FINANCIAL STATEMENTS

E I Recreational Equipment, Inc. and Subsidiaries
WWW.rei.com For the years ended December 31, 2008 and 2007

° Grant Thornton

Report of Independent Certified Public Accountants

Board of Directors
Recreational Equipment, Inc.

We have audited the accompanying consolidated balance sheets of Recreational Equipment, Inc. and Subsidiary (collectively the “Company”) as of
December 31, 2008 and 2007, and the related consolidated statements of income, members’ equity, and cash flows for the years then ended. These
financial statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements based
on our audits.

We conducted our audits in accordance with auditing standards generally accepted in the United States of America as established by the American Institute
of Certified Public Accountants. Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the financial
statements are free of material misstatement. An audit includes consideration of internal control over financial reporting as a basis for designing audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the Company’s internal
control over financial reporting. Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and significant estimates made by management, as well as
evaluating the overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects, the financial position of Recreational
Equipment, Tnc. and Subsidiary as of December 31, 2008 and 2007, and the results of their operations and their cash flows for the years then ended in
conformity with accounting principles generally accepted in the United States of America.
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Seattle, Washington
March 17, 2009

Recreational Equipment, Inc. Recreational Equipment, Inc.
CONSOLIDATED BALANCE SHEETS CONSOLIDATED STATEMENTS OF INCOME
December 31, 2008 and 2007 For the years ended December 31, 2008 and 2007
(IN THOUSANDS) (IN THOUSANDS)
2008 2007 2008 2007
Assets
Current asscls: _
Cash and cash equivalents s Mo s 13,506 Net sales $ 1434560 § 1,342,024
Shoxt-tecm investments - 131,447 Cost of sales 830,125 754,671
Accounts receivable, less allowance for doubtful accounts = =
of $673 and §256, respectively 11,719 2615 Gross profit 604,444 587,353
Inventories 206,484 180,971
Deferred income taxes 28,887 23248 Operating expenses:
Prepaid expenses and other 22,75(—) 17,880 Payroll-related expenses 272,929 253,852
Total current assets 410,585 389,667 Occupancy, general and administeative 257,924 226,975
Property, plant, and equipment, net 383,774 368,360 530,853 480,827
Deferred income taxes 9,023 3,526 CO
Other 5296 503 Operating income 73,591 106,526
Total asscts $ 808678  § 768,356 Other income, net 8,603 10798
Liabilities and members’ equity Income before patronage refunds and income taxes 82,194 117,324
Cureent liabilities:
Accounts payable $ 58,770 $ 64,996 Patro fund: t 22 2
Customer related obligations 77406 69,986 areonage retands, ne 4223 53,423
Patronage refunds payable 70,572 58,598 Income before income taxes 17,971 63,901
REI Visa rebate payable 34,126 28451
Business taxes and other accrued liabilities 25,327 21,537 ;
Accrued payroll and related bencfits 257258 37073 Provision for income taxes 3,505 24T
Retirement and profit-sharing liabilities 15479 19451 .
fncome taxes payable 7.024 8319 Net income § 14466 § 4947
Total current liabilities 313,962 308,441
Deferred rent and other liabilities 49,288 41,882
Members’ equity:
Memberships 114,996 102,067
Retained carnings 330432 315,966
Total members’ equity 445428 418,033
Total tiabilities and members’ equity 5 808678 § 768,356
The accompanying notes are an integral part of these financial statements. The accompanying notes ace an integral part of these financial statements.




Recreational Equipment, Inc.
CONSOLIDATED STATEMENT OF MEMBERS’ EQUITY

For the years ended December 31, 2008 and 2007

(IN THOUSANDS)
Total
Retained Members”
Memberships Earnings Equity
Balance at Decembex 31, 2006 $ 92,675 $ 274,539 $ 367,214
Memberships issued 9,392 - 9,392
Net income - 41,427 41,427
Balance at December 31, 2007 102,067 315,966 418,033
Memberships issued 12,920 12,929
Net income 14,466 14,466
Balance at December 31, 2008 $ 114996  $ 330,432 § 445,428

The accompanying notes are an integral part of this financial statement.

Recreational Equipment, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

For the years ended December 31, 2008 and 2007

NOTE A - SIGNIFICANT ACCOUNTING POLICIES

1. Business Overview

Recreational Equipment, Inc. and its subsidiary (“REI” or the “Company”) operate as a cooperative for the
purpose of purchasing and selling outdoor equipment and sporting goods through 105 retail stores located
throughout the United States and via the Intemet and mail order to the United States and intecnationally.
The Company sells and services gift cards through its wholly owned subsidiary, REI Customer Services, Inc.

2. ingi| f Consoli

The consolidated financial statements include the accounts of thc Company and its wholly owned subsidiary.

All intercompany balances and ions have been eliminated upon

3. Jse of Estimates

The p ion of financial in ity with ing principles generally accepted in the
United States of America fequizes management to make eshmates and assumptions that affect the amounts
ceported in the lidated financial and panying notes. Actual results could differ from

those estimates.
4. sh an sh_E

The Company iders all highly liquid i with orginal matugdtics of three months or less to be
cash equivalents. Cash and cash equivalents include payments due from banks for third-party credit card and
debit card deposits which are typically reccived within 24 to 48 hours of the sales transaction, except for
teansactions occursing on a Friday, which are generally processed the following Monday. Amounts due from
banks for these transactions, which are classified as cash, totaled $9,318,000 and $9,365,000 at

December 31, 2008 and 2007, respectively. The Company maintains cash and cash equivalent balances with
financial institutions that exceed federally insured limits. The Company has not experdenced any losses
related to these balances, and management believes its credit sk to be minimal.

5. Cash Management

The Company’s cash management system provides for the reimbursement of all major bank disbursement
accounts on a daily basis. Accounts payable at December 31, 2008 and 2007 included $8,453,000 and
$13,406,000, respectively, of checks issued but not yet presented for payment. Furthemmore, accrued payroll
at December 31, 2008 and 2007 included $6,461,000 and $1,204,000, respectively, of checks issued but not
yet presented for payment.

Recreational Equipment, Inc.
CONSOLIDATED STATEMENTS OF CASH FLOWS
For the years ended December 31, 2008 and 2007

(IN THOUSANDS)

2008 2007
Operating activities
Net income $ 14,466 $ 41,427
Adjustments to reconcile net income to net cash
provided by operating activities:

Depreciation and amortization 50,487 40,772

Provision for sales returns 4,006 2,169

Benefit from deferred income taxes (11,136 (3,623)

Deferred rent expense 1,661 1812

Loss on sale of equipment and asset write-downs 572 16

Changes in operating assets and liabilities:

Decrease (Increase) in accounts receivable 10,896 (9,981)

Increase in inventories (20,399) (22,956

Increase in prepaids and other current asscts (4870 (5,750)

(Decrease) Increase in payables and other accrued expenses (3347 27,769
Net cash provided by operating activities 42,336 71,755
Investing activities:

Purchases of short-term investments - (1,191,072

Proceeds from sale of short-term investments 131,447 1,204,823

Purchases of property and equipment (70,214 (105,283)

Proceeds from landlords for leaschold improvements 10,741 9,135
Net cash provided by (used in) investing activitics 71,974 (82,397)
Financing activities:

Proceeds from sale of memberships 12,929 9,392
Net cash provided by financing activities 12,929 9,392
Net increase (decrease) in cash and cash equivalents 127239 (1,250)
Cash and cash equivalents at beginning of year 13,506 14,756
Cash and cash equivalents at end of year s 14045 § 13,506

] discl of cash flow i
Cash paid for
Interest $ - $ 27
Income taxes $ 15,588 $ 28,971

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

Recreational Equipment, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

For the years ended December 31, 2008 and 2007

NOTE A - SIGNIFICANT ACCOUNTING POLICIES - Continued

6. hogt-’ 5
Short-tem i held at D ber 31, 2007 consisted primaily of auction rate secunities purchased
from instituti Such ities have legal ities that typically are at least 20 ycars, but have interest

rates that reset on a pedodic basis (typically less than 90 days). Furthermore, the Company had the rghe to
sell these securities at each reset date, and as such are deemed short-term investments. These securties were
carried at cost, which approximates fair value and which is based on quoted market values. Beginning in
mid-February 2008, many auction rate securities failed auction due to sell orders exceeding buy orders.
Anticipating this possibility, the Oompany sold their investments in auction rate securities in advance of these
failed aucnons and did not experence any losses related to the sales of these securities. The Company did
not hold any sk at D ber 31, 2008.

7. Fair V £ Financial Instruments

The carcying value of financial instruments, including cash and cash equivalents, receivables, and payables,
approximate fair value at December 31, 2008 and 2007.

8. Inventories

Inventories are valued at the lower of cost or macket. Cost is d ined by using a weighted-av cost

mcthod The Company records a write-down of inventories which are obsoletc or slow-moving based upon
P and the application of the specific identification method.

9. B Pi

Property, plant, and equipment are recorded at cost. Depreciation is computed prmaly by using the
straight-line method based on the assets’ estimated useful lives, which are 15 to 30 years for buildings and
improvements; 3 to 10 years for cqu.ipmcm_, fumiture, and Bxtures; and 3 years for rental equipment.
Leasehold imp are ized using the straight-line method over the lease pedod or useful life of
the impro hich is shorter. Mai and repairs ate charged to expense as incurred, and
rencwals and bcrrctmcnts which add to the productive capacity or extend the useful life of the asset are
capitalized. Pre-opening costs for new store locations are expensed as incurred.

The Company capitalizes certain costs incurred in connection with developing or obtaining intemal-use
software in accordance with Statement of Position (SOP) No. 98-1, Accounting for the Costs of Computer Sofiware
Deselaped for or Obtaied for Iniernal Use. Costs of $2,249,000 and $4,522,000 were capitalized for the years
ended December 31, 2008 and 2007, zespectively, and have been recorded within property, plant, and
equipment.



Recreational Equipment, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

For the years ended December 31, 2008 and 2007

NOTE A - SIGNIFICANT ACCOUNTING POLICIES - Continued

10.  Deferced Rent

As part of entering into certain retail store leases, the lessor provides the Company with a tenant
improvement allowance. Typically, such allowances are in the form of cash and represent reimbursements to
the Company for tenant improvements made to the leased space. These improvements are capitalized as
Gxed assets, and the allowances are classified as a deferred rent liability. In accordance with Financial
Accounting Standards Board (FASB) Technical Bulletin No. 88-1, Iiswes Relating to Acconnting for Leases, this
incentive is considered a reduction of rental expense by the lessee over the term of the lease and recognized
on a straight-line basis over the same term. Tenant allowances in the amounts of $35,049,000 and
$28,049,000 were included as a component of deferred rent dudng the years ended December 31, 2008 and
2007, respectively.

A majority of the Company’s retail store leases have payment escalation clauses. The Company records reat
expense on a straight-line basis in accordance with SFAS No. 13, Aeounting for Leases. Rent expense in excess
of cash payments is recorded as a deferced cent obligation.

11 Revenue Recognition

The Company recognizes revenue from product sales when products are purchased by at the
Company’s stores ot when products are shipped for intemet t and mail ocder. Revenue is recorded net of
estimated sales discounts and allowanices foc rerums. Shipping revenue is included in net sales and the
related costs of shipping are included in cost of goods sold. Proceeds received from gift cards are recoeded

" as deferred revenue whichis a p of related obligations on the lidated balance
sheets. The Company recognizes revenue associated with gift caeds at such time as the items are redeemed
for merchandise or services, or redemption becomes unlikely. The determination of the likelihood of
redemption is based on an analysis of the Company’s historical redemption trends. The Company collects
amounts from customess, which under common trade practices are referred to as sales taxes, and records
these amounts on a net basis.

12, Memberships
As a cooperative, the Company is owned by its members. Each member is entitled to one vote in the
election of the Company’s Board of Directors. Since January 1, 2008, the nonrefundable, nontransferable,

one-time membership fee has been $20 dollars. During 2007, the fec was $15 dollass. As of
December 31, 2008, there were approximately 9.4 million members.
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Recreational Equipment, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

For the years ended December 31, 2008 and 2007

NOTE A - SIGNIFICANT ACCOUNTING POLICIES - Continued

16. Adverisin

The Company expenses the costs of advertising as incurred to catalogs and engage in other
activitics, to increase brand awareness and stmulate demand. The Company receives cooperative advertising
expense reimbursements from vendors who support their marketing and advertising activities. Cooperative
reimbursements from vendors are recorded in the pedod the related advertising expenditure is incuzred. The
vendor consideration is classified as a reduction of advertising expense when the reimbursement represents
specific, i d identifiable costs. Advertising expense for the years ended December 31, 2008 and
2007 was $39,445,000 and $33,710,000, respectively.

17 Asset Impaiment and Closure of Gertain Operations

When facts or cnrcumstances indicate that the carrymg values oﬂong -lived assets may not be recoverable, an
evaluation for i is perf d. An assetis idered impaired when estimated undiscounted,
future cash fows ace less than the carrying amount of the asset. In the event that the carrying amount of
such asset is not deemed recoverable, the asset is adjusted to its estimated fair value. Fair value is generally

d ined based upon a di d futuce cash flow model. Property, plant, and equipment assets ate
grouped at the lowest level in which there ate identifiable cash flows when assessing impairment. Cash flows
for cetail assets are ids d divid dingly, as of December 31, 2008, the asscts

atthe i i store level. A
of one retail location were adjusted to their estimated net realizable value, which resulted in a reduction in the
carcying value of property, plant and equipment of $488,000, which is reflected in occupancy, general and
administrative expenses. No other long-lived assets are considered impaired at December 31, 2008.

18. Sabbatical Leave

In accordance with the provisions of BITF 06-02, Avsnting for Sabbatical Leave and Otber Similar Benefits
Purswant to FASB Starement No. 43, the Company records the p jon cost iated with sabbatical
teaves over the requisite service periods. The Company provides paid leave to employees with secvice of 15
ormore years. The sabbagcal leave liability as of December 31, 2008 and 2007 was $3,119,000 and

$2,853,000, respectively.
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Recreational Equipment, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

For the years ended December 31, 2008 and 2007

NOTE A - SIGNIFICANT ACCOUNTING POLICIES - Continued

13. Patronage Refund

The Company declates a patronage refund to members based on the level of qualifying member purchases
during the year, which is limited to the distribution of operating income as defined, as required by the
Company’s bylaws. Members have an unqualified dght to redeem their refunds in the year they are issued
plus the succeeding year. For example, if a patronage refund is issued in February 2008 for 2007 calendar
year purchases, those members would have 2 night to redeem their refund through December 31, 2009.
Members lose their ght to redeem the refunds allocated to them if they do not request payment or obtain a
merchandise credit within this period. Members may redeem their refunds for merchandise credit upon
ceceipt of the refund notice, or they may redeem the refunds for cash berween July 1st and December 31st in
each year the dividend is outstanding. The Company records the patronage refunds payable liability based
upon its csnmatcd rcfunds that will be claimed by its members prior to the refund expiration date. The
Company has 1 3 thatd that less than 100% of its members claim their
patronage refunds within thc time perod these refunds are available to them. The 2008 patronage refunds of
$64,223,000 are net of estimated refunds that will expice at the end of 2010, and the 2007 patronage refunds
of $53,423,000 are net of estimated refunds that will expire at the end of 2009.

14. Customer Related Obligations

Customer related obligations consist paimasly of defeered revenue for untedeemed gifts cards and
merchandise credits. The Company recognizes income from gift cards and merchandise credits whea: 1) the
gift card or handise credit is red d by the or 2) the likelihood of the gift card or

handise credit being red d by the is remote (breakage). Breakage rates are detesmined
based upon historical redemption pattems. Gift card and merchandise breakage income is included in other
income in the consolidated statements of income.

15. Income Taxes

The Company operates as a coopertive subject to taxes on all income not distributed to members. The
Company computes income taxes using the asset and liability method, under which deferred income taxes are
provided for the temporary differences between the carcying amounts of assets and liabilities for financial
reporting purposes and the tax basis. The deferred tax assets and liabilities are calculated using the enacted
tax rates that are expected to be in effect when the diffecences are expected to reverse. The Company
establishes a valuation allowance for deferred tax assets if it is more likely than not that these items will expire
before the Company is able to realize the benefit or future deductibility is uncertain.
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Recreational Equipment, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

For the years ended December 31, 2008 and 2007

NOTE A - SIGNIFICANT ACCOUNTING POLICIES - Continued

19. Recent A ing Ps

In July 2006, the FASB issued Interpretation No. 48, Acconnting for Uncertainty in Inconie Taoces - an interpretation

of EASB Starement No. 109 (FIN 48). This interpretation clarifies the ing for inty in income
taxes ized in an prse’s financial n d: with SFAS No. 169, Accounting for Income
Taxes. This interp ion p ibes a ition threshold and attribute for the financial

ition and of a tax position taken or expected to be taken in a tax cetuen. This

interpretation also provides guidance on derecognition, classification, interest and penalties, accounting in
interim periods, disclosure, and transition. In December 2008, the Financial Accounting Standards Board
issued FASB Staff Position (FSP) FIN 48-3, Effectite Date of FASB Interpretation No. 48 for Certain Nonpublic
Eunterprises (FSP FIN 48- -3). FSP FIN 48-3 permits an entity within its scope to defer the effective date of
48 (Interp ion 48), A ing for Uncertainty in Income Taxes, to its annual financial

for fiscal years beginning after December 15, 2008. The Company has elected to defer the
application of Interpretation 48 and will adopt this i interpretation for the year ending December 31, 2009.
The Company eval its tax posi using the pxov:sxon; of FASB Statement 5, Accounting for
Contingencies. Accordingly, a contingency is recognized when it is probable that 2 liability has been incucred as
of the date of the financial statements and the amount of the loss can be reasonably estimated. The amount
recognized is subject to estimate and management ;udgmenr with fespect to the likely outcome of each
uacertain tax position. The amount that is ulti d for an individual in tax position or for
all tax positions in the could differ from the amount recognized.
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Recreational Equipment, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

For the years ended December 31, 2008 and 2007

NOTE B - PROPERTY, PLANT, AND EQUIPMENT

Property, plant, and equipment consist of the following (in thousands):

2008 2007

Property, plant, and equipment:
Buildings and improvements $ 209,620 $ 198,037
Equipment, fumiture, and fixtures 268,925 230,529
Leaschold improvements 126,608 99,343
Rental equipment 3,022 2,838
608,175 530,747
Less: lated depreciation and jzation 313,706 264,837
294,469 265,910
Land 83,269 81,101
Construction-in-progress 6,036 21,349
Net property, plant, and equipment § 383774 368,360

NOTE C - LINE OF CREDIT
The Company has a line of credit available with a bank that permits bom)\vmgs of up to $25,000,000.
Interest on outstanding borrowings accrues at the pame rate which expires in June 2009. No amounts were
outstanding under this line of credit at December 31, 2008 and 2007. At December 31, 2008, approximately
$296,000 of the amounts available under the line of credit was reserved for outstanding letters of credit. The

Company was in compliance with all covenants imposed by the line of credit agreement as of
December 31, 2008 and 2007.
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Recreational Equipment, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

For the years ended December 31, 2008 and 2007

NOTE D - INCOME TAXES - Continued

Significant components of the Company’s defecced income taxes are as follows for December 31, (in
thousands):

Deferred tax assets (liabilities): 2008 2007
Current:
Patronage refunds $ 7,715 $ 5221
Inventosy basis differences (4,822) (4,529
Gift cards 14,499 14,464
Accruals for financial in excess of tax deduct 11,265 7,608
State tax expense 230 479
28,887 23,248
Noncurcent:
Fixed asset depreciation and basis differences (11,491) (2,706}
Accruals for financial in excess of tax deducti 18,061 5,201
Nonqualified pension acceual 897 1,031
Othec 1,556 -
9,023 3,526
Net deferred tax assets $ 37,910 $ 26,774

NOTE E - EMPLOYEE BENEFITS PLAN

The Company has a defined ibuti i and profit-sharing plan covering employees meeting
certain eligibility requirements (gencra]ly, one year and 1 000 houss of service). Company contgbutions are
basedonap ofehglble icip ranging from 5% to 15%, depending on [hc
Companys bili and p: rofit-st g plan Company ibutions were app

$15,034,000 and $19,063, 000 for the years ended Dcccmbcr 31, 2008 and 2007, respectively.

The Company also has a qualified, deferred P ion plan which provides the Company’s highly
compensated employees with a contribution equal to that which would have been allocated to them under
the qualified retirement plan were it not for the limitations imposed by IRC Section 401(a)(17) and

Section 415. The plan also provides a voluntary pay defereal option enabling participants to contribute a
portion of their respective annual compensation. The Compm)fs conmbuuons to the nonqualxﬁed deferred
compensation plan are based on ap of cligible p ipant comp ranging from 5% to 15%,
depending on the Company’s p bility. Total participant and employer ibutions were
$1,563,000 and $1,208,000 for the years ended December 31, 2008 and 2007, respectively.

2pp ly
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Recreational Equipment, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

For the years ended December 31, 2008 and 2007

NOTE D - INCOME TAXES

The provision for income taxes is as follows for the years ended December 31 {in thousands):

Provision for income taxes: 2008 2007
Current:
US. federal $ 3,883 3 22740
State {672) 3,357
3211 26,097
Deferred 294 (3,623)
$ 3,505 $ 22,474

A reconciliation from the U.S. statutory rate to the effective tax rate is as follows for the years ended
December 31 in th d

2008 2007
Amount Percent Amount Percent

Tax at U.S. statutory rate $ 6,290 35.00% $ 22,365 35.00%

State income taxes, net of federal
tax benefit 593 3.30% 2,182 3.41%
Tax-exempt income 421y (2.34%) 1,005) (1.57%)
Tax Credits (2,066) (11.5%) - .
Other (891) (4.96%) (1,068) (1.67%)
$ 3,505 19.50% $ 22,474 35.17%
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Recreational Equipment, Inc.
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the years ended December 31, 2008 and 2007
NOTE F - COMMITMENTS AND CONTINGENCIES
1. Leases
The Company conducts a majosity of its operations from leased facilitics that include 81 domestic retail
stores. These leases are classified as operating leases. All leases expire within the next 20 years but contain
various renewal options. Certain of these leases contain provisions for contingent rentals based on a
percentage of sales revenue. Contingent rentals totaled $156,000 and $79,000 dusing 2008 and 2007,

respectively. Rental expense under operating leases was approximately $31,050,000 and $27,009,000 for the
years ended December 31, 2008 and 2007, respectively.

Future min lease under lable operating leases as of D ber 31, 2008, are as
follows (in thousands):

2009 $ 38472

2010 40,748

2011 41,195

2012 39,833

2013 36,998

Thereafter 173,716

2. Other Commitments

In the ordinary course of opening new stores o1 remodeling existing stores, the Company enters into
ion related These are typically for a period of less than one year and
totaled approximately $900,000 as of December 31, 2008.

3. Contingencics

‘The Company is subject to legal proceedings and claims that have adsen in the ordinary course of business
that have not been finally adjudicated. In management’s opinion, these actions, when finally concluded and
detesmined, will not have a matenal adverse effect upon the consolidated financial position of the Company.

NOTE G - RELATED PARTY TRANSACTIONS

During 2006, the Company puechased a 20 percent equity interest for $1,000,000 in a company that designs
and distabutes footwear. Dusng 2007, the Company purchased additional common stock in the amount of
$251,000 which increased its equity interest to 21.6%. The Company accounts for this investment under the
equity method and recognized their proportionate share of losses during the years ended December 31, 2008
and 2007 in the amount of $393,000 and $130,000, xcspccuvely Asof Decembcr 31 2008, the Company
analyzed the ability to recover this i and d d it was not rec . As a result the
Company wrote down the value from $637,000 to $0. As of December 31, 2008, thc Company had advances
0f $1,284,000 to this entity for merchandise, which are cecorded as prepaid meechandise. The Company
expects this company to honor alt merchandise deliveries related to these advances and will be used for
merchandise in the first quarter of 2009.
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