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AutoCanada Income Fund
Interim Consolidated Balance Sheet

(expressed in Canadian dollar thousands)

ASSETS

Current assets

Cash and cash equivalents
Restricted cash

Accounts receivable
Inventories (note 5)

Due from related parties
Prepaid expenses

Property and equipment
Intangible assets
Goodwill (note 13)
Other assets

LIABILITIES

Current liabilities

Accounts payable and accrued liabilities
Revolving floorplan facility (note 6)
Distributions payable (note 10)

Current portion of long-term debt (note 7)
Current portion of obligation under capital lease

Long-term debt (note 7)
Obligation under capital lease
Future income taxes (note 2(d) & 12)

Contingencies (note 8)

UNITHOLDERS' EQUITY

Fund units (note 9 (a) and (¢))
Exchangeable units (note 9 (d))
Contributed surplus (note 9 (e))
Deficit

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

September 30,
2008
(Unaudited)

19,194
3,914
39,390
134,565
141

2,445

199,649

16,512
82,821
39,261

53

338,296

26,067
135,562
1,682
392

149

163,852

23,403
438

7,995

195,688

104,653
88,847
1,331

(52,223)

142,608

338,296

December 31,
2007
(Restated

- Note 2(d))

$

18,014
4,356
34,274
142,128
28
1,561

200,361

11,445
79,956
82,501

78

374,341

22,488
143,655
1,687
210
112

168,152

10,394
395
9,385

188,326

105,200

88,847

957
(8,989)

186,015

374,341




AutoCanada Income Fund

Interim Consolidated Statement of Operations, Comprehensive Income (Loss) and Deficit

(expressed in Canadian dollar thousands except unit and per unit amounts)

Three Three Nine Nine
Months Ended Months Ended Months ended Months ended
September 30, September 30, September 30, September 30,
2008 2007 2008 2007
(unaudited) (unaudited) (unaudited) (unaudited)
(Restated (Restated
- note 2(d)) - note 2(d))
$ $ $ $
Revenue
Vehicles 189,474 205,269 565,743 568,024
Parts, service and collision repair 26,492 23,141 76,638 68,277
Other 720 604 1,746 1,803
216,686 229,014 644,127 638,104
Cost of sales (note 5) 176,346 191,713 530,702 532,734
Gross profit 40,340 37,301 113,425 105,370
Expenses
Selling, general and administrative 30,491 26,905 86,723 78,061
Interest 2,151 2,991 6,732 8,116
Amortization 885 794 2,414 2,354
Goodwill impairment (note 13) 47,000 - 47,000 -
80,527 30,690 142,869 88,531
Earnings (loss) before income taxes (40,187) 6,611 (29,444) 16,839
Future income taxes (recovery)
(note 2(d) & 12) (1,869) 239 (1,391) 10,567
Net earnings (loss) & comprehensive
income (loss) for the period (38,318) 6,372 (28,053) 6,272
Deficit, beginning of period —
as previously stated (17,233) (19,479) (16,968) (478)
Change in accounting policy related to future
income taxes (note 2(d)) 8,385 8,779 7,979 -
Distributions declared (note 10) (5,057) (5,061) (15,181) (15,183)
Deficit, end of period (52,223) (9,389) (52,223) (9,389)
Earnings (loss) per unit
Basic (1.892) 0.315 (1.385) 0.310
Diluted (1.892) 0.313 (1.385) 0.309
Weighted average units
Basic 20,249,732 20,257,000 20,254,560 20,257,000
Diluted 20,249,732 20,363,365 20,254,560 20,321,817

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



AutoCanada Income Fund
Interim Consolidated Statement of Cash Flows

(expressed in Canadian dollar thousands)

Three Three Nine Nine
Months Ended Months Ended Months ended Months ended
September 30, September 30, September 30, September 30,
2008 2007 2008 2007
(unaudited) (unaudited) (unaudited) (unaudited)
(Restated (Restated
- note 2(d)) - note 2(d))
Cash provided by (used in) $ $ $ $
Operating activities
Net earnings for the period (38,318) 6,372 (28,053) 6,272
Items not affecting cash
Future income taxes (note 12) (1,869) 239 (1,391) 10,567
Unit-based compensation (note 9(d)) 19 120 121 440
Amortization 885 794 2,414 2,354
Gain on disposal of property & equipment 2n (13) @) 3)
Goodwill impairment (note 13) 47,000 - 47,000 -
7,696 7,512 20,084 19,630
Net change in non-cash working capital balances 2,760 (1,026) 6,918 (2,247
10,456 6,486 27,002 17,383
Investing activities
Business acquisitions (note 3) (8,297) - (20,801) -
Investment in variable interest entity (note 4) - - - 4,727)
Purchase of property & equipment (1,662) (525) (3,335) (2,629)
Proceeds on sale of other assets (net of purchases) 37 - 25 -
Proceeds on sale of property & equipment 223 30 247 123
Restricted cash 941) (831) 442 (628)
(10,640) (1,326) (23,422) (7,861)
Financing activities
Proceeds from long-term debt 6,495 1,096 13,561 7,251
Repayment of long-term debt (148) 2,075) (370) (2,225)
Repayment of obligation under capital lease (76) (18) (115) (66)
Repurchase of Fund units (295) - (295) -
Distributions paid to Unitholders (5,057) (5,061) (15,181) (15,183)
919 (6,058) (2,400) (10,223)
Increase (decrease) in cash 735 (898) 1,180 (701)
Cash and cash equivalents, beginning
of period 18,459 21,077 18,014 20,880
Cash and cash equivalents, end of period 19,194 20,179 19,194 20,179
Supplementary information
Cash interest paid 2,114 2,908 6,723 8,135
Transfer of inventory to property & equipment 60 238 863 1,156
Transfer of property & equipment to inventory 135 445 544 1,593

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



AutoCanada Income Fund

Notes to the Interim Consolidated Financial Statements

(Unaudited)
September 30, 2008

(expressed in Canadian dollar thousands except unit and per unit amounts)

1

Nature of operations and basis of presentation

AutoCanada Income Fund (the ‘‘Fund’’) is an unincorporated, open-ended trust governed by the laws of the
Province of Alberta and a Declaration of Trust dated January 4, 2006 and amended May 10, 2006. The Fund has
been created to invest in the franchised automobile dealership industry through an indirect acquisition of
substantially all of the assets and undertakings of Canada One Auto Group (‘‘CAG’’) and such other
investments as the Trustees may determine.

The Fund is engaged in the operation of franchised automobile dealerships in British Columbia, Alberta,
Manitoba, Ontario, Nova Scotia and New Brunswick. The Fund offers a diversified range of automotive
products and services, including new vehicles, used vehicles, vehicle parts, vehicle maintenance and collision
repair services, extended service contracts, vehicle protection products and other after market products. The
Fund also arranges financing and insurance for vehicle purchases through third-party finance and insurance
sources.

These consolidated financial statements include the accounts of the Fund, AutoCanada Operating Trust,
AutoCanada LP, AutoCanada GP Inc., and several subsidiaries thereof. Also included are Durham Motors LP,
operating as Grande Prairie Nissan, and Northern Motors LP, operating as Northland Nissan, both variable
interest entities (Note 4). All inter-entity balances and transactions have been eliminated on consolidation.

The accompanying unaudited interim consolidated financial statements have been prepared by management in
accordance with Canadian generally accepted accounting principles (“GAAP”) for interim financial statements.
The accounting principles and methods of computation adopted in these financial statements are the same as
those for the audited financial statements for the year ended December 31, 2007, except as described in Note 2.
However, the interim consolidated financial statements do not include all information and footnote disclosures
required under Canadian GAAP for annual financial statements. Accordingly, these unaudited interim
consolidated financial statements should be read in conjunction with the audited financial statements and notes
thereto for the year ended December 31, 2007.

Changes in accounting policies and recent Canadian accounting pronouncements

a) Financial instruments — presentation and disclosure (CICA Handbook Sections 3862 and 3863)

On January 1, 2008, the Fund adopted Section 3862, “Financial Instruments — Disclosures”, replacing
Section 3861, “Financial Instruments — Disclosure and Presentation.” This Section describes the required
disclosures related to the significance of financial instruments on the entity’s financial position and
performance and the nature and extent of risks arising from financial instruments to which the entity is
exposed and how the entity manages those risks. This Section complements the principles of recognition,
measurement and presentation of financial instruments of Section 3855, “Financial Instruments —
Recognition and Measurement,” Section 3863, “Financial Instruments — Presentation” and Section 3865,
“Hedges.”

The adoption of this Section required that the Fund present sensitivity analysis regarding currency risk,
interest rate risk and commodity prices risk. This disclosure has been made in Note 15 of these interim
consolidated financial statements. Comparative information about the nature and extent of risks arising
from financial instruments is not required in the year Section 3862 is adopted.



AutoCanada Income Fund

Notes to the Interim Consolidated Financial Statements

(Unaudited)
September 30, 2008

(expressed in Canadian dollar thousands except unit and per unit amounts)

b)

d)

On January 1, 2008, the Fund adopted Section 3863, “Financial Instruments — Presentation,” replacing
Section 3861, “Financial Instruments — Disclosure and Presentation.” This Section establishes standards
for presentation of financial instruments and non-financial derivatives. The adoption of this Section had
no impact on the presentation of the interim consolidated financial statements.

Capital disclosures (CICA Handbook Section 1535)

On January 1, 2008, the Fund adopted Section 1535, “Capital Disclosures.” This Section requires that an
entity disclose information that enables users of its financial statements to evaluate an entity’s objectives,
policies and processes for managing capital, including disclosures of any externally imposed capital
requirements and the consequences of non-compliance. The adoption of this Section required that
information on capital management be included in the notes to the interim consolidated financial
statements. This disclosure has been made in Note 16, Capital Disclosures.

Inventories (CICA Handbook Section 3031)

On January 1, 2008, the Fund adopted Section 3031, “Inventories.” This standard requires the
measurement of inventories at the lower of cost and net realizable value and includes guidance on the
determination of cost, including allocation of overheads and other costs to inventory. The standard also
requires the consistent use of either first-in, first out (FIFO) or weighted average cost formula to measure
the cost of inventories and requires the reversal of previous write-downs to net realizable value when
there is a subsequent increase in the value of inventories. The adoption of this Section did not have any
impact on our financial position or results of operations.

Future Income Taxes (Emerging Issues Committee (“EIC”) Abstract No 171)

On September 1, 2008, the Fund adopted EIC-171, “Future Income Tax Consequences of Exchangeable
Interests in an Income Trust or Specified Investment Flow-Through.” This abstract requires that future
income taxes related to temporary differences associated with the assets and liabilities attributable to
exchangeable interests should not be recorded prior to the conversion of the exchangeable interest. When
the exchangeable interest is presented as part of unitholders’ equity, the future income taxes should be
accounted for as a capital transaction at the time of conversion. Application should be retrospective with
restatement of prior periods commencing with the period that includes the date of substantive enactment
of the changes to the Income Tax Act (June 30, 2007). The adoption of this abstract resulted in the
following adjustments to the consolidated balance sheet and income statement {increase (decrease)}:

Three Three Nine Nine

Months Ended Months Ended Months ended Months ended
September 30, September 30, September 30, September 30,
2008 2007 2008 2007

Long-term future income tax liability - (8,575) - (8,983)
Future income tax expense - (204) - (8,983)
Opening retained earnings (deficit) - 8,779 - -



AutoCanada Income Fund

Notes to the Interim Consolidated Financial Statements

(Unaudited)
September 30, 2008

(expressed in Canadian dollar thousands except unit and per unit amounts)

Recent Canadian accounting pronouncements not yet adopted

e) Goodwill and intangible assets

In February, 2008, the CICA issued Handbook Section 3064, “Goodwill and Intangible Assets”, replacing
Handbook Section 3062, “Goodwill and Other Intangible Assets” and Handbook Section 3450, “Research
and Development Costs”. The new pronouncement establishes standards for the recognition,
measurement, presentation, and disclosure of goodwill subsequent to its initial recognition and of
intangible assets by profit-oriented enterprises. Standards concerning goodwill are unchanged from the
standards included in previous Handbook Section 3062. The new standard applies to interim and annual
financial statements relating to fiscal years beginning on or after October 1, 2008, specifically January 1,
2009 for the Fund. The Fund is currently evaluating the impact of adopting this standard.

f) Convergence with International Financial Reporting Standards

In 2006, Canada’s Accounting Standards Board ratified a strategic plan that will result in Canadian
generally accepted accounting principles (GAAP), as used by public companies, being evolved and
converged with International Financial Reporting Standards (IFRS) over a transitional period to be
complete by 2011. The official changeover date from Canadian GAAP to IFRS is for interim and annual
financial statements relating to fiscal years beginning on or after January 1, 2011. IFRS uses a conceptual
framework similar to GAAP, but there could be significant differences on recognition, measurement and
disclosures that will need to be addressed. The impact of the transition to IFRS on the Fund’s
consolidated financial statements has not yet been determined.

3 Business acquisitions

a)

On April 1, 2008, the Fund purchased substantially all of the net operating assets of 833676 Ontario Ltd.
operating as Doner Infiniti Nissan (“Doner Infiniti Nissan”) for total cash consideration of $12,504. The
acquisition was funded by drawing on the Fund's Revolving Floorplan Facility (note 6) in the amount of
$7,695 and on the Revolving Term Facility (note 7) in the amount of $4,809. The acquisition has been
accounted for using the purchase method and the consolidated financial statements include operating
results of Doner Infiniti Nissan subsequent to April 1, 2008.

The purchase price allocated to the assets acquired and the liabilities assumed, based on their fair values,
is as follows:

$
Current assets 7,530
Property and equipment 47
Intangible assets 2,053
Current liabilities (73)
Net identifiable assets acquired 9,557
Goodwill 2,947
12,504




AutoCanada Income Fund
Notes to the Interim Consolidated Financial Statements

(Unaudited)
September 30, 2008

(expressed in Canadian dollar thousands except unit and per unit amounts)

b) On July 7, 2008, the Fund purchased substantially all of the net operating and fixed assets of Cambridge
Motors Inc. operating as Cambridge Hyundai (“Cambridge Hyundai”) for total cash consideration of
$8,297. The acquisition was funded by drawing on the Fund's Revolving Floorplan Facility (note 6) in the
amount of $2,572, a Fixed Rate Term Facility (note 7) in the amount of $3,024, a draw on the Revolving
Term Facility (note 7) in the amount of $1,650 and the remaining $1,051 financed with cash from
operations. The acquisition has been accounted for using the purchase method and the consolidated
financial statements include operating results of Cambridge Hyundai subsequent to July 7, 2008.

The purchase price allocated to the assets acquired and the liabilities assumed, based on their fair values,
is as follows:

$

Current assets 2,557
Property and equipment 4,147
Intangible assets 812
Current liabilities 32)
Net identifiable assets acquired 7,484
Goodwill 813
8,297

4 Variable interest entities

On February 7, 2007, the Fund entered into a credit agreement with CAG to finance the acquisition of
substantially all of the net operating assets of a Nissan dealership (the "Nissan Dealership") by CAG for total
cash consideration of $4,727. In addition, the Fund entered into a management agreement to provide the Nissan
Dealership with management services. The Nissan Dealership is owned and operated by a subsidiary of CAG
which owns 46% of the Fund on a fully diluted basis. The Fund obtained the funds to finance the acquisition of
the Nissan dealership through its existing Revolving Term Facility (note 7) in the amount of $4,727. In
connection with this arrangement, the Fund has granted consents to CAG and its subsidiary under the terms of
the non-competition agreements entered into at the time of the Fund’s Initial Public Offering.

As a result of the Fund's financing of the purchase and the related agreements, the Fund has determined that the
Nissan Dealership is a variable interest entity [VIE] and it is the primary beneficiary as defined by AcG-15.
Accordingly, the Fund has consolidated the operating results of the Nissan Dealership subsequent to February 7,
2007.

On July 13, 2007, the Fund entered into a credit agreement with CAG to finance the opening of a Nissan
Dealership Open Point by CAG and enter into a management agreement to provide it with management services.
The Nissan Dealership Open Point is located in Prince George, British Columbia, and commenced operations on
August 31, 2007 under the name Northland Nissan, and will be owned and operated by a subsidiary of CAG
which owns 46% of the Fund on a fully diluted basis. In connection with this arrangement, the Fund obtained
Board approval to grant consents to CAG and its subsidiary under the terms of the non-competition agreements
entered into at the time of the Fund’s IPO.



AutoCanada Income Fund

Notes to the Interim Consolidated Financial Statements

(Unaudited)
September 30, 2008

(expressed in Canadian dollar thousands except unit and per unit amounts)

As a result of the Fund's financing of the purchase and the related agreements, the Fund has determined that the
Nissan Dealership Open Point is a VIE and it is the primary beneficiary as defined by AcG-15. Accordingly, the
Fund has consolidated the operating results of the Nissan Dealership Open Point subsequent to July 13, 2007.

Inventories
September 30, December 31,
2008 2007
$ $
New vehicles 100,351 107,472
Demonstrator vehicles 7,489 6,484
Used vehicles 19,284 20,917
Parts and accessories 7,441 7,255
134,565 142,128

During the three-month period ended September 30, 2008, $176,346 of inventory was expensed as cost of
goods sold which included a net increase of inventory write downs on used vehicles of $264. During the nine-
month period ended September 30, 2008, $530,702 of inventory was expensed as cost of goods sold which
included a net increase of inventory write downs on used vehicles of $227.

During the three month period ended September 30, 2008, $407 of demonstrator expense was recorded
through selling, general, and administration expense. During the nine month period ended September 30,
2008, $1,154 of demonstrator expense was included in selling, general, and administration expense.

As at September 30, 2008 and December 31, 2007, the Fund had recorded reserves for inventory write downs
of $1,362 and $1,424 respectively.

Revolving floorplan facilities
September 30, December 31,

2008 2007

$ $

New vehicles 126,814 133,622
Demonstrator vehicles 5,438 5,451
Used vehicles 3,310 4,582
135,562 143,655

The Revolving Floorplan Facility available to the Fund from Chrysler Financial Canada (“CFC”) to finance
new, demonstrator and used vehicles is $183,125, bears interest at Royal Bank of Canada ("RBC") prime rate
less 0.25%, (4.50% at September 30, 2008) and is payable monthly in arrears. The CFC Revolving Floorplan
Facility requires maintenance of certain financial covenants and is collateralized by a general security agreement
consisting of a first security interest on all present and future property, the Fund's accounts receivable, and new,
used and demonstrator vehicle inventory. The individual notes payable of the CFC Revolving Floorplan are due

9



AutoCanada Income Fund

Notes to the Interim Consolidated Financial Statements

(Unaudited)
September 30, 2008

(expressed in Canadian dollar thousands except unit and per unit amounts)

when the related vehicle is sold. The CFC Revolving Floorplan Facility may in certain circumstances restrict the
ability of AutoCanada LP and the Fund to pay distributions if the payment would result in a default under the
CFC Revolving Floorplan Facility.

A separate Revolving Floorplan Facility from the Bank of Nova Scotia (“BNS”) is available to the two
dealerships managed by the Fund. This Facility is available to finance new, used and demonstrator vehicles, is
$11,750, bears interest at Bank of Nova Scotia prime rate (4.50% at September 30, 2008) and is payable
monthly in arrears. The BNS Revolving Floorplan Facility requires maintenance of certain financial covenants
and is collateralized by a general security agreement consisting of a first security interest on all present and
future property of the managed dealerships, a $1,000 guarantee from the Fund, and the managed dealerships’
new, used and demonstrator vehicle inventory. The individual notes payable of the BNS Revolving Floorplan
are due when the related vehicle is sold. The balance outstanding on the BNS Revolving Floorplan Facility as
of September 30, 2008 is $6,094 included in the “New vehicles” balance above, $186 included in the
“Demonstrator vehicles” balance above and $318 included in the “Used vehicles” balance above.

7 Long-term debt
September 30, December 31,

2008 2007
$ $
Revolving Term Facility, due May 10, 2010 bearing interest from
RBC prime to RBC prime plus 0.75% (i) 19,900 10,000
Fixed Rate Term Facility, due September 30, 2012 bearing interest
at 5.11% per annum (ii) 2,999 -
CFC lease contracts, repayable over 24 months bearing interest
from 7.20% to 12.95% (ii1) 896 604
23,795 10,604
Less: Current portion (392) (210)
23,403 10,394

(1)  CFC provides the Fund a Revolving Term Facility. The amount of the Revolving Term Facility available
is based on certain assets (the ‘‘borrowing base’”) and a percentage of earnings before interest expense
(other than interest expense on floorplan financing and other interest), income taxes, depreciation and
amortization (“EBITDA”) of AutoCanada LP, up to a maximum amount of $50,000, and is available to
finance working capital and the acquisition of automobile dealerships. The Revolving Term Facility
matures May 10, 2010 and bears interest at RBC prime rate for amounts borrowed not exceeding the
borrowing base and RBC prime rate plus 0.75% for amounts borrowed in excess of the borrowing base.
RBC prime as at September 30, 2008 was 4.75%. This Revolving Term Facility provides for a
commitment fee of 0.30% of any unused portion payable quarterly in arrears, requires maintenance of
certain financial covenants and is collateralized by a general security agreement consisting of a first
security interest on all present and future property. The Revolving Term Facility may in certain
circumstances restrict the ability of AutoCanada LP and the Fund to pay distributions if the payment
would result in a default.

10



AutoCanada Income Fund

Notes to the Interim Consolidated Financial Statements

(Unaudited)
September 30, 2008

(expressed in Canadian dollar thousands except unit and per unit amounts)

(i)

(iii)

Bank of Montreal provides the Fund a Fixed Rate Term Loan (the “Term”). The Term loan matures
September 30, 2012 and bears interest at a fixed rate of 5.11%. Repayments consist of fixed monthly
payments totaling $20 per month. The Term loan requires maintenance of certain financial covenants and
is collateralized by a general security agreement consisting of a first fixed charge in the amount of $3,450
registered over the Cambridge Hyundai property. At September 30, 2008, the carrying amount of the
Cambridge Hyundai property was $4,046.

CFC lease contracts are collateralized by the related lease contract and lease vehicles with a carrying
value of $852.

Principal payments for the next five years are as follows:

$

2008 392
2009 395
2010 20,212
2011 188
2012 2,608
23,795

8 Contingencies

(a)

(b)

(©)

The Fund is party to a number of disputes and lawsuits in the normal course of business. Management
believes that the ultimate liability arising from these matters will not have a material impact on the
financial statements.

The Fund’s operations are subject to federal, provincial and local environmental laws and regulations in
Canada. While the Fund has not identified any costs likely to be incurred in the next several years, based
on known information for environmental matters, the Fund’s ongoing efforts to identify potential
environmental concerns in connection with the properties it leases may result in the identification of
additional environmental costs and liabilities. The magnitude of such additional liabilities and the costs
of complying with environmental laws or remediating contamination cannot be reasonably estimated at
the balance sheet date due to lack of technical information, absence of third party claims, the potential for
new or revised laws and regulations and the ability to recover costs from any third parties. Thus the
likelihood of any such costs or whether such costs would be material cannot be determined at this time.

As of September 30, 2008, the Fund had $200 outstanding in letters of credit with financial institutions.
These letters expire at different points in 2008. These letters of credit are being maintained as security for
premium payments to an insurance company and to fulfill legislative requirements of the Motor Dealer
Act in the province of British Columbia.

11



AutoCanada Income Fund

Notes to the Interim Consolidated Financial Statements

(Unaudited)
September 30, 2008

(expressed in Canadian dollar thousands except unit and per unit amounts)
9  Unitholders' equity
(a) Authorized

An unlimited number of Fund Units may be created and issued pursuant to the Declaration of Trust. All
Fund Units entitle the holder thereof to one vote and each Fund Unit has equal voting rights and privileges.

(b) Normal course issuer bid

On August 19, 2008, the Fund received approval from the Toronto Stock Exchange (“TSX”) on its notice
of intention to make a normal course issuer bid for its units from August 21, 2008 to August 20, 2009, in
accordance with the applicable rules of the TSX.

Under its normal course issuer bid, the Fund intends to purchase for cancellation up to 547,475 of its
outstanding units. As at September 30, 2008, the Fund has purchased 68,670 for a total cost of $296
including brokerage commissions. The fund returned 49,962 units to treasury with a cost of $226. The
difference between the purchase price and the carrying value of the Units was charged to Contributed
Surplus.

The difference between repurchased units and units returned to treasury are units held by the Fund of
18,708, with a cost of $67. These repurchased units are a reduction to share capital at the purchased cost
until returned to treasury.

(c) Issued

Units Amount

# $

Balance at December 31, 2007 10,949,500 105,200
Repurchase of units returned to treasury (49,962) (480)
Repurchase of units not sent to treasury (18,708) 67)
Balance at September 30, 2008 10,880,830 104,653
Units Amount

# $

Units issued on initial public offering 10,209,500 102,095
Issuance costs - (4,295)
Units issued in connection with over-allotment option exercised 740,000 7,400
Balance at December 31, 2007 10,949,500 105,200

12



AutoCanada Income Fund

Notes to the Interim Consolidated Financial Statements

(Unaudited)
September 30, 2008

(expressed in Canadian dollar thousands except unit and per unit amounts)

(d) Exchangeable LP units

Units issued on initial public offering
Issuance costs
Exchanges in connection with the over-allotment option

Balance at September 30, 2008 and December 31, 2007

(e) Contributed surplus

Units Amount

# $
10,047,500 100,475
- (4,228)
(740,000) (7,400)
9,307,500 88,847

The Fund has an Incentive Unit Option Plan (the "Plan") for certain employees, officers, directors and
trustees. Options issued under the Plan vest at a rate of one third on the three subsequent award date
anniversaries. All the options must be exercised over specified periods not to exceed five years from the
date granted. At September 30, 2008, 1,519,275 units remained reserved for issuance under the option
plan. During the three-month period ended September 30, 2008, nil options (2007 — nil) were granted to
purchase Fund Units and 31,223 options (2007 — nil) were cancelled. During the nine-month period ended
September 30, 2008, 30,000 options (2007 — 247,170) were granted to purchase Fund Units and 125,894
options (2007 — 72,819) were cancelled. At September 30, 2008, 694,254 options were exercisable at a

weighted average exercise price of $10.02.

Weighted
average
remaining
contractual life

Balance, December 31, 2007
Granted
Cancelled

Options outstanding, September 30, 2008

Yrs

3.61
4.47
3.24

2.85

Weighted
average
exercise

Units price

# $
894,318 10.03
30,000 8.17
(125,894) 10.22
798,424 9.95

On March 21, 2008, the Fund granted 30,000 options to employees of the Fund. The exercise price of the
units was equal to the fair value as at the grant date. The fair value of the options granted was estimated as
at the grant date using the Black-Scholes option pricing model, using the following assumptions:

Risk free interest rate
Expected life in years
Expected volatility
Expected dividends
Fair value per option

2.91%
5.0 years
35.3%
$1

$0.65

13
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Notes to the Interim Consolidated Financial Statements

(Unaudited)
September 30, 2008

(expressed in Canadian dollar thousands except unit and per unit amounts)

The impact of expensing the unit options for the three-month period ended September 30, 2008 was $17
(2007 - $120) and for the nine-month period ended September 30, 2008 was $120 (2007 - $440), with a
corresponding increase to contributed surplus.

10 Distributions

Distributions are discretionary and are determined based on earnings, before amortization, but reduced by
capital expenditures, subject to approval of the Trustees. Distributions totaling $0.250 were declared per Fund
Unit and the Exchangeable LP Unit respectively by the Fund for the three-month period ended September 30,
2008.

Declared Paid

$ $

Fund Units 2,732 1,824
Exchangeable Units 2,325 1,550
5,057 3,374

Distributions payable to all Unitholders in the amount of $1,682 as at September 30, 2008 were paid in October,
2008.

11 Related party transactions and balances

(a) The following summarizes the Fund’s related party transactions not disclosed elsewhere:

Three months Nine months
ended ended
September September
30, 2008 30, 2008
$ $

Management fees and non-competition fees received from a
director and companies with common directors 103 434
Rent paid to companies with common directors 1,238 3,417
Consulting fees paid to company controlled by a trustee 19 48

These transactions are in the normal course of operations and are measured at the exchange amount, which
is the amount of consideration established and agreed to by the related parties.

(b) Inaccordance with a credit agreement in place between the Fund and a related party, there is a guarantee in

place to the Fund from the related party for $1,000. The Grande Prairie Nissan Dealership has a non-
interest bearing loan, payable on demand to this related party of $1,000.

14
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Future income taxes

On October 31, 2006, the Department of Finance Canada announced proposed legislation in connection with the
taxation of income trusts and other flow-through entities (“trust legislation™) that will apply beginning with the
taxation year ended December 31, 2011 for those income trusts that are already publicly traded. In 2011, when
the Fund becomes a taxable entity, current income taxes payable will reduce net earnings and will affect
distributable cash by an equal amount.

The October 31, 2006 trust legislation was substantively enacted into law on June 12, 2007, at which time the
Fund gave accounting recognition to these new taxation rules.

While the Fund does not anticipate to be liable for current taxes until January 1, 2011, it provides for future
income taxes arising from those temporary tax differences expected to reverse after January 1, 2011, at tax rates
ranging from 25% to 31% applicable to the Fund.

In August 2008, the CICA issue Emerging Issues Committee Abstract No. 171, “Future Income Tax
Consequences of Exchangeable Interests in an Income Trust or Specified Investment Flow-Through” (“EIC-
1717). This abstract requires that future income taxes related to temporary differences associated with the assets
and liabilities attributable to the exchangeable interests should not be recorded prior to the conversion of the
exchangeable interest.

Future income tax (assets) and liabilities are recognized on temporary differences between the accounting and
tax bases of existing assets and liabilities, and not attributable to the exchangeable interests, as follows:

September 30, December 31,

2008 2007

$ $

(Restated

- note 2(d))

Property and equipment 219 225
Intangible assets 9,055 8,679
Goodwill (1,279) 481
7,995 9,385

Goodwill

Goodwill is the residual amount that results when the purchase price of an acquired business exceeds the sum of
the amounts allocated to the identifiable assets acquired, less liabilities assumed, based on their fair values at the
date of acquisition. Goodwill is allocated as of the date of the business combination to the Fund’s reporting
units that are expected to benefit from the business combination.

Goodwill is not amortized but is tested for impairment annually, or more frequently, if events or changes in
circumstances indicate that the asset might be impaired. The impairment test is carried out in two steps. In the
first step, the carrying amount of the reporting unit is compared with its fair value. When the fair value of a
reporting unit exceeds its carrying amount, goodwill of the reporting unit is considered not to be impaired and

15



AutoCanada Income Fund

Notes to the Interim Consolidated Financial Statements

(Unaudited)
September 30, 2008

(expressed in Canadian dollar thousands except unit and per unit amounts)

14

15

the second step of the impairment test is unnecessary. The second step is carried out when the carrying amount
of a reporting unit exceeds its fair value, in which case the fair value of the reporting unit’s goodwill is
compared with its carrying amount to measure the amount of the impairment loss, if any. The fair value of
goodwill is determined in the same manner as the value of goodwill is determined in a business combination as
described in the preceding paragraph, using the fair value of the reporting unit as if it was the purchase price. If
this fair value is less than the book value of the existing goodwill, an impairment write-down is booked.

As a result of performing the test described above, it was determined that an impairment had occurred which
resulted in a non-cash impairment charge of $47,000.

The Fund will continue to review the value attributed to goodwill annually or more frequently if events or
changes in circumstances indicate that goodwill might be impaired.

Economic dependence

The Fund purchases a significant proportion of new vehicles and parts and accessories from Chrysler Canada
Inc and obtains the majority of its financing from Chrysler Financial Canada.

Financial instruments

The Fund’s financial instruments consist of cash and cash equivalents, accounts receivable, accounts payable
and accrued liabilities, revolving floorplan facilities, distributions payable, long-term debt and obligation under
capital lease.

The Fund has made the following classifications:

e (Cash and cash equivalents and restricted cash are classified as financial assets held for trading
and are measured at fair value. Gains and losses related to subsequent revaluations are recorded
in net earnings;

e Accounts receivable are classified as loans and receivables and are initially measured at fair
value with subsequent measurement at amortized cost. All accounts receivable bad debts are
charged to selling, general and administrative expenses;

e Accounts payable and accrued liabilities, revolving floorplan facilities, distributions payable,
long-term debt and obligation under capital lease are classified as other liabilities and are
initially measured at fair value with subsequent measurement at amortized cost;

Transaction costs are expensed as incurred for financial instruments; and,

e Interest expense is recorded in net earnings.

Financial risk management

The Fund’s activities are exposed to a variety of financial risks of varying degrees of significance which could
affect the ability to achieve strategic objectives. The Fund’s overall risk management program focuses on the
unpredictability of financial and economic markets and seeks to minimize potential adverse effects on the
Fund’s financial performance. Risk management is carried out by financial management in conjunction with
overall Fund governance. The principal financial risks to which the Fund is exposed are described below.
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(a)

(b)

(©)

(d)

Foreign currency risk

Foreign currency risk arises from the fluctuations in foreign exchange rates and the degree of volatility of
these rates relative to the Canadian dollar. The Fund is not significantly exposed to foreign currency risk.

Interest rate risk

The Fund’s Revolving Floorplan Facilities and Revolving Term Facility are subject to interest rate
fluctuations and the degree of volatility in these rates. The Fund does not currently hold any financial
instruments that mitigate this risk. At September 30, 2008, a change in the annual interest on floating rate
debt of one percent would result in a change in annual interest expense of approximately $1,458.

Market risk

The Fund’s unit price is impacted by external market risk, including the financial health of our suppliers
and lenders. Further exposure to financial market risk is limited since there are no significant financial
instruments which will fluctuate as a result of changes in market prices.

Credit risk

The Fund’s exposure to credit risk associated with its accounts receivable is the risk that a customer will be
unable to pay amounts due to the Fund or its subsidiaries. Concentration of credit risk with respect to
contracts-in-transit and accounts receivable is limited primarily to automobile manufacturers and financial
institutions. Credit risk arising from receivables from commercial customers is not significant due to the
large number of customers dispersed across various geographic locations comprising our customer base.

Accounts receivable are aged as at September 30, 2008 by the following approximate percentages:

Current 86%
31 to 60 days 8%
61 to 90 days 4%
91 to 120 days 1%
Over 120 days 1%

The Fund evaluates receivables for collectability based on the age of the receivable, the credit history of the
customers and past collection experience. During the quarter, $568 of accounts receivable were allowed for
and $477 of previously allowed amounts were recovered. The allowance for doubtful accounts amounted
to $703 as of September 30, 2008 ($965 as of December 31, 2007). Allowances are provided for potential
losses that have been incurred at the balance sheet date. The amounts disclosed on the balance sheet for
accounts receivable are net of the allowance for bad debts.

Concentration of cash and cash equivalents exists due to the significant amount of cash held with CFC.
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(e) Liquidity risk

Liquidity risk is the risk that the Fund is not able to meet its financial obligations as they become due or can
do so only at excessive cost. The Fund’s growth is financed through a combination of the cash flows from
operations, borrowing under existing credit facilities and the issuance of equity. Prudent liquidity risk
management implies maintaining sufficient cash and cash equivalents and the availability of funding
through adequate amount of committed credit facilities. One of management’s primary goals is to maintain
an optimal level of liquidity through the active management of the assets and liabilities as well as cash
flows. Due to the dynamic nature of the business, the Fund aims to maintain flexibility in funding by
keeping committed credit facilities available (note 6 & 7).

The Fund’s liabilities have contractual maturities which are summarized below:

Current within Non-current

12 months 1-5 years

$ $

Accounts payable and accrued liabilities 26,067 -

Revolving floorplan facility 135,562 -

Distributions payable 1,682 -

Long-term debt 392 23,403

Obligation under capital lease 149 438
163,852 T 23841

(f) Fair value

The estimated fair value of accounts receivable, accounts payable and accrued liabilities, revolving
floorplan facilities and distributions payable approximate carrying value due to the relatively short-term
nature of the instruments. The estimated fair value of the obligations under capital lease and long-term debt
approximates the carrying value because interest rates are floating and approximate market rates.

16 Capital disclosures
The Fund’s objective when managing its capital is to safeguard the Fund’s assets and its ability to continue as a
going concern while at the same time maximizing the growth of the business, returns to unitholders, and benefits

for other stakeholders. The Fund views its capital as the combination of long-term debt and Unitholders’ equity.

The calculation of the Fund’s capital as of September 30, 2008 is summarized below:

Long-term debt 23,795
Unitholders’ equity 142,608
Total capital 166.403

The Fund manages its capital structure in accordance with changes in economic conditions and the risk
characteristics of the underlying assets. In order to maintain or adjust its capital structure, the Fund may assume
additional debt, refinance existing debt with different characteristics, sell assets to reduce debt, issue new units,
adjust the amount of distributions paid to its unitholders, or return capital to its unitholders.
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The Fund has externally imposed capital requirements as governed through its credit facilities and dealership
agreements with manufacturers. These requirements are to ensure the Fund continues to operate in the normal
course of business and to ensure that the Fund manages its working capital. The Fund is subject to certain
covenants on its credit facilities which include a current ratio, debt to tangible net worth ratio and fixed charge
coverage ratio. The Fund met all externally imposed capital requirements for the three-month period ended
September 30, 2008.

Seasonal nature of the business

The Fund’s results from operations for the period ended September 30, 2008 are not necessarily indicative of the
results that may be expected for the full year due to seasonal variations in sales levels. The results from
operations of the Fund have been lower in the first and fourth quarters of each year, largely due to consumer
purchasing patterns during the holiday season, inclement weather and the number of business days during the
period. As a result, our financial performance is generally less strong during the first and fourth quarters than
during the other quarters of each fiscal year. The timing of acquisitions may also cause substantial fluctuations
in operating results from quarter to quarter.
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