standindgiae$hips with many of its suppliers and is conmpetly positioned to
maintain such relationships and to seek new soumcesier to maintain an adequate continuing supplguality merchandise at
attractive prices.
The Company also competes with other retailerstimre locations.
Trademarks
The Company is the owner of the registered Canadi@emark "XS CARGO NOTHING BUT BARGAINS".

XS CARGO INCOME FUND
The Fund is an unincorporated open-ended investmgsitgoverned by the laws of the Province of Aib@&nd created pursuant
to the Declaration of Trust. The Fund qualifiesaadmutual fund trust" for the purposes of the Taot,Aut the Fund is not a
mutual fund under applicable securities laws.
The Fund is not a trust company and is not regdteinder applicable legislation governing trust panies as it does not carry
on or intend to carry on the business of a trustmany. The Units are not "deposits" within the miegrof theCanada Deposit

Insurance Corporation AdiCanada) and are not insured under the provisibtigat Act or any other legislation.

The following is a summary including a descriptiohthe material provisions of the Declaration ot This summary is
qualified in its entirety by reference to the figkt of the Declaration of Trust.

Activities of the Fund

The Declaration of Trust provides that the Fungsrations and activities shall be restricted to:

(a) acquiring, investing in, holding, transferring, miising of or otherwise dealing with the debt anditygsecurities of any
of the XS Cargo Entities, and other corporatiorstrgerships, trusts or other Persons involvedctiyr®r indirectly, in
the broadline closeout retail business and busésessated, ancillary or incidental thereto, anchsother investments
as the Trustees may determine;

(b) acquiring, investing in, holding, transferring, glising of or otherwise dealing with securities &by, or loans made
to any of the XS Cargo Entities, or any other besfentity or other Person in which a XS Cargotfitas or is
concurrently acquiring an interest;

(c) investing in securities of other issuers that ntleet~und's investment criteria;

(d) disposing of all or any part of the property of thend;
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(e) holding cash in interest bearing accounts with @&mafinancial institutions or investing such manie Permitted
Investments;
® issuing Units, Special Voting Units and other séms of the Fund including, without limitation,ghts, warrants,

convertible securities or options to acquire UnitSpecial Voting Units or other securities of thend,;

(9) issuing debt securities (including debt securitieavertible into, or exchangeable for, Units, Spk#oting Units or
other securities of the Fund) or otherwise borrgwimortgaging, pledging, charging, granting a ségimterest in or
otherwise encumbering any of the Fund's assetscasity for any of its obligations, liabilities ardebtedness;

(h) guaranteeing (as guarantor, surety or co-prin@pégjor) the payment of any indebtedness, liabiityobligation of any
Person including, without limitation, any XS Cargaotity or the performance of any obligation of d&wgrson including,
without limitation, any XS Cargo Entity, and mortgjag, pledging, charging, granting a security iagtrin or otherwise
encumbering all or any part of the Fund's assetseasrity for such guarantee and subordinatingigtsts under the
XSCOT Notes to other indebtedness and obligations;

0] purchasing, repurchasing or redeeming securiteegis by the Fund;
()] satisfying the obligations, liabilities or indebtexs of the Fund;
(K) entering into and performing its obligations unttee Administration Agreement, the Securityholdeigréement, the

Exchange Agreement, the Underwriting Agreement aandh other agreements as are contemplated by tbe IP
Prospectus, and the IPO and all matters ancillsseto; and

() undertaking such other activities, or taking suctioas (including investing in securities), relatedor in connection
with the foregoing or as contemplated by the Detian of Trust or as may be approved by the Trgsfemm time to
time,

provided that the Fund shall not undertake anyiytitake any action, or purchase or authorizepghechase of any investment
that would not be allowed for a mutual fund trustder subsection 132(6) of the Tax Act. In connectiath this duty, the
Trustees have broad authority and are entitle@ke such actions as they consider necessary oomgte in accordance with
the Declaration of Trust to preserve the mutuatifetatus of the Fund, including as described ufideritation on Non Resident
Ownership".

Units and Special Voting Units

The beneficial interests in the Fund are dividdd interests of two classes, described and desidras "Units" and "Special
Voting Units", respectively. An unlimited number Bhits and Special Voting Units are issuable punstia the Declaration of
Trust. Each Unit is transferable and representsqual undivided beneficial interest in any disttibns from the Fund whether
of net income, net realized capital gains or otamounts and in the net assets of the Fund in tekaetexf a termination or
winding-up of the Fund. The Units are not subjeduture calls or assessments and entitle the hieéeeof to one vote for each
whole Unit held at all meetings of Voting Unithotde Except as set out under "Redemption Right"wetbe Units have no
conversion, retraction, redemption or pre-emptigats.

The Special Voting Units are not entitled to anteiast or share in the Fund, in any distributiamfrthe Fund whether of net
income, net realized capital gains or other amquonti the net assets of the Fund in the eveattefmination or winding-up of
the Fund. Special Voting Units may, however, beeesded by the holder at any time for nominal consititen.

Special Voting Units may be issued in series arllomly be issued in connection with or in relatitnExchangeable LP Units,
Subordinated LP Units and, if the Trustees so detex, other securities exchangeable, directly afiractly, for Units
(collectively, "Exchangeable Securiti€y, in each case for the purpose of providing \ptilghts with respect to the Fund to the
holders of Exchangeable Securities. Special Votings were issued in conjunction with, and aredchtéal to, the Exchangeable
LP Units and Subordinated LP Units (or other Exdemble Securities) to which they relate, and aideeced only by the
certificates representing such Exchangeable SesuritSpecial Voting Units are not transferable smedy from the
Exchangeable Securities to which they are attadBadh Special Voting Unit entitles the holder tlodérie that number of votes
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at any meeting of Voting Unitholders that is eqtethe number of Units that may be obtained upanetkchange (direct or
indirect) of the Exchangeable LP Unit, Subordinat®lUnits or other Exchangeable Security to whicis iattached. Upon the
exchange or conversion of an Exchangeable Sedanitinits, the Special Voting Unit that is attachedsuch Exchangeable
Security will immediately be cancelled without afiyther action of the Trustees, and the former éolaf such Special Voting
Unit will cease to have any rights with respectréte.

Issued and outstanding Units and Special VotingdJniay be subdivided or consolidated from timeiteetby the Trustees
without the approval of Voting Unitholders.

No certificates will be issued for fractional Unésd fractional Units will not entitle the holddéhgreof to vote.
Issuance of Units

The Fund may issue Units or rights to acquire Uaitthose times, to those persons, for that coratide and on the terms and
conditions that the Trustees determine, includimgspant to any Unitholder rights plan or any ineantoption or other
compensation plan established by the Fund. Unitg beaissued in satisfaction of any non-cash digtiiims of the Fund to
Unitholders on a pro rata basis. The Declaratiofrobt provides that immediately after any pro m@iribution of Units to all
Unitholders in satisfaction of any non-cash disttibn, the number of outstanding Units will be colidated such that each
Unitholder will hold after the consolidation thensa number of Units as the Unitholder held befowe ton-cash distribution
(except where tax was required to be withheld gpeet of the Unitholder's share of the distributasndescribed below). In this
case, each certificate representing a number dasnior to the non-cash distribution is deemedefaresent the same number of
Units after the non-cash distribution and the ctidaton. Where amounts so distributed represenbrime, non-resident
Unitholders will be subject to withholding tax aratcordingly, the consolidation will not resultdoch non-resident Unitholder
holding the same number of Units. Such non-residémitholders will be required to surrender the ifiedtes (if any)
representing their original Units in exchange faedificate representing their post-consolidatimits.

Trustees

The Fund is required to have a minimum of threesiees and a maximum of seven Trustees, the majfriyhom must be
residents of Canada (within the meaning of the Aety. The Trustees supervise the activities andagarihe affairs of the Fund.

As at December 31, 2009, the Trustees, who were ditectors of the GP, were William M. Gray, DasBd Margolus and
Gordon J. Clanachan. See "Management, TrusteeBiasctors — Directors and Officers of the GP" foe fprincipal occupations
of the Trustees.

Trustees are appointed at each annual meeting tfig/&nitholders to hold office for a term expirirag the close of the next
annual meeting. A quorum of the Trustees, beingagority of the Trustees then holding office, may & vacancy in the
Trustees, except a vacancy resulting from an iseréathe number of Trustees (other than as prdvigdow) or from a failure
of the Voting Unitholders to elect the required fanof Trustees at a meeting of the Voting Unitlkeoédcalled for such purpose.
In the absence of a quorum of Trustees, or if teaacy has arisen from a failure of the Voting blolidlers to elect the required
number of Trustees at a meeting of the Voting Widérs called for such purpose, the Trustees margtvfith call a special
meeting of the Voting Unitholders to fill the vacan If the Trustees fail to call such meeting othiére are not Trustees then in
office, any Voting Unitholder may call the meetifiche Trustees may, prior to the first annual meetihVVoting Unitholders or
between annual meetings of Voting Unitholders, amppane or more additional Trustees to serve thélnext annual meeting of
Voting Unitholders, but the number of additionali¥tees so appointed may not at any time exceedhingeef the number of
Trustees who held office at the expiration of tmeniediately preceding annual meeting of Voting Uslidlers.

A Trustee may resign upon written notice to thed~and may be removed by a resolution passed byjeritgeof the Voting
Unitholders. A vacancy created by such removal mayfilled at the same meeting, failing which it mbg filled by the
remaining Trustees.

The Declaration of Trust provides that, subjecitdderms and conditions, the Trustees have foboklute and exclusive power,
control and authority over the assets of the Fumtl aver the affairs of the Fund to the same exdsnf the Trustees were the
sole and absolute legal and beneficial owners@fsets of the Fund, and may, in respect of getsaef the Fund, exercise any
and all rights, powers and privileges that couldelercised by a legal and beneficial owner therSabject to such terms and
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conditions, the Trustees are responsible for, anwihgr things: (i) supervising the activities andnmaging the investments and
the affairs of the Fund; (ii) maintaining recordsdaproviding reports to Voting Unitholders; (iiifffecting payments of
distributable cash from the Fund to Unitholders) @cting for, voting on behalf of and representthg Fund as a holder of
XSCOT Units and a holder of XSCOT Notes and otleeusties; (v) voting in favour of the Fund's noeds to serve as trustees
of XSCOT; and (vi) causing XSCOT to vote in favadithe Fund's nominees as directors of the GP.

The Declaration of Trust provides that the Trusteesst act honestly and in good faith with a viewthte best interests of the
Fund and in connection therewith must exercisedtgree of care, diligence and skill that a reasignatudent person would
exercise in comparable circumstances. The Deataratf Trust provides that each Trustee and offafethe Fund, as well as
former Trustees and officers, and their respedtigies and legal representatives, will be entitledndemnification from the

assets of the Fund in respect of the exerciseaifggrson’'s powers, and the discharge of that pergaities, provided that the
person acted honestly and in good faith with a viewhe best interest of the Fund and, in the oasecriminal or administrative

action or proceeding that is enforced by a mongtanalty, where the person had reasonable growndsefieving that his or her
conduct was lawful.

Cash Distributions

The Fund is to make monthly cash distributionstefdistributable cash to Unitholders to the extdgtermined prudent by the
Trustees. The amount of cash available for ditidlous equal to the interest and principal repayts®n the XSCOT Notes and
the distributions (if any) on or in respect of tRECOT Units owned by the Fund and all other amquhtny, from any other

investments from time to time held by the Fund reskin such period, less amounts that are paighlla, incurred or provided

for in such period in connection with: (a) admirasive expenses and other obligations of the F(mjdamounts that may be paid
by the Fund in connection with any cash redempt@mn®purchases of Units; (c) satisfaction of destzice or other obligations
of the Fund on account of both principal and irger@and (d) any amount that the Trustees may reddprconsider to be

necessary to provide for the payment of any cessenses, obligations or liabilities including aay liability of the Fund, that

have been or are reasonably expected to be incinrdte activities and operations of the Fund [te éxtent that such costs,
expenses, obligations or liabilities have not otlige been taken into account in the calculatiothefavailable distributable cash
of the Fund).

The Fund may make additional distributions in esces the aforementioned monthly distributions dgriie year, as the
Trustees may determine. The distribution declaretespect of the month ending December 31 in eaeh will include such
amount in respect of the taxable income and ndizeshcapital gains, if any, of the Fund for sudayas is necessary to ensure
that the Fund will not be liable for ordinary incertaxes under the Tax Act in such year.

Any income of the Fund that is unavailable for cdiitribution will, to the extent necessary to eesihat the Fund does not have
any income tax liability under Part | of the TaxtAbe distributed to Unitholders in the form of &auhal Units. Such additional
Units will be issued pursuant to applicable exeongi under applicable securities laws, discretioregmptions granted by
applicable securities regulatory authorities or@spectus or similar filing.

Unitholders who are non-residents of Canada areinedjto pay all withholding taxes payable in retpef any distributions of
income by the Fund, whether such distributionsiarthe form of cash or additional Units. Non-resitteshould consult their
own tax advisors regarding the tax consequencewesting in the Units.

The Fund, XSCOT and the Company have consideraisteretion in determining the amount of cash disttitms. Cash
distributions are not guaranteed and will fluctuatth, among other things, the Company's performaio distributions were
made by the Fund in either 2008 or 2009. The Fiirsl reduced distributions to Unitholders in Mar@007, reduced
distributions further in May 2007 and suspendedrithistions completely in December 2007. See "Rigktbrs — Risks Relating
to the Structure of the Fund — Cash Distributions".

Redemption Right

Units are redeemable at any time on demand by dlaets thereof upon delivery to the Fund of a didynpleted and properly
executed notice requesting redemption in a form@amal by the Trustees specifying the number of tutbe redeemed. As the
Units are issued in book-entry form, a Unitholdenowwishes to exercise the redemption right willrbquired to obtain a
redemption notice form from the Unitholder's invaent dealer. As of the close of business on the titet Units are surrendered
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for redemption, all rights to and under the Un@adered for redemption shall (subject to the foitmy be surrendered and the
holder thereof shall be entitled to receive a ppeeUnit (the Redemption Price") equal to the lesser of:

€) 90% of the Market Price of the Units on the priatiptock exchange on which the Units are listed ifdhe Units are
not listed on any stock exchange, on the prinaipalket on which the Units are quoted for tradingping the period of
the last 10 trading days during which the Unitsiéhon such stock exchange or market ending imnedygigrior to the
date on which the Units were tendered for redemptaad

(b) the Closing Market Price of the Units on the datenhich the Units were tendered for redemptiontengrincipal stock
exchange on which Units are listed (or, if Unite aot listed on any stock exchange, on the prihei@aket on which
the Units are quoted for trading).

For the purposes of determining the RedemptionePfidarket Price" for a specified trading periodlie the amount equal to
the weighted average of the trading prices of th#d.bn the applicable market or exchange for ed¢he trading days on which
there was a trade during the specified tradingpiiod; provided that if there was trading on tpeleable exchange or market
for fewer than five of the trading days during 8pecified trading day period, "Market Price" fosgecified trading period will
be the average of the following prices establisioeaach of the trading days during the specifradihg day period: the average
of the last bid and ask prices for each trading @ayvhich there was no trading and the weightedametrading prices of the
Units for each trading day on which there was trgdFor the purposes of determining the RedemgRiace, "Closing Market
Price" will be: (i) an amount equal to the closjmice of the Units on the applicable market or exde if there was a trade on
the specified date and the applicable market oh&xge provides a closing price; (i) an amount édquiahe average of the
highest and lowest prices of Units on the applieatlarket or exchange if there was trading on trexifipd date and the
applicable market or exchange provides only théadstyand lowest trading prices of Units traded @aicular day; or (iii) the
average of the last bid and ask prices on the egigieé market or exchange if there was no tradintherspecified date.

The aggregate Redemption Price payable by the KFunéspect of any Units surrendered for redemptiaring any calendar
month will be satisfied by way of a cash paymentthy Fund no later than the last day of the calendanth following the
calendar month in which the Units were tenderedddemption, provided that the entitlement of théthblders to receive cash
upon the redemption of their Units is subject t® limitations that:

(c) the total amount payable in cash by the Fund ipeetsof such Units and all other Units tenderedréolemption in the
same calendar month may not exceed $50,000 {tanthly Limit "), provided that the Trustees may, in their sole
discretion, waive such limitation in respect of@iiits tendered for redemption in any calendar imont

(d) at the time such Units are tendered for redemptton putstanding Units must be listed for tradimgaostock exchange
or traded or quoted on another market that, instile discretion of the Trustees, provides a reptaesige fair market
value price for the Units; and

(e) the normal trading of Units must not be suspendetatied on any stock exchange on which the Umidlisted (or, if
not listed on a stock exchange, on any market oichwiine Units are quoted for trading) on the dat the Units are
tendered for redemption or for more than five tngdilays during the 10 trading day period prioh date on which the
Units are tendered for redemption.

If a Unitholder is not entitled to receive cash nbe redemption of Units as a result of one orenadrthe foregoing limitations,
then each Unit tendered for redemption will, subfecany applicable regulatory approvals, be redabhy way of a distribution
in specie. In such circumstances, XSCOT Units amdeS 1 XSCOT Notes of a value equal to the RedemgRrice will be
redeemed by XSCOT in consideration of the issuaodbe Fund of Series 2 XSCOT Notes. The SeriesSZQ&T Notes will
then be distributed in satisfaction of the Redeowp®rice. The Fund will be entitled to all interpaid on the XSCOT Notes and
the distributions paid on the XSCOT Units on ordsefthe date of the distribution in specie. Whee=Fund makes a distribution
in specie of a pro rata number of securities of KS®n the redemption of Units of a Unitholder, thend currently intends to
designate to that Unitholder any income or capgjtah realized by the Fund as a result of the rediempf XSCOT Units and
Series 1 XSCOT Notes in exchange for Series 2 XSGIOfEs, or as a result of the distribution of Se2eXSCOT Notes to the
Unitholder on the redemption of such Units.
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It is anticipated that the redemption right desadilbove will not be the primary mechanism for baddof Units to dispose of
their Units. Series 2 XSCOT Notes that may be ithisted in specie to Unitholders in connection vatihedemption will not be
listed on any stock exchange and no market is eggdeo develop in Series 2 XSCOT Notes and they begubject to resale
restrictions under applicable securities laws. €28 XSCOT Notes so distributed may not be qudlififevestments for trusts
governed by Exempt Plans at the time.

Repurchase of Units

The Fund is allowed, from time to time, to purchaksts for cancellation in accordance with applieagecurities laws and the
rules prescribed under applicable stock exchangeguiatory policies.

Meetings of Voting Unitholders

The Declaration of Trust provides that meeting¥ating Unitholders are required to be called anldi lanually, for the purpose

of: (i) the election of Trustees, (ii) the appoimtmh of auditors of the Fund for the ensuing yedy,denerally, any other matter

that requires a resolution of Voting Unitholdensddiv) transacting such other business as thetdeasnay determine or as may

be properly brought before the meeting. The Detitamaof Trust provides that the Voting Unitholdemse entitled to pass

resolutions that will bind the Fund only with respto:

€)) the election or removal of Trustees;

(b) any amalgamation, arrangement, other merger otatajgorganization of the Fund with any other gntéxcept in
conjunction with an internal reorganization or #eguisition by the Fund or a XS Cargo Entity of sleeurities or assets
of another entity;

(c) the appointment or removal of nhominees of the Feimoken by the Voting Unitholders to serve as tastdf XSCOT,
except filling casual vacancies;

(d) the appointment or removal of the auditors of thad:

(e) the appointment of an inspector to investigate peeformance by the Trustees in respect of theipaetive
responsibilities and duties in respect of the Fund;

® the approval of amendments to the Declaration obfT¢as described under "XS Cargo Income Fund —ndiments to
the Declaration of Trust");

(9) the sale of all or substantially all of the assdtghe Fund;

(h) the exercise of certain voting rights attachedh® gecurities of XSCOT or the Company held direotlyndirectly by
the Fund, subject to the provisions of any sechoityers agreement including, without limitatione tBecurityholders

Agreement;
() the election of nominees of the Fund to act astiire of the GP or the removal thereof, excephfilicasual vacancies;
)] the dissolution of the Fund prior to the end otésm; and
(k) such other business as the Trustees may determasernay properly be brought before the meetinguding, without

limitation, any other matters required by secusitew, stock exchange rules or other laws or reigula to be submitted
to Voting Unitholders for their approval, including so required, the ratification of any Unithotdeghts plan,
distribution reinvestment plan, Unit purchase planit option plan or other compensation plan.

No other action taken by Voting Unitholders or atfier resolution of the Voting Unitholders at angeting will in any way
bind the Trustees.
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Resolutions (i) electing or removing Trustees, €l§cting or removing nominees of the Fund to sev&rustees of XSCOT or as
directors of the GP, (iii) appointing or removirtgetauditors of the Fund, (iv) with respect to tkereise of certain voting rights
attached to the securities of XSCOT or the Comgaaigl, directly or indirectly, by the Fund, (v) weeaipplicable, ratifying any
Unitholder rights plan, distribution reinvestmerdm Unit purchase plan, Unit option plan or otbempensation plan requiring
Voting Unitholder approval under securities lawgcét exchange rules or other laws or regulationd, @) where applicable,
matters required by securities law, stock exchantgs or other laws or regulations be submittefating Unitholders, must be
passed by a simple majority of the votes cast biingaUnitholders. The balance of the foregoing er&ttmust be passed by a
resolution of the Voting Unitholders passed by legs than 66 2/3% of the votes cast, either inqmeos by proxy, at a meeting
of Voting Unitholders called for the purpose of appng such resolution, or approved in writing Ine tholders of not less than
66 2/3% of the Voting Units entitled to vote on Bwesolution (a Special Resolutioti).

Subject to the foregoing limitations, a meetingvating Unitholders may be convened at any time fomdany purpose by the
Trustees and must be convened if requisitionedriting by the holders of not less than 5% of theil@ Units then outstanding.
A requisition must state in reasonable detail thgifess proposed to be transacted at the meeting.

Voting Unitholders may attend and vote at all megtiof the Voting Unitholders either in person gmooxy and a proxy holder
need not be a Voting Unitholder. Two persons preseperson and either holding personally or repnéiag by proxy in the
aggregate at least 10% of the votes attached toutdtanding Voting Units will constitute a quoruor the transaction of
business at all such meetings. At any meeting &hwvé quorum is not present within one-half houerathe time fixed for the
holding of such meeting, the meeting, if convenpdruthe request of the Voting Unitholders, willteeminated (not adjourned),
but in any other case, the meeting will stand agijed to a day not less than 14 days later andplace and time as chosen by
the chair of the meeting, and if at such adjounmegting a quorum is not present, the Voting Unilkad present either in person
or by proxy will be deemed to constitute a quorum.

The Declaration of Trust contains provisions athtonotice required and other procedures with i@spethe calling and holding
of meetings of Voting Unitholders.

Limitation on Non-Resident Ownership

In order for the Fund to maintain its status as wual fund trust under the Tax Act, the Fund must Ipe established or
maintained primarily for the benefit of Non-resitemvithin the meaning of the Tax Act. Accordingtiie Declaration of Trust
provides that at no time may Non-residents be #eficial owners of more than 49% of the Units.sTAB% limitation is
applied with respect to the issued and outstandinigs of the Fund on both a non-diluted basis aridllg diluted basis. The
Trustees may require declarations as to the jutisdis in which beneficial owners of Units and Spke&/oting Units are
resident. In furtherance of the foregoing restoict, the Trustees may also elect to not acceptepbens for Units from or
issue or register a transfer of Units to any pensoless the person provides a declaration thatrtehe is not a Non-resident
within the meaning of the Tax Act. If, notwithstamg the foregoing, the Trustees determine, in thele discretion, that more
than 49% of the Units are held by Non-residentghat such a situation is reasonably possibleTthistees may send a notice to
Non-resident Unitholders, chosen in inverse ordethe order of acquisition or registration or iryather manner the Trustees
consider equitable and practicable, requiring thtensell their Units or a portion thereof within aesified period. If the
Unitholders receiving such notice have not soldgpecified number of Units or provided the Trusteéh satisfactory evidence
that they are not Non-residents within such perthé, Trustees may, on behalf of such persons,sselh Units and, in the
interim, the voting and distribution rights attadhe such Units shall be suspended. Upon suchea thed affected holders shall
cease to be holders of the Units and their rightdl $e limited to receiving the net proceeds aftssale. Notwithstanding the
foregoing, the Trustees shall not take any actian shall affect the rights of the Vendor Groumtan respect of any Units held
by any member of the Vendor Group on closing of Aoguisition or any Units subsequently acquiredtbe exchange of
Exchangeable LP Units or Subordinated LP Units fgicany member of the Vendor Group on closing ef Altquisition, and,
for greater certainty, any of such Units shall leerded for these purposes to have been acquiredchynsember prior to the
acquisition of Units by any Unitholder.

Amendments to the Declaration of Trust

The Declaration of Trust may be amended or altéh@u time to time with the consent of the Votingitholders by a Special
Resolution.
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The Trustees may, at their discretion and withdwet approval of the Voting Unitholders, make certamendments to the
Declaration of Trust, including amendments: (i) fthe purpose of ensuring continuing compliance eadformity of the
Declaration of Trust with applicable laws, reguwas, requirements or policies of any governmenitiiGrity having jurisdiction
over the Trustees or the Fund, (ii) which, in tipgn@mn of counsel to the Trustees, provide addélgrotection or added benefits
for Unitholders, (iii) to remove any conflicts ondonsistencies in the Declaration of Trust or tokenaninor changes or
corrections that, in the opinion of the Trustees,reecessary or desirable and not prejudicialéd_thitholders, (iv) which, in the
opinion of the Trustees, are necessary or desirabl@ result of changes in taxation laws or pdi@é any governmental
authority having jurisdiction over the Trusteeglor Fund, or (v) for the purpose of ensuring thatEund continues to qualify as
a mutual fund trust under the Tax Act.

Notwithstanding the previous sentence, the Trustess not amend the Declaration of Trust in a marimatr would result in the
Fund failing to qualify as a mutual fund trust untfee Tax Act.

Term of the Fund

The Fund has been established for a term endinga after the date of death of the last surviigsge of Her Majesty, Queen
Elizabeth Il, alive on April 6, 2005. On a dateestéd by the Trustees that is not more than tweosygaor to the expiry of the
term of the Fund, the Trustees are obligated tongente to wind-up the affairs of the Fund so thatilt terminate on the

expiration of the term. In addition, at any timeoprto the expiry of the term of the Fund, the WigtiUnitholders may by a
Special Resolution require the Trustees to comm#re&rmination, liquidation or wind-up of the &ifs of the Fund.

The Declaration of Trust provides that, upon beeguired to commence the termination, liquidatiomnvinding-up of the affairs
of the Fund, the Trustees will give notice theramthe Voting Unitholders, which notice shall desite the time or times at
which Voting Unitholders may surrender their Votiblgits for cancellation and the date at which thgister of Voting Units
will be closed. After the date the register is elbsthe Trustees will proceed to wind up the adfairthe Fund as soon as may be
reasonably practicable and for such purpose wibljext to any direction to the contrary in respafch termination authorized by
a resolution of the Voting Unitholders, sell andheert into money the XSCOT Units, XSCOT Notes afidother assets
comprising the Fund in one transaction or in aeseof transactions at public or private sales andldother acts appropriate to
liquidate the Fund. After paying, retiring, dischisig or making provision for the payment, retiremendischarge of all known
liabilities and obligations of the Fund and prowiglifor indemnity against any other outstandingilités and obligations, the
Trustees will distribute the remaining part of f®ceeds of the sale of the XSCOT Units, XSCOT blaad other assets
comprising the Fund together with any cash forngag of the assets of the Fund among the Unithslofeaccordance with their
pro rata interests. If the Trustees are unablelta$ or any of XSCOT Units, XSCOT Notes or otlassets which comprise part
of the Fund by the date set for termination, thestees may distribute the remaining Trust UnitsCRS Notes or other assets in
specie directly to the Unitholders in accordanctheir pro rata interests subject to obtainingexuired regulatory approvals.

Take-over Bids

The Declaration of Trust contains provisions to dfifect that if a take-over bid is made for the t9rand 90% or more of the
Units on a fully diluted basis (other than any Grield at the date of the take-over bid by or dmabief the offeror or associates
or affiliates of the offeror) are taken up and plidby the offeror, the offeror will be entitled acquire the Units held by holders
who did not accept the take-over bid, on the sammag on which the offeror acquired Units pursuarthe take-over bid.

The Declaration of Trust and the Exchange Agreenmahide provisions to facilitate the exchange géliangeable LP Units for
Units so that a holder of Exchangeable LP Units mwsrcise its rights to exchange all or a portibsuch holdings for Units,
including conditionally, in order to tender to &eéaover bid.

Information and Reports

The Fund will furnish to Voting Unitholders, in ardance with applicable securities laws, such fingrstatements of the Fund
(including quarterly and annual financial statersgrgnd other reports as are from time to time reguby applicable law,
including prescribed forms needed for the comptetid Unitholders' tax returns under the Tax Act auglivalent provincial
legislation. Prior to each meeting of Voting Unildhers, the Trustees will provide the Voting Unittiets (along with notice of
such meeting) all such information as is requirgdapplicable law and the Declaration of Trust to grevided to Voting
Unitholders.
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The Trustees, the trustees of XSCOT and directmissanior officers of other subsidiaries of the diuincluding the GP and XS
Cargo LP, are required to file insider reports aodhply with insider trading provisions under apabte Canadian securities
legislation in respect of trades made by such pergoUnits.

Book-Entry Only System

Registration of interests in and transfers of tlétdJare made only through a book-based systemrasteried by CDS Clearing
and Depository Services IncGDS"). Units must be purchased, transferred and sdered for redemption through a participant
in the CDS depository service (EDS Participant”). All rights of Unitholders must be exerciseddhgh, and all payments or
other property to which the Unitholder is entitlace made or delivered by, CDS or the CDS Partitiparough which the
Unitholder holds the Units. Upon a purchase of bmjts, the Unitholder will receive only a custonw@nfirmation from the
registered dealer that is a CDS Participant andh fo through which the Units are purchased. Refaerin this annual
information form to a Unitholder mean, unless thatext otherwise requires, the owner of the berafioterest in those Units.

The ability of a beneficial owner of Units to pledthose Units or otherwise take action with respethe Unitholder's interest in
those Units (other than through a CDS Participaraty be limited due to the lack of a physical cixditfe.

The Fund has the option to terminate registratioth@® Units through the CDS book-entry only systéamyhich case certificates
for the Units in fully registered form would be ussl to beneficial owners of those Units or theimntees.

Financial Year End
The fiscal year end of the Fund is December 31.
Conflicts of Interest

The Declaration of Trust contains "conflict of irest" provisions that serve to protect Unitholdeighout creating undue

limitations on the Fund. The Declaration of Trusb\pdes that if a Trustee or an officer of the Fusda party to a material

contract or transaction or proposed material cohwatransaction with the Fund or any of its &fi¢s, or is a director or officer
of, or has a material interest in, any person vegha party to a material contract or transactioproposed material contract or
transaction with the Fund, such Trustee or offmfethe Fund or any of its affiliates, as the casg/ e, shall disclose in writing
to the Trustees or request to have entered in thates of meetings of the Trustees the nature atehtof such interest. Except
in certain specified circumstances, a Trustee vgh@ party to or so interested in such a materiatraot or transaction will be

precluded from voting on such a material contradtansaction but the presence of such Trusteleeateievant meeting shall be
counted towards any quorum requirement. These giomg in the Declaration of Trust are intended ¢odguivalent to the

provisions of the ABCA applicable to directors afticers of a corporation.

XS CARGO OPERATING TRUST

The XSCOT Declaration of Trust contains provisisobstantially similar to those of the DeclaratidiTcust. The following is a
summary, which does not purport to be completeesfain provisions of the XSCOT Declaration of Trinsofar as they differ
from those of the Declaration of Trust. Referercmade to the XSCOT Declaration of Trust for tHetéxt of its provisions.

General

XSCOT is an unincorporated trust established utitkedaws of the Province of Alberta pursuant to X®COT Declaration of
Trust. The activities of XSCOT are restricted t@ ttonduct, directly or indirectly, of the business and the ownership,
operation and lease of assets and property in ctionewith, the operation of the broadline closestatre business, including all
activities ancillary or incidental thereto, and suther businesses and activities as the truste¢SGOT may determine may be
and having investments and other direct or indirggits in companies or other entities involvedgdily or indirectly, in the
broadline closeout retail business, including etivaties ancillary or incidental thereto, and swther businesses and activities as
the trustees of XSCOT. The fiscal year end of X3G©ODecember 31.
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Trustees of XSCOT

XSCOT must have a minimum of three trustees anddmum of seven trustees. A majority of the trusteEXSCOT must be
residents of Canada within the meaning of the Tak Ahe trustees of XSCOT are to supervise thesiies and manage the
affairs of XSCOT. The trustees of XSCOT will be frersons who serve as the Trustees.

As at December 31, 2009, the Trustees, were WilldnGray, David B. Margolus and Gordon J. Clanachém person other
than the Fund, as the holder of all of the outstepXSCOT Units, has the right to appoint any teest of XSCOT.

The XSCOT Declaration of Trust provides that, subje the terms and conditions thereof, the trisEeXSCOT have full,
absolute and exclusive power, control and autharigr the assets of XSCOT and over the affairs ®ERT to the same extent
as if the trustees of XSCOT were the sole and absdleneficial owners of the assets of XSCOT, aag,in respect of such
assets, exercise any and all rights, powers anilggeés that could be exercised by a legal and fimalkowner thereof. Subject
to such terms and conditions, the trustees of XS@&Tresponsible for, among other things: (i) acfor, voting on behalf of
and representing XSCOT as a holder of LP Units aflder of GP Common Shares, (ii) maintaining résand providing
reports to the XSCOT Unitholders, (iii) supervisithg activities and managing the investments afarafof XSCOT, and (iv)
effecting payments of distributable cash from XSC©The XSCOT Unitholders and payments of inteegst principal on the
XSCOT Notes.

Cash Distributions

XSCOT makes monthly cash distributions of its distrable cash to the extent determined prudenhbytiustees of XSCOT.
The amount of cash to be distributed monthly peusfiUnit to the XSCOT Unitholders is equal to a pata share of
distributions on or in respect of Ordinary LP Unitsned by XSCOT and all other amounts, if any, frany other investments
from time to time held by XSCOT received in suchipe, less amounts which are paid, payable, incuoreprovided for in such
period in connection with:

€) administrative expenses and other obligations cE®5;
(b) any interest expense (including interest payabtespect of the XSCOT Notes) incurred by XSCOT;

(c) principal repayments in respect of the XSCOT Netassidered advisable by the trustees of XSCOT agdbther debt
obligations of XSCOT;

(d) any cash redemptions or repurchases of the XSCQfE binthe XSCOT Notes; and

(e) any amount that the trustees of XSCOT may reasgrabisider to be necessary to provide for the paymkany costs
or expenses, including any tax liability of XSCOfhat have been or are reasonably expected to heréncin the
activities and operations of XSCOT (to the extdat such costs or expenses have not otherwisethkem into account
in the calculation of the available distributabéske of XSCOT).

Such distributions are payable to holders of readrISCOT Units on the last business day of eachtmand are paid within 15
days following each month end. The cash distrim#ipayable by XSCOT are intended to be receiveth&yFund before its
related cash distribution to Unitholders.

The distribution declared by the trustees of XSO®Tespect of the month ending December 31 in gaetn will include such
amount in respect of the taxable income and nédizeshacapital gains, if any, of XSCOT for such y@aris necessary to ensure
that XSCOT will not be liable for ordinary incomexes under the Tax Act in such year.

Any income of XSCOT that is unavailable for casstrution will, to the extent necessary to enghiet XSCOT does not have
any income tax liability under Part | of the TaxtAbe distributed to the XSCOT Unitholders in toenfi of additional XSCOT

Units. The value of each Trust Unit so issued isaétp the redemption price thereof. The XSCOT Betlon of Trust provides
that immediately after any pro rata distribution X$COT Units in satisfaction of any non-cash disttion, the number of
outstanding XSCOT Units will be consolidated subhtteach holder of XSCOT Units will hold after colidation the same

number of XSCOT Units as the holder held beforenitve-cash distribution.
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Unit Certificates

As XSCOT Units are not intended to be issued ad bglany person other than the Fund, registratfanterests in, and transfers
of, the XSCOT Units are not to be made throughkibek-entry only system. Rather, holders of XSCOTit&Jare entitled to
receive certificates therefor.

The XSCOT Notes

The following is a summary of the material attrésiand characteristics of the XSCOT Notes thaisateble by XSCOT under
the Note Indenture, which summary does not purfmiie complete. Reference is made to the Note toderior a complete
description of the XSCOT Notes and the full texitefprovisions. See "Material Contracts".

Two series of XSCOT Notes are initially authorizied issuance under the Note Indenture. Only Setie6SCOT Notes are
issued and outstanding, all of which are held kg Fund. Series 2 XSCOT Notes will be reserved b ®%¥ to be issued
exclusively as full or partial payment of the reghtion price of Series 1 XSCOT Notes. XSCOT Notesiasuable in Canadian
currency. XSCOT has issued approximately $54,9%40hcipal amount of Series 1 XSCOT Notes to thad=

Interest and Maturity

The Series 1 XSCOT Notes are payable on the eaifitte date on which a demand for payment by tiiden is made and the
maturity date, being the 15th anniversary of thie d@d issuance, and bear interest at a rate of d®&apmnum, payable on the 15th
day of each calendar month that such Series 1 XS®OfEs are outstanding. Series 2 XSCOT Notes alde solely in
connection with the redemption of Series 1 XSCOTedpmature on the same date as the Series 1 X]No@E redeemed in
connection with their issuance, and bear interest market rate to be determined by XSCOT's trgstéghe time of issuance
thereof, payable on the 15th day of each calendathihat such Series 2 XSCOT Note is outstanding.

Payment upon Maturity

On maturity, XSCOT will repay the XSCOT Notes byjmg to the trustee under the Note Indenture irh@samount equal to
the principal amount of the outstanding XSCOT Naked have then matured, together with accruecuapdid interest thereon.

Redemption

The XSCOT Notes are redeemable in whole or in fzdra redemption price equal to the principal amid¢hereof plus accrued
and unpaid interest, payable in cash or, in the cds redemption of Series 1 XSCOT Notes, in SE2iXSCOT Notes) at the
option of XSCOT prior to maturity.

Subordination

Payment of the principal amount and interest ontS8EOT Notes is subordinated in right of paymenti® prior payment in full
of the principal of and accrued and unpaid inteoastand all other amounts owing in respect ofsaflior indebtedness which is
defined as all indebtedness, liabilities and oltiayes of XSCOT which, by the terms of the instrumemeating or evidencing the
same, is expressed to rank in right of paymentrioripy to the indebtedness evidenced by the XSCQ®tes issued under the
Note Indenture.

The Note Indenture provides that upon any distidvubf the assets of XSCOT in the event of anydlig®on, liquidation,
reorganization or other similar proceedings retativ XSCOT, the holders of all such senior indebsg will be entitled to
receive payment in full before the holders of tHeOOT Notes are entitled to receive any payment.

Default

The Note Indenture provides that any of the follogvshall constitute an event of default:

€) default in payment of the principal of the XSCOT té® when the same becomes due and the continuatisnch
default for a period of ten business days;
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(b) default in payment of any interest due on any XSQMfes and continuation of such default for a ki fifteen
business days;

(c) default in the observance or performance of angrotiovenant or condition of the Note Indenture aodtinuance of
such default for a period of thirty days after netin writing has been given to XSCOT's trusteesiying such default
and requiring XSCOT to rectify the same; and

(d) certain events of dissolution, liquidation, reorigation or other similar proceedings relative toCCT.

The provisions governing an event of default untder Note Indenture and remedies available thereguddenot provide
protection to the holders of XSCOT Notes that wdaddcomparable to the provisions generally foundeht securities issued to
the public.

XS CARGO LP
General

XS Cargo LP is a limited partnership formed under laws of Alberta. The business of XS Cargo LRoislevelop, acquire,
make investments in and conduct the business aneérship, operation and lease of assets and projpecynnection with, the
broadline closeout retail business in Canada, hegewith all activities ancillary or incidental tleto and such other businesses
and activities as the board of directors of ther®® determine. See "Business of the Company".fall@wving is a summary of
the material attributes and characteristics ofltReUnits and certain provisions of the Limited PRarship Agreement, which
summary is not intended to be complete. Refereacmade to the Limited Partnership Agreement andfahetext of its
provisions for a complete description of the LP tdnbee "Material Contracts".

General Partner

The managing general partner of XS Cargo LP iSGRe As general partner of XS Cargo LP, the GP hbR{s GP Units. The
GP Units entitle the holder thereof to one votedach whole unit held at all meetings of holderpatnership units and to an
allocation of 0.001% of the income or loss of XS @alLP for each fiscal year. As general partner lapider of the GP Units,
the GP has the authority to manage the businesaféaits of XS Cargo LP and has unlimited liabilfor the obligations of XS
Cargo LP. See "XS Cargo GP Inc.".

LP Units

XS Cargo LP is entitled to issue various classgsanthership interests, for such consideration@nduch terms and conditions
as may be determined by the GP. XS Cargo LP hagdsand outstanding 6,106,000 Ordinary LP Unitsi¢vtare held by
XSCOT), 3,492,802 Exchangeable LP Units (which teelel by the Vendor and management) and 2,408,8%40r8mated LP
Units (which are held by the Vendor and manageme®)Cargo LP also has issued and outstanding PQits (which are
held by the GP). The Ordinary LP Units represefl1&c interest in XS Cargo LP and the ExchangeabldJbRs and the
Subordinated LP Units collectively represent a 488rest in XS Cargo LP.

The Ordinary LP Units, the Exchangeable LP Unitd #re Subordinated LP Units entitle the holderebéto one vote for each
whole unit held at all meetings of holders of theits and have economic rights that are equivaleatlimaterial respects, except
that (i) Exchangeable LP Units are exchangeabtectly or indirectly, on a one-for-one basis (sgbj® customary anti-dilution

protections) for Units at the option of the holdgrany time, (ii) distributions on the Subordinatdel Units are subject to the
subordination arrangements described below, ajdh@ Subordinated LP Units will automatically e@nt into Exchangeable

LP Units upon the satisfaction of certain condisicend in certain circumstances. Additionally, Exadeable LP Units and

Subordinated LP Units are accompanied by SpecisihgdJnits that will entitle the holder to receiwetice of, attend and to
vote at all meetings of Voting Unitholders. See td®eed Interest and Exchange Rights — ExchangetRigind "Retained

Interest and Exchange Rights — Subordination”. Ekehangeable LP Units and Subordinated LP Unitseacd issuable as two
separate classes. The classes have identical eghtpt that one is limited partner (limited ligty) Units and the other is

general partner (unlimited liability) Units. The Mor is entitled to make a one-time election Wishes to hold all or a part of its
interest as unlimited liability rather than limitédbility Exchangeable LP Units and Subordinaté&iWUnits.
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Distributions on the LP Units are made in the failog priority:

€) holders of Ordinary LP Units and Exchangeable LRtdJare entitled to receive monthly cash distribos such that
each holder of Ordinary LP Units and the Exchanlge&dP Units will receive a distribution of $0.093p&r unit for
such month or, if there is insufficient distribualzash to make distributions in such amount, desker amount as is
available, on a proportionate basis,

(b) at the end of each fiscal quarter of XS Cargo Ld®rithiutable cash is distributed in the followingler of priority:

0] first, in payment of the monthly cash distributitmthe holders of Ordinary LP Units and Exchangedi®
Units as described above, for the month then ended;

(i) second, proportionately to the holders of OrdinaPy Units and Exchangeable LP Units, to the extbat t
monthly per unit distributions in respect of the m&nth period then ended were not made or were rimade
amounts less than $0.09375 per unit, the amouapfeficiency;

(iii) third, to holders of Subordinated LP Units in a peit amount of $0.28125 or, if there is insuffitievailable
cash to make distributions in such amount, sudeleamount as is distributable, on a proportiobatgs;

(iv) fourth, proportionately to the holders of Subord&mhLP Units, to the extent that per unit distribns in
respect of any fiscal quarter(s) during the 12 rhqgdriod then ended were not made or were madmduats
less than $0.28125 per Subordinated LP Unit, theuantnof such deficiency; and

(v) fifth, to the extent of any excess, proportionatelthe holders of Ordinary LP Units, ExchangediffeUnits
and Subordinated LP Units.

Distributions

XS Cargo LP distributes its distributable cashhie éxtent determined prudent by the board of direatf the GP. Distributions
are made on the Ordinary LP Units and the ExchadrigelP Units within 15 days of the end of each rhoahd on the
Subordinated LP Units within 15 days of the encea€h fiscal quarter and are intended to be recdiyedSCOT before its
related distributions to the Fund. Distributiong gayable to the holders of LP Units of record lom last day of the period in
respect of which the distribution is to be paid. @&go LP may, in addition, make a distributiomay other time.

Distributable cash represents, in general, all 8fCargo LP's EBITDA, after:

€) satisfaction of its debt service obligations (pifia¢ and interest) under credit facilities or otlagreements with third
parties, including amounts payable under the Creatility;

(b) paying awards under the LTIP or other incentivesitmagement and other personnel;

(c) retaining reasonable working capital reserves, taaance capital expenditure reserves, renewalweseupgrade and
renovation reserves or other reserves, includisgries to stabilize distributions to the partnassmay be considered
appropriate by the GP; and

(d) expenditures in excess of reserves.

Capital and other expenses, including amounts redquo enable XS Cargo LP to pay equal monthlyribistions based on
anticipated future distributable cash, may be faeahwith drawings under one or more credit faetitthat may be established by
XS Cargo LP.

XS Cargo LP both suspended distributions payabléherSubordinated Units and reduced distributiongublic Unitholders in
March 2007, reduced the distributions payable taHdiders further in May 2007 and then suspendsttidutions completely in
December 2007 such that no distributions were nadagimg 2008 and 2009. See "Risk Factors — RisKatiRg to the Structure
of the Fund — Cash Distributions".
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Allocation of Net Income and Losses

The income or loss of XS Cargo LP for each fisazdryis allocated to the GP and to the remainingnpes as to 0.001% and
99.999%, respectively. The income for tax purpaxesS Cargo LP for a particular fiscal year will bocated to each partner
other than the GP by multiplying the total inconfleaated to such partners by a fraction, the nuioeraf which is the total sum
of the cash distributions received by that partmiéh respect to that fiscal year and the denominatavhich is the total amount
of the cash distributions made by XS Cargo LP tgaitners other than the GP with respect to tisaaf year. The amount of
income allocated to a partner may exceed or betessthe amount of cash distributed by XS Cargad_-that limited partner.

If, with respect to a given fiscal year, no casstritiution is made by XS Cargo LP to its partnersXS Cargo LP has a loss for
tax purposes, one-twelfth of the income or losghascase may be, for tax purposes of XS CargookPhft fiscal year will be
allocated to the GP and the remaining partnerbeaend of each month ending in that fiscal yeartpa3.001% and 99.999%,
respectively, and to each remaining partner ingtaportion that the number of LP Units held at eathhose dates by that
partner is of the total number of LP Units issuad autstanding at each of those dates.

Income and loss of XS Cargo LP for accounting psegas allocated to each partner in the same piopas income or loss is
allocated for tax purposes.

The fiscal year end of XS Cargo LP is December 31.
Reimbursement of the GP

XS Cargo LP reimburses the GP for all direct castd expenses incurred in the performance of iteeslutnder the Limited
Partnership Agreement.

Limited Liability

XS Cargo LP will operate in a manner so as to endorthe greatest extent possible, the limitelilligt of the limited partners.
Limited partners may lose their limited liability tertain circumstances. The GP will indemnify lindted partners against all
claims arising from assertions that their respectiabilities are not limited as intended by thenited Partnership Agreement
unless the liability is not so limited as a resilor arising out of any act of such limited partriehe GP has no significant assets
or financial resources, however, and thereforarttiemnity from the GP has nominal value.

Transfer of Partnership Units

LP Units are not transferable except in complianith the Securityholders Agreement to the Fundoamembers of the Vendor
Group. Further, LP Units may not be transferred feerson who is not resident in Canada for purpoftse Tax Act. A LP Unit
is not transferable in part, and no transfer ofPallnit will be accepted by the GP unless a tranffen, duly completed and
signed by the registered holder of the LP Unit, hasn remitted to the registrar and transfer agérihe GP. In addition, a
transferee of a LP Unit must provide to the GP suttler instruments and documents as the GP mayregquappropriate form
completed and executed in a manner acceptableet@GEh and must pay the administration fee, if aaguired by the GP. A
transferee of a LP Unit will not become a partnebe admitted to XS Cargo LP and will not be subjecthe obligations and
entitled to the rights of a partner under the LadiPartnership Agreement until the foregoing cooni are satisfied and such
transferee is recorded on XS Cargo LP's registpadhers.

Amendments to the Limited Partnership Agreement

The Limited Partnership Agreement may only be aradnadith the consent of the holders of at least/88w20of the outstanding
partnership units voted on the amendment at a cluhgtituted meeting or by a written resolution aftpers holding more than
66 2/3% of the outstanding partnership units exttitb vote at a duly constituted meeting Partnership Special Resolutiot).
Notwithstanding the foregoing,

(a) no amendment will be permitted to be made to thwiteid Partnership Agreement altering the abilitytloé limited
partners to remove the GP involuntarily, changing liability of any limited partner, allowing animlited partner to
exercise control over the business of XS Cargodtanging the right of a partner to vote at any mgetadversely
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affecting the rights, privileges or conditions atteng to any of the LP Units or GP Units, reducthg percentage of
income allocable to limited partners to below 99%Bor changing XS Cargo LP from a limited partngrsb a general
partnership, in each case, without the unanimopsoagl of the partners;

(b) no amendment can be made to the Limited Partnefsiripement that would adversely affect the righms abligations
of any particular limited partner without similamyfecting the rights and obligations of all otlietited partners without
the unanimous approval of the partners; and

(c) no amendment that would adversely affect the right$ obligations of the GP, as general partnef,bgilpermitted to
be made without its consent.

The foregoing approval requirements are subjeattitional restrictions on, or conditions to thegval of, amendments to the
Limited Partnership Agreement pursuant to the Dratilan of Trust and the Securityholders Agreement.

The GP may call meetings of partners and is reduimeconvene a meeting on receipt of a requestriting of the holder(s) of
not less than 10% of the outstanding partnershifs.ukach partner is entitled to one vote for epaftnership unit held. A
guorum of a meeting of partners consists of onmarne partners present in person or by proxy.

XS CARGO GP INC.
General
The GP is a corporation established under the ABEAct as the general partner of XS Cargo LP.
Capital of the GP

The authorized share capital of the GP consistanofinlimited number of GP Common Shares. The Fuoddectly through
XSCOT, and the Vendor directly, own 51% and 49%peetively, of the outstanding GP Common Share€ X5 acquired its
GP Common Shares from the GP for nominal consideraEach GP Common Share entitles the holder ¢ti¢oereceive notice
of and to attend all meetings of shareholders ®fGPF and to one vote per share at such meetingr (ihan meetings of another
class of shares of the GP). The GP Common Shatédke ¢he holders thereof to receive in any yeard#inds as and when
declared by the board of directors on the GP Com8tmares. In the event of a liquidation of the Géldérs of the GP Common
Shares, after payment of or other proper provis@mnall of the liabilities of the GP, will be ergd to share rateably in all
remaining assets of the GP. The articles and bg lafwthe GP contain standard restrictions, whighrie all shareholders from
transferring their GP Common Shares without theseah of the directors or shareholders of the GRsopermitted by the
Securityholders Agreement. The Securityholders Agrent provides that the GP Common Shares may nivabsferred to any
Person unless a corresponding percentage of thénit® held by the transferor, is also transferethe same Person.

Functions and Powers of the GP

The GP has the authority to manage the businesaféaits of XS Cargo LP, to make all decisions rdgag the business of XS

Cargo LP and to bind XS Cargo LP in respect of sugh decision. The GP is required to exercisedtsgps and discharge its
duties honestly, in good faith and in the bestrggts of XS Cargo LP and to exercise the caragaditie and skill of a reasonably
prudent person in comparable circumstances.

The authority and power vested in the GP to manlagdousiness and affairs of XS Cargo LP includexathority necessary or
incidental to carry out the objects, purposes amirtess of XS Cargo LP, including the ability tage agents to assist the GP
to carry out its management obligations and aditnatise functions in respect of XS Cargo LP anditsiness.

Restrictions on Authority of the GP

The authority of the GP is limited in certain resigeunder the Limited Partnership Agreement. TheisGiohibited, without the
prior approval of the other partners given by atmaship Special Resolution, from dissolving XS dgeal P or selling,
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exchanging or otherwise disposing of all or sultsdin all of the assets of XS Cargo LP (otherwisan in conjunction with an
internal reorganization that has been approvedh@ytnd).

Withdrawal or Removal of the GP

The GP is permitted to resign as general partneratress than 180 days' prior written notice te plartners, provided that the
GP may not resign if the effect thereof would balissolve XS Cargo LP. The GP may be removed asrgkpartner of XS
Cargo LP, without its consent, if: (i) the sharetask or directors of the GP pass a resolution imeotion with the bankruptcy,
dissolution, liquidation or winding up of the GR,the GP commits certain other acts of bankruptcgeases to be a subsisting
corporation, provided that certain other conditians satisfied, including a requirement that a essor general partner agrees to
act as general partner under the Limited Partner8greement, or (ii) a Partnership Special Resolutias been passed and a
successor general partner has agreed to act asbpadner under the Limited Partnership Agreement
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MANAGEMENT, TRUSTEES AND DIRECTORS
Trustees of the Fund

As at December 31, 2009 the Trustees of the Fumd Wélliam M. Gray, David B. Margolus and GordonClanachan, who also
serve as the trustees of XSCOT.

Directors and Officers of the GP
The following sets out the names, positions wieh @GP and principal occupations of the directorsaiffiders of the GP as at the

date hereof. The term of office for each of theediors expires at the time of the next annual mgetf security holders of the
GP.

Name Position with GP Date Appointed as a Director Principal Occupation

David B. Margolus, Q.¢Y@®  Director April 6, 2005 Counsel, Witten LLP

Alberta, Canada (law firm)

Gordon J. Clanachan, Director April 6, 2005 Consultant  (business adwsor
FCADAE) services)

Alberta, Canada

Michael McKenna Director and President and March 8, 2005 President and Chief Executive
Alberta, Canada Chief Executive Officer Officer of the GP.
William M. Gray, Q.CY®@®  Director and Chairman of January 22, 2008 Managing Partner, Fleming LLP
Alberta, Canada Board and Corporate (law firm)
Secretary
Scott Henderson, CMA Acting Chief Financial Officer  N/A Acting Chief Fancial Officer of
Alberta, Canada the GP.
Notes:
Q) Trustee of the Fund and XSCOT (William M. Gray, Cha
) Fund Audit Committee member (Gordon J. Clanachwajr
3) GP Compensation and Governance Committee membgid BaMargolus, Chair).

The following are brief profiles of the directonscaexecutive officers of the GP:

David B. Margolus, Q.C., Trustee and Director. Mr. Margolus is Counsel to and former Managingtfa (for 13 years) of
Witten LLP, with a legal practice focused primarity the areas of corporate, commercial and reatestMr. Margolus is a
director of Liquor Stores Income Fund’'s adminigsiraand a member of its governance and compensatiommittees. Mr.
Margolus is a director and chair of the governacmamittee of The Edmonton Regional Airports Authori

Gordon J. Clanachan, FCA, Trustee and Director. Mr. Clanachan is a graduate of Glasgow UniverS8ggtland, a Fellow
Chartered Accountant (FCA) and holds an ICD.D desiign. During the past 5 years, Mr. Clanachanblezs a consultant
providing business advisory services. He is a membthe advisory board of a number of companiabs\édice Chair of the
Board of Governors of the University of Alberta. Milanachan currently serves as Chair of the EdomRegional Airports
Authority, and is a director of Melcor Developmehtd., Bridgewater Bank and Alberta Blue Cross.

Michael McKenna, Director and Chief Executive Officer. Mr. McKenna founded XS Cargo in 1997 and has exkras its
President throughout its history. From 1979 to 198B. McKenna managed the Alberta operations ofCamario-based
consumer electronics company operating as "Krazjyke From 1983 to 1995, Mr. McKenna was a dicgcand officer of
Multitech Warehouse Direct Inc.Nlultitech™), which operated a chain of retail consumer etett stores. From 1983 to 1995,
Multitech grew to 52 stores in all ten provincesr 1986 to 1990, Mr. McKenna owned a successfuké&dranchise, which he
sold back to Cantel in 1990.
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William M. Gray, Q.C., Chairman of Board and Corporate Secretary. Mr. Gray has been a practising lawyer in Calgany fo
approximately 30 years and is the current Manadtagner of Fleming LLP. Mr. Gray practises primain the areas of
corporate and commercial law. Mr. Gray is a Diveaif the Calgary Exhibition and Stampede and efribt-for-profit Quest
Theatre Society.

Scott Henderson, CMA, Acting Chief Financial Officer. Mr. Henderson joined XS Cargo in 2008. He is @empany’'s
Corporate Controller and acting CFO. Prior to joiniXS Cargo, Mr. Henderson held various managenpesitions in
Accounting, Finance and Administration with orgaians including controller with SYSCO Food Sergicef Edmonton (4
years), Time Industrial Co. and Trimax Residualsgement Inc. Mr. Henderson holds a Bachelor of @eme (Accounting)
from St. Mary’s University and is a Certified Mamagent Accountant (CMA).

Fund Nominees

The Fund has the right to nominate a majority efltbard of directors of the GP, subject to incréasertain circumstances (see
"Securityholders Agreement). Each of the nominees of the Fund to the bodrdirectors of the GP is to be approved by the
Unitholders and may be a Trustee. The Vendor Ghagpthe right to nominate up to two of the dirextof the GP. Currrently
the Fund's nominees on the board of directorsef3R are Mr. Margolus and Mr. Clanachan and thedgefroup's nominees
on the board of directors of the GP are Mr. McKeand Mr. Gray.

Unit and LP Unit Ownership

As at April 1, 2010, the Trustees and the directord senior officers of the GP beneficially owneaercise control or direction
over, directly or indirectly, an aggregate of 8@D6&Units and 5,866,450 LP Units, representing axprately 55.5% of the
outstanding Units (assuming the exchange for Uiifitdl of the outstanding Exchangeable LP Units Sabdordinated LP Units).
Included in these amounts are 3,471,970 ExchangddblUnits and 2,394,480 Subordinated LP Units tsgidhe Vendor, a
corporation controlled (as to a 77.5% ownershigerigdgt) by the Company's Chief Executive Officerchdiel McKenna,
representing a 49% interest in the Fund on a fililiyted basis.

On June 11, 2009, the Unitholders approved a ymibo plan for XS Cargo's employees, directorssteras and consultants. The
Fund has awarded a total of 300,000 options, (b@B@00 options to each of the 4 directors of th& @vr. Margolus, Mr.
Clanachan, Mr. McKenna and Mr. Gray) under thenpldich will vest over the 3 year period to Januar2012. The first
100,000 of such options (25,000 to each directested on January 2, 2010 and the remaining 20@p606ns will, subject to
the terms of the unit option plan, vest on Jan2ar3011 as to 100,000 options and on January 2 8610 last 100,000 options.

Corporate Cease Trade Orders, Bankruptcies, Penaks or Sanctions

Mr. Clanachan was a director of Wavepoint Systems from December, 2000 to March 15, 2002. On May2D02 Wavepoint
Systems Inc. made an assignment pursuant to thierzoy and Insolvency Act and a receiver was apedi. Other than Mr.
Clanachan’s involvement as a director of Wavep@wpstems Inc., to the knowledge of the Fund, no t€mu®r director or
executive officer of the GP, or shareholder holdingufficient number of securities of the Fundafiect materially the control of
the Fund:

€) is, as at the date of this annual information foon,has been, within the 10 years before the déatiis annual
information form, a director or executive officerany company (including the Fund) that while thatson was acting
in that capacity:

0] was the subject of a cease trade or similar ordemoorder that denied the relevant company adoeasy
exemption under securities legislation, in eacte dasa period of more than 30 consecutive days;

(i) was subject to an event that resulted, after trecttir or executive officer ceased to be a direotoexecutive
officer, in the company being the subject of a eeaade or similar order or an order that deniedréievant
company access to any exemption under securitigsldéion, for a period of more than 30 consecutiggs; or
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(iii) or within a year of that person ceasing to acthiat ttapacity, became bankrupt, made a proposalr arde
legislation relating to bankruptcy or insolvencyvasis subject to or instituted any proceedings,ngeeent or
compromise with creditors or had a receiver, remeimanager or trustee appointed to hold its assets;

(b) has within the 10 years before the date of thisuahinformation form, become bankrupt, made a psapander any
legislation relating to bankruptcy or insolvency, liecome subject to or instituted any proceediagsangement or
compromise with creditors, or had a receiver, ngremanager or trustee appointed to hold the asddtse director,
officer or shareholder.

To the knowledge of the Fund, no Trustee or diregt@xecutive officer of the GP, or shareholdddimy a sufficient number of
securities of the Fund to affect materially thetoolof the Fund, has been subject to:

€)) any penalties or sanctions imposed by a courtingldd securities legislation or by a securitiegulatory authority or
has entered into a settlement agreement with aisesuegulatory authority; or

(b) any other penalties or sanctions imposed by a anurégulatory body that would likely be consideiatportant to a
reasonable investor in making an investment detisio

AUDIT COMMITTEE INFORMATION
The full text of the audit committee mandate iduded inSchedule "B" of this Annual Information Form.
Composition of the Audit Committee

The audit committee consists of three members, divavhom are independent and all of whom are finahciliterate in
accordance with the definitions in National Instemh52-110-Audit Committees (“NI 52-110"). The ned@t education and
experience of each audit committee member is adlivelow:

Gordon J. Clanachan, FCA, Trustee and Director. Mr. Clanachan is a graduate of Glasgow Universggotland, a Fellow
Chartered Accountant (FCA) and holds an ICD.D design. During the past 5 years, Mr. Clanachan bieen a consultant
providing business advisory services. He is a mermb¢he advisory board of a number of companied ®ite Chair of the
Board of Governors of the University of Alberta. MBlanachan currently serves as Chair of the EdomRegional Airports
Authority, and is a director and member of the aedimmittee of Melcor Developments Ltd., BridgewaBank and Alberta
Blue Cross.

David B. Margolus, Q.C, Trustee and Director. Mr. Margolus is Counsel to and former Managingtiar (for 13 years) of
Witten LLP, with a legal practice focused primarity the areas of corporate, commercial and reatestMr. Margolus is a
director of Liquor Stores Income Fund’'s adminigsiraand a member of its governance and compensatiommittees. Mr.
Margolus is also a director and chair of the goaaoe committee of The Edmonton Regional Airportgharity.

William M. Gray, Q.C. Trustee, Director and Chairman of the Board. Mr. Gray has been a practicing lawyer in Calgany fo
approximately 30 years and is the current Manadtagner of Fleming LLP. Mr. Gray practises primhain the areas of
corporate and commercial law. Mr. Gray is a Dioeaif the Calgary Exhibition and Stampede and ef ribt-for-profit Quest
Theatre Society.

Exemptions Relied Upon

Mr. Gray is not considered independent within theaming of NI 52-110 as he is the managing parthéneolaw firm Fleming
LLP, which provides legal services to the Fund entbmpensated therefore.

Pre-Approval Policies and Procedures
The Audit Committee Charter provides that the Au@dmmittee approves in advance all permitted natitaservices to be

provided to the Fund or any of its affiliates b #xternal auditors or any of their affiliates, jggbto any de minimus exception
allowed by applicable law.
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The audit committee has delegated authority toGhair of the audit committee to pre-approve thevision of permitted
services by PricewaterhouseCoopers LLP which ateotiherwise pre-approved by the audit committeeluling the fees and
terms of the proposed services ("Delegated AutyidritAll pre-approvals granted pursuant to Deledafeuthority must be
presented by the Chair to the full audit commite#s next meeting.

All proposed services or the fees payable in cotimeavith such services that have not already herapproved must be pre-
approved by either the audit committee or purstauelegated Authority. Prohibited services may lbetpre-approved by the
audit committee or pursuant to Delegated Authority.

External Auditor Service Fees

The following table provides information about thHiees billed to the Fund for professional servicemdered by
PricewaterhouseCoopers LLP during fiscal 2009 £0GB82

External Auditor Service Fees

The following table provides information about tlees billed to the Fund for professional
services rendered by PricewaterhouseCoopers LLRglfiscal 2009 and 2008:

2009 2008

AUAIE FEEEY ... 118,450 $143,562

Audit-related FEEE)...........ooiiiie e 36,000 40,653

TAX FEEEY ...t 7,575 9,250

AlLONEr FEEEY ...ttt 5,000 15,750

o) = | BSOS 167,025 $209,215

Notes

(1) Audit fees consist of fees for the audit of the Farannual financial statements or services treharmally provided in connection
with statutory and regulatory filings or engagemsent

) Audit-related fees consist of fees for assuranak retated services that are reasonably relatethdégperformance of the audit or
review of the Fund's financial statements and ateaported as Audit Fees. During fiscal 2009 ab@&the services provided in this
category included review procedures performededlad the Fund's interim consolidated financiatesteents.

3) Tax fees consist of fees for tax compliance sesyitax advice and tax planning. During fiscal 2@@@ 2008, the services provided
in this category included assistance and advicelation to the preparation of corporate incomer&axrns and indirect tax services.

4) All other fees consist of non-audit, review and s@xvices. During fiscal 2009 and 2008, the sesviprovided in this category

include a diagnostic analysis of Canadian GAAPHRS and other IFRS conversion services.
RETAINED INTEREST AND EXCHANGE RIGHTS
Retained Interest

The Vendor owns 3,471,970 Exchangeable LP Units2a8@4,480 Subordinated LP Units representinghénaggregate, 49% of
the LP Units. The Vendor also owns 5,866,450 GP @om Shares representing, in the aggregate, 49%eoGP Common
Shares.

Exchange Rights

The Exchangeable LP Units are indirectly exchanigefly Units on the basis of one Unit for each Eatfeable LP Unit. The
exchange procedure may be initiated by the hollandxchangeable LP Unit at any time and from timéme by delivering to
the GP, as escrow agent under the Exchange Agreéeananit certificate in respect of that portionitsf Exchangeable LP Units
to be exchanged, duly endorsed in blank for transfewell as a certificate representing a propodie number of GP Common
Shares. The GP will give notice of the proposedarge to XSCOT, which will acquire Units from therid in consideration for
the issuance of XSCOT Units and XSCOT Notes imilvaber required to complete the exchange. XSCOIlTdediver to the GP
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as escrow agent a certificate for the requisitetremof Units duly endorsed in blank for transfemeTGP will effect the exchange
procedure by causing to be issued in the name &&XXS a unit certificate for that number of Ordindtl Units (and a

proportionate number of GP Common Shares) to ledssn the exchange, entering XSCOT in the regigtimited partners of

XS Cargo LP and in the register of shareholderthefGP in respect of such additional Ordinary LHt&Jand GP Common
Shares, causing the Exchangeable LP Units and @Gfh@o Shares so tendered for exchange to be cascafid delivering to

the previous holder of the Exchangeable LP Unitsedificate for that number of Units of the Fundlie received on the
exchange.

Voting Rights

Holders of Exchangeable LP Units and SubordinatedJhits have been issued Special Voting Units dnatattached to, and are
only be evidenced by, the certificates representigExchangeable LP Units and Subordinated LPsUilite Special Voting
Unit entitle the holders thereof to vote in all @stof Voting Unitholders (including resolutionswriting) as if they were the
holders of the number of Units that they would reedf all their Exchangeable LP Units and Suboadéd LP Units were
exchanged for Units. See "XS Cargo Income Fund islémd Special Voting Units".

Dilution Rights and Economic Equivalence

The Exchange Agreement provides that in the evettthere is a change in the number of Exchangadblénits, or the number
of Units outstanding as a result of a subdivisiommsolidation, reclassification, capital reorgatima or similar change in the
Exchangeable LP Units or Units (other than a cadatibn of Units immediately following a distriboth of Units in lieu of a

cash distribution), the exchange ratio will be atfd by the Fund. The Exchange Agreement also gesuthat the Fund will not
issue or distribute Units to the holders of alkabstantially all of the then outstanding Unitshéstthan a distribution of Units in
lieu of cash distribution), issue or distributehtig; options or warrants to the holders of all obstantially all of the then
outstanding Units or issue or distribute propeftyhe Fund to the holders of all or substantiallyodthe then outstanding Units
unless, in each case, the economic equivalentahéas determined by the Trustees) is issued dnilolised simultaneously to the
holders of Exchangeable LP Units and Subordinatedlhits.

Reclassification of Units

If at any time while any Exchangeable LP Unit ob8ulinated LP Unit is outstanding there is anyassification of the Units
outstanding, any change of the Units into othetsumii securities or any other capital reorganizatindistribution of the Fund or
any consolidation, amalgamation, arrangement, meargether form of business combination of the Fuwith or into any other
entity resulting in a reclassification of the oataling Units, then the Exchange Rights will be a@jd in a manner approved by
the Trustees, acting reasonably, so that holdeEsxohangeable LP Units will be entitled to receivelieu of the number of
Units which they would otherwise have been entjtkb@ kind and number or amount of securities thay would have been
entitled to receive as a result of such eventrifttee effective date thereof, they had been thistezgd holder of the number of
Units which they would have received had they egertthe Exchange Rights immediately before thecéffe date of any such
transaction.

If at any time while any Subordinated LP Unit igsianding there is any reclassification of the Boititstanding, any change of
the Units into other units or securities or anyeotltapital reorganization of the Fund as a restilary consolidation,
amalgamation, arrangement, merger or other forbbusiness combination of the Fund with or into atheo entity resulting in a
reclassification of the outstanding Units, thenwititstanding the terms and conditions of the Suimatéd LP Units and any
other provision of the Declaration of Trust or thienited Partnership Agreement, the outstanding ®dibated LP Units will
automatically convert into Exchangeable LP Unitghegt then current conversion ratio in effect unter Limited Partnership
Agreement, and the holders of such SubordinatedJhRs will, immediately subsequent to such conwarsibe entitled to
receive, in lieu of the number of Units which thegpuld otherwise have been entitled to receive up@nexercise of their
Exchange Rights, the kind and number or amountotisties that they would have been entitled teirecas a result of such
event if, on the effective date thereof, they hadrbthe registered holder of the number of Unitewthey would have received
had they exercised the Exchange Rights immediaifigre the effective date of any such transaction.

In addition, if at any time while any Subordinatel Unit is outstanding there is any reclassificataf the Exchangeable LP
Units outstanding, any change of the ExchangeaBldJhits into other units or securities (other tlato Units) or any other
capital reorganization of XS Cargo LP or any coitsdion, amalgamation, arrangement, merger or ofben of business
combination of XS Cargo LP with or into any othettiy resulting in a reclassification of the outsing Exchangeable LP
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Units, then the holders of Subordinated LP Unit# & entitled to receive, in lieu of the numberEfchangeable LP Units
which they would otherwise have been entitled,kined and number or amount of securities that theyld have been entitled to
receive as a result of such event if, on the dffectlate thereof, they had been the registeredehotd the number of
Exchangeable LP Units that they would have recehastithey converted their Subordinated LP UnitsExechangeable LP Units
immediately before the effective date of any swahgaction.

Registration Rights

The Vendor Group has been granted "demand" and)ydigck" registration rights by the Fund that weiflable them to require
the Fund to file a prospectus and otherwise assthta public offering of Units subject to certdimitations, with the Fund's
expenses to be borne by the Vendor Group (or oroagta basis if both the Vendor Group and the Faredoffering Units)

pursuant to the terms and conditions of the Exchahgreement. In the event of a "piggy back" offgrithe Fund's financing
requirements are to take priority.

Subordination

Distributions on the Subordinated LP Units are sdbwated in favour of Ordinary LP Units and Exchealgle LP Units.
Distributions will only be paid by XS Cargo LP dmetSubordinated LP Units at the end of a fiscattgudo the extent that: (i)
XS Cargo LP has paid average monthly distributiohat least $0.09375 per Ordinary LP Unit and Exgeable LP Unit to
holders of Ordinary LP Units and Exchangeable LRtdJduring that quarter, and (ii) any deficiencysuach distributions to
holders of Ordinary LP Units and Exchangeable LRtdJiuring the preceding 12 months has been sdiséis described below.
If these targets are not satisfied, any deficiemitybe borne by holders of the Subordinated LPtElndistributions on which will
be reduced to the extent necessary to supporbotfitnaed payment of distributions on the OrdinaB Units and Exchangeable
LP Units and any applicable deficiency in suchriistions.

Distributions on the Ordinary LP Units and Exchaaigle LP Units are cumulative, such that the amodfirsiny deficiency will
accumulate for a period of 12 months. Paymentseti€iéncies in distributions on the Ordinary LP ténand the Exchangeable
LP Units are made in priority to distributions dretSubordinated LP Units. Any accumulated defigiemie Ordinary LP Units
and Exchangeable LP Units not satisfied by a dhistion by XS Cargo LP within 12 months of the diaterose will cease to be
payable (i.e., distributions on the SubordinatedWsits will not be reduced to fund accumulated cieficy to the extent that
some or all of such accumulated deficiency aroseertftan 12 months before the date on which sucmpayis to be made). As
the holder of the Ordinary LP Units, XSCOT will batitled to enforce payment of any accumulatedcikricy during the term
of the subordination provisions.

The Subordinated LP Units will automatically cortvémto Exchangeable LP Units on a one-for-one bagigand the
subordination provisions will only apply until) tiearlier of:

0] December 31, 2006 if, for the fiscal year of XS @geat P ending on such date, XS Cargo LP has earned
EBITDA (derived from audited financial statement§)at least $14.432 million (theEBITDA Target"), and
XS Cargo LP has paid distributions of at least $%.fer LP Unit (the Distribution Target") for each of the
fiscal years ended December 31, 2006 and 2005 g#imed in the case of 2005), and

(i) the end of any fiscal year of the Fund followingcBmber 31, 2006 in respect of which XS Cargo LP has
earned EBITDA (derived from audited financial staéants) of at least the EBITDA Target and XS Cargo L
has paid distributions per LP Unit at least eqaahe Distribution Target for such fiscal year.

For the purposes of the subordination provisiod,TBA is calculated and adjusted in a manner caestswith the definition of
EBITDA set forth in this annual information forme&"Non GAAP Measures".

The Limited Partnership Agreement provides that thke-over bid by a person acting at arm's letgtthe Vendor owning
Subordinated LP Units (or any associate or aféligtereof or person acting jointly or in concertwéuch Vendor) is made for
the Units, then, provided that 20% or more of thét&Jon a fully diluted basis (other than Unitschat the date of the take-over
bid by or on behalf of the offeror or associategfitiates of the offeror) are taken-up and paid ffursuant to the take-over bid,
the subordination of the Subordinated LP Units willtomatically terminate and be of no further fomreeffect and the
Subordinated LP Units will automatically convertarExchangeable LP Units on a one-for-one basis. Sitbordination of the
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Subordinated LP Units will also automatically tenatie and be of no further force or effect and thbogdinated LP Units will
automatically convert into Exchangeable LP Unitsaame-for-one basis on the completion of an Adtjors Transaction.

As at December 31, 2009, none of the SubordinaRetlhits had converted into Exchangeable LP Units.
Notwithstanding the subordination of distributiaiesholders of the Subordinated LP Units, holdershee LP Units have the
right, through Special Voting Units issued in cargtion with the Subordinated LP Units, to a numbfevotes at any meeting of
Voting Unitholders equal to the number of Unitstthey be obtained upon the exchange of such Sutaieti LP Units without
giving effect to such subordination.

DISTRIBUTIONS

Distribution Record

The Fund did not make any distributions during tihe most recently completed financial years. TdlboWing table sets forth
the per Unit amount of monthly cash distributioagdpby the Fund during the financial year endededbgwer 31, 2007.

Distribution per Unit

2007
January $0.103125
February $0.103125
March $0.09379
April $0.09375
May $0.04688)
June $0.04688
July $0.04688
August $0.04688
September $0.04688
October $0.04688
November $0.04688
December $0.09
Total $0.72191

Notes:

Q) The Fund decreased the distribution to $0.093 #cie March 31, 2007.

) The Fund decreased the distribution to $0.0468& e April 30, 2007

3) The Fund suspended distributions effective Noversbe2007

Distribution Policy

The Fund makes monthly distributions of its avd#abash to Unitholders to the extent determinedi@nti by the Trustees.
Monthly distributions are paid to Unitholders otoed on the last business day of each calendarhmrduch other date as may
be determined from time to time by the Trusteesanedpaid generally on the 15th day of the follggimonth. During 2007 the
Fund first both suspended distributions payablethen Subordinated Units and reduced distributionpublic Unitholders in
March 2007, reduced the distributions payable taHdiders further in May 2007 and then suspendsttidutions completely in
December 2007. See "Risk Factors — Risks Relatiriget Structure of the Fund — Cash Distributions".

The distributable cash of XSCOT is derived primafiibm distributions on or in respect of Ordinarly Units owned by XSCOT.
XSCOT makes monthly distributions to holders of X®IC Units of its distributable cash after satisfantiof its interest
obligations, if any, including interest on the XSTMotes, less any administrative expenses and atbiggations of XSCOT,
including principal repayments in respect of theCCH Notes. See "XS Cargo Operating Trust — CastriDigions".

XS Cargo LP makes monthly distributions of disttdhle cash on the Ordinary LP Units and Exchange&B Units and,
subject to the subordination provisions applicdbléhe Subordinated LP Units, quarterly cash distions on the Subordinated
LP Units. The distributable cash of XS Cargo Lba@sed on available cash from its operations lessuata required for debt
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service obligations, general and administrativeemsgs and other expense obligations, expenditurescess of reserves, long-
term incentive plan awards and other incentivesemees, and such other amounts as may be considepedpriate by the board
of directors of the GP. Capital and other expemdgu(including amounts to enable XS Cargo LP to pgyal monthly
distributions based on expected annual cash digimits) may be financed with drawings under thed@ré&acility, other
borrowings or additional issuances of Units. Se8 ‘Gargo Limited Partnership — LP Units".
The Fund, XSCOT and the Company have consideraisteretion in determining the amount of cash disiiitns. Cash
distributions are not guaranteed and will fluctuafth, among other things, the Company's performai@ee "Risk Factors —
Risks Relating to the Structure of the Fund — Qaisitributions".
The Credit Facility and the Subordinated Loans @ontovenants which currently and may in futurdrietsthe ability of XS
Cargo LP to pay distributions to the holders of URits if the payment would result in default undsuch loan facilities. See
"Material Contracts — Credit Facility and SubordethLoans".

DESCRIPTION OF CAPITAL STRUCTURE
General Description of Capital Structure
See "XS Cargo Income Fund" for a description of ttights, privileges and restrictions attached te tnits and the Special
Voting Units. See "Retained Interest and ExchangitR' for a description of the rights, privilegasd restrictions attached to
the Exchange Rights.
See "XS Cargo Operating Trust" for a descriptiothefrights, privileges and restrictions attachethe securities of XSCOT.

See "XS Cargo Limited Partnership” and "Retaindgdrbst and Exchange Rights" for a description efrights, privileges and
restrictions attached to the securities of XS Carlgo

See "XS Cargo GP Inc." for a description of thdat$g privileges and restrictions attached to theGa8fhmon Shares.
Option Plan

On June 11, 2009, the Unitholders approved a yotibo plan for the Fund's employees, directorsta@s and consultants. The
Fund has awarded a total of 300,000 options urmdeplan.

Warrants

The Fund has 1,000,000 warrants outstanding. Téeawts were issued in November 2008 as part ofreghewal of the
subordinated debt credit agreement. The warraet®xercisable anytime for a three year period jtige of $0.60 per Unit,
subject to the option of the holders to exercisa @ashless basis.

Constraints

See "XS Cargo Income Fund — Limitation on Non-ResidOwnership" for a description of the constraimposed on the
ownership of the Units to ensure that the Unitsehawequired level of Canadian ownership and thehar@ism by which the
level of Canadian ownership of the Units is mor@tband maintained.

Ratings

To the knowledge of management, no ratings, inalgigirovisional ratings, have been received from rating organization in
respect of the Units of the Fund.

Securities Held in Escrow

To the Fund’s knowledge, no securities of the Faredcurrently required to be held in escrow.
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MARKET FOR SECURITIES
Trading Price and Volume
The Units began trading on the TSXV under the trgdiymbol "XSC.UN" on August 20. 2009. Prior therghe Units traded

on the TSX. The following table sets forth thecprranges and trading volume of the Units as rexbhy the TSXV and TSX,
as applicable, for each month in 2009.

Month High Low Volume

B - 1T 0.30 0.10 538,600
=T 0] (U= Y PSSR 0.30 0.20 24,000
MAICR ...t —— 0.35 0.29 180,800
Y o 1 | SRS 0.20 0.10 219,200
Y= USRS 0.15 0.11 147,900
JUNB ..ottt e e e ———— 0.15 0.11 151,400
JUIY e a e nnres 0.14 0.04 122,800
0 T 11 ) PSP 0.13 0.07 85,000
Y= o (=1 021 0 1= S SEEURSR 0.13 0.08 112,200
(@ o1 (0] o 1= SR SUUUPRPRRR 0.12 0.07 175,600
NOVEIMDET ...ttt e e e e e e e e et e e s e e e e e e e e e eeeearares 0.15 0.06 136,700
(D 1Tol =10 0] o =] (TSR 0.11 0.07 66,300
Prior Sales

During the last completed financial year ending &aber 31, 2009 no additional securities of the Ruark issued.
RISK FACTORS

Investing in the Units involves risks. In additit;mthe other information contained in this annudibimation form, Unitholders
and prospective Unitholders should carefully coasithe risk factors set out below in making an #teeent decision with
respect to the Fund and the Units. The followinfprimation is a summary only of certain risk factarsd is qualified in its
entirety by reference to, and must be read in emtjon with, the detailed information appearingegtkere in this annual
information form. These risks and uncertainties rmwe the only ones facing the Fund and the CompAdgitional risks and
uncertainties not currently known to the Fund & @ompany, or that the Fund or the Company cugr@athsiders immaterial,
may also impair the operations of the Fund or tben@any. If any such risks actually occur, the beisé financial condition, or
liquidity and results of operations of the Compaagd the ability of the Fund to make distributians the Units, could be
materially adversely affected.

Risks Relating to the Company and its Business
Going Concern

The Fund has experienced recurring losses and ridsded a “going concern” qualification in the reot® its audited
consolidated financial statements for the year éridecember 31, 2009. In the event that the Commmyable to return to
profitability, as to which there can be no assueatice Fund may not be able to continue its opmrati In addition, the existence
of the “going concern” qualification in its finaradistatements may make it more difficult for then#uo obtain financing or
other sources of capital. See "Nature of the Fand going concern” under note 1 to the audited alm#ed financial
statements of the Fund for the year ended DeceBihe2009, which is incorporated by reference herein

Achieving Profitability and Managing Growth
There can be no assurance that the Company's bsasara growth strategy will enable it to returnpufitability. The

Company's future operating results will depend awmber of factors, including: (a) the Company'ditgtxo: (i) successfully
execute the strategic initiatives outlined undeusiBess of XS Cargo — Growth Strategy”; (ii) remaitow-cost retailer; (iii)
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maintain or realize increased sales and profitgbi(iv) successfully identify and respond to chesdn trends and consumer
tastes; (v) maintain cost-effective delivery ofriterchandise to its distribution center and tcsitses; (vi) hire, train, motivate,

manage and retain qualified retail store managemuethpersonnel; and (vii) continuously improvesisvice to achieve new and
enhanced customer benefits and better qualityje¥®l of competition in the retailing industry ihet markets in which the

Company operates; (c) effectiveness of the Compangrketing programs; and (d) general economicitiond and consumer

confidence.

There can be no assurance that the Company wébkeeto successfully implement its strategic plathat such plan will enable
the Company to achieve, maintain or increase héstbsales, profitability or growth rates. Failue successfully execute any
material part of the Company's strategic plan ctialde a material adverse effect on the Compangiéss, financial condition,
liquidity and results of operations. There can ke assurance that the Company will be able to aeh@wfitability and
effectively manage its growth, and any failure tosib could have a material adverse effect on thegany's business, financial
condition, liquidity and results of operations.

Expansion Through New Store Openings

As part of the Company's growth strategy, it opee® stores in existing and new markets. To do scessfully, new stores
must operate with profitability. Two new storesrev@pened and one store was closed in 2009. Theammnplans to open 3
new stores in 2010. There can be no assuranceilyahew store would achieve similar or better ofirggaresults to those of
existing stores or that any new stores opened iket&in which the Company operates will not haveaderial adverse effect on
the revenues and profitability of such existingeso

Supply

By its nature, closeout merchandise is availabtectly from manufacturers, distributors and retailer indirectly through
brokers and trade shows. Although there is gerecalhtinuity in the channels and sources of supgpgcific items are available
generally on a non-recurring basis. As a resu#t, lompany does not have long-term contracts watlvéindors for access to
guantities or pricing of products, but makes indibal purchase decisions, which are often for lajgantities. Although the
Company has many sources of merchandise and dyrcards not foresee any shortages of closeout raadite in the future,
there can be no assurance that its existing soofcagply will continue to make closeout merchaedavailable to the Company
or that merchandise made available will be in qitiast at prices or on other terms acceptable & Gompany or that the
Company's buyers will continue to identify and taldvantage of appropriate buying opportunitiesnifiicant increase in the
price of merchandise sold by the Company, the te#ckvailability of such merchandise, or the deteriion in the Company's
relationships with any of its sources of supply [dobave a material adverse effect on the Companysness, financial
condition, liquidity and results of operations.

Key Personnel

The Company's future performance will depend igdgpart upon the efforts and abilities of its maamagnt, particularly Michael
McKenna, the Chief Executive Officer of the GP dahd Company's other key employees, including then@amny's buyers. The
loss of services of one or more of these personkl@dversely affect the Company's business andtsesf operations and the
Company's ability to effectively pursue its busmesrategy. There can be no assurance that the &gnyould be able to find
qualified replacements for these persons if theivises were no longer availableThe Company maintains key person life
insurance for Mr. McKennal' here can be no assurance, however, that suchamsumwill be sufficient to fully compensate the
Company for any financial losses arising from tkatti of such individual.

Changesin Trends and Consumer Tastes

The merchandise that the Company sells is subjettends and geographic consumer tastes, whictcleange rapidly. The
Company's success in this area is largely depemeits ability to gauge consumer preferences artktiver merchandise in a
timely fashion to satisfy consumer trends. If them@any is unable to anticipate or respond to cheumgeonsumer tastes and
trends in a timely manner, it may overstock unpapyroducts and be forced to take significant mawkts and miss
opportunities to sell products that are more papWésposal of excess inventory may result in arel@se in sales and earnings
and materially adversely affect the Company's kassinfinancial condition, liquidity and results agerations. The Company's



37

inability to acquire suitable merchandise in thtufe or to accurately anticipate consumer demandudoh merchandise could
also have a material adverse effect on its busifiessicial condition, liquidity and results of ajpéions.

Economic Conditions and Consumer Spending

The success of the Company's business dependsidoificant extent upon the level of consumer sjr@mdA number of factors

affect the level of consumer spending on merchanthst the Company offers, including, among otlméngs: (a) general

economic, industry and weather conditions in Carssda whole, and in the regional markets in whiith@ompany operates; (b)
availability of consumer credit and the level ofnsamer debt; (c) level of employment; (d) intereses; (e) tax rates and
policies; (f) war, terrorism and other hostilitiesnd (g) gross domestic product growth and conswoeafidence in future

economic conditions.

The merchandise the Company sells generally censfstliscretionary items. Reduced consumer confideand spending may
result in reduced demand for the Company's disoraty items and may force it to take significanteintory markdowns.
Reduced demand also may require increased sehithgpmotional expenses. Adverse economic conditiorCanada or in any
of the regions in which the Company operates, aydrelated decrease in consumer demand for dieoaty items, could have a
material adverse effect on the Company's busimessits of operations and financial condition.

Marketing Expenditures

The Company's growth and profitability is depend@npart on the effectiveness of its marketing effoThe success of the
Company's marketing programs will affect the apitit the Company to: (a) increase its brand narnegeition and awareness
of its products; (b) determine the appropriate meaid content for future marketing activities; gill effectively manage
marketing costs.

There can be no assurance that the Company's planaketing expenditures will be managed on a efisttive basis, result in
increased sales or generate increased levels afugrcand brand name awareness. The Company may tneattrease
expenditures on advertising and other marketinganms above current level in order to maintain Brawareness and support
its sales.

Competition

The retail industry is intensely competitive andgimented. As a broadline closeout retailer, the @@y competes against a
diverse group of retailers, including departmerd discount stores, which sell, among other thipgsducts similar and often

identical to those the Company sells. The Compdsty @ompetes in particular markets with a substdntimber of retailers that

specialize in one or more types of products that@bmpany sells. Many of these competitors havetanbally greater financial

resources than the Company that may allow themitiate and sustain aggressive price competitionosnpete on bases other
than price, such as product selection or custoemice. The highly competitive nature of the retadustry means the Company
is constantly subject to the risk of losing margleare to its competitors. As a result, the Compaay not be able to maintain or
to raise the prices of its merchandise in resptma&lationary pressures such as increasing costs.

A number of different competitive factors could baa material adverse effect on the Company's bssimesults of operations
and financial condition, including: (a) increasedemtional efficiencies of competitors; (b) compedi pricing strategies,
including deep discount pricing by a broad rangeetdilers during periods of poor consumer conft@ear economic instability;
(c) expansion of the types of products sold or efgraphic focus by existing competitors; (d) depeient of new marketing
channels for discount or closeout goods, such esntiernet; (e) entry by new competitors into méka which the Company
operates; and (f) adoption by existing competitdrimnovative store formats or retail sales methausuding e-commerce.

There can be no assurance that the Company wibbleto compete successfully with existing or witw competitors, or that
prolonged periods of deep discount pricing by tleenBany's competitors will not materially harm then@pany's business.

Reliance on Centralized Distribution Centers

All inventory is shipped directly from suppliers tile Company's existing centralized distributiontees located in Edmonton,
Alberta and Mississauga, Ontario, where the inwgnts then processed, sorted and shipped to thep@oys stores across
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Canada. The Company depends in large part on trexlproperation of this receiving and distributiprocess, which depends, in
turn, on adherence to shipping schedules and aféestanagement of the distribution centers. Tharele no assurance that the
Company has anticipated all of the changing demématsits expanding operations will impose on é@seaiving and distribution
system, or that events beyond its control, sucldissiptions in operations due to fire or other stgphic events, labour
disagreements or shipping problems, will not resulielays in the delivery of merchandise to then@any's stores. Any such
delays could damage the Company's reputation @netke have a material adverse effect on the Coypwéusiness, financial
condition, liquidity and results of operations. sBibutions problems may have a material adverfectebn the Company’s
revenue in particular periods.

Although the Company maintains business interrmpéiod property insurance, there can be no assuthatsuch insurance will
be sufficient, or that insurance proceeds will b&go the Company on a timely basis, in the eteatCompany's distribution
center is shut down for any reason or if the Corgpacurs higher costs and longer lead times in eatian with a disruption of
its existing distribution center.

Freight Costs

The Company's freight costs are impacted by chaimgee| prices and other shipping costs. Fuelgmiand other shipping costs
affect freight costs both on inbound freight fromndors to the Company's distribution center andbaurid freight from the
Company's distribution centers to its stores. lases in fuel prices or other shipping costs masesmse freight costs and thereby
increase the Company's cost of goods sold, whichimaurn have a material adverse effect on the @amg's business, financial
condition, liquidity and results of operations.

Ability to Maintain Comparable Store Sales

Comparable store sales results have fluctuatechénpiast, and management believes such fluctuatitas continue. The
unpredictability of the Company's comparable sgakes may cause its revenue and results of opesatiovary from quarter to
guarter, and an unanticipated decline in revenuegperating income may cause the Trust's Unit piocBuctuate significantly.

A failure to grow or maintain the Company's compéeastore sales results could have a material adweffect on its results of
operations and could cause the price of the Uaitietrease significantly.

A number of factors have historically affected, amil continue to affect, comparable store salesults, including, without

limitation: (a) competition; (b) general regionaldanational economic conditions; (c) weather caodg; (d) consumer trends;
(e) changes in merchandise mix; (f) ability to @#ntly source and distribute merchandise to then@amy's stores; (g) timing
and type of sales events, promotional activitieother advertising; (h) success of marketing proga(i) new merchandise
introductions; (j) the proximity of new store opegs in relation to existing locations; and (k) &pito execute the Company's
business strategy effectively.

These factors may cause the Company's comparabte sales results to differ materially from prioeripds and from
expectations. Past same store sales are no imdiocatifuture results, and there can be no assurtratethe Company's same
store sales will not decrease in the future.

Seasonality and Fluctuations in Quarterly Results

The Company's business is seasonal, with approgiymnd0% of its sales and 100% of its operating megenerated during the
Company's fourth fiscal quarter, which includes Hudiday shopping season. While variable costs lmmmmanaged to match
seasonal patterns, a significant portion of retadts, including rent, cannot be adjusted for seaig. A significant shortfall in
results for the fourth quarter of any fiscal yeauld have a material adverse effect on the Compamynual results of operations
and on the market price of the Units.

The Company's quarterly results of operations msy fuctuate based upon such factors as delagiseiflow of merchandise,
the number and timing of new store openings arated|store pre-opening expenses, the amount et contributed by new
and existing stores, the mix of products sold, cetitipe factors, changes in fuel and other shippiogts, general economic
conditions, labour market fluctuations, changeadoounting rules and regulations and unseasonadéer conditions.



39

I mportance of Management I nformation Systems

Management relies on management information systeramalyze operating performance on a regularshasiditionally, the
Company depends on its management information egste all areas of its operations, including supgiain management,
inventory control, point of sale systems and afi@es service. If these systems fail or becomeletesache Company business,
financial, condition, liquidity and results of opdipns may be materially adversely affected. Tdress these risks, the Company
entered into an agreement with a third party saftweendor for the purchase of a new point-of-sale iaventory management
system. This system was implemented during 2087umber of problems and disruptions to the supmblgin were carried
forward into 2008. The problems and disruptianthe supply chain were corrected in 2008; howethere can be no assurance
that problems and disruptions will not reoccur. yAsuch problems or disruptions could have a mdtadaerse effect on the
Company's business, financial condition, liquidityd results of operations.

Increase in the Cost of, or Disruption in the Flow of, Imported Products

Merchandise originally manufactured and importemhfroutside of Canada accounts for a large proporiothe Company's
product purchases. A disruption in the shippingimported merchandise or an increase in the coshage products may
significantly decrease the Company's sales anditprdh addition, if imported merchandise becomesranexpensive or
unavailable, the transition to alternative soummey not occur in time to meet the Company's demapiaslucts from alternative
sources may also be of lesser quality and morersipe than those currently imported. Risks assediatith the Company's
reliance on imported products include: (a) dismumiin the shipping and importation of importedducts because of factors
such as: (i) raw material shortages, work stoppasfeikes and political unrest; (ii) problems witheanic shipping, including
shipping container shortages; (iii) increased ratjph and other factors causing delays in shipmémthiding increased
inspections of import shipments; (iv) geographistaince; and (v) economic crises, international utesp and wars; and (b)
increases in the cost of purchasing or shippingifor merchandise resulting from: (i) taxes, imptuties, import quotas and
other trade sanctions; (ii) foreign exchange expmsand (i) increases in shipping rates.

Foreign Exchange Fluctuations on I mported Merchandise

The Company purchases merchandise directly froemiational suppliers in the United States and Chirthis subject to foreign
exchange rate exposure resulting from importingcmendise with payment in non-Canadian dollars. Agipnately 80% of
inventory purchases are made in United Statesrdotlaes (including all purchases from China). Altigh the Company takes
into consideration the Canadian/ United Statesad@kchange rate at the time of specific purchaselsis therefore be able to
factor the applicable exchange rate in to its pasaig decision, the Company is subject to the afskxchange rate fluctuations
between order and sale of goods.

Although historically the Company's purchases fil@anadian-based and United States-based suppliensotdnad a significant
direct foreign exchange exposure, changes in exggheates could affect the suppliers' productioniscaghich in turn could have
a negative effect on product costs and resultingldoreased margins end volume of product salese Qdmpany has not
historically used hedging to manage foreign excbhamgosure and does not intend to use hedgingifuthre.

Exposure to Returns of Merchandise

The Company's policy is to provide a 30 day wagrdot product defects. The Company manages its @xgoto the related
returns by negotiating its own return privilegeghnits vendors. Any significant change in the Compgs ability to negotiate
these return privileges could adversely affectGoenpany's results of operations.

In addition, on October 1, 2005, the Company im@etad a program to sell product replacement exténda@ranty plans.
Although it appears that this program will reprdésan opportunity to increase the Company's pradifitgtand cash flow, the
Company currently does not have sufficient histdriexperience to predict the ultimate return raides the plans. The plans
may result in an increase in product returns thatse increased expenses in excess of the additereziue generated by such
plans and therefore there can be no assurancéhthatans will be accretive to cash flow or thay aeserves established by the
Company for the replacement plans will be adequmésidress additional product return expenses.
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Costs and Availability of I nsurance Coverage

The Company maintains insurance coverage in regpéist potential liabilities and the accidentasdoof value of its assets from
various risks on such terms as it considers apjaprThe Company uses discretion in determiningra@griate insurance
coverage. This may result in insurance coverage thahe event of a substantial loss, would notsh#ficient to pay the full
current market value or current replacement cott@fCompany's lost investment.

The terrorist attacks on the United States in 2B8¢%e resulted in significant increases in the adsproperty and liability
insurance, have made some insurance coverage ldeailaly on unfavourable terms or not at all andehgesulted in significant
increases in the deductible amount for liabilitgurance. In addition, certain types of losses (gglyethose of a catastrophic
nature, such as earthquakes, floods and terrdtetks) may be uninsurable or not economically riale. There can be no
assurances that the Company's insurance coverdigeoniinue to be available to it on reasonablentor that the Company's
insurer will not disclaim coverage of any futuraioh. The Company's business, financial conditiggidlity and results of
operations could be materially adversely affecteahy of the foregoing events were to occur.

I ntellectual Property

The success of the Company will be dependent, iifh pa the continuous development of its brand ged¢@n. There can be no
assurance that the Company's competitors or dtiver parties will not develop similar branding. TBempany has a variety of
means available to it to assert and protect itadend other proprietary rights, including tradeksaicopyrights, trade secrets,
confidentiality procedures and contractual provisioDespite these efforts, unauthorized parties atmpt to obtain and use
information that the Company considers proprietaryto subvert the Company's efforts to assert itpipetary rights. The
Company has registered the "XS CARGO NOTHING BUTRERAINS" trademark with the Canadian Intellectuabparty
Office. The inability of the Company to successfuktgister or maintain trademarks may limit itsliépio effectively market its
products and services and could have a materiatradveffect on the Company's business, financiatlion, liquidity and
results of operations. In addition, preventing ih@uthorized use of such proprietary rights orrimi@tion may be difficult, time-
consuming and costly. There can be no assuranté¢hth&ompany will be successful in asserting armdegting its proprietary
rights and, such failure may have a material adveffect on the Company's business, financial ¢mmdiliquidity and results of
operations.

Labour Relations

The success of the Company's business dependmmgeanumber of employees. Although none of the Gamy's employees are
currently unionized, any organized work stoppageotirer similar job action may have a material adgeeffect on the
Company's business, financial condition, liquidityd results of operations.

Labour Costs and Shortages

Approximately 83% of the Company's employees angrljovorkers whose compensation is based primanilythe prevailing
provincial minimum wages, except in Alberta, whte demand for labour has driven up the labour gestiour. Any increase
in these minimum wages will increase employee edlasts. In addition, changes in the general tiondi of the employment
market could affect the ability of the Company feeltor retain staff at current wage levels. Theunmnce of either of these
events could have a material adverse effect o€thepany's business, financial condition, liquidityd results of operations.

In addition, there can be no assurance that sora#f of the employees of the Company will not unzenin the future. Such an
occurrence could increase labour costs and thdraby a material adverse effect on the Companyisdsss financial condition,
liquidity and results of operations.

Dependence on External Funding Sources

The Company, like other public retailers, religgndicantly on external funding sources to finaftseoperations and growth. The
Company's ability to obtain additional financinglie dependent upon its future operating perforteageneral economic and
competitive conditions and financial, business atieér factors, many of which are beyond the Comisazgntrol. The Fund was
during portions of 2008 and all of 2009 offsideceftain of its covenants of its credit facilitiesdathe term of certain of its credit
facilities have expired. While historically therielhas been able to negotiate waivers of such besasnd extensions to its
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credit facilities, no assurance can be given thatli be able to do so again, or will be able mgb on acceptable terms. If the
Fund is unable to negotiate waivers or new findramaenants, or obtain extensions to its creditifess, its creditors may
require it to repay its debt. Funding for this ambwould be required to come from alternate saiofalebt, equity financing,
cash flow from operations or proceeds from assgtadiitions, which may or may not be available ifficent amounts or on
acceptable terms. Any reduction or terminatiothefFund's credit facilities could adversely affiset Corporation's financial
condition, results of operations and prospectserdiemains significant doubt that the Fund willaiée to continue as a going
concern without either new financing or an extengibits current credit facilities on terms accdyao the Fund being
obtained.

Environmental Regulation

The Company leases, manages and operates storeghamdproperties that are subject to certain f@dgrovincial and local
laws and regulations relating to environmental geton, including those governing past or preseféases of hazardous
materials. Certain of these laws and regulationg im@ose liability on certain classes of personstifie costs of investigation or
remediation of such contamination, regardless it far the legality of the original disposal. Thgmrsons include the present or
former owner or a person in care or control of ataminated property and companies that generatggskd of or arranged for
the disposal of hazardous substances found atrtdpeeqty. As a result, the Company may incur costsléan up contamination
present on, at or under its leased properties, &@ith contamination was present prior to the m@mcement of the Company's
operations at the site and was not caused by titdtas, which could materially affect its busirsedinancial condition, liquidity
and results of operations.

Uncertainties Arising From World Events

The Company's business and results of operatiosighigct to uncertainties arising out of world egeffhese uncertainties may
include the potential worsening or extension oflabgl economic slowdown, changes in consumer spgndr travel, the
outbreak of illnesses such as SARS and the econmmnigequences of military action or additionaldast activities. Any future
events arising as a result of terrorist activityotver world events may have a material impacthenGompany's business, results
of operations and financial condition in the future

Property Taxes

The facilities operated by the Company are sulifegiroperty taxes levied by local governments dm®ie can be no assurance
that property taxes will remain at current lev&ggnificant increases in property taxes in juriidics in which the Company
owns or leases facilities could increase the amotiptoperty tax payable in respect of such faesitand could have a material
adverse effect on the Company's business, finaoeraition, liquidity and results of operations.

Risks Relating to the Structure of the Fund
Dependence on XSCOT and the Company

Cash distributions to Unitholders are entirely defent on the ability of XSCOT to pay its interebtigations under the XSCOT
Notes, and to make distributions on the XSCOT Urteyments by XSCOT will depend, in turn, on thiitgtof the Company

to satisfy its debt service obligations under thiedt Facility and XS Cargo LP's ability to paytdisutions on the Ordinary LP
Units.

Distributions to Unitholders are entirely dependentthe ability of the Company to pay its operataxpenses and to pay
distributions. The sole source of cash flow of @@mpany is the operation of the Company. In thedoohof its business, the
Company pays expenses and incurs debt and othigatibhs to third parties. These expenses, deld®hbligations could impact
the Company's ability to produce positive operatiegults.

The Company is entirely dependent upon the opemtend assets of its stores to pay distributionX$€COT, and the
Company's ability to do so is subject to the risksountered by the Company in the operation dittsness, including the risks
relating to the retail industry referred to aboaed the results of operations and financial cooditf the Company.
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Unpredictability and Volatility of Unit Price

A publicly traded income trust will not necessatilgde at values determined by reference to thenlyidg value of its business.
The prices at which the Units will trade cannot fpedicted. The market price of the Units could bbject to significant
fluctuations in response to variations in quarteghgrating results and other factors. The annudd yin the Units as compared to
the annual yield on other financial instruments rakp influence the price of Units in the publiading markets. An increase in
market interest rates will result in higher yield @ther financial instruments, which could adversdfect the market price of the
Units.

In addition, the securities markets have experigrsignificant market wide and sectoral price anine fluctuations from time
to time that often have been unrelated or dispitopmate to the operating performance of particidauers. Such fluctuations
may adversely affect the market price of the Units.

Nature of Units

The Units are hybrid securities in that they shaagain attributes common to both equity securitied debt instruments. The
Units do not represent a direct investment in XSG The Company and should not be viewed as sasuof XSCOT or the
Company. As holders of Units, Unitholders do notéhthe statutory rights normally associated witmexghip of shares of a
corporation including, for example, the right tanlgr "oppression” or "derivative" actions. In additj the benefit of certain
statutes applicable to corporations, such asObmmpanies' Creditors Arrangement A@anada), may not be applicable to the
Fund. The Units represent a fractional intereshenFund. The Fund's only assets are XSCOT NotshenXSCOT Units. The
price per Unit is a function of anticipated distriible cash of the Fund.

The Units are not "deposits" within the meaning ofthe Canada Deposit Insurance Corporation Act (Canada) and are not
insured under the provisions of that Act or any otler legislation. Furthermore, the Fund is not a tru$ company and,
accordingly, is not registered under any trust andoan company legislation as it does not carry on ointend to carry on
the business of a trust company. Although the Fundualifies as a "mutual fund trust" as defined by the Tax Act, the
Fund is not a "mutual fund" as defined by applicablke securities legislation.

Cash Disgtributions

The Fund has not made any distributions since 20f@7does not anticipate making any distributionthi foreseeable future.
The actual amounts of distributions that may bel gai the Fund to the Unitholders in the futureaify, will depend upon
numerous factors, including profitability, debt emants and obligations, the availability and cdsiaguisitions, fluctuations in
working capital, the timing and amount of capitagpenditures, deductibility for tax purposes of rete# payments on the XSCOT
Notes applicable law and other factors beyond throl of the Fund, XSCOT and the Company. Castribigions are not
guaranteed. There can be no assurance as to #e ¢é\cash distributions to be paid by the Fuhdny. The market value of the
Units may deteriorate if the Fund is unable to medsh distributions in the future, and such detation may be material.

Cash-on-Cash Yield

Cash-on-cash yield is a useful and widely used lsapgntal measure that provides investors with mfdfon on cash actually
distributed relative to trading price. Investors aautioned that cash-on-cash yield should notnstoued as an alternate to net
income as determined by GAAmvestors are also cautioned that cash-on-cash yitlrepresents a blend of return of
investors' initial investment and a return on invesors' initial investment and is not comparable to taditional yield on debt
instruments where investors are entitled to full réurn of the principal amount of debt on maturity in addition to a return

on investment through interest payments.

Structural Subordination of the Units

In the event of a bankruptcy, liquidation or reargation of the Company or any of the Fund's othdrsidiaries, holders of
certain of their indebtedness and certain tradditones will generally be entitled to payment ofithelaims from the assets of the
Company and those subsidiaries before any assetmade available for distribution to the Fund. Twits are effectively
subordinated to most of the indebtedness and dititglities of the Company and the Fund's others@diries, including the
approximately $17.5 million outstanding under theedit Facility and the $15.0 million outstandingden the Subordinated
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Loans as at February 28, 2010. Neither the Compamnyany of the Fund's other subsidiaries is limitedts ability to incur
secured or unsecured indebtedness.

Leverage and Restrictive Covenants

The Company has third party debt service obligatiender the Credit Facility, Subordinated Loan any replacement or other
credit facilities. See "Credit Agreement”. The degto which the Company is leveraged could haveoitapt consequences to
the holders of the Units, including: (i) a portiohthe Company's cash flow from operations is deid to the payment of the
principal of and interest on its indebtedness, gbgrreducing funds available for distribution t@ tRund; (ii) certain of the
Company's borrowings are at variable rates of @sterwhich exposes the Company to the risk of asmd interest rates. The
Company's ability to make scheduled payments ofcal and interest on, or to refinance, its inddbess will depend on its
future operating performance and cash flow, whiehsabject to prevailing economic conditions, pivag interest rate levels,
and financial, competitive, business and othemfactmany of which are beyond its control.

The Credit Facility and Subordinated Loan contartain customary operating covenants that limitdiseretion of management
with respect to certain business matters. Theserans place restrictions on, among other thirtgsability of the Company to
incur additional indebtedness, to create liens tieroencumbrances, to pay distributions or makéaicerther payments,
investments, loans and guarantees and to sellherwise dispose of assets and merge or consohd#tteanother entity. A
failure to comply with the obligations in the agments in respect of the Credit Facility or Suboatid Loan could result in an
event of default which, if not cured or waived, kkbpermit acceleration of the relevant indebtednddhe indebtedness under
the Credit Facility were to be accelerated, thare lse no assurance that the Company's assets @uslafficient to repay in full
that indebtedness. The Fund is currently offsidéage of its covenants of its credit facilities. Hié¢ historically the Fund has
been able to negotiate waivers of such breacheassurance can be given that it will be able tsaagain, or will be able to do
so on acceptable terms. If the Fund is unableegotiate waivers and an extension of its curreatitrfacilities, it may be
required to repay its debt on demand , or withird@@s of notification or as otherwise agreed tatbyenders as the due date or
expiry date of such credit facilities has alreadgged. Funding for this amount would be requioecbime from alternate sources
of debt, equity financing, cash flow from operasaor proceeds from asset dispositions, which mayay not be available in
sufficient amounts or on acceptable terms. Anycéidn or termination of the Fund's credit facodticould adversely affect the
Corporation's financial condition, results of op&mas and prospects.

As at December 31, 2009, the Fund was not in campdé with its minimum adjusted twelve-month EBITB&venant and its
total debt to adjusted twelve-month EBITDA covenant

The Fund was not in compliance with its minimumustid twelve-month EBITDA covenant and its totabtd® adjusted
twelve-month EBITDA covenant at January 31, 2016 Babruary 28, 2010. The Fund is working withlétsders to negotiate
mutually acceptable financial covenants.

Restrictions on Potential Growth

The payout by the Company of substantially alltefoperating cash flow will make additional capaald operating expenditures
dependent on increased cash flow or additionahfimay in the future. Lack of those funds could tithie future growth of the
Company and its cash flow.

Tax Related Risks
Changes in Legislation

The income of the Company, XSCOT and the Fund inestomputed and will be taxed in accordance witha@an tax laws,
all of which may be changed in a manner that caudleersely affect the amount of distributable cashere can be no assurance
that Canadian income tax laws respecting the tresatraof mutual fund trusts will not be changed imanner that adversely
affects Unitholders. If the Fund ceases to qualdya "mutual fund trust" under the Tax Act, theét&Jwill cease to be qualified
investments for Exempt Plans. If the Fund ceasegialify as a mutual fund trust for purposes ef Ttax Act, the Fund may be
required to pay tax under Part XIl.2 of the Tax.Adthe payment of Part XlIl.2 tax by the Fund wifleat the amount of cash
available for distribution by the Fund and may hadeerse consequences for certain Unitholders, matstoly Non-residents
and Exempt Plans.
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Non-Cash Distributions

Interest on the XSCOT Notes and other debt acatidse Fund level for income tax purposes whetherod actually paid. The

Declaration of Trust provides that an amount edqudahe taxable income of the Fund will be distrdaieach year to Unitholders
in order to eliminate the Fund's taxable income @nodides that additional Units may be distributedJnitholders in lieu of cash

distributions. Unitholders will generally be recedrto include an amount equal to the fair markdtevaf those Units in their

taxable income, in circumstances when they do mettly receive a cash distribution.

Tax on Income Trusts

On December 26, 2006, the Minister of Finance (@ahé&he Minister ") released draft legislation relating to the fedéncome
taxation of publicly traded trusts and partnershig@n March 29, 2007, the Minister introduced El52 in the House of
Commons to implement these proposals. The Bikikexl Royal Assent and became law on June 22, paB@7'SIFT Tax
Rules’). The legislation applies to a publicly tradedst that is a specified flow-through entity @IFT") that was listed before
November 1, 2006 Existing Trust"), commencing with taxation years ending in oea2011.

The Fund is a SIFT as defined in the legislati@ertain distributions attributable to a SIFT wiitrbe deductible in computing
the SIFT's taxable income, and the SIFT will bejsttito tax on such distributions at a rate thaulsstantially equivalent to the
general tax rate applicable to Canadian corporatiorhe tax payable by the Fund on those distobstiif any, will result in a

corresponding decrease to the cash flow distribtddte Unitholders. Distributions paid by a Sl&ffributable to direct foreign

investment income or dividend income or as a retdircapital will not be subject to this tax. Thevél be circumstances where
an Existing Trust may lose its transitional religfiere its equity capital grows beyond certain dolimits measured with

reference to the Existing Trust's market capitéitiraat the close of trading on October 31, 2006.

The Fund is also required to recognize future inedax assets and liabilities with respect to thmapierary differences of its
assets and liabilities and those of its flow-thioadfiliates that are expected to reverse in agra2011. It is anticipated that the
recognition of these future income tax assets mtilities will result in an increase in the netdte tax liability of the Fund with
a corresponding decrease in net Unitholders' equity

Currently, the SIFT Tax Rules provide that the SE&X rate will be the Federal general corporatenme tax rate (which is
anticipated to be 16.5% in 2011 and 15% in 201@3 fhe provincial SIFT tax rate discussed below.

Pursuant to regulations to the Tax Act, the proain8IFT Tax rate will be based on the general maal corporate income tax
rate in each province in which the Fund has a peemiaestablishment. For purposes of calculatirggégbmponent of the tax, the
general corporate taxable provincial allocatiormfola will be used. Specifically, the Fund's taxatiributions, if any, will be
allocated to provinces by taking half of the agategpf: (i) that proportion of the Fund's taxahigtributions, if any, for the year
that the Fund's wages and salaries in the prowaneeof its total wages and salaries in Canada;(@nthat proportion of the
Fund's taxable distributions, if any, for the y#aat the Fund's gross revenues in the provincefits total gross revenues in
Canada. Taxable distributions, if any, that are altdicated to any province, would instead be subjeca 10 percent rate
constituting the provincial component.

While the legislation will not affect Existing Trissuntil 2011, it has had a material impact onttleing value of the Fund's
Units. Management is presently investigating aléue structures. Any alternative structure wobddintended to increase the
long-term value of the Fund.

Any conversion to an alternative structure may hadserse tax implications for Unitholders. No demi has been made and the
Trustees may conclude that maintaining the cusgotture until or after 2011 is in the best instseof Unitholders.

Dilution and Future Sales of Units

The Declaration of Trust authorizes the Fund taiéssin unlimited number of Units and Special Votidgits for the

consideration and on those terms and conditiorss@gstablished by the Trustees without the appaivany Unitholders. Any
further issuance of Units will dilute the interestsexisting Unitholders. The Unitholders will ham® pre-emptive rights in
connection with such future issuances.
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Future Sales of Units by the Vendor

The Vendor holds approximately 49% of the outstagdinits (assuming the exchange for Units of althef Exchangeable LP
Units and Subordinated LP Units). If the Vendoissal substantial number of its Units in the pulbtiarket, the market price of
the Units could fall. The perception among the mubitat such sales may occur could also result iadmction in the market
price of the Units.

Control of XS Cargo LP

Pursuant to the Securityholders Agreement, folosg ks the Vendor owns, directly or indirectly, tests than 20% of the Units
(on a diluted basis), the Vendor will have certainited veto rights with respect to certain mattegkating to XS Cargo LP and
XSCOT, which will allow the Vendor to restrict cairt transactions that may be proposed by the Furitd subsidiaries. These
veto rights are not transferable except to membktise Vendor Group. In particular, the Securitygless Agreement will provide
that none of the Fund, XSCOT, the GP or XS Cargarlay take the following actions without the prigpaoval of the Vendor
Group so long as the Vendor Group holds or contibleast 20% of the Units (on a diluted basishd€othan in connection with
an internal reorganization): enter into any mergenalgamation, consolidation or other business @aaion or joint venture
(other than any such transaction where the holofetfse outstanding voting securities of the FUN8CQOT, the GP or XS Cargo
LP, as the case may be, immediately prior to statisaction hold at least a majority of the outsitagnd/oting securities of the
surviving corporation or other entity immediatelffea such transaction and no person or group ofgrex acting jointly or in
concert (other than persons who were the holdevstirig securities of the Fund, XSCOT, the GP or&S8go LP immediately
prior to such transaction) holds 20% or more of dléstanding voting securities of the survivingpmmation or other entity);
issue voting securities representing 20% or morthefoutstanding voting securities to any persogroup of persons acting
jointly or in concert in one or more related tractgans (other than a distribution of securitiestbh@ public by way of a
prospectus); sell, assign, convey or otherwiseodispf 20% or more of the securities of any subsydentity; sell, assign,
convey or otherwise dispose of a material portibthe assets of the Fund on a consolidated basisyfahe ordinary course of
business; adopt any plan or proposal to liquiddissolve or reorganize or seek relief under bartksupr insolvency laws;
change the size of its board of directors or testé any; or take or permit to be taken any acti@at would prevent the business
of the Company, as it exists on the date of closifithe IPO, from continuing on an ongoing basise SMaterial Contracts —
Securityholders Agreement — Securityholder ApprdoalCertain Items".

In addition, the Vendor will have consent rightsgecting amendments to certain material agreeneemésed into by XS Cargo
LP and certain of its affiliates. See "Material @ants — Securityholders Agreement".

The Vendor will also initially have the right toagint up to two members of the five person boardigctors of the GP and will
initially hold 49% of the outstanding GP Common &saand 49% of the outstanding LP Units. The dimscof the GP are
required to act honestly and in good faith withi@wto the best interests of the GP and the GBdaired to act honestly and in
good faith and in the best interests of XS Cargo HBwever, directors appointed by a particular shalder are entitled under
the ABCA to give special consideration to the iat#s of the shareholder that appointed them.

The interests of the Vendor may conflict with the$ether Unitholders.
Conflicts of I nterest

Certain directors of the GP are associated witlerodompanies or entities, which may give rise toflacts of interest. In
accordance with the ABCA, directors who have a nwtenterest in any person who is a party to aamat contract or proposed
material contract with the GP are required, subjeatertain exceptions, to disclose that interest @bstain from voting on any
resolution to approve that contract. In additidr tlirectors are required to act honestly and oddaith with a view to the best
interests of the GP.

Unitholder Limited Liability

The Declaration of Trust provides that no Unithe]de its capacity as such, shall incur or be scibie any liability in contract or

in tort in connection with the Fund or its obligats or affairs and, in the event that a court deitezs Unitholders are subject to
any such liabilities, the liabilities will be enf@able only against, and will be satisfied only oluthe Fund's assets. Pursuant to
the Declaration of Trust, the Fund will indemnifpdahold harmless each Unitholder from any cost, atgeg, liabilities,
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expenses, charges or losses suffered by a Unithéilden or arising as a result of such Unitholdet having such limited
liability. The Declaration of Trust provides thdt eontracts signed by or on behalf of the Fund nmostain a provision to the
effect that such obligation will not be binding upldnitholders personally. Unitholders also haveltbeefit of thencome Trusts
Liability Act (Alberta) (the TTLA "), which came into force on July 1, 2004. The ITlisAdesigned to protect unitholders of
Alberta income trusts such as the Fund by providingtatutory limitation on unitholders' liabilityspecifically, the ITLA
provides that a unitholder will not be, as a begiafi, liable for any act, default, obligation dability of the trustee of a trust.
Although the risk that Unitholders will have anyrgenal liability for obligations of the Fund is dered to be remote in the
circumstances, questions of unitholder liabilitwéaot been considered extensively in Canadiantgoand there is a risk that a
court could find Unitholders to be liable for theurfel's obligations notwithstanding the ITLA and tpeovisions of the
Declaration of Trust described above.

Under limited partnership legislation, a limitedrip@&r taking part in the management of a limitedtnEaship is potentially
responsible for partnership liabilities as a gehpeatner. The investment of the Fund in XS Cargoi& held through XSCOT
and accordingly, the possibility of any such lighiattaching to Unitholders is remote.

Distribution of Securities on Redemption or Termination of the Fund

Upon a redemption of Units or termination of then&uthe Trustees may distribute XSCOT Notes diyectlUnitholders, subject
to obtaining all required regulatory approvals. fehis currently no market for the XSCOT Notes. didition, the XSCOT Notes
are not freely tradable and are not currently diste any stock exchange. See "XS Cargo Income FuRddemption Right".
XSCOT Notes so distributed may not be qualifiedestments for trusts governed by Exempt Plans, dipgrupon the
circumstances at the time.

Restrictions on Certain Unitholders and Liquidity of Units

The Declaration of Trust imposes various restridion Unitholders. Non-resident Unitholders arehfirited from beneficially
owning more than 49% of the Units (on a non-dilugedl a fully diluted basis). These restrictions nlieyit (or inhibit the
exercise of) the rights of certain persons, ingigdnon-residents of Canada and U.S. persons, tgraddnits, to exercise their
rights as Unitholders and to initiate and comptetee-over bids in respect of the Units. As a reghkise restrictions may limit
the demand for Units from certain Unitholders amer¢by adversely affect the liquidity and markdtigeof the Units held by the
public.

CONFLICTS OF INTEREST

Certain directors of the GP are associated witlerotompanies or entities, including entities endaigethe commercial real
estate development, services and leasing businesk&h may give rise to conflicts of interest.dncordance with the ABCA,
directors who have a material interest in any pemgbo is a party to a material contract or proposederial contract with the
GP are required, subject to certain exceptionsjgdose that interest and abstain from voting oy resolution to approve that
contract. In addition, the directors are require@dt honestly and in good faith with a view to best interests of the GP. Other
than as described above and elsewhere in this kmfaemation form, there are no existing or potehmaterial conflicts of
interest between the Fund or its subsidiaries aydraistee, director or officer of the Fund orstsidiaries.

LEGAL PROCEEDINGS

There are no material legal proceedings to whiehRind is a party or in respect of which any opitsperty is the subject, nor
are any such proceedings known to the Fund to bieoplated.

There were no: (i) penalties or sanctions impaagainst the Fund by a court relating to securitggslation or by a security
regulatory authority during the most recently coatgdl financial year; (ii) other penalties or samtsi imposed by a court or
regulatory body against the Fund that would likké/ considered important to a reasonable investonaking an investment
decision; or (iii) settlement agreements the Funigred into before a court relating to securiteggidlation or with a securities
regulatory authority during the Fund's most regeotimpleted financial year.
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MATERIAL CONTRACTS

Except for contracts entered into in the ordinayrse of business, the only contracts that areriahte the Fund and that were
entered into within the most recently completedaficial year or subsequent thereto, or before thst mexently completed
financial year but which are still material and ati in effect, are the following:

(a) the Declaration of Trust;

(b) the Security holders Agreement;

(c) the Exchange Agreement;

(d) the Limited Partnership Agreement;
(e) the XSCOT Declaration of Trust;

® the Note Indenture;

(9) the Administration Agreement;

(h) the Credit Agreement; and

0] the Subordinated Loans agreement.
Administration Agreement

The Fund and XSCOT have entered into the AdmiriistraAgreement with the GP whereby the GP will &gte provide or
arrange for the provision of services requiredhi@ administration of the Fund and XSCOT. The GRtted will include: (a)
ensuring compliance by the Fund and XSCOT withrtbentinuous disclosure obligations under applieadgcurities legislation,
including the preparation of financial stateme(it§;providing investor relations services; (c) pding or causing to be provided
to Voting Unitholders and XSCOT Unitholders allonfnation to which Voting Unitholders and XSCOT Unilders are entitled
under the Declaration of Trust and the XSCOT Datilan of Trust, respectively, including relevanfoirmation with respect to
income taxes; (d) convening meetings of Voting boliders and XSCOT Unitholders and distributing ieeph materials,
including notices of meetings and information ciacg, in respect of all such meetings; (e) prowdfor the calculation of
distributions to Unitholders and XSCOT UnitholdefB; attending to all administrative and other raegtarising in connection
with any redemptions of Units and/or XSCOT Unity} ¢sing its best efforts to ensure compliance withFund's limitations on
non-resident ownership; (h) attending to all adstiative and other matters arising in connectiothwhe Note Indenture,
including the payment of interest and principaltbe XSCOT Notes and in connection with any redeomptif the XSCOT
Notes; and (i) providing general accounting, bo@gdieg and administrative services to the Fund aBEQT.

The administration of the Fund and XSCOT underAbeinistration Agreement may be terminated at ametby the Fund or
XSCOT upon notice in writing to the GP and uponmayit to the GP of all costs and expenses incutyaloGP in terminating
contracts entered into by the GP with the approfahe Fund or XSCOT, as applicable, for the perimnce by the GP of its
duties under the Administration Agreement. No &éddél fees are payable to the GP on termination.

Credit Agreement

On closing of the IPO, XS Cargo LP entered into@nedit Facility with a Canadian chartered bankvilimg for a $7.5 million

operating loan facility and a $15 million non-reviolg term loan facility. Security for the Credit é¢#ity includes a first charge
on all present and after acquired personal propartyie Company, an assignment of inventory andiaantee by the Fund.
Interest on the operating facility is payable & kbnder's Canadian prime rate or U.S. base ratke (8 to 0.50%, determined
based on the Company's ratio of senior debt to BPBITInterest on the term loan facility is payabletlze lender's Canadian
prime rate plus 0.25% to 0.75% or the banker'sacee rate plus 1.75% to 2.25%, depending on tmpany's senior debt to
EBITDA ratio. The Credit Facility includes limitsnoincurring additional indebtedness or grantingusnisrances without the
consent of the lender and is subject to the maamtea of senior debt to EBITDA, current assets toeru liabilities and fixed
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charge coverage ratios and minimum equity. The iCFeatility may in certain circumstances restriet @bility of XS Cargo LP
to pay distributions to the holders of LP Units aridhe Fund to pay distributions to Unitholdershié payment would result in a
default under the Credit Facility.

On March 20, 2006, the Company amended its Creatitlify. The limit on the term loan was increaseani $15.0 million to
$17.5 million and the limit on the operating fatyilivas increased from $7.5 million to $10.0 millitor the period January 1 to
July 31 each year and further increased to $12lkomiduring the Company’s peak purchasing perietieen August 1 and
December 31.

On March 16, 2007, the Company amended its Creatitlify. The limit on the term loan was increaseani $17.5 million to
$25.0 million and the limit on the operating fatgilivas increased from $10.0 million to $12.5 millifor the period January 1 to
July 31 each year and further increased to $20llomiduring the Company’s peak purchasing periedaeen August 1 and
December 31. The interest rates payable on the lean and operating facility have been amendededls but remain within
the above stated ranges.

On March 16, 2007, the Company entered into amgnagreements for the Loans that amended or waieddic financial
covenants as of December 31, 2006, with which theg@any otherwise would not have complied. Aftetagiing waivers
on two covenants the Fund was in compliance withLaan agreements as of December 31, 2006. The amwnants
include a maximum senior debt to EBITDA ratio 05:2.0, a minimum current ratio of 1.5:1.0 and aimimm fixed charge
coverage ratio of 0.85:1.0.

On June 29, 2007, the Company amended its CredititfaThe interest rates payable on the term laad operating facility
were revised as follows: Interest on the operaférgity is payable at the lender's Canadian priate or U.S. base rate plus
0% to 1.00%, determined based on the Companytsohtenior debt to EBITDA. Interest on the terraridacility is payable
at the lender's Canadian prime rate plus 0.25%26% or the banker's acceptance rate plus 1.7526/&%, depending on
the Company's senior debt to EBITDA ratio. The cargs were revised to include a maximum senior tteBBITDA ratio
of 3.5:1.0 until September 30, 2007 and 2.0:1.8aah quarter end thereafter, measured on a trddimgquarter basis. The
fixed charge coverage ratio was revised to a minimaf 1.0:1.0, and a minimum quarterly EBITDA requirent of
$5,500,000 was instituted until the end of the tpraended March 31, 2008.

At December 31, 2007, the Fund was in breach datefinancial covenants under the Credit Facilgiving the lender the
right to demand repayment.

At September 30, 2008 the Fund reached an agreemiidnits term and operating loan lender resulimgompliance with the

amended financial covenants. Under the amendedt ¢aedity agreement, the term loan was extendeéril 30, 2009 and was
changed to a non-revolving term loan facility. Thhaximum available on the term loan facility was £5D,000 until July 31,

2007, at which time it was reduced to $11,250,00@ term loan was permanently reduced by $4,50080December 31, 2008
and was to be further permanently reduced on Matgt2009 by an amount equal to 75% of 2008 excasis ffow as defined in

the agreement. Management has determined thatuhe did not generate 2008 excess cash flow, damsedigfsuch that no

reduction was required. The term loan is collaieeal by a first charge on all present and afteuaed personal property of the
Fund and an assignment of inventory. Under thendled agreement interest on the term loan facsityharged at the lender’s
Canadian prime rate plus 2.50%.

At September 14, 2009, the interest rate was iseckay 2.00% per annum as a result of default vercants and such rate was
to remain in effect as long as the default subsisterest is charged at the lender’'s Canadianerate plus 4.50%. If funds are
withdrawn in U.S. dollars, interest will be chargatdthe lender’'s U.S. base rate plus 4.50%. Thel kaalso required to pay a
standby charge of 1.00% based on the amount equhktoperating facility commitment amount less dlggregate principal
amount under the operating facility.

Both the term loan and operating loan requiredRbed to maintain certain financial covenants, idolg a maximum senior

debt to adjusted EBITDA ratio of 3.5:1.0 until Detger 31, 2008, at which time the ratio reduces.50120; a minimum current

ratio of 1.4:1.0, and a minimum adjusted trailingelve months EBITDA value of $8,000,000 as at OetoB1, 2008 and

thereafter. Additionally, the covenants limit thend’s ability to undertake mergers, acquisitionsywnndebtedness, declare
distributions and other changes in the businedsowttapproval of the lender.
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The Fund’s term loan was due April 30, 2009, aral Fund has not repaid such loan, however the Funeditors have not
demanded repayment under the credit facilitiesaddition, as at December 31, 2009, January 310 208 February 28, 2010
the Fund was not in compliance with its minimumuatid trailing twelve-month EBITDA covenant. ThenBus working with
its lenders to negotiate mutually acceptable firrmvenants and a renewal of its term loan.

Subordinated Loans

On August 20, 2007, the Fund entered into subatdihloan agreements for $12,000,000, funded 50%nkndependent third
party and 50% by a company owned by the PresidehtC£O of the Fund. The principal balance wasaudugust 20, 2008,
but was renewable for an additional six monthdhatdption of the Fund. The subordinated loan Im@valized by the second
charge on all of the present and future undertakangd property including an acknowledged assignrokigases and material
contracts. Interest on the subordinated loanasggd at 16%, with the Fund’s option to capitalipeto 8.0% per annum.

At December 31, 2007, and by virtue of the Fundhdpen breach of financial covenants under the Gredcility, the Fund
was also in breach of certain financial covenamden the Subordinated Loans, giving these lendersright to demand
repayment.

On November 5, 2008, the Fund reached an agreeninits subordinated loan lenders. The maturittedzf the subordinated
loan agreements was extended to June 30, 2009edhten the subordinated loan has increased fro¥h tt618%, with the
Fund’s option to capitalize up to 10.0% per ann&ach of the subordinated loan lenders were to i 500,000 fund unit
purchase warrants, exercisable at $0.60 at anywiitén 36 months of issuance, with a cashlessaserfeature at the option of
subordinated lenders. The subordinated loan agmterequires the Fund to maintain certain financiaenants, including a
maximum senior debt to adjusted EBITDA ratio of:3.6 until December 31, 2008, at which time théora¢éduces to 2.5:1.0; a
minimum current ratio of 1.4:1.0, and a minimumuestigd trailing twelve months EBITDA value of $8,00@0 as at October 31,
2008 and thereafter, and a total funded debt tastefj EBITDA ratio of less than 5.0:1.0 until Dedt®mn 30, 2008, at which
point the ratio was reduced to 3.5:1.0. There dditi@nal restrictive covenants that limit the Fisdbility to undertake mergers,
acquisitions, new indebtedness, declare distribatand other changes in the business without appod¥he lenders.

The Fund’s subordinated loan was due June 30, 28868%he Fund has not repaid such loans, howevefuthd's creditors have
not demanded repayment under the credit facilitissaddition, as at December 31, 2009, January2810 and February 28,
2010 the Fund was not in compliance with its mimmadjusted trailing twelve-month EBITDA covenantantal funded debt
to adjusted EBITDA covenants. The Fund is workivith its lenders to negotiate mutually acceptabiaricial covenants and a
renewal of the subordinated loan.

Security holders Agreement

The Fund, XSCOT, XS Cargo LP, the GP and the Vefidme entered into the Securityholders Agreemenmemung their
security holdings in, and the business and aft#ithe GP and XS Cargo LP. The following is a sumntd certain provisions of
the Securityholders Agreement, which summary is intended to be complete. Reference is made toSewurityholders
Agreement for a complete description and the &xt of its provisions.

Directors

The Securityholders Agreement provides that thedoadirectors of the GP would initially considtfove directors. For so long
as the Vendor Group holds, directly or indirectlyy Units or Units representing (on a diluted basig) less than 30% of the
outstanding Units (on a diluted basis), the Ver@ooup will be entitled to nominate two individuas directors to the board of
directors of the GP, and for so long as the Ver@imup holds, directly or indirectly, LP Units or Iteirepresenting (on a diluted
basis) less than 30% but not less than 15% of thstanding Units (on a diluted basis), the Vendooup will be entitled to
nominate one individual as a director to the ba#rdirectors of the GP, and XSCOT will vote its s#mof the GP in favour of
such individuals. These board representation rigigsnot transferable upon a transfer by the Ve@oup of LP Units or Units
to a person who is not a member of the Vendor Group

I ssuances of Ownership I nterests, Pre-Emptive Rights and Adjustments to Ownership I nterests

The Securityholders Agreement provides that thedderGroup will have pre-emptive rights to purchagerests in XS Cargo
LP or any other subsidiary of the Fund to mainf&rnpro rata ownership interest in the event th&t&argo LP or such other
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subsidiary decides to issue equity securities (widem includes any instruments convertible intogiwing the holder the right
to acquire, equity securities) to third partiesssues equity or debt to any existing partner arefolder (including XSCOT). If
XS Cargo LP, or any other subsidiary of the Fusdués equity securities or such indebtedness, émldf Group will be
entitled to participate pro rata on the same baf®n exercise of this right, the Vendor Group Wil entitled to participate in
the issue of securities of XS Cargo LP at the rfesiurable price and on the most favourable tersrsugh securities are offered
to any party. These terms could include the righexchange partnership units for Units.

Proposalsto Purchase LP Units

The Securityholders Agreement provides that thedFuill not accept any offer or agree to support ather proposal involving
the Ordinary LP Units unless the same offer or psapis made to the holders of the Exchangeabl&his and Subordinated
LP Units for a consideration based on the constaerdor the Exchangeable LP Units and SubordinafedJnits which reflects
the percentage of indirect interest of the holdd#réshe Exchangeable LP Units and Subordinated LRsUn XS Cargo LP,
without discount for minority position or restrigtis on exchange for Units.

Tag-Along Rights

The Vendor Group is entitled to participate, onra m@ta basis, in any sale by the Fund of its dicgdndirect interest in XS
Cargo LP.

Amendments

The Securityholders Agreement provides that folosg as the Vendor Group owns, directly or indiganot less than 20% of
the Units (on a diluted basis), the Securityholdsgseement, the Exchange Agreement, the Limitedn@eship Agreement and
the XSCOT Declaration of Trust, may only be amended! that the GP may only withdraw as the gengagher of XS Cargo
LP, with the approval of XSCOT and the Vendor Group

Security holder Approval for Certain Matters

The Securityholders Agreement provides that north@fund, XSCOT, the GP or XS Cargo LP may takeféhowing actions
without the prior approval of the Vendor Group sad as the Vendor Group holds or controls at 128% of the Units (on a
diluted basis) (other than in connection with aterinal reorganization): enter into any merger, gaalation, consolidation or
other business combination or joint venture (othan any such transaction where the holders oftitgtanding voting securities
of the Fund, XSCOT, the GP or XS Cargo LP, as #seanay be, immediately prior to such transactmd ht least a majority
of the outstanding voting securities of the sumvcorporation or other entity immediately afteclstransaction and no person
or group of persons acting jointly or in concerth@r than persons who were the holders of votirgurses of the Fund,
XSCOT, the GP or XS Cargo LP immediately prior tiolstransaction) holds 20% or more of the outstamabting securities of
the surviving corporation or other entity); issuing securities representing 20% or more of thestanding voting securities to
any person or group of persons acting jointly orcancert in one or more related transactions (othan a distribution of
securities to the public by way of a prospectusl; assign, convey or otherwise dispose of 20%more of the securities of any
subsidiary entity; sell, assign, convey or otheendsspose of a material portion of the assets@filnd on a consolidated basis,
out of the ordinary course of business; adopt alay r proposal to liquidate, dissolve or reorganir seek relief under
bankruptcy or insolvency laws; change the sizésoboard of directors or trustees, if any; or tak@ermit to be taken any action
that would prevent the business of the Companyt esists on the date of closing of the Acquisitidrom continuing on an
ongoing basis.

PROMOTERS
The Vendor took the initiative in founding and angang the Fund and may therefore be considerdxzta promoter of the Fund

for the purposes of applicable securities legistatiSee "Business of XS Cargo" and "Material Cangra— Acquisition
Agreement".
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INTEREST OF MANAGEMENT AND OTHERS IN MATERIAL TRANS ACTIONS

There are no material interests, direct or indjreEany Trustee or director or executive officéthe GP, any person or company
that beneficially owns, or controls or directs,edity or indirectly, more than 10% of any classseries of the Voting Units, or

any associate or affiliate of any of the foregopegsons or companies, in any transaction during-tived's three most recently
completed financial years or during the currenafiicial year that has materially affected or is seably expected to materially

affect the Fund, other than as disclosed elsewihetgs annual information form or as set forthdwel

1. Mr. McKenna is the controlling shareholder of orfigh® lenders under the Subordinated Loan Agreesnemtered into
with the Fund and has a 50% interest in such laad;

2. Mr. McKenna is the controlling shareholder of thendor, which is party to a number of agreementh ¥hié Fund and
its affiliates. In addition, Mr. McKenna and theéhet shareholders of the Vendor have entered imdNttim-Competition
Agreements with the Company. See "Material Corgtaatd "Retained Interest and Exchange Rights"

3. During the fourth quarter of 2008 the Fund issug®@,000 warrants as part of its subordinated feaewal agreement.
500,000 of the warrants are held by a corporatanirolled by the GP’s Chief Executive Officer, Mad# McKenna.

AUDITORS, REGISTRAR AND TRANSFER AGENT
The auditor of the Fund is PricewaterhouseCoopkRs Edmonton, Alberta.

The registrar and transfer agent for the Units é@n@utershare Trust Company of Canada at its pah@ffices in Calgary,
Alberta and Toronto, Ontario.

INTERESTS OF EXPERTS

There is no person or company whose professiorusiness gives authority to a report, valuationestent or opinion made by
such person or company and who is named as havamaged or certified a report, valuation, statenmergpinion described or
included in a filing, or referred to in a filing,ade under National Instrument 51-102 by the Funthduor related to, its most
recently completed financial year other than PretenhouseCoopers LLPRWC"), the Fund's auditors. PWC is independent
within the meaning of the Rules of Professional @art of the Institute of Chartered Accountants tfekta.

In addition, no director, officer or employee of BVis or is expected to be elected, appointed ol@yed as a director, officer
or employee of the GP or of any of the Fund's daasmor affiliate entities.
ADDITIONAL INFORMATION

Additional information relating to the Fund may feund on SEDAR at www.sedar.com and on the Fundbsite at
WWW.XsScargo.com

Additional information, including trustees’, direcs' and officers' remuneration and indebtednegscipal holders of the Fund's
securities and securities authorized for issuamzeiequity compensation plans, will be containedhie Fund’'s information
circular for its most recent annual meeting of balders.

Additional financial information is provided in theund's financial statements and management'ssdisruand analysis for the
year ended December 31, 2009, which documents m&yumd on SEDAR at www.sedar.com.
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SCHEDULE "A"
GLOSSARY OF TERMS
In this annual information form, the following tesrhave the meanings set forth below:
"ABCA" means th&usiness Corporations A¢Alberta), as amended, including the regulatiomsmulgated thereunder.

"Acquisition" means the acquisition by XS Cargo LP from the déenof the Purchased Assets and the assumptiomdy t
Company of certain related liabilities as more ipatarly described under "Material Contracts — Aisifion Agreement”.

"Acquisition Agreement’ means the asset purchase and sale agreemergceiriey between XS Cargo LP and the Vendor
providing for the sale by the Vendor of the Pureubéssets to XS Cargo LP.

"Acquisition Transaction" means an amalgamation, merger or other form sfn@ss combination involving the Fund or XS
Cargo LP, any sale, lease, exchange or transfer sdibstantial portion of the assets of the Fun&k®rCargo LP, or any
reorganization, recapitalization, liquidation omding-up or other business combination involving Eund or XS Cargo LP.

"Administration Agreement” means the administration agreement entered iettwden the Fund, XSCOT and the GP.

"affiliate” means &ffiliated entity " within the meaning of Section 1.2 of Ontario Sgéties Commission Rule 45-501 — Exempt
Distributions promulgated under tBecurities Ac{Ontario).

"associaté has the meaning ascribed thereto inSleeurities ActAlberta).

"Busines$ means the broadline closeout retailing businésseoVVendor.

"Company' means collectively, XS Cargo LP and the GP, theegal partner of XS Cargo LP.

"Credit Facility " means the credit facility entered into by XS Qatd® with a Canadian chartered bank. See "Credilifyd.

"Declaration of Trust" means the declaration of trust dated April 6, 2@ursuant to which the Fund was established, @s th
same may be amended, supplemented or restatedifnento time. See "XS Cargo Income Fund".

"Deferred Income Plan$ means, collectively, trusts governed by registeretirement savings plans, registered retirement
income funds and deferred profit sharing plansheecdefined in the Tax Act.

"diluted basis' means, for purposes of the Securityholders Agm#nthe number of Units outstanding assuming #uhange
of all Exchangeable LP Units and Subordinated LRRdJn

"distributable cash' has the meaning given to it under "Non-GAAP Measl.
"Distribution Target" means distributions of at least $1.125 per LPtUmna fiscal year.
"EBITDA" has the meaning given to it under "Non-GAAP Measlu

"EBITDA Target" means annual EBITDA of XS Cargo LP (derived framdited financial statements) of at least $14.432
million.

"Exchange Agreemerit means the exchange agreement among the Fund, X38® Company, and the Vendor providing for,
among other things, the Exchange Rights, and deraaddpiggyback registration rights. See "Retairmgdrest and Exchange
Rights".

"Exchange Right8 means the right of a holder of Exchangeable LitdXo exchange one Exchangeable LP Unit for ong Un
by delivering such Exchangeable LP Unit in exchalogex Unit. See "Retained Interest and ExchangghtRT.
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"Exchangeable LP Unit§ means the exchangeable units of XS Cargo LP iheltie Vendor.

"Exchangeable Securiti€s means the Exchangeable LP Units, the SubordineRedJnits and any other securities that are
exchangeable, directly or indirectly, for Units.

"Exempt Plans' means, collectively, Deferred Income Plans an&R&

"Fund" means XS Cargo Income Fund, a trust establisiheléruthe laws of the Province of Alberta pursuarthe Declaration
of Trust.

"GP" means XS Cargo GP Inc., a corporation incorpadrateder the ABCA.

"GP Common Share% means the common shares in the capital of the GP.

"GP Units" means the ordinary general partner units of X8G&P held by the GP.

"gross margin percentagémeans the result obtained by deducting costletdaom sales and dividing the remainder by sales.

"IPO" means the Fund's initial public offering of 6,1080 Units at $10 per Unit for gross proceeds df,860,000 pursuant to
the IPO Prospectus and the Underwriting Agreemenich was completed on May 17, 2005.

"IPO Prospectus means the (final) prospectus of the Fund dateg 6)2005.
"ITLA " means théncome Trusts Liability AdfAlberta).

"Limited Partnership Agreement" means the limited partnership agreement, as aetgrsdipplemented or restated from time to
time, between the Vendor, the GP and XSCOT, by wKi§ Cargo LP is governed.

"LP Units" means, collectively, the Ordinary LP Units, thecBangeable LP Units and the Subordinated LP Units.
"LTIP " means the long-term incentive plan of XS Cargo LP

"Non-Competition Agreement$§ means the non-competition agreements entered betaveen the Company and Michael
McKenna and the other shareholders of the Vendonasg particularly described under "Material Coatsa- Non-Competition
Agreements".

"Non-resident' means a non-resident of Canada within the meaofitige Tax Act.

"Note Indenture” means the note indenture made between XSCOT ladNbte Trustee, providing for the issuance of the
XSCOT Notes.

"Note Truste€' means the trustee under the Note Indenture.
"Ordinary LP Units " means the ordinary limited partnership units & &argo LP.

"Partnership Special Resolutiofi means a resolution of the partners of XS Cargpagsed with the consent of the holders of at
least 662/3% of the LP Units and GP Units, in the aggregat#ed on such resolution at a duly constitutectting or by a
written resolution of partners holding more thar28% of the LP Units and GP Units, in the aggregamditled to vote at a duly
constituted meeting.

"Permitted Investments' means: (i) obligations issued or guaranteed byGbvernment of Canada or any province of Canada or
any agency or instrumentality thereof; (i) termpdsits, guaranteed investment certificates, ceatifis of deposit or bankers'
acceptances of or guaranteed by any Canadian md@nk or other financial institution, the shierm debt or deposits of
which have been rated at least "A" or the equivalen Standard & Poor's, a division of The McGrawikiompany Inc.,
Moody's Investor Services, Inc. or Dominion BondiRaServices Limited; and (iii) commercial papeted at least "R-1" or the
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equivalent by Dominion Bond Rating Services Limjted each case maturing not more than 180 days éite date of
acquisition.

"Persori’ means any individual, partnership, associatiamjybcorporate, trustee, executor, administratajalleepresentative,
government, regulatory authority or other entity.

"Purchased AssetSmeans the assets used in the Business acquirk& i3argo LP from the Vendor pursuant to the Adtjois
as more particularly described under "Material @acts — Acquisition Agreement — Purchased Asset$ Associated
Liabilities".

"Redemption Daté means a date on which Units are surrenderedefiemption.

"Redemption Pricé' has the meaning given to that term under "XS Géngome Fund — Redemption Right".

"RESP' means a registered education savings plan asedkfin the Tax Act.

"Securityholders Agreement means the agreement entered into among XSCOTGEhand the Vendor providing for, among
other things, the governance of the GP.

"Series 1 XSCOT Noteésmeans the series 1 notes of XSCOT issued undeXtite Indenture.

"Series 2 XSCOT Noteésmeans the series 2 notes of XSCOT issued undeXtite Indenture.

"Special Resolutioti means a resolution of the Voting Unitholders palsby not less than 66 2/3% of the votes casteeith
person or by proxy, at a meeting of Voting Unitrerklcalled for the purpose of approving such reégolyor approved in writing
by the holders of not less than 66 2/3% of the Mptinits entitled to vote on such resolution.

"Special Voting Units' means the special voting units of the Fund, idsieor for the benefit of holders of Exchangeable
Securities and certified under the Declaration ifst for the time being outstanding and entitle¢htobenefits and subject to the
limitations set forth therein.

"Subordinated LP Units' means the subordinated exchangeable limited @@stiip units of XS Cargo LP held by the Vendor.

"Subordinated Loans' means the loan agreements entered into by XSaClaPgwith a Canadian chartered bank and Famous
Brands Inc. See "Subordinated Loans".

"subsidiary" has the meaning set out in tBecurities AcfAlberta) and includes a partnership or other gntit

"Tax Act" means théncome Tax AcfCanada), as amended, including the regulatiomspigated thereunder.

"Tax Fairness Plan" means the Tax Fairness Plan announced by the d&ddearister of Finance on October 31, 2006, the
related draft legislation introduced by the Ministen December 21, 2006 and the "safe harbour”" d¢rawidelines issued in
connection with the Tax Fairness Plan on Decembg2006.

"Trustees' mean the trustees of the Fund from time to time.

"TSX" means the Toronto Stock Exchange.

"TSXV" means the TSX Venture Exchange

"Underwriting Agreement" means the underwriting agreement among the RhedCompany and the underwriters for the IPO.

"Unit" means a trust unit of the Fund other than a $p&iting Unit.

"Unitholders" means the holders of Units from time to time.
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"Vendor" means Famous Brands (Edmonton) Inc., a corparaticorporated under the ABCA and owned by the Camyls
Chief Executive Officer, Michael McKenna (77.5%idacertain other members of management.
"Vendor Group" means, collectively, the Vendor and any sharedmwldssociate or affiliate of the Vendor, includangy family
member of a shareholder of the Vendor or any compimuast or other entity owned by or maintained tloe benefit of any of
such Persons.
"Voting Units" means the Units and the Special Voting Units.
"Voting Unitholders" means the Unitholders and the holders of Sp&tiéhg Units.
"XS Cargd' means the Vendor when referring to events orsaations relating to the Business that occurreak ppoi completion
of the Acquisition and means XS Cargo LP when rafgrto events or transaction that occurred afemmgletion of the

Acquisition.

"XS Cargo Entities' means, and includes XSCOT, the GP, XS Cargo bR,od their affiliates and any other direct or iredit
subsidiary of the Fund.

"XS Cargo LP' means XS Cargo Limited Partnership, a limitedmenship formed under the laws of the Province ibfefta.

"XSCOT" means XS Cargo Operating Trust, a trust estadtisinder the laws of the Province of Alberta punstathe XSCOT
Declaration of Trust.

"XSCOT Declaration of Trust" means the declaration of trust dated April 6,2@0rsuant to which XSCOT was established, as
the same may be amended, supplemented or restatedifine to time. See "XS Cargo Operating Trust".

"XSCOT Notes' means, collectively, the Series 1 XSCOT Notes &ades 2 XSCOT Notes of XSCOT issued under the Not
Indenture.

"XSCOT Unitholders" means, at the relevant time, the holders of tBE€RT Units; and
"XSCOT Units" means the trust units of XSCOT.

All dollar amounts in this annual information foare expressed in Canadian dollars, except wheedsttherwise.
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SCHEDULE "B"

TERMS OF REFERENCE FOR THE AUDIT COMMITTEE

AUDIT COMMITTEE CHARTER
The term Fund" refers to XS Cargo Income Fund, the terBoard" refers to the board of trustees of the Fund dnedtérm
"Administrator " refers to XS Cargo GP Inc. (theGP") in its capacity as administrator of the Fund uamt to the
Administration Agreementbetween the Fund, XS Cargo Operating TrugSCOT") and the Administrator.
PURPOSE

The Audit Committee (theCommitte€") is a standing committee appointed by the Boarédsist the Board in fulfilling its
oversight responsibilities with respect to the Fatfithancial reporting including responsibility to:

. oversee the integrity of the Fund's financialestagnts and financial reporting process, includheydudit process and
the Fund's internal accounting controls and proeesiand compliance with related legal and regwatequirements;

. oversee the qualifications and independence dftimel's external auditors;
. oversee the work of the Fund's financial managémuet external auditors in these areas; and
. provide an open avenue of communication betweerxternal auditors, the Board, the board of dimscof the GP, the

trustees of XSCOT, the Administrator and the oficgollectively, Management) of the Fund, the Administrator, the
GP and XS Cargo Limited PartnershiXg' Cargo LP").

In addition, the Committee will review and/or appeaany other matter specifically delegated to tben@ittee by the Board.
COMPOSITION AND PROCEDURES

In addition to the procedures and powers set ouarip resolution of the Board, the Committee willvéahe following
composition and procedures:

1. Composition

The Committee shall consist of no fewer than thremmbers. None of the members of the Committee &wakn officer or

employee of the Fund, XS Cargo LP or the GP or@ntheir respective subsidiaries and the majorityhe members of the
Committee shall be an "independent director" (inoadance with the definition of "independent dicgttfrom time to time

under the requirements or guidelines for audit cdttem service under applicable securities laws @edrules of any stock
exchange on which the Fund's units are listedréafing); provided that the fact that a trusteelss a director of the GP will not
disqualify the trustee from being a member of ttem@ittee provided that the trustee would otherviiseeligible to be a
member of the Committee. The Committee shall perfan evaluation of its performance at least anptialdetermine whether
it is functioning effectively.

2. Appointment and Replacement of Committee Members

Any member of the Committee may be removed or omglaat any time by the Board and shall automayicatlase to be a
member of the Committee upon ceasing to be a #ustee Board may fill vacancies on the Committeeslegtion from among
its number. The Board shall fill any vacancy if tinembership of the Committee is less than threstdes. If and whenever a
vacancy shall exist on the Committee, the remainiggnbers may exercise all its power so long asoaug remains in office.
Subject to the foregoing, the members of the Cotamishall be elected by the Board annually and eaember of the
Committee shall hold office as such until the nerhual meeting of unitholders after his or her t@acor until his or her
successor shall be duly elected and qualified.
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3. Financial literacy

All members of the Committee must be "financialtgrate" (as that term is interpreted by the Bdaris business judgment or
as may be defined from time to time under the meguénts or guidelines for audit committee servieden securities laws and
the rules of any stock exchange on which the Fundits are listed for trading) or must become firalty literate within a
reasonable period of time after his or her appagminto the Committee

4. Separate Executive Meetings

The Committee will endeavour to meet at least aey quarter, and more often as warranted, wighGhief Financial Officer
of the Administrator and the external auditorseparate executive sessions to discuss any mattarthe Committee or each of
these groups believes should be discussed privately

5. Professional Assistance

The Committee may retain special legal, accounfingncial or other consultants to advise the Cottamiat the Fund's expense.

6. Reliance

Absent actual knowledge to the contrary (which Wél promptly reported to the Board), each membéh@Committee shall be
entitled to rely on (i) the integrity of those pems or organizations within and outside the Fur@mfrwhich it receives

information, (ii) the accuracy of the financial aather information provided to the Committee bytspersons or organizations
and (iii) representations made by the Administra® Cargo LP or the GP or their respective senianagements and the
external auditors, as to any information technojagternal audit and other non-audit services ptesliby the external auditors
to the Fund and its subsidiaries.

7. Review of Charter
The Committee will periodically review and reasséiss adequacy of this Charter as it deems apptepdad recommend
changes to the Board. The Committee will evalusteérformance with reference to this Charter. Thenmittee will approve

the form of disclosure of this Charter, where reggiiby applicable securities laws or regulatoryunements, in the annual
proxy circular or annual report of the Fund.

8. Delegation

The Committee may delegate from time to time to pesson or committee of persons any of the Comeaiiteesponsibilities
that lawfully may be delegated.

9. Reporting to the Board

The Committee will report through the Committee i€bathe Board following meetings of the Committae matters considered
by the Committee, its activities and compliancehwtitis Charter.

SPECIFIC MANDATES OF THE COMMITTEE

The Committee will:
l. IN RESPECT OF THE FUND'S EXTERNAL AUDITORS

(@ review the performance of the external auditorshef Fund who are accountable to the Committee hed t
Board as the representatives of the unitholdetBeof-und, including the lead partner of the indelee auditor
team and make recommendations to the Board a®tee#fippointment or appointment of the externaltatsli
of the Fund to be proposed in the Fund's proxyutarcfor unitholder approval and shall have autfyotd
terminate the external auditors;



(b)

(c)
(d)

(€)

(f)

()

(h)

(i)

()

(k)

()
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review the reasons for any proposed change inxterral auditors of the Fund which is not initiateg the
Committee or Board and any other significant isstgtated to the change, including the responsehef t
incumbent auditors, and enquire as to the qualfifina of the proposed auditors before making its
recommendation to the Board;

approve the terms of engagement and the compendgatlze paid by the Fund to the Fund's externait@nsg

at least annually, the Committee shall obtain @&wiemv a report by the Fund’s external auditors deswy: (i)

the firm’s internal quality control procedure; (any material issues raised by the most recentnatejuality
control review, or peer review, of the firm, or Bgy inquiry or investigation by governmental or fessional
authorities, within the preceding five years, resipg one or more independent audits carried outlyfirm

and any steps taken to deal with any such issueis(ii@) all relationships between the external itard and the
Fund or its subsidiaries;

approve in advance all permitted non-audit serviceBe provided to the Fund or any of its affilmtey the
external auditors or any of their affiliates, sulbjo anyde minimusexception allowed by applicable law; the
Committee may delegate to one or more designatedbmes of the Committee the authority to grant pre-
approvals required by this subsection;

review the disclosure with respect to its pre-apprmf audit and non-audit services provided by Fumd's
external auditors;

set clear hiring policies for the Fund or its sdimiies for the hiring of employees or former enygles of the
Fund's external auditors;

determine that the external audit firm has a predeplace to address the rotation of the leadtaadiner and
other audit partners serving the account;

review a written or oral report describing:
® critical accounting policies and practices to beduim the Fund's annual audit,

(i) alternative treatments of financial information hitit generally accepted accounting principles that
have been discussed with the Administrator or oihk@nagement and that are significant to the Fund's
financial statements, ramifications of the use wfhsalternative disclosures and treatments, and the
treatment preferred by the external auditors, and

(iii) other material written communication between thed™ external auditors and the Administrator or
other Management, such as any management letsehedule of unadjusted differences;

review with the external auditors and Managemeatgéneral audit approach and scope of proposetisaafdi
the financial statements of the Fund, XS Cargo b the GP, the objectives, staffing, locationspodination
and reliance upon Management in the audit, theadlvaudit plans, the audit procedures to be usetithe
timing and estimated budgets of the audits;

review the review engagement report prepared byxbernal auditors before the release of the Funtésim
financial statements; and

discuss with the external auditors any difficulties disputes that arose with the Administrator dneo
Management during the course of the audit, anyicéishs on the scope of activities or access tpuested
information and the adequacy of the Administratarsother Management's responses in correctingt-audi
related deficiencies.
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In Respect of the Fund's Financial Disclosure

(@)

(b)

(c)

(d)

review with the external auditors and Management:

(i)

(ii)

(iif)

(iv)

v)

(vi)

(vii)

(Vi)

(ix)

(x)

the Fund's audited financial statements and thesnahd Managements' Discussion and Analysis
relating to such financial statements, the anneabrt, the financial information of the Fund contd

in any prospectus or information circular or otlésclosure documents or regulatory filings of the
Fund and make recommendations to the Board for dpgiroval;

the Fund's interim financial statements and theesx@nd Managements' Discussion and Analysis
relating to such financial statements and apprbe# telease to the public;

the quality, appropriateness and acceptabilitthefEund's accounting principles and practices used
its financial reporting, changes in the Fund's aoting principles or practices and the applicatdén
particular accounting principles and disclosurecficas by Management to new transactions or events;

all significant financial reporting issues and jutiEnts made in connection with the preparation ef th
Fund's financial statements, including the effeaftsalternative methods in respect of any matter
considered significant by the external auditor mitenerally accepted accounting principles on the
financial statements and any "second opinions" lsbbyg Management from an independent or other
audit firm or advisor with respect to the accougtireatment of a particular item;

the effect of regulatory and accounting initiatiwsthe Fund's financial statements and other fiia&n
disclosures;

any reserves, accruals, provisions or estimatesntlag have a significant effect upon the financial
statements of the Fund;

the use of special purpose entities and the busipegpose and economic effect of off balance sheet
transactions, arrangements, obligations, guaraamee®ther relationships of the Fund and their ichpa
on the reported financial results of the Fund;

any legal matter, claim or contingency that coudéha significant impact on the financial statersgnt
the Fund's compliance policies and any materiabntsp inquiries or other correspondence received
from regulators or governmental agencies and thenerain which any such legal matter, claim or
contingency has been disclosed in the Fund's finbsiatements;

review the treatment for financial reporting purp®f any significant transactions that are not a
normal part of the Fund's operations; and

the use of any "pro forma" or "adjusted" informatiaot in accordance with generally accepted
accounting principles.

review and resolve disagreements between Manageamehthe Fund's external auditors regarding fir@nci
reporting or the application of any accounting pifies or practices;

review earnings press releases, as well as finkindtamation and earnings guidance provided tolysia and
ratings agencies, it being understood that suctudgons may, in the discretion of the Committeeedbne
generally (i.e., by discussing the types of infotiorato be disclosed and the type of presentatiobet made)
and that the Committee need not discuss in adveack earnings release or each instance in whickuhd
gives earnings guidance;

establish and monitor procedures for the receipt ta@atment of complaints received by the Fund ndigg
accounting, internal accounting controls or auddtters and the anonymous submission by employees of
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concerns regarding questionable accounting or iagdihatters and review periodically with the Managat
these procedures and any significant complaintsived;
(e) review and approve all related party transactions;

() receive from the Chief Executive Officer and theigEtFinancial Officer of the Administrator a ceitiite
certifying in respect of each annual and interirporé the matters such officers are required toifgem
connection with the filing of such reports undeplagable securities laws; and

(9) review and discuss the Fund's major financial gggosures and the steps taken to monitor and dosuoh
exposures, including the use of any financial daaes and hedging activities.

1l. In Respect of Insurance

(@) review periodically insurance programs relatinght® Fund and its investments.
V. In Respect of Internal Controls
(a) review the adequacy and effectiveness of the Fuimtésnal accounting and financial controls based o

recommendations from Management and the extermlitoais for the improvement of accounting practiees
internal controls; and

(b) oversee compliance with internal controls.
OVERSIGHT FUNCTION

While the Committee has the responsibilities andigrs set forth in this Charter, it is not the dafythe Committee to plan or
conduct audits or to determine that the Fund'sfiied statements are complete and accurate onaecordance with GAAP and
applicable rules and regulations. These are theoresbilities of Management and the Fund's exteanditors. The Committee,
its Chair and any Committee members identified agrfy accounting or related financial expertise members of the Board,
appointed to the Committee to provide broad ovétsgf the financial, risk and control related aitiés of the Fund, and are
specifically not accountable or responsible for theey-to-day operation or performance of such aadiwi Although the
designation of a Committee member as having acowutr related financial expertise for disclosutegmses or otherwise is
based on that individual's education and experienwbéch that individual will bring to bear in camg out his or her duties on
the Committee, such designation does not impossuch person any duties, obligations or liabilitattare greater than the
duties, obligations and liability imposed on sudrgon as a member of the Committee and Board imallsence of such
designation. Rather, the role of a Committee memlber is identified as having accounting or reldtaedncial expertise, like the
role of all Committee members, is to oversee tlee@ss, not to certify or guarantee the internaaernal audit of the Fund's
financial information or public disclosure.



