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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 absence of an operating history asbéicocompany; the Company's dependence on extéunding sources; the
Company's environmental regulation; uncertaintiésiray from world events; the effect of propertyda; the dependence of the
Fund on the Company; the unpredictability and paéwolatility of the market price of Units; theature of trust units; the
availability of cash to make distributions; the urat of cash-on-cash yield as a measure of retuth@nits; the subordinated
nature of the Units to the Fund's and its subsiBadebt; the effect of leverage and restrictiveemants in agreements relating
to current and future indebtedness of the Compaasfrictions on the potential growth of the Compasya consequence of the
payment by the Company of substantially all obperating cash flow; income tax related risks; pti& dilution of Unitholders'
interest in the Fund from additional issuanceshgyRund or from sales of Units by the Vendor; thesible inability to recover
from the Vendor for breaches of the Acquisition égment; the Vendor's right to approve certain nateansactions; potential
conflicts of interest; possible limits on Unithotdiémited liability; the nature of the securitiebat would be distributed to
Unitholders on a dissolution of the Fund; and tfiect of limits on Non-resident ownership of Units.

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

The forward looking statements contained herein eaqgressly qualified in their entirety by this dautary 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 relvesa to reflect new events or circumstances.

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 gegetmed by Canadian open-ended trusts as an indiazt 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.

As the Fund distributes substantially all of itsttaon an ongoing basis (after providing for certimounts described elsewhere
in this annual information form), management bedethat EBITDA is a useful measure in evaluating plerformance of the
Fund and in determining whether to invest in Uoitshe Fund.

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 atkaeis. Investors are cautioned that EBITDA andibigable cash should not
be construed as alternatives to net income or dtetsrmined in accordance with GAAP as indicatorsthef Company's
performance or to cash flows from operating, inmgsand financing activities as measures of ligyidind cash flows.

MARKET AND INDUSTRY DATA

Unless otherwise indicated, the market and indudétya 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 suljewariations 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 unicei@a inherent in any statistical survey. Neitttexr Fund nor the Company has
independently verified any of the data from thiedty sources referred to in this annual informafianm.



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 utitedlaws of the Province of Alberta pursuant to ¥X8&COT Declaration of
Trust. XSCOT was created to initially acquire amddhb1% 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 88 storesurrently
open in Ontario, Newfoundland, Nova Scotia and WesCanada, is one of the largest broadline cldsestailers in Canada.
See "Business of XS Cargo". The principal and taffide of each of the Fund, XSCOT, the GP and X$gGd_P is located at
15435 - 131 Avenue, Edmonton, Alberta, T5V 0A4.

Intercorporate Relationships

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

Public Unitholders

100%
(Units)

XS Cargo Income
Fund (Alberta

100% (XSCOT Units)
and XSCOT Notes

XS Cargo
Operating Trust (Alberta)

5 1%L1)
49%

XS Cargo Limited Partnerst
(Alberta) and XS Cargo C
Inc. (Abertaf®

Notes:
Q) Ordinary LP Units and GP Common Shares, repregpbtifo of the LP Units and GP Common Shares.
2) Exchangeable LP Units, Subordinated LP Units anddB8fmon Shares representing 49% of the LP UnitsGixd@Common Shares.

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



GENERAL DEVELOPMENT OF THE BUSINESS
Three 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 ofRi@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 hilirge 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 apean May 17, 2005 under the symbol "XSC.UN".

On March 20, 2006, the Fund increased its annulildition level by $0.1125 per Unit from $1.1258b.2375 ($0.103125 per
month), commencing with the distribution paid toittiolders of record on March 31, 2006.

Significant Acquisitions
The Fund did not complete any “significant acquosis” during 2006.
Credit Facility

On March 20, 2006, the Company amended its exisEirgglit Facility with a Canadian chartered bankhe Timit on the term
loan was increased from $15.0 million to $17.5 imilland the limit on the operating loan was incegaom $7.5 million to
$10.0 million for the period January 1 to July 3icle year and further increased to $12.5 millionmduthe Company’s peak
purchasing period between August 1 and DecembefSge. “Credit Agreement”.

On March 16, 2007, the Company amended its exi&ieglit Facility with a Canadian chartered banke Timit on the term loan
was increased from $17.5 million to $25.0 milliamdahe limit on the operating loan was increasethf610.0 million to $12.5
million for the period January 1 to July 31 eactaryand further increased to $20.0 million during Bompany’s peak
purchasing period between August 1 and DecemberSe “Credit Agreement”. Interest on the terrml@acharged at the
lender's Canadian prime rate or U.S. base rate @Ia5% to 0.75% or the bankers’ acceptance rate plid5% to 2.25%,
depending on the Fund’s senior debt to earningsréefterest, taxes, depreciation and amortizgtiBBITDA”) ratio. Interest
on the operating loan will vary between the lensi@rime rate and the lender’s prime rate plus 0.5@¥ending on the Fund’s
ratio of senior debt to EBITDA.

On March 16, 2007, the Company entered into ame@naiimeements for the Loans that amended or waieddic financial
covenants as of December 31, 2006, with which theg@any otherwise would not have complied. Aftetagting waivers
on two covenants the Fund was in compliance with@n agreements as of December 31, 2006. Thecoganants
include a maximum senior debt to EBITDA ratio d5:2.0, a minimum current ratio of 1.5:1.0 and aimimn fixed charge
coverage ratio of 0.85:1.0.

Product Replacement Plan

On October 1, 2005, XS Cargo introduced the saléwofyear product replacement extended warrantppigPRP”s). A
customer may purchase a PRP in order to exten€tmepany’s existing 30 day warranty or the manufiaets warranty, if
applicable. If a customer purchases a PRP onigiblelitem, and that item is deemed to be defectiithin two years from the
date of original purchase, the customer may rethenitem for store credit. Approximately 25% to 3@fthe Company’s
products are eligible for PRPs.



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 36 stores throughowar@n Newfoundland, Nova Scotia, New Brunswick ahd four western
provinces, with an additional two stores scheditedpen by the end of April 2007.

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 retaites. 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 viytualery day, enabling them to source and take mtdge 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 managemelh¢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 phmary sources from
which XS Cargo derives its merchandise are destfilsdow. The relative significance of each soudtanges from time to time
depending on numerous economic factors and retiistry 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 necessanmeeid
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 overruremaelled orders, shelf pulls, package changesbhuals and buying
errors.

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

Importing Program — XS Cargo buys merchandise directly from Chines@ufacturers and through a third party who
imports from China.

Since inception in 1996, XS Cargo has not expeednany significant difficulty in obtaining qualityarand 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 prodéfered by XS Cargo at a significant discountegular retail
prices, including prices offered by discounters avitblesale clubs. Management believes that pricthesprimary
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/itermoapprto 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. Tmenpany's stores carry many of the same name hramtticts as



general retailers. Certain core categories of nadise are carried on a continual basis, althobghspecific brand
names offered may change frequently. Managemeivesl that the constantly changing product offeriggnerate
repeat visits from its value conscious customehge Company also carries more high value items ame torand name
merchandise than other closeout retailers, whicmagament believes provides it with an additionaipetitive
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 fty stores.
Accordingly, the Company's stores, while converjetdcated on or near major roadways with amplekipay, are
typically located in less expensive secondary sitasher than in power centres, enclosed malls @ 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 $120,000nastment that
has been recouped on average in less than two moiithe average cost of equipment and leaseholtbimaments to
open a new store is expected to rise to approxIgn&tiet0,000 per store in the future, although XS$goabelieves that
the investment will still be recouped on averagéess than two months. The increase is refleaiivihe rising cost of
building material in Canada.

Growth Strategy
New Stores

XS Cargo intends to continue its cross-Canada esiparin both new and existing markets. The Compapgned eight new
stores in 2006 and 8 new stores in 2005, and hi@sesl into leases for two additional stores scleetto open by the end of
March, 2007. Historically, the Company has fundegagsion through operating cash flows and sharehddéns. This has been
possible because of the low cost of equipment @aselhold improvements for new stores.

Same Store Sales

Since 1998, XS Cargo has increased its same sitee at an average rate of 0.6% per year primhyilgxpanding its selection
of closeout merchandise and by adding new prodatetgories. In addition, management believes thegaomcan increase its
market share in existing core product categoriesh sas consumer electronics, housewares, luggagehantt decor.
Management believes that opportunities to expamdiymt selection and continue to grow same storessaill be further
enhanced as the Company expands it supply netwasksuch, the Company has a target growth rate @ Jor same store
sales on an annual basis. As the Company expanoisgh new store growth, some of the new storeopemed in locations
with trading areas that overlap those of existitoges. In each market where this occurs, manageexg@ects the new store to
cause a decrease in sales of the existing storeoyea year, but a substantial increase in saleshi® market on a combined
basis. After the initial decrease caused by thve stere opening, management expects to increase stme sales in each of 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, &als&wan, Alberta and British Columbia. The Conyphas an eastern
distribution centre located in Mississauga, Ontanibich serves 17 stores in Ontario, Newfoundlamd lova Scotia. Products
are shipped from the distribution centres to tloeest on a weekly basis.

Purchasing and Supply

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

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

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

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



As industry trends such as "just-in-time" inventongnagement, retailer consolidation and more fregaeder cancellations by
retailers place more inventory risk on manufactirenanagement believes there will be an increaseeimumber of vendors
looking for effective ways to reduce excess inventtn addition, as the Company continues to insegiés number of stores and
distribution capacity, management believes thatGbepany's purchasing capacity will continue taéase and will enable the
Company to acquire larger quantities of closeoutchendise from individual vendors. The additiontttd Company's Ontario
warehouse and distribution facility in 2005 allowetCompany to stock merchandise in many of itsestonore quickly, which

increases its purchasing flexibility. As a resdltleese trends and initiatives, management belithasthe Company will be able
to take advantage of more and often larger, buyipgortunities as well as offer an enhanced seleabibproducts to its

customers.

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 hasathibity 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 ggiipations in China.
The Company expects its purchasing philosophy a&tationships with vendors will continue to enhaiitseability 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. The Company also has an agreemigimta Canadian import company which aggregatgmplyuon the
Company's behalf from a variety of vendors in Chiflese purchases represented approximately 19%heofCompany's
merchandise purchases in fiscal 2006. No otheratreadcounted for more than 10% of the Company'siaerdise purchases,
except for one US based supplier from which the gamy bought approximately 14% of the Company’s im@ndise purchases.
The Company's merchandise was sourced approxim#békyfrom the United States, 10% from Canada add #6m China in
2006. The majority of the goods from China are madailable indirectly through the Canadian imparmpany referred to
above. This import company deals directly with ¢aigts, wholesalers and brokers in China to eithenufacture products to XS
Cargo's specifications or to negotiate and imppgastunity purchases of existing goods.

While the Company has long standing relationshigh vaumerous vendors, it has no long-term purchemetracts. 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 appeathie store, the Company's buyers are in the m@das virtually every day,
enabling them to source and take advantage of Bugpportunities on an almost continuous basis. bt time potential
purchases are evaluated, the Company comparesitished retail prices for the same or similar geamd will generally only
make the purchase if it believes the items candbailed at the appropriate discount to the pubtisietail price while still
allowing the Company to achieve an acceptable maf@nce purchased, the merchandise is typicallsprarted 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 anttNAmerica from their

existing locations to the Company's warehouse astdlnltion facilities in Edmonton, Alberta or Missauga, Ontario, and from
the warehouses to the Company's stores. The Comyses/ an independent distribution and logistics gamy to coordinate
pickup and delivery to and from the Company's wausles on the Company's behalf.

Inventory and Pricing Strategy

The Company's pricing strategy is to offer everydurct at a significant discount to regular retait@s, including prices offered
by discounters and wholesale clubs. The Compariguad that price is the primary consideration ferdustomers. Therefore,
the most important factor in the Company's perfaorceaand growth is its ability to sell merchandisanf 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 potsl distinguishes it from and provides it with@anpetitive 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#fy 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 anbleiad 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 4.5 years (assuming thecisgeby the Company of all renewal options). Téwsks are held by various
landlords.

The Company’s Edmonton warehouse/distribution agahoffice facility, which was built to the Compangpecifications and
opened in January 2006, is operated under a 10lgase expiring on September 1, 2015. The Compaftigsissauga, Ontario
warehouse/distribution centre, which opened in IA2005, is operated under a five year lease expiMiay 31, 2010 with a five
year renewal option.

Advertising and Promotion

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

advantage over competing retailers on specifierofirand name products. The flyers generally feat@0 to 200 products that
vary with each flyer. XS Cargo also promotes itsdarct offerings through its website, www.xscargmco

Stores and Store Operations
Site Selection

Since opening its first store in Edmonton, Albeial996, the Company has expanded to 35 storesighomt Ontario,
Newfoundland, Nova Scotia and the four western ipcas at December 31, 2006. The Company expecteitsstores to be
similar in appearance and operation to its exissitoges and does not anticipate any difficultieslentifying suitable additional
store locations in areas within the Company's tamgerkets.

Management believes that the Company's customersttnacted to its stores by the Company's adirgtisrogram, which
emphasizes quality, brand name merchandise thaCtmepany offers at attractive prices, rather thgnldzation. This has
allowed the Company to open its stores in seconldaations, such as strip malls rather than in paveatres, 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 Camwzelieves its real estate costs are lower thasetlof other retailers.

Store Layout

The Company's opportunistic site selection andftiig” approach to presenting merchandise allowoiuse a wide variety of
space configurations. The size of its stores gdlgyeanges from 6,300 to 17,000 square feet andaaes approximately 10,000
square feet. The Company designs its stores toubetibnal, with little emphasis placed upon fixtmrand 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 nailaile, 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, generfatyvendor credit. Many
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products carry standard manufacturer warrantiestoHcally, the Company has experienced returriess than 2% of sales and
on average over 60% of those returns can be ratumpehe Company to its vendors.

Store Management

Each store has a manager who is responsible fanitieg, training and supervising store personmal assuring that the store is
managed in accordance with the Company's estallighiglelines and procedures. Store managers drenfiel employees who
report to the Store Operations Manager. Merchamgligiricing and advertising decision-making forsttires 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 inventouickly and efficiently.
Historically, all of the Company's merchandise wedered, received, inspected, counted and desifjfiaténdividual stores at
the Company's warehouse and distribution faciliie&dmonton, Alberta. The opening of the Compa®2$15 square foot
warehouse and distribution centre in Mississaugdai in April 2005 allows goods destined for thempany's stores located
in Ontario and Atlantic Canada to be processeddstiibuted through the Ontario warehouse. The Gompalso relocated its
Edmonton warehouse and distribution operationsreva 92,868 square foot warehouse and distribdéioitity in Edmonton in
January 2006 that was built to the Company's sigatibns.

As a general rule, the Company carries similar petslin each of its stores, but the amount of itwgneach store is allocated
varies depending upon size, location and saleggtiops for that store. The Company ships mostsofiierchandise 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 confifed system is based on a widely utilized datalsgseem, which has been
customized to meet the Company's strategic manageanfermation needs. Cash is reconciled on a daalgis and inventory is
test counted weekly. A full physical inventory cous conducted at year end with the assistancendgh@dependent inventory
management company. All sales are cash, crediebit dard, so the Company experiences minimal keddsd During March

2007, the Company entered into an agreement withird party software vendor for the purchase ofes mpoint-of-sale and

inventory management system. Management feelsntis system will effectively address inventory adtion problems and
contribute to improved labour efficiencies in therss, distribution centres and head office.

Employees

The Company had approximately 818 employees atkeee31, 2006, of whom 76 are salaried employedsttas remainder
are hourly employees. The Company has no uniorénguloyees.

Competition and Strategic Positioning

All aspects of the retailing industry are highlynggetitive. Management believes that the Compamynigue 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 Cognmarmpetes 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 LiquidatioorMV/ Inc.), other value-oriented specialty retaleand general retailers and
department stores, as well as internet-based albsew other general merchandise retailers. Althaame of these competitors
may have greater financial, distribution, marketargl other resources, the Company purchases madist 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 nocefsasis, such as specialty retailers that offditiadal after-sale service or
that offer unique shopping environments.
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The Company also relies on buying opportunitiesnflioth existing and new sources, for which it cotrapeavith other retailers
and wholesalers. The Company has long-standindgicehips 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 retailerstime 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 Tat,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 trustany. 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 ofudt 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, iising 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;

(e) holding cash in interest bearing accounts with @amafinancial institutions or investing such mani@ 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 siégumterest 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 iagttin or otherwise
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encumbering all or any part of the Fund's assetseasrity for such guarantee and subordinatingigists under the
XSCOT Notes to other indebtedness and obligations;

0] purchasing, repurchasing or redeeming securiteegis by the Fund;
)] satisfying the obligations, liabilities or indebtests of the Fund;
(k) entering into and performing its obligations undlee 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 anyiygtitake any action, or purchase or authorizepgheehase 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 oommgte in accordance with
the Declaration of Trust to preserve the mutuatifatatus 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 teaetexf 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 amquontin 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 arlomly be issued in connection with or in relatitnExchangeable LP Units,
Subordinated LP Units and, if the Trustees so detey, other securities exchangeable, directly afirgctly, for Units
(collectively, "Exchangeable Securiti€y, in each case for the purpose of providing \tilghts 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 Exdjesble Securities) to which they relate, and aidegeced 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 tloér® that number of votes
at any meeting of Voting Unitholders that is eqtmthe number of Units that may be obtained up@netkchange (direct or
indirect) of the Exchangeable LP Unit, Subordinat®dUnits or other Exchangeable Security to whicis attached. Upon the
exchange or conversion of an Exchangeable Sedanitinits, the Special Voting Unit that is attachedsuch Exchangeable
Security will immediately be cancelled without afiuyther action of the Trustees, and the former éolaf such Special Voting
Unit will cease to have any rights with respectébe.

Issued and outstanding Units and Special VotingdJmiay 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 holdeéhereof to vote.
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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 Declaratiofroft provides that immediately after any pro mittribution of Units to all
Unitholders in satisfaction of any non-cash disttilon, 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 befor tlon-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 deemedefresent the same number of
Units after the non-cash distribution and the ctidation. Where amounts so distributed represenbrime, non-resident
Unitholders will be subject to withholding tax aratcordingly, the consolidation will not resultsach non-resident Unitholder
holding the same number of Units. Such non-residémitholders will be required to surrender the ifieates (if any)
representing their original Units in exchange faedificate representing their post-consolidatimits.

Trustees

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

The Trustees, who are also directors of the GPJamathan Legg, David B. Margolus and Gordon ClaaacSee "Management,
Trustees and Directors — Directors and OfficerthefGP" for the principal occupations of the Traste

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 fuanof Trustees at a meeting of the Voting Unitleoddcalled for such purpose.
In the absence of a quorum of Trustees, or if teaacy has arisen from a failure of the Voting bioliders to elect the required
number of Trustees at a meeting of the Voting Widérs called for such purpose, the Trustees nargt\fith 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, ampane or more additional Trustees to serve twhélnext annual meeting of
Voting Unitholders, but the number of additional$tees so appointed may not at any time exceedhindeef the number of
Trustees who held office at the expiration of tmeniediately preceding annual meeting of Voting Udlidlers.

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 fobotute and exclusive power,
control and authority over the assets of the Fumtl aver the affairs of the Fund to the same exdsnit the Trustees were the
sole and absolute legal and beneficial owners@f#sets 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
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 Dedbaratf Trust provides that each Trustee and offafethe Fund, as well as
former Trustees and officers, and their respedigis and legal representatives, will be entitledndemnification from the
assets of the Fund in respect of the exerciseaifgbrson'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 casecriminal or administrative
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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 makes monthly cash distributions of itstriiutable cash to Unitholders to the extent deieed prudent by the

Trustees. The amount of cash available for didtidlous 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 paighlle, 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 irggrand (d) any amount that the Trustees may redbprconsider 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 &aohal Units. Such additional
Units will be issued pursuant to applicable exeongti under applicable securities laws, discretioremptions 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 fluctuafth, among other things, the Company's performai@ee "Risk Factors —
Risks Relating to the Structure of the Fund — Qaisitributions".

Redemption Right

Units are redeemable at any time on demand by dldets thereof upon delivery to the Fund of a didynpleted and properly

executed notice requesting redemption in a formapa by the Trustees specifying the number of Lhitbe redeemed. As the
Units are issued in book-entry form, a Unitholdenowwishes to exercise the redemption right willrequired to obtain a

redemption notice form from the Unitholder's invasht dealer. As of the close of business on the titet Units are surrendered
for redemption, all rights to and under the Unéadered 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 tradingpint the period of
the last 10 trading days during which the Unitslécon such stock exchange or market ending imredgliarior to the
date on which the Units were tendered for redempaad

(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 periodlwie the amount equal to
the weighted average of the trading prices of th#d.bn the applicable market or exchange for @d¢he trading days on which
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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 weightedamestrading 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 agdé market or exchange if there was no tradintherspecified date.

The aggregate Redemption Price payable by the Runéspect of any Units surrendered for redemptiaring any calendar
month will be satisfied by way of a cash paymenttiy 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:

€)) 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 mont

(b) 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

(c) 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 agdeS 1 XSCOT Notes of a value equal to the Rediemrice 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.

It is anticipated that the redemption right desadilabove will not be the primary mechanism for kaddof 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 bwgubject to resale
restrictions under applicable securities laws. €8 XSCOT Notes so distributed may not be qudlifievestments for trusts
governed by Exempt Plans at the time.

Repurchase of Units

The Fund is allowed, from time to time, to purchaksdts 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
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that requires a resolution of Voting Unitholdensddiv) transacting such other business as thetdeasmay determine or as may

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

resolutions that will bind the Fund only with respto:

(a) 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 geguisition by the Fund or a XS Cargo Entity of sleeurities or assets
of another entity;

(c) the appointment or removal of nhominees of the Feimaken 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 —nadiments 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 otéism; and
() 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 réigula 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.

Resolutions (i) electing or removing Trustees, €l§cting or removing nominees of the Fund to ses/gustees of XSCOT or as
directors of the GP, (iii) appointing or removirgetauditors of the Fund, (iv) with respect to thereise of certain voting rights
attached to the securities of XSCOT or the Comgamigl, directly or indirectly, by the Fund, (v) wieeapplicable, ratifying any
Unitholder rights plan, distribution reinvestmerém 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 bgingaUnitholders. The balance of the foregoing ma&ttmust be passed by a
resolution of the Voting Unitholders passed by less than 66 2/3% of the votes cast, either inqmeos by proxy, at a meeting
of Voting Unitholders called for the purpose of eppng such resolution, or approved in writing e 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.
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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 tousditanding Voting Units will constitute a quoruor the transaction of
business at all such meetings. At any meeting &hwé 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 adjounrmegting a quorum is not present, the Voting Unilkcd present either in person
or by proxy will be deemed to constitute a quorum.

The Declaration of Trust contains provisions ath®notice required and other procedures with i@dpethe 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 #eeficial owners of more than 49% of the Units.sTAB% limitation is
applied with respect to the issued and outstantdinigs of the Fund on both a non-diluted basis arfdllg diluted basis. The
Trustees may require declarations as to the jutisdis in which beneficial owners of Units and Spe&/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-residentsghat 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 Trustegh 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 attadhte 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 fgicatny 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 alté@u time to time with the consent of the Votingitholders by a Special
Resolution.

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@n of counsel to the Trustees, provide add#lgrotection 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 thatund 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 unttee Tax Act.
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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 II, 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 tonsente 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 WgtiUnitholders 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, liquidatiomvnding-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 elihsthe 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 aftidother 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, dischisug 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 bl@ad other assets
comprising the Fund together with any cash forngag of the assets of the Fund among the Unithsloleaccordance with their
pro rata interests. If the Trustees are unableltal 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 accordancttheir pro rata interests subject to obtainingexjuired 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 Qrield 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 gélangeable LP Units for
Units so that a holder of Exchangeable LP Units mwgrcise its rights to exchange all or a portibswech 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.

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 thetdJare made only through a book-based systemrastetied by CDS. Units
must be purchased, transferred and surrendereced@mption through a participant in the CDS depogiservice (a CDS
Participant"). All rights of Unitholders must be exerciseddhgh, and all payments or other property to whighWnitholder is
entitled are made or delivered by, CDS or the CR8i¢tpant through which the Unitholder holds theits. Upon a purchase of
any Units, the Unitholder will receive only a cusier confirmation from the registered dealer that BDS Participant and from
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or through which the Units are purchased. Referemtéhis annual information form to a Unitholdeeam, unless the context
otherwise requires, the owner of the beneficianast in those Units.

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

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

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

The Declaration of Trust contains "conflict of irgst" provisions that serve to protect Unitholdeishout creating undue

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

contract or transaction or proposed material cohtwatransaction with the Fund or any of its #fiés, 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/ ipe, 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 vgha 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 giong 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 completeestfain provisions of the XSCOT Declaration of Trimsofar 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 closesttre business, including all
activities ancillary or incidental thereto, and Isuther businesses and activities as the truste¢SGOT may determine may be
and having investments and other direct or indirggits in companies or other entities involvededily 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.

Trustees of XSCOT

XSCOT must have a minimum of three trustees and@mum 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 fhersons who serve as the Trustees (currentlyldtyg, Mr. Margolus and
Mr. Clanachan). No person other than the Fundhasolder of all of the outstanding XSCOT Unitss liae right to appoint any
trustees of XSCOT.

The XSCOT Declaration of Trust provides that, sabje the terms and conditions thereof, the tristeEeXSCOT 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 anidlggés that could be exercised by a legal and fi®alkowner thereof. Subject
to such terms and conditions, the trustees of XS@@Tresponsible for, among other things: (i) acfor, voting on behalf of
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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 peusfrUnit 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®S5;
(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 agdther 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 reasgraisider to be necessary to provide for the paymokany costs
or expenses, including any tax liability of XSCOhat 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 XSA®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 casstution 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 isa¢tp 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 digttion, 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 beforenitne-cash distribution.

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 attrémiand characteristics of the XSCOT Notes thaisatable by XSCOT under

the Note Indenture, which summary does not purpmtie complete. Reference is made to the Note toderior a complete
description of the XSCOT Notes and the full texitefprovisions. See "Material Contracts".
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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%4hcipal amount of Series 1 XSCOT Notes to thad-

Interest and Maturity

The Series 1 XSCOT Notes are payable on the eaffigre date on which a demand for payment by thiddn is made and the
maturity date, being the 15th anniversary of thee @d issuance, and bear interest at a rate of d®apnum, 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 trgsteehe time of issuance
thereof, payable on the 15th day of each calenaathrthat such Series 2 XSCOT Note is outstanding.

Payment upon Maturity

On maturity, XSCOT will repay the XSCOT Notes byipa to the trustee under the Note Indenture ifh@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 {zdra redemption price equal to the principal amdhbereof plus accrued
and unpaid interest, payable in cash or, in the cds redemption of Series 1 XSCOT Notes, in S&2iXSCOT Notes) at the
option of XSCOT prior to maturity.

Subordination

Payment of the principal amount and interest onXtS8EOT Notes is subordinated in right of paymenth® 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 obigges of XSCOT which, by the terms of the instruiner@ating or evidencing the
same, is expressed to rank in right of paymentrioripy to the indebtedness evidenced by the XSQ®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:

(a) default in payment of the principal of the XSCOT té® when the same becomes due and the continuaitisuch
default for a period of ten business days;

(b) default in payment of any interest due on any XSQOMites 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 trusteexifping such default
and requiring XSCOT to rectify the same; and

(d) certain events of dissolution, liquidation, reongation or other similar proceedings relative toCG3T.
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The provisions governing an event of default under Note Indenture and remedies available therguddenot 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 anership, operation and lease of assets and projpecynnection with, the
broadline closeout retail business in Canada, kegetith all activities ancillary or incidental tieo and such other businesses
and activities as the board of directors of ther®s determine. See "Business of the Company".fall@ving 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 andfuhietext of its
provisions for a complete description of the LP tdnSee "Material Contracts".

General Partner

The managing general partner of XS Cargo LP isGRe As general partner of XS Cargo LP, the GP hdR{s GP Units. The
GP Units entitle the holder thereof to one votedach whole unit held at all meetings of holderpattnership units and to an
allocation of 0.001% of the income or loss of XS @2al P for each fiscal year. As general partner laoider of the GP Units,
the GP has the authority to manage the businesaféaics of XS Cargo LP and has unlimited liabilftyr the obligations of XS
Cargo LP. See "XS Cargo GP Inc.".

LP Units

XS Cargo LP is entitled to issue various classegsanfnership interests, for such consideration@mduch 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), 3,485,858 Exchangeable LP Units (whichlzgkel by the Vendor and management) and 2,404,058r8unated LP
Units (which are held by the Vendor and managemetg)Cargo LP also has issued and outstanding RQfits (which are
held by the GP). The Ordinary LP Units represel&o interest in XS Cargo LP and the ExchangeabldJbRs and the
Subordinated LP Units collectively represent a 488#rest in XS Cargo LP.

The Ordinary LP Units, the Exchangeable LP Unitd #e Subordinated LP Units entitle the holderé¢bé&to one vote for each
whole unit held at all meetings of holders of thaits and have economic rights that are equivaleatlimaterial respects, except
that (i) Exchangeable LP Units are exchangeablectly or indirectly, on a one-for-one basis (sebji® 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, aijdhg Subordinated LP Units will automatically ent into Exchangeable
LP Units upon the satisfaction of certain condigicemd in certain circumstances. Additionally, Exafeable 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 tdReed Interest and Exchange Rights — ExchangetRigind "Retained
Interest and Exchange Rights — Subordination". Ekehangeable LP Units and Subordinated LP Uniteaoh issuable as two
separate classes. The classes have identical egbtpt that one is limited partner (limited ligty) Units and the other is
general partner (unlimited liability) Units. The Mior 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 SubordinatéWUnits.

Distributions on the LP Units are made in the failog priority:

(a) holders of Ordinary LP Units and Exchangeable LRtdJare entitled to receive monthly cash distribog such that
each holder of Ordinary LP Units and the Exchanlge&aP Units will receive a distribution of $0.093p&r unit for
such month or, if there is insufficient distribukalzash to make distributions in such amount, dasker 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:
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@ first, in payment of the monthly cash distributitmthe holders of Ordinary LP Units and Exchangedl®
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 amouayfeficiency;

(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, sucele@mount as is distributable, on a proportiobasss;

(iv) fourth, proportionately to the holders of SubordéuhLP Units, to the extent that per unit distribng in
respect of any fiscal quarter(s) during the 12 rhgdriod then ended were not made or were madeduats
less than $028125 per Subordinated LP Unit, theusutnof such deficiency; and

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

Distributions

XS Cargo LP distributes its distributable cashh® ¢xtent determined prudent by the board of dirsabf the GP. Distributions
are made on the Ordinary LP Units and the ExchadrigeP 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 @ayable to the holders of LP Units of record loa last day of the period in
respect of which the distribution is to be paid. 8&go LP may, in addition, make a distributiom@ay other time.

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

(a) 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 reduo enable XS Cargo LP to pay equal monthlyridistions based on
anticipated future distributable cash, may be foeahwith drawings under one or more credit faetitthat may be established by
XS Cargo LP.

Allocation of Net Income and Losses

The income or loss of XS Cargo LP for each fisczdryis allocated to the GP and to the remainingnpes as to 0.001% and
99.999%, respectively. The income for tax purpagfe¥S Cargo LP for a particular fiscal year will B#ocated to each partner
other than the GP by multiplying the total inconleaated to such partners by a fraction, the nuitoeraf which is the total sum
of the cash distributions received by that partmigh 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 casttriiution is made by XS Cargo LP to its partnersXS Cargo LP has a loss for
tax purposes, one-twelfth of the income or losshascase may be, for tax purposes of XS CargookPhft fiscal year will be
allocated to the GP and the remaining partnerbeaehd of each month ending in that fiscal yeatpa3.001% and 99.999%,



24

respectively, and to each remaining partner ingtaportion that the number of LP Units held at eatlthose 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 iteesluinder the Limited
Partnership Agreement.

Limited Liability

XS Cargo LP will operate in a manner so as to endorthe greatest extent possible, the limitelilits of the limited partners.
Limited partners may lose their limited liability certain 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 thereforartiemnity from the GP has nominal value.

Transfer of Partnership Units

LP Units are not transferable except in complianith the Securityholders Agreement to the Fundoomembers of the Vendor
Group. Further, LP Units may not be transferred feerson who is not resident in Canada for purpofts 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 sattler instruments and documents as the GP mayregquappropriate form
completed and executed in a manner acceptableetGEh 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 LadifPartnership 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 aradnalith the consent of the holders of at least/88a20of 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 RPartnership 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 megetadversely
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 Partnefsnipement that would adversely affect the rightg abligations
of any particular limited partner without similadyffecting 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.
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The foregoing approval requirements are subjeatttitional restrictions on, or conditions to themgval 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 partnershigs.uRach partner is entitled to one vote for epahtnership 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 AB&&ct 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 Fuodiectly through
XSCOT, and the Vendor directly, own 51% and 49%peetively, of the outstanding GP Common Share£&® acquired its
GP Common Shares from the GP for nominal consiteraEach GP Common Share entitles the holder dfi¢oereceive notice
of and to attend all meetings of shareholders ®GPF 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 yeaid#inds as and when
declared by the board of directors on the GP Com8imares. In the event of a liquidation of the Géidérs of the GP Common
Shares, after payment of or other proper provisanall of the liabilities of the GP, will be erlgd to share rateably in all
remaining assets of the GP. The articles and by lafwthe GP contain standard restrictions, whidhrie 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 regay the business of XS

Cargo LP and to bind XS Cargo LP in respect of sugh decision. The GP is required to exerciseatsgps 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 mailagdousiness and affairs of XS Cargo LP includexathority necessary or
incidental to carry out the objects, purposes aminess of XS Cargo LP, including the ability t@age agents to assist the GP
to carry out its management obligations and adrnatise functions in respect of XS Cargo LP anditsiness.

Restrictions on Authority of the GP

The authority of the GP is limited in certain resgseunder the Limited Partnership Agreement. Thes3#ohibited, without the
prior approval of the other partners given by atiaship Special Resolution, from dissolving XS dgeal P or selling,
exchanging or otherwise disposing of all or sultslin all of the assets of XS Cargo LP (otherwikan 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 partneratriess than 180 days' prior written notice te plartners, provided that the
GP may not resign if the effect thereof would baligsolve XS Cargo LP. The GP may be removed asrgkpartner of XS
Cargo LP, without its consent, if: (i) the sharetesk 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 bankruptcygeases 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 asbpagner under the Limited Partnership Agreement
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MANAGEMENT, TRUSTEES AND DIRECTORS
Trustees of the Fund
The Trustees of the Fund are Jonathan Legg, DaviM&golus and Gordon Clanachan, who also servéhagrustees of
XSCOT and as directors of the GP. Jonathan Legfiei€hairman of the Trustees. See "XS Cargo Indéumel — Trustees" and
"XS Cargo Operating Trust — Trustees of XSCOT". &8lse "Directors and Officers of the GP".
Directors and Officers of the GP
The following sets out the names, municipalitiesesidence, positions with the GP and principaupetions of the directors and

officers of the GP. The term of office for eachtlod directors expires at the time of the next ahmeseting of securityholders of
the GP.

Name and
Municipality of Residence Position with GP Date Appointed as a Director Principal Occupation
Jonathan Ledg®® Director April 6, 2005 Vice-President and Opergtin
Calgary, Alberta Committee Member, Canadian
Pacific Railway

David B. Margolus, Q.¢Y@®  Director April 6, 2005 Counsel, Witten LLP
Edmonton, Alberta (law firm)
Gordon Clanachan, CA?®  Director April 6, 2005 Consultant (interim managerme
Edmonton, Alberta and business advisory services)
Michael McKenna Director and President and March 8, 2005 President and Chief Executive
Edmonton, Alberta Chief Executive Officer Officer of the GP.
Jeff Rootman, CA Director, Vice-President, April 6, 2005 Vice-President, Finance and Chief
Edmonton, Alberta Finance and Chief Financial Financial Officer of the GP.

Officer
Notes:
Q) Trustee of the Fund and XSCOT (Jonathan Legg, Lhair
) Fund Audit Committee member (Gordon Clanachan, iGhai
3) GP Compensation and Governance Committee membgid BaMargolus, Chair).

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

Jonathan Legg, Trustee and Director. Mr. Legg joined Canadian Pacific Railway (CPRRBD5 as Vice President. Mr. Legg is
a Member of CPR’s Management Committee, Operatimg@ittee, Information Technology Committee and t8gi Initiatives
Forum. Prior thereto, Mr. Legg was a senior exgeutith Royal Bank of CanadaRBC") where he was employed since 1982.
From 2003 to 2005 Mr. Legg was a resident of Clocdiiinois where he was the Chief Executive Offioé RBC Mortgage, the
Chief Operating Officer of RBC Centura Bank and emmber of RBC Banking U.S. and Canadian Operatingn@ittees. From
1999 to 2003 Mr. Legg was the Senior Vice Presid®BC, Operations & Service Delivery, North Ameriddr. Legg has a
Senior Executive Development Program Diploma frbmn nstitute for Management Development, LausaBmétzerland and a
Diploma from the Banff School of Advanced Managemen

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 reate&stMr. Margolus is a
director of Liquor Stores Income Fund’'s adminigiratMr. Margolus is a director and member of tlk@ernance committee of
The Edmonton Airport Authority and a director ofvi®ycomm Inc.

Gordon Clanachan, CA, Trustee and Director. Mr. Clanachan has been a consultant providireyiimt management and business
advisory services, since 1999. From 1994 to 1999 Vanachan was a director and the President &ief Executive Officer of
RaiLink Ltd., a TSX listed company. RaiLink was @da's largest regional railway prior to its acdigsi by RailAmerica in
1999. Prior thereto, Mr. Clanachan was a senioragenwith Price Waterhouse, a management consuitenpany, from 1988
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to 1994. Mr. Clanachan currently serves as a diradftthe Edmonton Regional Airport Authority, Bgelwater Bank and Alberta
Blue Cross. He is a member of the advisory bodra mumber of companies and a member of the Boaf@owernors of the
University of Alberta. Mr. Clanachan received Bisartered Accountant designation in 1983.

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 successfuté&dranchise, which he
sold back to Cantel in 1990.

Jeff Rootman, CA, Director, Vice-President, Finance and Chief Financial Officer. Mr. Rootman joined XS Cargo in February
2005. Prior thereto, Mr. Rootman was a senior managd the Regional Assurance Leader for the EdmoRegion of Meyers
Norris Penny LLP from November 2000 to January 2006 Rootman articled with PricewaterhouseCoopdi® from 1997 to
2000 where he held several positions of increasesgonsibility. Mr. Rootman received his BachelbCommerce degree from
the University of British Columbia in 1997 and i@&artered Accountant designation in 2000. Mr. R@wtrimstructs Canadian
Institute of Chartered Accountants continuing pssfenal education courses for the Alberta and Selséavan Institutes in the
areas of accounting, financial reporting and anditi

Fund Nominees

The Fund has the right to nominate a majority ef blvard of directors of the GP, such majority baiitally three directors,
subject to increase in certain circumstances (Seeurityholders Agreement). Each of the nominees of the Fund to the board
of directors of the GP is to be approved by thethdiders and may be a Trustee. The Vendor Groupheasght to nominate up
to two of the directors of the GP. The Fund's na@amon the board of directors of the GP are Mrgl.&fy. Margolus and Mr.
Clanachan and the Vendor Group's nominees on tel kb directors of the GP are Mr. McKenna and Rwotman.

Unit and LP Unit Ownership

As at March 19, 2007, the Trustees and the direcod senior officers of the GP own beneficiallyectly or indirectly, or

exercise control or direction over, an aggregate®000 Units and 5,878,183 LP Units, represerdijmgroximately 49.6% of the
outstanding Units (assuming the exchange for Wit of the outstanding Exchangeable LP Units Snfordinated LP Units).
Included in these amounts are 3,471,970 ExchangddblUnits and 2,394,480 Subordinated LP Units tgidhe Vendor, a
corporation controlled by the Company's Chief ExeeuOfficer, Michael McKenna (67.5%), representmd9% interest in the
Fund on a fully-diluted basis.

Corporate Cease Trade Orders, Bankruptcies, Penakts 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 th&ri#oy and Insolvency Act and a receiver was amedi. To the
knowledge of the Trustees, except as set forth@bow proposed Trustee is, or within the ten ypars to the date hereof, has
been, a director or executive officer of any ott@mpany that, while that person was acting in ¢agtcity: (i) was the subject of
a cease trade order or similar order, or an ordat denied the relevant company access to any di@mpnder Canadian
securities legislation, for a period of more th@&nc®nsecutive days; (ii) was subject to an eveatt thsulted, after the director or
executive officer ceased to be a director or exeeutfficer, in the company being the subject aease trade or similar order or
an order that denied the relevant company accessitcexemption under securities legislation, fquesiod of more than 30
consecutive days; or (iii) or within a year of timrson ceasing to act in that capacity, becamkrbpth made a proposal under
any legislation relating to bankruptcy or insolvemr was subject to or instituted any proceediggsgangement or compromise
with creditors or had a receiver, receiver managerustee appointed to hold its assets.

Mr. McKenna was previously a director and officérMultitech, which operated a chain of retail comsr electronics stores.
From 1983 to 1995, Multitech grew to 52 stores linen provinces and financed that growth primastith favourable trade
credit terms of up to six months. In 1993, theitétalustry underwent a major change that resuibeskeveral of Multitech's most
significant manufacturers and distributors ceasingrovide trade credit. Multitech was not adeqlyatapitalized to handle this
change. Multitech sought creditor protection untter provisions of th&Companies Creditors Arrangement A@anada) in



28

January 1995 and its stores were closed in 1996MdKenna was engaged by the receiver to liquittseremaining inventory.
A proposal under thBankruptcy and Insolvency A@anada) was approved in October 1997 and Muititeas amalgamated
with Famous Brands (Edmonton) Inc. to form the \@mah November 15, 1997.

To the knowledge of the Fund, other than as s#t flsove, no trustee, director or executive offickethe Fund or the Company,
or shareholder holding a sufficient number of sii@sr of the Fund or the Company to affect mathritde control of the Fund or
the Company: (a) is, as at the date of this animi@amation form, or has been, within the 10 ydaegore the date of this annual
information form, a director or executive officefr any company (including the Fund and the Compdhg) while that person
was acting in that capacity: (i) was the subjechafease trade or similar order or an order thatedethe relevant company
access to any exemption under securities legislafar a period of more than 30 consecutive daijsywas subject to an event
that resulted, after the director or executiveagfficeased to be a director or executive officetheé company being the subject of
a cease trade or similar order or an order thaiedethe relevant company access to any exemptiderusecurities legislation,
for a period of more than 30 consecutive days;iigrof within a year of that person ceasing to acthat capacity, became
bankrupt, made a proposal under any legislatioatirej to bankruptcy or insolvency or was subjectotoinstituted any
proceedings, arrangement or compromise with cresddohad a receiver, receiver manager or trugipeiated to hold its assets;
or (b) has within the 10 years before the datehaf annual information form, become bankrupt, maderoposal under any
legislation relating to bankruptcy or insolvency,b@come subject to or instituted any proceediaggngement or compromise
with creditors, or had a receiver, receiver managerustee appointed to hold the assets of trexttir, officer or shareholder.

To the knowledge of the Fund, no trustee, direotoexecutive officer of the Fund or the Companysbareholder holding a
sufficient number of securities of the Fund or @@mpany to affect materially the control of the Bwr the Company, has been
subject to: (a) any penalties or sanctions impdsed court relating to securities legislation orebgecurities regulatory authority
or has entered into a settlement agreement witicarisies regulatory authority; or (b) any othenpiies or sanctions imposed
by a court or regulatory body that would likely bensidered important to a reasonable investor ikimgaan investment
decision.
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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 memberspfalvhom are independent and financially literateastordance with the
definitions in Multilateral Instrument 52-110 Audtommittees. The relevant education and experieheach audit committee
member is outlined below:

Gordon Clanachan, CA, Trustee and Director. Mr. Clanachan has been a consultant providireyiimt management and business
advisory services, since 1999. From 1994 to 1999 Vanachan was a director and the President &ief Executive Officer of
RaiLink Ltd., a TSX listed company. RaiLink was @da's largest regional railway prior to its acdigsi by RailAmerica in
1999. Prior thereto, Mr. Clanachan was a senioragenwith Price Waterhouse, a management consuitenpany, from 1988
to 1994. Mr. Clanachan currently serves as therafahe Audit Committee of the Edmonton Regionapart Authority. He is
also a member of the Audit Committees of Bridgewdank, Alberta Blue Cross, University of AlbertadaAlberta Motor
Association. Mr. Clanachan received his Chartérecbuntant designation in 1983.

Jonathan Legg, Trustee and Director. Mr. Legg joined Canadian Pacific Railway (CPRRDD5 as Vice President. Mr. Legg is
a Member of CPR’s Management Committee, Operatm@@ittee, Information Technology Committee and 8y Initiatives
Forum. Prior thereto, Mr. Legg was a senior exgeutith Royal Bank of CanadaRBC") where he was employed since 1982.
From 2003 to 2005 Mr. Legg was a resident of Clocdiiinois where he was the Chief Executive Offioé RBC Mortgage, the
Chief Operating Officer of RBC Centura Bank and enmber of RBC Banking U.S. and Canadian Operatingi@ittees. From
1999 to 2003 Mr. Legg was the Senior Vice Presid®B€C, Operations & Service Delivery, North Ameriddr. Legg has a
Senior Executive Development Program Diploma froen institute for Management Development, LausaBmétzerland and a
Diploma from the Banff School of Advanced Managemen

David B. Margolus, Q.C. Mr. Margolus is Counsel to and former Managingtiar (for 13 years) of Witten LLP, with a legal
practice focused primarily in the areas of corpmrabmmercial and real estate. Mr. Margolus idgractbr of Liquor Stores
Income Fund’s administrator. Mr. Margolus is aedior and member of the governance committee of Hdraonton Airport
Authority and a director of Powercomm Inc and cladiits governance committee and a member of itspEnsation committee.

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.

The audit committee has delegated authority toGhair of the audit committee to pre-approve thevision of permitted
services by PricewaterhouseCoopers LLP which atetierwise pre-approved by the audit committeeluiling the fees and
terms of the proposed services ("Delegated AutyidritAll pre-approvals granted pursuant to Deledafeuthority must be
presented by the member(s) who granted the presaglsrto the full audit committee at its next megti

All proposed services or the fees payable in cotmmeevith such services that have not already h@erapproved must be pre-
approved by either the audit committee or purstamelegated Authority. Prohibited services may Inetpre-approved by the
audit committee or pursuant to Delegated Authority.

External Auditor Service Fees

The following table provides information about tHees billed to the Fund for professional servicemdered by
PricewaterhouseCoopers LLP during fiscal 2006:
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2006 2005
AUt FEEEY ...t $97,386 $92,000
AUt-TElated FEEP)..........cviiiiieiici et 27,047 164,055
TAX FEEEY ..o 14,000 7,500
IO 1 1= == PEEERRR - -
10 1SS POS $138,433 $263,555
Notes
Q) Audit fees consist of fees for the audit of the Farannual financial statements or services ttaharmally 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 ateeported as Audit Fees. During fiscal 200& services provided in this category
included review procedures performed related tdrred’s interim consolidated financial statemeridsiring fiscal 2003he services
provided in this category included procedures egldb the Fund's initial public offering ($151,0%8)d review procedures performed
related to the Fund’s interim consolidated finahstatements ($13,000).

3) Tax fees consist of fees for tax compliance sesyitax advice and tax planning. During fiscal 2@@@ 2005, the services provided
in this category included assistance and advicelation to the preparation of corporate incomer&nrns and indirect tax 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 i@om Shares representing, in the aggregate, 49%eoGP Common
Shares.

Exchange Rights

The Exchangeable LP Units are indirectly exchanigefds Units on the basis of one Unit for each Eaufeable LP Unit. The
exchange procedure may be initiated by the holflandxchangeable 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 trapnsfewell as a certificate representing a propoatie number of GP Common
Shares. The GP will give notice of the proposedarge to XSCOT, which will acquire Units from therfd in consideration for

the issuance of XSCOT Units and XSCOT Notes imilmaber required to complete the exchange. XSCOIlTdediver to the GP

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 &5 a unit certificate for that number of Ordindrl? Units (and a

proportionate number of GP Common Shares) to leedsen the exchange, entering XSCOT in the registémited partners of

XS Cargo LP and in the register of shareholderthefGP in respect of such additional Ordinary LRt&Jand GP Common

Shares, causing the Exchangeable LP Units and GRm@a Shares so tendered for exchange to be camcalid delivering to

the previous holder of the Exchangeable LP Unitedificate for that number of Units of the Fundhe received on the
exchange.

Voting Rights

Holders of Exchangeable LP Units and SubordinatedJhits have been issued Special Voting Units dhatattached to, and are
only be evidenced by, the certificates representirgExchangeable LP Units and Subordinated LPsUiliihe Special Voting
Unit entitle the holders thereof to vote in all @stof Voting Unitholders (including resolutionswmiting) 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 islamd Special Voting Units".
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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 reorgatica 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 equivalentahés determined by the Trustees) is issued drildised simultaneously to the
holders of Exchangeable LP Units and Subordinatdlhits.

Reclassification of Units

If at any time while any Exchangeable LP Unit ob8udinated 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, nangether form of business combination of the Fwitth or into any other
entity resulting in a reclassification of the oatsing Units, then the Exchange Rights will be stdjd 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 entjtka@ 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 igsiainding there is any reclassification of the Bititstanding, any change of
the Units into other units or securities or anyeotltapital reorganization of the Fund as a restilarmy 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 Unitghet then current conversion ratio in effect unther 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 immediatfigre the effective date of any such transaction.

In addition, if at any time while any Subordinate Unit is outstanding there is any reclassificataf the Exchangeable LP
Units outstanding, any change of the ExchangeaBldJhits into other units or securities (other thato 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 othettigy resulting in a reclassification of the outsing Exchangeable LP
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,kine 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 Famedoffering 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.
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Subordination

Distributions on the Subordinated LP Units are sdbwted 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 Exg®able 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 Wnits and Exchangeable
LP Units and any applicable deficiency in suchriistions.

Distributions on the Ordinary LP Units and Exchaaige LP Units are cumulative, such that the amafirstny 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 suchmpayis 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 provisio®d,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 afélidtereof 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. Sibordination of the
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.

Notwithstanding the subordination of distributiciesholders of the Subordinated LP Units, holdersheSe LP Units have the
right, through Special Voting Units issued in cargtion with the Subordinated LP Units, to a numibievotes 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.
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The following table sets forth the per Unit amowoftmonthly cash distributions paid by the Fund sititce completion of the
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DISTRIBUTIONS

IPO.
Distribution per Unit @

2005
June $0.138%
July $0.09375
August $0.09375
September $0.09375
October $0.09375
November $0.09375
December $0.09375
Total $0.7012
2006
January $0.09375
February $0.09375
March $0.103128
April $0.103125
May $0.103125
June $0.103125
July $0.103125
August $0.103125
September $0.103125
October $0.103125
November $0.103125
December $0.103125
Total $1.21875
2007
January $0.103125
February $0.103125
March $0.09379

Notes:

1) Monthly information refers to the month in whictethecord date for the relevant distribution occwith the distribution being paid

in the following month.
2) The initial distribution for the period from May 1@ June 30, 2005, inclusive, was $0.1387 per Uthiereafter, the distribution was
$0.09375 per Unit per month until February 28, 2006
3) The Fund increased the distribution to $0.1031&&céfe March 31, 2006.

4) The Fund decreased the distribution to $0.093#ct{e March 31, 2007.
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 calendarhmmrduch other date as may
be determined from time to time by the Trustees arel paid generally on the 15th day of the follggvimonth. The Fund
currently distributes $0.103125 per Unit per ma(#h.2375 per Unit per annum).

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
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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&Bl 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
service obligations, general and administrativeessps and other expense obligations, expendituresciess 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 consideraiStretion in determining the amount of cash disttitms. Cash
distributions are not guaranteed and will fluctuaféh, among other things, the Company's perforreaiBee "Risk Factors —
Risks Relating to the Structure of the Fund — aisttributions".

The Credit Facility may in certain circumstancestniet the ability of XS Cargo LP to pay distribais to the holders of LP Units
if the payment would result in default under thedir Facility. See "Material Contracts — Creditiity".

DESCRIPTION OF CAPITAL STRUCTURE
General Description of Capital Structure
See "XS Cargo Income Fund" for a description of filglts, privileges and restrictions attached te tits and the Special
Voting Units. See "Retained Interest and ExchanigitR®' 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 "Retaingdrist 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 thdatsg privileges and restrictions attached to theGd8fhmon Shares.
Constraints

See "XS Cargo Income Fund — Limitation on Non-RestdOwnership" for a description of the constraimgosed 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, inalgidirovisional 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 Famedheld in escrow other than pursuant to the Es&greement described
under "Material Contracts — Acquisition Agreement".
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MARKET FOR SECURITIES
Trading Price and Volume

The Units are listed and posted for trading onB&X under the trading symbol "XSC.UN". The followitable sets forth the
closing price range and trading volume of the Uagisecorded by the TSX for each month in whichithés traded in 2006.

Month High Low Volume

B - 1T 14.40 13.40 199,624
=T 0] (U= Y EERERRR 15.40 13.90 205,399
MAICR ... e ——— 15.50 14.65 262,697
Y o 1 | RO 15.30 14.75 300,293
Y= RO RRRR 15.25 13.60 160,348
JUNB ..ottt e e e e ————— 14.04 13.01 360,244
JUIY e a e nnnres 14.10 13.75 337,131
AUGUST ..ttt e e emmrnnr e e e e e s st e e e e s e sstba e e e e e s srrreeeeeans 14.35 13.79 180,310
Y= o (=1 121 0 1= P SREERRR 14.40 13.20 122,643
(@ o1 (0] o 1= SRS UUUPRPRRR 14.12 13.60 50,642
NOVEIMDET ...ttt e e e e e e e e e ettt e e s e e e e e eeeeeeesarares 12.65 9.00 411,515
(D 1Tol =10 0] o =] (PRSP 10.75 9.25 337,760
Prior Sales

In addition to the 6,106,000 Units issued pursuanthe IPO, the Fund has 5,889,916 Special VotimjsUand 5,889,916
Exchange Rights outstanding. See "Description gfit@aStructure — General Description of CapitaluSture”. The issued and
outstanding Special Voting Units and Exchange Rigtetre issued for nominal consideration in conpactiith the Acquisition
and in connection with the issuance of ExchangebBléJnits and Subordinated LP Units to the GP, Chiaancial Officer
pursuant to his employment agreement..

RISK FACTORS

Investing in the Units involves risks. In additimmthe other information contained in this annudidimation form, Unitholders
and prospective Unitholders should carefully coesithe risk factors set out below in making an streent 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 raoe 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 cugreathsiders immaterial,
may also impair the operations of the Fund or then@any. If any such risks actually occur, the besé#n financial condition, or
liquidity and results of operations of the Compaagd the ability of the Fund to make distributiams the Units, could be
materially adversely affected.

Risks Relating to the Company and its Business
Maintaining Profitability and Managing Growth

There can be no assurance that the Company's bssamel growth strategy will enable it to sustaiofifbility and enable the
Fund to maintain distributions to Unitholders atreat levels in future periods. The Company's feitoperating results will
depend on a number of factors, including: (a) tlenGany's ability to: (i) successfully execute thategic initiatives outlined
under "Business of XS Cargo — Growth Strategy?); rgimain a low-cost retailer; (iii) maintain or lize increased sales and
profitability; (iv) successfully identify and respd to changes in trends and consumer tastes; (Witaimacost-effective delivery
of its merchandise to its distribution center aadts$ stores; (vi) hire, train, motivate, managel aetain qualified retail store
management and personnel; and (vii) continuousfpyrave its service to achieve new and enhanced mestbenefits and better
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quality; (b) level of competition in the retailingdustry in the markets in which the Company opsafc) effectiveness of the
Company's marketing programs; and (d) general enanoonditions and consumer confidence.

There can be no assurance that the Company wébkeeto successfully implement its strategic plathat such plan will enable
the Company to maintain or increase historical ssgbeofitability or growth rates. Failure to sucsfedly execute any material
part of the Company's strategic plan could haveagerial adverse effect on the Company's busingemdial condition, liquidity

and results of operations. There can be no asxihat the Company will be able to effectively mgmédts growth, and any
failure to do so could have a material adverseceffm the Company's business, financial conditlmuidity and results of

operations.

Expansion Through New Store Openings

As part of the Company's growth strategy, it inted continue to increase the total number of staneexisting and new
markets. To do so successfully, new stores mustatpevith similar profitability as existing storéBhe Company increased its
store base by one store in 2002, four stores i3 2@@r stores in 2004, eight stores in 2005 agtitenew stores in 2006. There
can be no assurance that the Company will be alédehieve its expansion goals or that it will béeab operate its new stores
profitably. Furthermore, there can be no assurdim@eany new store will achieve similar operatieguits to those of existing
stores or that new stores opened in markets intwtlie Company operates will not have a materiakeesi effect on the
revenues and profitability of existing stores. tldiéion, new markets may have different competitieaditions, consumer trends
and discretionary spending patterns than existiagkats, which may cause the Company's new storémge markets to be less
successful than stores in existing markets. Theesascof the Company's planned expansion is depeagen numerous factors,
many of which are beyond the Company's controluting the following: (a) the Company's ability @) adequately identify
and analyze suitable new markets and individuakstges within existing and those new market¥;a@apt existing distribution
and other operational and management systems &xanded network of stores; (iii) attract custonsmd generate sales to
operate new stores with sufficient profitabilitig)(negotiate favourable lease terms with landlpedw (v) obtain governmental
and other third-party consents, permits and licensgeded to operate its stores; (b) competitionstotable store sites; (c)
availability of human resources for staffing of neteres and the Company's ability to hire, traiotivate, manage and retain
qualified retail store management and personnel;(dhavailability of adequate management and fir@nmesources to properly
manage an increased number of stores.

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 result, lompany does not have long-term contracts witlvéindors for access to
guantities or pricing of products, but makes indibdl purchase decisions, which are often for laygantities. Although the
Company has many sources of merchandise and dyrtares not foresee any shortages of closeout raadise in the future,
there can be no assurance that its existing soofcagply will continue to make closeout merchaedivailable 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 opportunitiesnificant increase in the
price of merchandise sold by the Company, the tckvailability of such merchandise, or the deteriimn in the Company's
relationships with any of its sources of supply ldobave a material adverse effect on the Compadmy&ness, 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.,fRbotman, the Vice President, Finance and Chie&fcial Officer of the
GP and the Company's other key employees, inclutirgCompany's buyers. The loss of services of @nmore of these
persons could adversely affect the Company's bssiaad results of operations and the Company'syatail effectively pursue
its business strategy. There can be no assuraatththCompany would be able to find qualified aepments for these persons
if their services were no longer availablEhe Company maintains key person life insurancé/fio McKenna and Mr. Rootman.
There can be no assurance, however, that suchaim=iwill be sufficient to fully compensate the Qamy for any financial
losses arising from the death of either of suclividdals.
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Changesin Trends and Consumer Tastes

The merchandise that the Company sells is subjettehds and geographic consumer tastes, whictcleange rapidly. The
Company's success in this area is largely depemdeits ability to gauge consumer preferences ardetiver 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 papuésposal of excess inventory may result in aréase in sales and earnings
and materially adversely affect the Company's lassinfinancial condition, liquidity and resultsagerations. The Company's
inability to acquire suitable merchandise in thtufe or to accurately anticipate consumer demandgdoh merchandise could
also have a material adverse effect on its busifiesscial condition, liquidity and results of ap#ons.

Economic Conditions and Consumer Spending

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

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

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

economic conditions.

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

Marketing Expenditures

The Company's growth and profitability is dependi@npart on the effectiveness of its marketing effoThe success of the
Company's marketing programs will affect the apitif the Company to: (a) increase its brand namege®ition and awareness
of its products; (b) determine the appropriate meald content for future marketing activities; goll 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 marketingqanms above current level in order to maintain drawareness and support
its sales.

Competition

The retail industry is intensely competitive andgimented. As a broadline closeout retailer, the 2ot 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 subsaantimber of retailers that

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

resources than the Company that may allow themitatie and sustain aggressive price competitionomnpete 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 markleare 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) competi pricing strategies,
including deep discount pricing by a broad rangeetdilers during periods of poor consumer configear economic instability;
(c) expansion of the types of products sold or @fgyaphic focus by existing competitors; (d) depelent 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.
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There can be no assurance that the Company wableto compete successfully with existing or wilw 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@oy's stores across
Canada. The Company depends in large part on trezlproperation of this receiving and distributiprocess, which depends, in
turn, on adherence to shipping schedules and effeotanagement of the distribution centers. AltHotige Company believes
that its receiving and distribution process isadint and well positioned to support its expangitams, there can be no assurance
that the Company has anticipated all of the changiemands that its expanding operations will imposdts receiving and
distribution system, or that events beyond its mnsuch as disruptions in operations due to direther catastrophic events,
labour disagreements or shipping problems, willnesult in delays in the delivery of merchandisé¢h® Company's stores. Any
such delays could damage the Company's reputatimtherwise have a material adverse effect on tbmgany's business,
financial condition, liquidity and results of op&oms. Distributions problems may have a mateadVerse effect on the
Company’s revenue in particular periods.

Although the Company maintains business interrupdind property insurance, there can be no assuthatsuch insurance will
be sufficient, or that insurance proceeds will bé&po the Company on a timely basis, in the eveatCompany's distribution
center is shut down for any reason or if the Corgpaaurs higher costs and longer lead times in ecotion with a disruption its
existing distribution center.

Freight Costs

The Company's freight costs are impacted by chaimgie®| prices and other shipping costs. Fuelgwiand 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 maseamse freight costs and thereby
increase the Company's cost of goods sold, whighimturn have a material adverse effect on the gamy'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
quarter, and an unanticipated decline in revenueperating income may cause the Trust's Unit piacBuctuate significantly.

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

A number of factors have historically affected, amifl 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 @éfntly source and distribute merchandise to then@my's stores; (g) timing
and type of sales events, promotional activitieothier 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 comparaibte shles results to differ materially from prioeripds and from
expectations. Past same store sales are no irdicatifuture results, and there can be no assurdratethe Company's same
store sales will not decrease in the future.

Seasonality and Fluctuations in Quarterly Results
The Company's business is seasonal, with approgiynd0% of its sales and operating income generdieithg the Company's

fourth fiscal quarter, which includes the holiddyopping season. While variable costs can be mansmedatch seasonal
patterns, a significant portion of retail costgliding rent, cannot be adjusted for seasonalitgighificant shortfall in results for
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the fourth quarter of any fiscal year could hawveaterial adverse effect on the Company's annualtsesf operations and on the
market price of the Units.

The Company's quarterly results of operations nisy fiuctuate based upon such factors as delayfseiflow of merchandise,
the number and timing of new store openings aratedl|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.

I mportance of Management I nformation Systems

Management relies on management information systeramalyze operating performance on a regularsbdsiditionally, the
Company depends on its management information regste all areas of its operations, including supgigin management,
inventory control, point of sale systems and aes service. If these systems fail or becomeletesache Company business,
financial, condition, liquidity and results of options may be materially adversely affected. Tdrask these risks, the Company
has entered into an agreement with a third parffwaoe vendor for the purchase of a new point-dé-sand inventory
management system. Management feels this newnsystk effectively address inventory allocation ptems, contribute to
improved labour efficiencies in the stores, disttibn centres and head office and provide timeld accurate operating
information.

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

Merchandise originally manufactured and importemhfroutside of Canada accounts for a large proporifothe Company's
product purchases. A disruption in the shippingimported merchandise or an increase in the coghade products may
significantly decrease the Company's sales anditprdh addition, if imported merchandise becomesrenexpensive or
unavailable, the transition to alternative soumntey not occur in time to meet the Company's demdnslucts 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) dismmi in the shipping and importation of importeddarcts because of factors
such as: (i) raw material shortages, work stoppasfeikes and political unrest; (ii) problems witkeanic shipping, including
shipping container shortages; (iii) increased ratjph and other factors causing delays in shipmémthiding increased
inspections of import shipments; (iv) geographistaice; and (v) economic crises, international udesp and wars; and (b)
increases in the cost of purchasing or shippingifor merchandise resulting from: (i) taxes, impdwties, import quotas and
other trade sanctions; (ii) foreign exchange expsmsand (iii) increases in shipping rates.

Foreign Exchange Fluctuations on I mported Merchandise

The Company purchases merchandise directly froemnational suppliers in the United States and Chirdhis subject to foreign
exchange rate exposure resulting from importingctmendise with payment in non-Canadian dollars. Agipnately 80% of
inventory purchases is made in United States dpliaes (including all purchases from China). Aligb the Company takes into
consideration the Canadian/ United States dollahamge rate at the time of specific purchases atiterefore be able to factor
the applicable exchange rate in to its purchasiegsibn, the Company is subject to the risk of exge rate fluctuations
between order and sale of goods.

Although historically the Company's purchases fi@anadian-based and United States-based suppliensoidnad a significant
direct foreign exchange exposure, changes in exgheates could affect the suppliers' productions;aghich in turn could have
a negative effect on product costs and resultirdetreased margins end volume of product sales.

Exposure to Returns of Merchandise

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

In addition, on October 1, 2005, the Company im@eted a program to sell product replacement extemegranty plans.
Although the Company expects that this will représn opportunity to increase the Company's ptuaifitg and cash flow, the
Company currently does not have sufficient hisadrexperience to predict the ultimate return ratdear the plans. The plans
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may result in an increase in product returns thatse increased expenses in excess of the additereiue generated by such
plans. There can be no assurance that the plahlsendiccretive to cash flow or that any reservésbdished by the Company for
the replacement plans will be adequate to addiddi@nal product return expenses.

Costs and Availability of I nsurance Coverage

The Company maintains insurance coverage in regpést potential liabilities and the accidentas$oof 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 ldeaiialy on unfavourable terms or not at all andehgesulted in significant
increases in the deductible amount for liabilitgirance. Over the past five years, the Companyigartost of insurance has
increased by an average of 21.8%. In addition,aoertypes of losses (generally those of a catasitopature, such as
earthquakes, floods and terrorist attacks) mayrtiesurable or not economically insurable. There lbamo assurances that the
Company's insurance coverage will continue to balavie to it on reasonable terms or that the Camigainsurer will not
disclaim coverage of any future claim. The Compaiylsiness, financial condition, liquidity and féswf operations could be
materially adversely affected if any of the foragpevents were to occur.

I ntellectual Property

The success of the Company will be dependent, iifh pa the continuous development of its brand ge@¢@n. There can be no
assurance that the Company's competitors or dtiiver 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 at@ympt to obtain and use
information that the Company considers proprietarnto subvert the Company's efforts to assert litpipetary rights. The
Company has registered the "XS CARGO NOTHING BUTRERAINS" trademark with the Canadian Intellectuabarty
Office. The inability of the Company to successfuktgister or maintain trademarks may limit itsliépito effectively market its
products and services and could have a materiatradweffect on the Company's business, financiatlidon, 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 assurantéhth&ompany will be successful in asserting amdegting 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 adeeeffect on the
Company's business, financial condition, liquidityd results of operations.

Labour Costs and Shortages

Approximately 90.7% of the Company's employeeshangrly workers whose compensation is based prignaril the prevailing

provincial minimum wages, except in Alberta, whéne demand for labour has driven up the labour pesthour. In fiscal

2006, the average wage rates paid to employedseed€ompany in Alberta rose by over 20%. Any insecin these minimum
wages across Canada, except for Alberta, will imeeemployee related costs. In addition, changé®eigeneral conditions of
the employment market could affect the ability k¢ tCompany to hire or retain staff at current whyels. The occurrence of
either of these events could have a material agdweffect on the Company's business, financial ¢mmdiliquidity and results of

operations.

In addition, there can be no assurance that soraél of the employees of the Company will not urizenin the future. Such an
occurrence could increase labour costs and thdrabg a material adverse effect on the Companyisdass financial condition,
liquidity and results of operations.
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Limited Operating History as a Public Company

Although management has substantial experiendeeitbtoadline closeout retail industry, it has leditexperience operating the
Company as a public entity. To operate effectivihg, Company will be required to continue to impégmchanges in certain
aspects of its business, improve and expand itsagaanent information systems and develop, managédraimlmanagement

level and other employees to comply with on-goimndplit company requirements. Failure to take sudioias, or delay in the

implementation thereof, could adversely affect@mmpany's business, financial condition, liquigityd results of operations.

Dependence on External Funding Sources

The Company, like other public retailers, relieg#icantly on external funding sources to finaiitseoperations and growth. The
Company's ability to obtain additional financinglvie dependent upon its future operating perforteaigeneral economic and
competitive conditions and financial, business ather factors, many of which are beyond the Comjsacontrol.

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 presefeases 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 generatguhskd of or arranged for
the disposal of hazardous substances found atrdpeeqty. 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 egefhese 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 econmmngequences 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 thedt 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 thedaohof its business, the
Company pays expenses and incurs debt and othgatibhs to third parties. These expenses, deld®hbligations could impact
the Company's ability to produce positive operatiegults.
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The Company is entirely dependent upon the operatand 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 dftiness, including the risks
relating to the retail industry referred to aboamed the results of operations and financial cooditf the Company.

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 gredicted. 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 ather financial instruments, which could adveysdfect 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 dispitiopuate 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 XSGQDThe Company and should not be viewed as sesiof XSCOT or the
Company. As holders of Units, Unitholders do notéh¢he statutory rights normally associated witmewghip of shares of a
corporation including, for example, the right tangr "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 NosrenXSCOT 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 trus 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 applicable securities legislation.

Cash Distributions

Although the Fund intends to distribute the castedeives, less expenses and amounts, if any,hjyaile Fund in connection
with the redemption of Units, there can be no asme regarding the amounts of income to be gemelyteXS Cargo LP and

XSCOT and paid to the Fund. The actual amountsstifillutions paid by the Fund to the Unitholderlwliégpend upon numerous
factors, including profitability, debt covenantsdaobligations, the availability and cost of acqtiisis, fluctuations in working

capital, the timing and amount of capital expengisy deductibility for tax purposes of interest payts on the XSCOT Notes
applicable law and other factors beyond the comtféhe Fund, XSCOT and the Company. Cash disiohatare not guaranteed
and will fluctuate with the Company's performantkee Company and XSCOT have the discretion to astabhsh reserves for
the proper conduct of their business. Adding tos¢heeserves in any year would reduce the amoumiasi available for

distribution by the Fund in that year. There cambeassurance as to the levels of cash distribsitiorbe paid by the Fund, if
any. The market value of the Units may deterioifithe Fund is unable to meet its cash distributi@amets in the future, and
such deterioration may be material.

Cash-on-Cash Yield

Cash-on-cash yield is a useful and widely used lsupgntal measure that provides investors with mfgion on cash actually
distributed relative to trading price. Investore arnutioned that cash-on-cash yield should nostoued 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.
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Structural Subordination of the Units

In the event of a bankruptcy, liquidation or regrmgation 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@diaries, including the
approximately $19.5 million outstanding under thredit Facility at March 192007. Neither the Company nor any of the Fund's
other subsidiaries is limited in its ability to imcsecured or unsecured indebtedness.

Ability to Recover from Vendor for Breaches of Acquisition Agreement

As described under "Material Contracts — Acquisitiigreement”, the Vendor provided certain represers, warranties and
related indemnities regarding the business of X&&ahe disclosure in the IPO Prospectus andicesther matters. To support
the Vendor's obligations under the Acquisition Agrent, the Vendor placed the Subordinated LP Uhis it received in
escrow for two years, the period after which mdghe representations and warranties (other thpresentations relating to the
disclosure in the IPO Prospectus and certain taresentations) terminate. Following the completadnthe transfer of the
Purchased Assets to the Company, the Subordind®etnits and the Exchangeable LP Units are the Viemamly material
assets and it is not expected that the Vendorhaie an active business. In the event that the @aynpr the Fund suffers any
loss as a result of a breach of the representatisasanties or any other term of the Acquisitiogréement by the Vendor, the
Company may not be able to recover the amounsdbds from the Vendor. If it is able to recover #scrowed Subordinated LP
Units from the Vendor, there can be no assuranatttie proceeds from such units will satisfy thempany's loss. If the
Company is not able to recover the SubordinatetUhi®s (for instance, if the escrow has expiredgntthe Vendor may not have
sufficient property to satisfy the Company's or fuad's loss.

Leverage and Restrictive Covenants

The Company has third party debt service obligationder the Credit Facility and any replacemerdtber credit facilities. See

"Credit Agreement". The degree to which the Compnleveraged could have important consequencéisetdnolders of the

Units, including: (i) a portion of the Company'sshaflow from operations is dedicated to the paynwnhe principal of and

interest on its indebtedness, thereby reducing Suadailable for distribution to the Fund; (ii) drt of the Company's

borrowings are at variable rates of interest, whagposes the Company to the risk of increaseddsteates. The Company's
ability to make scheduled payments of principal amgrest on, or to refinance, its indebtedness eépend on its future

operating performance and cash flow, which areestilfp prevailing economic conditions, prevailimgerest rate levels, and
financial, competitive, business and other factorany of which are beyond its control.

The Credit Facility contains certain customary agieg covenants that limit the discretion of mamagat with respect to certain
business matters. These covenants place restscton among other things, the ability of the Conyp#m incur additional
indebtedness, to create liens or other encumbrateeay distributions or make certain other paymseimvestments, loans and
guarantees and to sell or otherwise dispose otsaasel merge or consolidate with another entitjaifure to comply with the
obligations in the agreements in respect of theliCeacility could result in an event of default iain, if not cured or waived,
could permit acceleration of the relevant indebéssdn If the indebtedness under the Credit Facildye to be accelerated, there
can be no assurance that the Company's assets b@sldficient to repay in full that indebtedness.

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

The income of the Company, XSCOT and the Fund mestomputed and is taxed in accordance with Canddialaws, all of

which may be changed in a manner that could adiyeastect the amount of distributable cash. Thesia be no assurance that
Canadian federal income tax laws respecting tharrent of mutual fund trusts will not be changedimanner that adversely
affects the holders of Units. If the Fund ceasegualify as a "mutual fund trust" under the Tax ,Abke income tax treatment of
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the Fund and Unitholders would be materially andeaskly different in certain respects. Furthereiest on the XSCOT Notes
and other debt accrues at the Fund level for inctamepurposes whether or not actually paid. Thel&ation of Trust provides

that an amount equal to the taxable income of thwedFRwill be distributed each year to Unitholdersoider to eliminate the
Fund's taxable income and provides that additidsaits may be distributed to Unitholders in lieu cdsh distributions.

Unitholders will generally be required to include @mount equal to the fair market value of thosédun their taxable income,
in circumstances when they do not directly recaieash distribution.

If the Fund ceases to qualify as a "mutual fundttrunder the Tax Act, the Units will cease to halidied investments for
Exempt Plans. The Fund will endeavour to ensuretli@Units continue to be qualified investmentsEaempt Plans. The Tax
Act imposes penalties for the acquisition or hajdai non-qualified investments in such plans aretdhs no assurance that the
conditions prescribed for such qualified investrsesill be adhered to at any particular time.

In addition, if the Fund ceases to qualify as mufuad trust for purposes of the Tax Act, the Fundy be required to pay tax
under Part XlIl.2 of the Tax Act. The payment of tP4H.2 tax by the Fund will affect the amount oash available for
distribution by the Fund and may have adverse apresgces for Unitholders.

On October 31, 2006, the Minister of Finance (Capahnounced the "Tax Fairness Plan". The "TaxnEa# Plan” provides
that the income tax rules applicable to publichdid trusts and partnerships will be significantlydified. In particular, certain
income of (and distributions made by) these estitiéll be taxed in a manner similar to income edrbg (and distributions
made by) a corporation. These proposals will bectiffe for the 2007 taxation year with respectasts which commence public
trading after October 31, 2006, but the applicatérihe rules will be delayed to the 2011 taxaty@ar with respect to trusts
which were publicly traded prior to November 1, 8d@lthough this transitional relief could be lasider certain circumstances,
including the "undue expansion” of an income tru€th December 21, 2006, the Department of Finasseed for public
comment the draft legislation to implement thesappsals. There is no assurance that the draftid¢igis will be enacted in the
manner proposed or at all.

On December 15, 2006, the Department of Financeda) released guidance for income trusts and @twithrough entities
that qualify for the four-year transitional relidthe guidance establishes objective tests witheasp how much an income trust
is permitted to grow without jeopardizing its traimnal relief. In general, the Fund will be pertad to issue new equity over the
next four years equal to its market capitalizatignof the end of trading on October 31, 2006 (slife certain annual limits).
Market capitalization, for these purposes, is tart@asured in terms of the value of the Fund's éssunel outstanding publicly-
traded units. The Fund's market capitalizationtfiese purposes was $86 million on October 31, 2086.safe harbour limits
are 40% for the period from November 1, 2006 to ddawer 31, 2007, and 20% each for calendar 20089 20@ 2010.
Moreover, these limits are cumulative, so that anysed limit for a period carries over into thesduent period. If these limits
are exceeded, the Fund may lose its transitiotieff lend thereby become immediately subject topgteposed rules. The "Tax
Fairness Plan" may adversely affect the marketghwfi the Fund’s units and the ability of the Fundundertake financings and
acquisitions, and, at such time as the proposezs rapply to the Fund, the distributable cash ofRhed may be materially
reduced.

Dilution and Future Sales of Units

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

consideration and on those terms and conditiorms@agstablished by the Trustees without the appaiveny Unitholders. Any
further issuance of Units will dilute the interestsexisting Unitholders. The Unitholders will ham® pre-emptive rights in
connection with such future issuances.

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 Vendottssal substantial number of its Units in the pulnliarket, the market price of
the Units could fall. The perception among the mubilat such sales may occur could also result iadmction in the market
price of the Units.
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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 certianited 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 Securityless 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 basish€othan in connection with
an internal reorganization): enter into any mergenalgamation, consolidation or other business @mation or joint venture
(other than any such transaction where the holofetise outstanding voting securities of the Fun8COT, the GP or XS Cargo
LP, as the case may be, immediately prior to stantisaction 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 ofgrer acting jointly or in
concert (other than persons who were the holdevetirig securities of the Fund, XSCOT, the GP or&&8go LP immediately
prior to such transaction) holds 20% or more of dbiéstanding voting securities of the survivingpamation 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 securitiestih@ 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 basisfahe ordinary course of
business; adopt any plan or proposal to liquiddigsolve or reorganize or seek relief under bartksupr insolvency laws;
change the size of its board of directors or testéd any; or take or permit to be taken any actiat 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 agreenesmésed 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 boardidctors of the GP and wiill
initially hold 49% of the outstanding GP Common &isaand 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 GEdgasired 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 iats 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 witlerotompanies or entities, which may give rise tofleis of interest. In
accordance with the ABCA, directors who have a nténterest in any person who is a party to aariat 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 additidwg tirectors 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 Unitho)de its capacity as such, shall incur or be scidie 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 enfaable 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,
expenses, charges or losses suffered by a Unithéilolen 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 nuastain a provision to the
effect that such obligation will not be binding updnitholders personally. Unitholders also havelibrefit of thelncome 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' liabilitgpecifically, the ITLA
provides that a unitholder will not be, as a begiefy, liable for any act, default, obligation dability of the trustee of a trust.
Although the risk that Unitholders will have anyrganal 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
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court could find Unitholders to be liable for theurfél's obligations notwithstanding the ITLA and theovisions 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 the&uthe Trustees may distribute XSCOT Notes diydatiUnitholders, 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 restricgtion Unitholders. Non-resident Unitholders arehjioited 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 comptetes-over bids in respect of the Units. As a reshise restrictions may limit
the demand for Units from certain Unitholders ameréby adversely affect the liquidity and markdugaof 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 pemsho is a party to a material contract or proposederial contract with the
GP are required, subject to certain exceptiongjgdodose that interest and abstain from voting oy r@solution 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 btengplated.

MATERIAL CONTRACTS

The following are the only material contracts, etthen contracts entered into in the ordinary cewfsbusiness, entered into by
the Fund or its subsidiaries since the inceptiothefFund:

€) the Declaration of Trust;

(b) the Acquisition Agreement;

(c) the Non-Competition Agreements;
(d) the Securityholders Agreement;
(e) the Exchange Agreement;

® the Limited Partnership Agreement;
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(9) the XSCOT Declaration of Trust;

(h) the Note Indenture;

0] the Administration Agreement;

)] the Credit Agreement; and

() the Underwriting Agreement.

Acquisition Agreement

The Acquisition was completed pursuant to the teands conditions of the Acquisition Agreement.

The aggregate consideration paid by the Compartheéovendor for the Purchased Assets consisted df187,876 in cash,
3,471,970 Exchangeable LP Units, 2,394,480 SubateéhLP Units and 5,866,450 GP Common Shares. Tmp@ny also

assumed the accounts payable and certain curednilities relating to the Purchased Assets. The aom did not assume any
long-term debt, bank debt or related party obl@agiassociated with the Purchased Assets.

The acquisition of the Purchased Assets by the @Gompvas effected on a partially tax-deferred basider the Tax Act.
Accordingly, the Company's cost for tax purposeshaf Purchased Assets was approximately $71,131/8316g the cash
consideration paid to the Vendor pursuant to thguigition Agreement.

The Acquisition Agreement contained customary re@néations and warranties and related indemnitie the Vendor in
favour of the Company and the Fund, including aesgntation and warranty from the Vendor that #® Prospectus does not
contain any misrepresentation (as that term imddfin theSecurities Ac{Alberta)).

The total maximum liability under all of the Ventorepresentations, warranties and indemnitieisnigeld, without duplication,
to the sum of all cash amounts received by the Wefrdm the Company in connection with the tranisaxst of purchase and sale
contemplated in the Acquisition Agreement. All alai under the representations, warranties and indiesiagainst the Vendor
under the Acquisition Agreement are subject toggregate deductible of $350,000 and thereafter sechf related claims must
reach an aggregate threshold of $150,000 (otherithaertain cases in respect of the representatichwarranty that the IPO
Prospectus does not contain a misrepresentatiachwiill not be subject to any deductible). Theregentations and warranties
of the Vendor survive closing of the Acquisitionr fa period of 24 months, except for certain limitegbresentations and
warranties, which survive without limitation of tenand the "no misrepresentation”, representati@iranty and indemnity,
which will survive for a period of three years.

In order to support the indemnification obligatimfg¢he Vendor, the Vendor and the Company entaredan escrow agreement
(the "Escrow Agreement) pursuant to which the Vendor deposited all ¢ Bubordinated LP Units received by the Vendor
upon the closing of the Acquisition (collectivetie "Escrowed Units), in escrow with a third party escrow agent. Hserow
will terminate and the Escrowed Units (less the amaf any claim against the Escrowed Units) wél teleased on May 17,
2007. The Vendor is entitled to transfer ownersifithe Escrowed Units at any time during the penbthe escrow to any other
member of the Vendor Group, provided that the fiexnsd Escrow Units will continue to be subjecttie escrow arrangements.
Any other transfer by the Vendor of all or any loé tEscrowed Units at any time during the periothefescrow will require the
consent of the Company. Subject to the subordinagioplicable to the Escrowed Units, the Vendor aiflo be entitled to
receive all distributions on the Escrowed Unithéotthan distributions required to satisfy clailmastthave been settled or finally
adjudicated against the Escrowed Units) duringoiméod of the escrow.

Non-Competition Agreements

Michael McKenna and the three other shareholdeth@fVendor who are employees of XS Cargo haverestmto the Non-
Competition Agreements with the Company under wieizbh such individual agreed that, until the estrlad: (i) the later of (A)
three years from the date of the closing of the, & (B) the date on which either (I) the Vendooup ceases to have the right
to appoint a director of the GP, or (ll) such irdival, together with his affiliates, beneficiallywas and controls less than 5% of
the Units (on a diluted basis); (ii) the date orickhany person or group of persons acting jointlynoconcert (other than such
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individual or his associates and affiliates or Eaexd or any of its affiliates, either individualty together) acquires more than
50% of the outstanding securities of the Fund; @idsubject to certain exceptions, XS Cargo LPtlee Fund and its affiliates
cease to carry on the business currently carriedyotihe Vendor; subject to exceptions for certaasgive investments, he will
not, directly or indirectly, operate or have anyaincial interest in any entity the principal bussmef which is the operation of
closeout retail stores in Canada.

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@ &dministration 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 statemef(it$;providing investor relations services; (¢) pding or causing to be provided
to Voting Unitholders and XSCOT Unitholders allonfnation to which Voting Unitholders and XSCOT Umwilders are entitled
under the Declaration of Trust and the XSCOT Detian of Trust, respectively, including relevantoinmation with respect to
income taxes; (d) convening meetings of Voting boliders and XSCOT Unitholders and distributing iezph 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 Unitg} ¢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 aBEQ&T.

The administration of the Fund and XSCOT underAbeainistration 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 incutygloGP 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 addél 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 prop#rtyie Company, an assignment of inventory andiarantee by the Fund.
Interest on the operating facility is payable & kander's Canadian prime rate or U.S. base rage Q8o to 0.50%, determined
based on the Company's ratio of senior debt to BBITInterest 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 maamtem of senior debt to EBITDA, current assets tweru liabilities and fixed
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 Credditlify. The limit on the term loan was increaseani $15.0 million to
$17.5 million and the limit on the operating fagilivas increased from $7.5 million to $10.0 millitor the period January 1 to
July 31 each year and further increased to $12Ikomiduring the Company’s peak purchasing periedaeen 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 $20lllomiduring the Company’s peak purchasing perieteen August 1 and
December 31. The interest rates payable on tie lman and operating facility have been amendedels but remain within
the above stated ranges.

On March 16, 2007, the Company entered into amgnatineements for the Loans that amended or waieddia financial
covenants as of December 31, 2006, with which thegany otherwise would not have complied. Afteiagobing waivers
on two covenants the Fund was in compliance with@n agreements as of December 31, 2006. Thecoganants

include a maximum senior debt to EBITDA ratio d5:2.0, a minimum current ratio of 1.5:1.0 and aimimn fixed charge
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coverage ratio of 0.85:1.0.

Securityholders Agreement

The Fund, XSCOT, XS Cargo LP, the GP and the Verdme 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 inténded to be complete. Reference is made toSewurityholders
Agreement for a complete description and the &xt of its provisions.

Directors

The Securityholders Agreement provides that thedogdirectors of the GP will initially consist di’e directors. For so long as
the Vendor Group holds, directly or indirectly, Whits or Units representing (on a diluted basis) 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@mup holds, directly or indirectly, LP Units or lthrepresenting (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 bazrdirectors of the GP, and XSCOT will vote its s&of the GP in favour of
such individuals. These board representation rigfgsnot transferable upon a transfer by the Ve@itoup 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 mainitérpro rata ownership interest in the event th&t Gargo LP or such other
subsidiary decides to issue equity securities (wigem 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, émelaf Group will be
entitled to participate pro rata on the same bafi@n exercise of this right, the Vendor Group Wil entitled to participate in
the issue of securities of XS Cargo LP at the rfeosiurable price and on the most favourable tersnsuah securities are offered
to any party. These terms could include the righéxtchange partnership units for Units.

Proposalsto Purchase LP Units

The Securityholders Agreement provides that thedRwill 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 consiaerdor the Exchangeable LP Units and SubordinafedJnits which reflects
the percentage of indirect interest of the holddrshe Exchangeable LP Units and Subordinated LRsUn XS Cargo LP,
without discount for minority position or restriotis on exchange for Units.

Tag-Along Rights

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

Amendments

The Securityholders Agreement provides that folosg as the Vendor Group owns, directly or indigatot 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 genmagher of XS Cargo
LP, with the approval of XSCOT and the Vendor Group

Securityholder Approval for Certain Matters
The Securityholders Agreement provides that norta@fund, XSCOT, the GP or XS Cargo LP may takeféHowing actions

without the prior approval of the Vendor Group ead as the Vendor Group holds or controls at [28%b of the Units (on a
diluted basis) (other than in connection with aterinal reorganization): enter into any merger, gaaation, consolidation or
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other business combination or joint venture (othan any such transaction where the holders obtitgtanding 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 sumgyvcorporation 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 outstamebting 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 assetseflind 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 considerdmbta promoter of the Fund
for the purposes of applicable securities legistatiSee "Business of XS Cargo" and "Material Cantra— Acquisition
Agreement".

INTEREST OF MANAGEMENT AND OTHERS IN MATERIAL TRANS ACTIONS
Except as otherwise disclosed in this annual infdgiom form, none of the Trustees, directors of@ig senior officers of the GP
or principal Unitholder and no associate or affdiaf any of them has a material interest, diredndirect, in any transaction

within the three most recently completed finangiahrs or within the current financial year involgithe Fund which has
materially affected or will materially affect theifd, except for the following:

1. Mr. McKenna is the controlling shareholder of thendor, which sold the Purchased Assets to XS ClaPgpursuant to
the Acquisition. See "General Development of theiBess"; and

2. The Vendor is party to a number of agreements thighCompany and its affiliates. In addition, Mr. Ké&sna and the
other shareholders of the Vendor have enteredtir@dNon-Competition Agreements with the Companye 9éaterial
Contracts" and "Retained Interest and ExchangetRigh

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
PricewaterhouseCoopers LLP, Chartered Accountargsthe Fund's auditors and such firm has preparegpinion with respect
to the Fund's consolidated financial statementst and for the fiscal period ended December 3152B@icewaterhouseCoopers
LLP is independent in accordance with the RuleBrofessional Conduct as outlined by the Institdt€lartered Accountants of
Alberta.
ADDITIONAL INFORMATION

Additional information relating to the Fund may feund on SEDAR at www.sedar.com and on the Fundbsite at
WWW.Xscargo.com
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Additional information, including trustees’, direcs' and officers' remuneration and indebtedness;ipal 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'ssdicuand analysis for the
year ended December 31, 2006, 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 agreementtudred into between XS Cargo LP and the Vendor
providing for the sale by the Vendor of the Pureub8ssets 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 affiliated 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 Litd)o exchange one Exchangeable LP Unit for ong Un
by delivering such Exchangeable LP Unit in exchaloge 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 thar268% 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 McGrawtkiompany 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 &ite 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 @@stip units of XS Cargo LP held by the Vendor.
"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" drawidelines 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.

"Underwriting Agreement" means the underwriting agreement among the RhiedCompany and the underwriters for the IPO.
"Unit" means a trust unit of the Fund other than a $p&fting Unit.

"Unitholders" means the holders of Units from time to time.

"Vendor" means Famous Brands (Edmonton) Inc., a corparatioorporated under the ABCA and owned by the Camls
Chief Executive Officer, Michael McKenna (67.5%ipdacertain other members of management.
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"Vendor Group" means, collectively, the Vendor and any sharedmldssociate or affiliate of the Vendor, includangy family

member of a shareholder of the Vendor or any compiust 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 bl ,cé 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 6,2p0rsuant to which XSCOT was established, as
the same may be amended, supplemented or restatedife 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 wheterlsttherwise.
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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, includheyaudit 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 oficgeollectively, 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 ordniieir respective subsidiaries and each memb#reo€Committee shall be
an "independent trustee" (in accordance with thinitien of "independent director”" from time to térunder the requirements or
guidelines for audit committee service under agtlie securities laws and the rules of any stockaxge on which the Fund's
units are listed for trading); provided that thetfthat a trustee is also a director of the GP mdlf disqualify the trustee from
being a member of the Committee provided that thsteée would otherwise be eligible to be a memlb¢he@ Committee. The
Committee shall perform an evaluation of its paerfance at least annually to determine whetherfitristioning 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 #utee Board may fill vacancies on the Committeeslegtion from among
its number. The Board shall fill any vacancy if timembership 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 asoaugo remains in office.
Subject to the foregoing, the members of the Cotemishall 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@dacor 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 Administrad® 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 regulatoryuneaments, 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 desw: (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 gy 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 initiatiasthe Fund's financial statements and other fila&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 busipespose 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'sifiied 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 irmallsence 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.



