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MANAGEMENT DISCUSSION & ANALYSIS

REVENUE:
Sales of merchandise and other revenue totalled $38,934,000 for the 13 weeks ended April 6,
2003, a decrease of 7% from $41,960,000 in the second quarter of fiscal 2002, after adjusting
both to recognize only the commissions earned on consignment sales. On a cumulative basis,
revenue declined 2% to $88,036,000 for the 26 weeks ended April 6, 2003, from $89,613,000
during the first half of fiscal 2002, after adjusting both to recognize only the commissions earned
on consignment sales.

GROSS MARGIN:
Gross margin as a percentage of revenue decreased during the 26 weeks ended April 6, 2003 to
38.7% compared to 38.9% in the first half of fiscal 2002. The decrease resulted from continued
competitive pricing pressure from other retailers and changes in the product mix.

SELLING & STORE OPERATIONS:
Selling and store operations increased as a percentage of revenue in the quarter ended April 6,
2003 to 34.0% ($13,256,000) from 31.0% ($13,010,000) in the same quarter of the previous
year. On a cumulative basis, selling and store operations increased as a percentage of revenue
to 31.9% ($28,114,000) from 30.1% ($26,999,000). Increases in selling and store operation
expenses are a result of two more outlets opened and five closed in the first half (compared to
seven opened last year) and reduced sales volumes through existing outlets without corollary
decreases in selling and store operation expenses.

GENERAL & ADMINISTRATIVE EXPENSES:
General and administrative expenses increased as a percentage of revenue in the quarter ended
April 6, 2003 to 6.4% ($2,508,000) from 4.0% ($1,698,000) as a result of the consolidation of
expenses of the consulting division and infrastructure costs increasing more rapidly than sales.
For the same reasons, general and administrative expenses as a percentage of revenue increased
on a cumulative basis to 5.9% ($5,189,000) during the 26 weeks ended April 6, 2003 compared
to 3.7% ($3,276,000) during the first half of fiscal 2002.

DEPRECIATION & AMORTIZATION:
Depreciation and amortization increased in the first half of fiscal 2003 compared to the same
period in the previous year as a result of higher than normal depreciation charges with respect to
outlets that have closed.

INTEREST:
Interest decreased 100% during the 26 weeks ended April 6, 2003 to $nil from $7,000 in 2002 as
a result of the Company carrying no bank indebtedness.

INCOME TAXES:
The effective income tax rate of 91.7% in the first half of fiscal 2003 results from unrealized
foreign exchange losses and the inability to tax effect losses in certain jurisdictions. The effective
income tax rate of  41.6% in the first half of fiscal 2002 approximates statutory tax rates in effect
during the period (41.5%) except for small timing differences, non-deductible expenditures and
other items.

LIQUIDITY & CAPITAL RESOURCES:
The Company opened two outlets and closed 5 during the first half of fiscal 2003 (seven in the
first half of fiscal 2002) and incurred capital expenditures of $838,000 ($852,000 in the first half
of fiscal 2002). Cash flow from operations before changes in working capital decreased 75% to
$751,000 in the first half of fiscal 2003 from $2,967,000 in the corresponding half of fiscal 2002.
Cash at April 6, 2003 totalled $2,358,000 ($6,359,000 at April 6, 2002) and working capital totalled
$48,220,000 ($49,665,000 at April 7, 2002). The Company has short term demand borrowing
facilities totalling $15,000,000 which is sufficient for planned expansion including any potential
inventory acquisitions.

To our Shareholders,

The second quarter of fiscal 2003 was a challenging quarter for
Liquidation World as it was for the general retail sector. Many retailers found
this quarter to be a difficult quarter for a variety of reasons related to weather,
geopolitical issues and the economy and we were no exception seeing significant
declines in same outlet sales. As a low cost operator, we are able to weather this
turbulence until prospects improve.

The reported loss of $848,000 includes the costs of closing 5 outlets
and a foreign exchange loss of $276,000 resulting from the translation of our
U.S. assets and weakening U.S. dollar. In the medium term, the weaker U.S.
dollar works to our advantage.

The Management and Executive teams at Liquidation World remain
positive and focused on getting past these challenging times and moving forward
with a pro-active approach in dealing with the many issues that confront us.
Our Company continues to maintain a strong balance sheet that will allow us to
take advantage of new opportunities in inventory acquisition and growth. We
continue to open new outlets as we begin quarter three. Woodstock and Sudbury,
Ontario are our latest openings. These two outlets take advantage of existing
marketing and distribution infrastructures and increase the Company's
penetration in the Ontario marketplace. We will also soon be opening in Paris,
and Blenheim Ontario and negotiations on other locations are currently in the
works.

We are encouraged by new developments with our subsidiary companies,
Product Management Corporation and Clear Thinking Group. New inventory
opportunities continue to present themselves and new information systems and
procedures are helping to streamline operations.

On behalf of the Executive and Management teams and our family of
over 1700 Liquidation World Associates I thank you for your continued support.

Sincerely,

Dale Gillespie
C.E.O., Chairman of the Board and Founder
May 22, 2003



CONSOLIDATED BALANCE SHEETS
(in thousands of Canadian dollars)

April 6 October 6
2003 2002

(unaudited)

Assets
Current assets

Cash and equivalents $ 2,358 $ 5,447
Accounts receivable 827 1,051
Inventory 44,994 44,677
Prepaid expenses 1,633 1,930
Income taxes recoverable 4,923 2,998

54,735 56,103

Capital assets 5,841 5,749

Investment in affiliate 619 587

Goodwill 278 278

$ 61,473 62,717

Liabilities and Shareholders' Equity

Current liabilities
Accounts payable and

accrued liabilities $ 6,515 $ 7,815

Shareholders' equity
Share capital 15,990 15,971
Retained earnings 38,968 38,931

54,958 54,902

$ 61,473 $ 62,717

See accompanying notes to consolidated financial statements.

LIQUIDATION WORLD INC.
Notes to Consolidated Financial Statements
For the 26 weeks ended April 6, 2003
(amounts in thousands of Canadian dollars, except per share amounts).

1. Basis of Presentation:

The accompanying unaudited consolidated financial statements for Liquidation World Inc. (the
"Company") have been prepared in accordance with Canadian generally accepted accounting
principles for interim financial statements. The financial information included herein is unaudited.
These interim financial statements follow the same accounting policies and methods of application
as the most recent annual audited financial statements dated October 6, 2002. The disclosures
herein are incremental to those included within the annual financial statements. These interim
financial statements should be read in conjunction with the annual statements.

2. Share capital:

(a) Issued:

Number
of Shares Amount

Balance, October 6, 2002 8,538,756 $ 15,971
Issued on exercise of share options 4,000 19

8,542,756 $ 15,990

(b) Stock Options:

Number Weighted
of average

options exercise price

Stock options outstanding October 6, 2002 604,830 $ 6.77
Exercised 4,000 4.70
Cancelled/expired 132,825 6.91

468,005 $ 6.74

3. Related party transactions:

The Company leases three buildings for three of its retail locations from a company owned by an
officer of the Company and a partnership of which the same company is a partner. Base rents
approximate $59 per year to 2003, $61 per year to 2005 and $111 per year to 2008. Purchases
from an affiliated company were $1,009 during the quarter ended April 6, 2003.



CONSOLIDATED STATEMENTS OF EARNINGS & RETAINED EARNINGS
For the periods ended April 6, 2003 and April 7, 2002
(unaudited) (In thousands of Canadian dollars, except per share amounts)

13 Weeks Ended 13 Weeks Ended 26 Weeks Ended 26 Weeks Ended
April 6, 2003 April 7, 2002 April 6, 2003 April 7, 2002

Revenue $ 38,934 $ 41,960 $ 88,036 $ 89,613
Cost of Sales 23,886 25,643 53,540 54,660

15,048 16,317 34,496 34,953

Expenses
Selling and store operations 13,256 13,010 28,114 26,999
General and administrative 2,508 1,697 5,189 3,276
Depreciation and amortization 408 345 746 694
Interest – – – 7

16,172 15,052 34,049 30,976

Earnings (loss) before income taxes (1,124) 1,265 447 3,977

Income taxes (276) 509 410 1,656

Net (loss) earnings (848) 756 37 2,321

Retained earnings
beginning of period 39,816 38,455 38,931 36,890

Retained earnings
end of period $ 38,968 $ 39,211 $ 38,968 $ 39,211

Earnings (loss) per share
Basic $ (0.10) $ 0.09 $ 0.00 $ 0.27
Fully diluted $ (0.10) $ 0.09 $ 0.00 $ 0.27

Shares outstanding at period end 8,542,756 8,577,856

Options outstanding at period end 468,005 640,830

SEGMENTED INFORMATION

(unaudited) (In thousands of Canadian dollars)

13 Weeks Ended 13 Weeks Ended 26 Weeks Ended 26 Weeks Ended
April 6, 2003 April 7, 2002 April 6, 2003 April 7, 2002

Revenue
Canada $ 31,690 $ 32,084 $ 71,433 $ 70,499
United States 7,244 9,876 16,603 19,114

TOTAL $ 38,934 $ 41,960 $ 88,036 $ 89,613

Capital Assets
Canada $ 5,277 $ 4,167
United States 564 615

TOTAL $ 5,841 $ 4,782

See accompanying notes to consolidated financial statements.

CONSOLIDATED STATEMENTS OF CASH FLOWS
(unaudited) (In thousands of Canadian dollars)

13 Weeks Ended 13 Weeks Ended 26 Weeks Ended 26 Weeks Ended
April 6, 2003 April 7, 2002 April 6, 2003 April 7, 2002

Cash provided by (used in):

Operations
Net earnings (loss) $ (848) $ 756 $ 37 $ 2,321
Add (deduct) non- cash items:

Depreciation & amortization 408 345 746 694
Equity in income of affiliate (17) (26) (32) (48)

(457) 1,075 751 2,967

Changes in non-cash
operating working capital

Accounts receivable 1,306 (1,523) 224 (1,422)
Inventory (5,061) (985) (317) 3,107
Prepaid expenses (206) (418) 297 (433)
Accounts payable and

accrued liabilities (3,487) (93) (1,300) 4,046
Income taxes (1,442) (1,031) (1,925) (1,857)

(9,347) (2,975) (2,270) 6,408

Investments
Purchase of capital assets (370) (566) (838) (852)
Business acquisition – (104) – (104)

(370) (670) (838) (956)

Financing
Proceeds on issuance

of common shares 10 22 19 405

Increase (decrease) in cash (9,707) (3,623) (3,089) 5,857

Cash & equivalents,
beginning of period 12,065 9,982 5,447 502

Cash & equivalents,
end of period $ 2,358 $ 6,359 $ 2,358 $ 6,359

Supplemental disclosure of
cash paid for:

Income taxes $ 1,175 $ 1,361 $ 2,336 $ 3,481
Interest – – – 8

$ 1,175 $ 1,361 $ 2,336 $ 3,489

See accompanying notes to consolidated financial statements.


