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@WESTERNONE EQUITY

MANAGEMENT'S RESPONSIBILITY

To the Unitholders of
WesternOne Equity Income Fund (the “Fund”):

Management is responsible for the preparation aesemtation of the accompanying financial statementiuding
responsibility for significant accounting judgmemiisd estimates in accordance with Canadian gepeaadepted
accounting principles and ensuring that all infotiorain the annual report is consistent with thetesnents. This
responsibility includes selecting appropriate actimg principles and methods, and making decisgffecting the
measurement of transactions in which objective foelgt is required.

In discharging its responsibilities for the integrand fairness of the financial statements, mamege designs and
maintains the necessary accounting systems antkdelaternal controls to provide reasonable assérahat
transactions are authorized, assets are safeguangefinancial records are properly maintainedrovige reliable
information for the preparation of financial statnts.

The Audit Committee of the Board of Trustees of #énd is responsible for overseeing managemenhén t
performance of its financial reporting responsil@, and for recommending to the Board of Trusteegpprove the
financial information included in the annual repdrhe Audit Committee fulfils these responsibikitiby reviewing
the financial information prepared by management discussing relevant matters with management atetrel
auditors. The Audit Committee is also responsile 'ecommending the appointment of the Fund’s esfer
auditors.

KPMG LLP, an independent firm of Chartered Accoutdahas been appointed by the Audit Committeaithtdhe
financial statements and report directly to thethwiders; their report follows. The external auditbave full and
free access to both the Audit Committee and manageta discuss their audit findings.

March 17, 2010
“Darren Latoski”

Chief Executive Officer
WesternOne Equity Income Fund

WESTERNONE EQUITY INCOME FUND

Suite 910, 925 West Georgia Streefancouvere British Columbiae Canada V6C 3L2 e Telephone (604) 678-4042Fax (604) 681-5969
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KPMG LLP Telephone (604) 691-3000
Chartered Accountants Fax (604) 691-3031
PO Box 10426 777 Dunsmuir Street Internet www.kpmg.ca
Vancouver BC V7Y 1K3

Canada

AUDITORS’ REPORT TO THE UNITHOLDERS

We have audited the consolidated balance sheets of WesternOne Equity Income Fund as at December 31, 2009
and 2008 and the consolidated statements of income and comprehensive income, unitholders’ equity and cash
flows for the years then ended. These financial statements are the responsibility of the Fund’s management.
Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with Canadian generally accepted auditing standards. Those standards
require that we plan and perform an audit to obtain reasonable assurance whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial

position of the Fund as at December 31, 2009 and 2008 and the results of its operations and its cash flows for
the years then ended in accordance with Canadian generally accepted accounting principles.

Kns 44F
s L

Chartered Accountants

Vancouver, Canada

March 10, 2010

KPMG LLP, a Canadian limited liability partnership and a member firm of the KPMG network of
independent member firms affiliated with KPMG International, a Swiss cooperative. KPMG Canada
provides services to KPMG LLP.



WesternOne Equity Income Fund

CONSOLIDATED BALANCE SHEETS

As at
December 31, 2009

As at
December 31, 2008

ASSETS
CURRENT ASSETS
Cash and cash equivalents $ 2,069,887 $ 2,014,494
Accounts receivable 6,139,001 8,234,528
Inventories 1,454,686 1,701,980
Deposits and prepaid expenses 511,944 352,654
10,175,518 12,303,656
PROPERTY AND EQUIPMENT (Note 4) 29,536,303 35,495,003
INTANGIBLE ASSETS (Note 5) 24,353,964 28,224,196
GOODWILL 8,430,418 8,430,418
FUTURE INCOME TAXES (Note 10) 6,332,903 3,202,004
$ 78,829,106 $ 87,655,277
LIABILITIES AND UNITHOLDERS' EQUITY
CURRENT LIABILITIES
Operating loans (Note 7) $ 1,740,870 $ 1,978,657
Accounts payable and accrued liabilities 3,293,896 4,189,305
Distributions payable 691,932 660,843
Current portion of equipment financing payable @8} 70,487 92,031
Current portion of capital leases obligation (Nb4g 146,306 169,483
Current portion of term mortgage (Note 9) 16,815 15,760
Unearned revenue 73,876 119,645
Capital and acquisition loans (Note 7) 32,767,926 35,747,115
38,802,108 42,972,839
EQUIPMENT FINANCING PAYABLE (Note 8) 31,860 95,429
CAPITAL LEASES OBLIGATION (Note 14) 267,767 84,775
TERM MORTGAGE (Note 9) 321,626 335,929
FINANCIAL DERIVATIVES (Note 7) 302,686 525,079
SERIES A DEBENTURES (Note 11) 8,805,704 8,343,855
48,531,751 52,357,906
UNITHOLDERS' EQUITY 30,297,355 35,297,371
$ 78,829,106 $ 87,655,277
COMMITMENTS (Note 13)
SUBSEQUENT EVENTS (Note 21)
APPROVED ON BEHALF OF THE BOARD OF TRUSTEES
"Darren Latoski" "Douglas Scott”
Trustee Trustee

See accompanying Notes to the Consolidated Financial Satements

Page 4



WesternOne Equity Income Fund
CONSOLIDATED STATEMENTS OF UNITHOLDERS' EQUITY

Equity component

of convertible Total
Fund Units ~ Contributed debentures Retained Unitholders'
(Note 12) Surplus (Note 11) earnings/(deficit) Equity

BALANCE, December 31, 2007 34,768,888 - 1,116,250 86,634 35,971,772
Issuance of units upon conversion of Series A Debentures 426,762 426,762
Issuance of Units (net of issuance costs) 3,955,274 (6,139) 3,949,135
Issuance of Exchangeable LP Units 500,000 500,000
Issuance of units upon exercise of agent options 171,780 171,780
Equity portion relating to issuance of Series A Debentures (17,541) (17,541)
Employee unit-based compensation for the period 24,926 24,926
Net and comprehensive income for the period 1,479,365 1,479,365
Distributions declared (7,208,828) (7,208,828)
BALANCE, December 31, 200 39,822,70 24,92¢ 1,092,571 (5,642,828  35,297,37
Issuance of Units (net of issuance costs) 1,924,805 1,924,805
Issuance of units upon exercise of agent options 220,885 220,885
Employee unit-based compensation for the period 51,277 51,277
Net and comprehensive income for the period 1,131,410 1,131,410
Distributions declared (8,328,393) (8,328,393)
BALANCE, December 31, 200 41,968,39 76,201 1,092,571 (12,839,812  30,297,35

See accompanying Notes to the Consolidated Financial Statements
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WesternOne Equity Income Fund

CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME

Year ended
December 31, 2009

Year ended
December 31, 2008

REVENUE
Equipment rental $ 19,287,199 21,145,057
Equipment sales 3,902,793 5,449,160
Parts, fuel, service and others 18,469,756 10,986,218
41,659,748 37,580,435
COST OF SALES
Equipment sold 3,539,622 4,652,025
Parts, fuel, service and others 10,055,199 6,869,635
13,594,821 11,521,660
GROSS PROFIT 28,064,927 26,058,775
OPERATING EXPENSES
General and administrative 7,419,625 6,081,809
Freight 2,812,109 2,882,510
Service 3,554,359 3,141,005
Sales 2,375,741 2,407,455
Interest 2,579,492 2,392,914
Amortization and depreciation 11,042,792 5,064,549
Accretion of Series A Debentures 225,605 217,526
30,009,723 22,187,768
OTHER EXPENSES
Loss on derivatives (Note 7) 54,695 575,355
Impairment of equipment - 237,205
Impairment of intangible assets - 1,593,693
Impairment of goodwill - 1,735,155
54,695 4,141,408
LOSS BEFORE PROVISION FOR INCOME TAXES (1,999,491) (270,401)
FUTURE INCOME TAX RECOVERIES (Note 10) (3,130,901) (1,749,766)
NET AND COMPREHENSIVE INCOME $ 1,131,410 1,479,365
Basic and diluted weighted average income per unit $ 0.08 0.12
Basic and diluted weighted average number of units outstanding 13,850,643 11,925,725

See accompanying Notes to the Consolidated Financial Statements
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WesternOne Equity Income Fund

CONSOLIDATED STATEMENTSOF CASH FLOWS

Year ended

December 31, 2009

Year ended
December 31, 2008

OPERATING ACTIVITIES

Net income $ 1,131,410 1,479,365
Items not affecting cash -
Amortization of property and equipment 7,172,560 2,568,327
Amortization of intangible assets 3,870,232 2,496,222
Interest expense relating to amortization of transaction costs 368,208 213,221
Accretion of Series A Debentures 225,605 217,526
Future income tax recoveries (3,130,901) (1,749,766)
Loss/(gain) on derivatives (222,393) 525,079
Unit-based compensation 51,277 24,926
Impairment of fixed assets - 237,205
Impairment of intangible assets - 1,593,693
Impairment of goodwill - 1,735,155
Loss/(gain) on sale of property and equipment 38,979 (172,646)
9,504,977 9,168,307
Changes in non-cash working capital balances -
Accounts receivable 2,095,527 (1,825,900)
Inventories (156,821) 268,007
Deposits and prepaid expenses (159,290) 17,744
Cash held in trust - 2,015,000
Accounts payable and accrued liabilities (895,409) 1,651,400
Unearned revenue (45,769) 119,645
10,343,215 11,414,203
INVESTING ACTIVITIES
Sale of short term investments - 2,173,062
Purchase of property and egquipment (1,882,999) (9,522,429)
Proceeds from the sale of property and equipment 1,108,980 1,780,933
Acquisitions - (38,639,487)
(774,019 (44,207,921)
FINANCING ACTIVITIES
Distributions paid (8,297,305) (7,135,169)
Unitsissued for cash (net of expenses) 2,145,690 4,139,816
Debentures issued for cash (net of expenses) - 115,900
Proceeds from/ (repayment of) term mortgage (15,760) 349,902
Proceeds from/(repayment of) loans payable (3,346,428) 31,823,169
(9,513,803) 29,293,618
NET CHANGE IN CASH AND EQUIVALENTS DURING THE PERIOD 55,393 (3,500,100)
CASH AND EQUIVALENTS, BEGINNING OF PERIOD 2,014,494 5,514,594
CASH AND EQUIVALENTS, END OF PERIOD 2,069,887 2,014,494
Supplemental cash flow information:
Interest received $ 23,613 131,941
Interest paid 2,488,372 2,229,968
Conversion of convertible debentures into fund units - 414,000
Exchangeabl e units issued upon acquisition - 500,000
Assets under capital lease acquired 374,115 254,258

See accompanying Notes to the Consolidated Financial Statements
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Wester nOne Equity Income Fund

Notesto the Consolidated Financial Statements
December 31, 2009

1. ORGANIZATION AND NATURE OF OPERATIONS

WesternOne Equity Income Fund (the “Fund”) is amncaorporated, open-ended, limited purpose trust
created on June 14, 2006 and under the declaraftizost governed by the laws of British Columbide
Fund is authorized to issue an unlimited numbeaurots (“Units”) and special voting units. Each heddf

a unit of the Fund (“Unitholder”) participates prata in any distribution of the Fund. The Fund was
initially established to indirectly acquire the efssof Production Equipment Rentals Company anth suc
other investments as the trustees of the Fund “{fhestees”) may determine. The Fund commenced
operations on August 15, 2006 when it completedhitgl public offering (the “Offering”).

Through its indirectly owned subsidiaries, the Famerates equipment rental, sale and service, @aeld f
wholesale and distribution businesses in Britistu@bia and Alberta.

As at December 31, 2009 the principal lender ofRhed (the “Bank”) advanced $32,767,926 of capital
and acquisition loans to the Fund to continue titatsgic growth initiatives through business acitjoiss
and expansion of rental fleet. The capital and Bitipn loans, as described in detail in Note 7 ar
repayable on demand by the Bank. While managen&i@vies the acquisitions and capital expenditures
will continue to generate revenue and earnings troms the Fund benefits from Western Canada’s
construction and infrastructure sectors, the sicoéshe Fund depends on the ongoing financial exipp
from the Bank, by allowing the Fund to servicedé&bt obligations based on existing repayment sdaedu
As at December 31, 2009, the Fund was in compliarntteall bank covenants.

The accompanying consolidated financial statemeat® been prepared assuming the Fund will continue
as a going concern, which contemplates the reamlizaif assets and the satisfaction of liabilitiasthe
normal course of business.

2. ADOPTION OF NEW ACCOUNTING STANDARDS
New accounting standards adopted:
CICA HB Section 3064 — Goodwill and Intangible Asse

Effective January 1, 2009, the Fund adopted themetendation of Canadian Institute of Chartered
Accountants (“CICA”) Handbook Section 3064, "Gooliand Intangible Assets," which replaced the

previous standards. This revised standard estailighidance for the recognition, measurement and
disclosure of goodwill and intangible assets, idolg internally generated intangible assets. The
adoption of this standard did not have a matenpact on the Fund’'s consolidated financial

statements or notes.

Future accounting changes:
a) CICA HB Section 1582 — Business Combinations

In January 2009, the CICA issued Section 1582, iflass Combinations”, replacing Section 1581,
“Business Combinations”. This section establishies standards for the accounting of business
combinations, and states that all assets anditiabilbf an acquired business will be recordedaat f
value at the acquisition date. The standard akesthat acquisition-related costs will be expdrase
incurred and that restructuring charges will beemged in the periods after the acquisition datés Th
new Section will be applicable to financial statetserelating to fiscal years beginning on or after
January 1, 2011. Earlier adoption is permitted. Fhed is currently assessing the future impachisf t
new standard on its financial statements.
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Wester nOne Equity Income Fund

Notesto the Consolidated Financial Statements
December 31, 2009

b) CICA HB Section 1601 — Consolidated Financial Stegets

In January 2009, the CICA issued Section 1601, ¥0obtdated Financial Statements”, which replaces
the existing standards. This section establishesstandards for preparing consolidated financial
statements and is effective for fiscal years bdgonon or after January 1, 2011. Earlier adopt®n i

permitted. The Fund is currently assessing theréutmpact of this new standard on its financial

statements

c) CICA HB Section 1602 — Non-Controlling Interest

In January 2009, the CICA issued Section 1602, “KRomntrolling Interest”. This section establishes
standards for accounting for a non-controlling fiegt in a subsidiary in consolidated financial
statements subsequent to a business combinatiohis Section applies to interim and annual
consolidated financial statements relating to figears beginning on or after January 1, 2011.liéar
adoption is permitted. The Fund is currently asisgsthe future impact of this new standard on its
financial statements.

d) International Financial Reporting Standards

In February 2008, the Accounting Standards Boartficoed the date of changeover from generally
acceptable accounting principles (“GAAP”) to Intational Financial Reporting Standards (“IFRS").
Canadian publicly accountable enterprises must atleiRS for their interim and annual financial
statements relating to fiscal years beginning oafter January 1, 2011. The Fund has developed a
three-phase IFRS transition work plan, and afteirftacompleted the preliminary impact assessment,
has identified four key potential areas of impathese areas are: election of options and apmitati

of exceptions under IFRS 1, classification of Fuwmdits, impairment of assets, and financial
instruments.

3. SIGNIFICANT ACCOUNTING POLICIES

These consolidated financial statements are prdpamder Canadian GAAP and are stated in Canadian
dollars. The Fund has consolidated the asselsljtims and equity of all subsidiaries after tHaménation

of inter-entity transactions and balances. The aliaeted financial statements include the accoohthe
Fund, and its wholly owned subsidiaries, Western@qaity GP Inc. and WesternOne Equity Operating
Trust. These two subsidiaries in turn include tbheoants of their subsidiaries, WesternOne Equity LP
WEQ Production Equipment GP Inc., WEQ Productionipepent LP, WEQ Old Country Rentals GP Inc.,
WEQ Old Country Rentals LP, WEQ C&N Rentals GP |WEQ C&N Rentals LP, WEQ Deerfoot
Rentals GP Inc., WEQ Deerfoot Rentals LP, WEQ HeBtopane GP Inc., and WEQ Heat & Propane LP.

Certain comparative figures have been reclasstiiedonform with presentation adopted in the current
year.

(&) Financial Instruments

The Fund'’s financial assets and financial lialgBtiare initially recognized at their fair value ahdir
subsequent measurement is dependent on theirfidassein or designation as described below. Their
classification or designation depends on the pwgoswhich the financial instruments were acquired
or issued and their characteristics. Financiakimsents classified or designated as held for tpeie
measured at fair value with gains and losses razedrin net income. Available-for-sale financial
instruments are measured at fair value, with umedl gains and losses recognized in other
comprehensive income. Financial instruments clessds held-to-maturity, loans and receivables, and
other liabilities are measured at amortized cost.
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Wester nOne Equity Income Fund

Notesto the Consolidated Financial Statements
December 31, 2009

The following is a summary of each significant ¢atey of financial instruments outstanding as
at December 31, 2009:

Cash and cash equivalents ..........ccccccveeeeeeeens Held-for-trading
Financial derivatives* .............ccccccvvvvienvnnnnnn. Held-for-trading
Accounts receivable ............ccociiiiiniiiienee, Loans and receivables
Operating l0ans ........cccccevevevieeieeeeeeeeeecccienns Other liabilities
Accounts payable and accrued liabilities ......... Other liabilities
Distributions payable ...........cccccooee e smmmeevveeen Other liabilities

Capital and acquisition loans ..............cccceeee.e. Other liabilities
Equipment financing payable......................... Other liabilities

Term MOrtgage ........eeeeeeeeieeeieeeaaaeeeeieieieeeeees Other liabilities

Series A debentures ...........cccoooiiiiiiiie, Other liabilities

* These derivative instruments have not been dagighas hedges for accounting purposes
and are fair valued on a quarterly basis

Transaction costs that are directly attributablthoacquisition or issue of a financial asseimaricial
liability are netted against the fair value of thancial instrument on initial recognition, witle
exception of transaction costs related to finaniatruments that are classified as held for tradin
These transaction costs are then amortized ovezxpected life of the financial instrument using th
effective interest method (“EIM”). Transaction coselated to held for trading financial instruments
are expensed as incurred.

(b) Measurement uncertainty

The preparation of financial statements in conftymiith GAAP requires management to make
estimates and assumptions that affect the repangalints of assets and liabilities and disclosure of
contingent assets and liabilities at the date effthancial statements and the reported amounts of
revenues and expenses during the reporting pefi@as requiring significant management estimates
include the valuation, impairment and useful lifeintangible assets, goodwill and property and
equipment, valuation of future income taxes, andvalues of financial instruments. These estimates
are reviewed periodically (at least annually) aasl adjustments become necessary, they are reported
in earnings in the period in which they become know

Other areas requiring the use of management esniatlude the accrual of unbilled revenue at year
end, and the valuation of accounts receivable andce parts inventory.

Changes to the underlying assumptions and estinmatésgislative changes in the near term could
have a material impact on any estimates recognized.

(c) Revenue recognition

Revenue from rental contracts and logistical supfgorecognized in the period in which the related
services have been provided and collectabilitg#&sonably assured.

Service revenue, comprised of the sale of partseguibment servicing, is recognized when the parts
are delivered, the related services have been retdand collectability is reasonably assured.

Revenue from fuel wholesale and distribution isoggized at the time when the fuel is delivered, the
related services have been rendered, and colléttabireasonably assured.
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Wester nOne Equity Income Fund

Notesto the Consolidated Financial Statements
December 31, 2009

(d)

(€)

(f)

Revenue from equipment held for resale is recoghi#¢ehe time at which the contract is signed ley th
purchaser, all significant risks and rewards of exghip have been transferred to the purchaser, and
collectability is reasonably assured.

Cash and cash equivalents

Cash and cash equivalents consist of cash on hmahtamk balances, plus short term investments with
stated maturity dates of less than 90 days. Skort investments in this category are valued ategliot
market value at the year end.

Inventories

New and used equipment inventories are recordeédeaower of cost and net realizable value, with
cost determined on a specific item basis. New aedl @quipment inventory write-downs are included

in cost of sales.

Parts inventories are valued at the lower of cost iaet realizable value, with cost generally being
determined on a weighted-average basis. Partstionewrite-downs are included in cost of sales.

Property and equipment

Property and equipment are recorded at cost. Thd Bmortizes its property and equipment over their
estimated useful lives on a straight-line basifolgws:

Rental fleet * ..o 1-8 years
Tractors and trailers.......ccccveeee e 7 years
Furniture, fixtures and equUIpPMENt .......cceeereiiiiiiiiicieeeee e 5 ygar
Computer equipment and SOftWAre........ceeeeeeeeereiieiieeeeeeiei e, 5 years
Leasehold improvements .............. les$ér years and the remaining term of the lease

*net of estimated salvage value.

Amortization commences in the month in which thiatedd assets are acquired, and therefore there is
no reduction in the rate for the year of acquisitio

Effective January 1, 2009, the Fund prospectivélgnged its estimates of the useful life of its aént
fleet as a result of the Fund’s strategic decisidth respect to repairs and maintenance expenditure
on the rental fleet. Previously the Fund had airedt the rental fleet based on straight-line
amortization over ten years less the estimatedhgalvalue. The rental fleet depreciation for thary
ended December 31, 2009 would have been $3,8702362f the previous estimates were used. The
Fund now amortizes its rental fleet based on thienated remaining useful life of each item in the
fleet on a straight-line basis less the estimaabehge value.

Management reviews these assets for impairment evieerchanges in circumstances indicate that the
carrying amount of an asset may not be recoverfabia expected undiscounted future cash flows
from their expected use and eventual dispositibrsuth assets are considered to be impaired, the
impairment to be recognized is measured as the aiimuwhich the carrying amount of the assets
exceeds their estimated fair value. Any impairnisrihcluded in income for the period in which the
impairment is recognized.
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Wester nOne Equity Income Fund

Notesto the Consolidated Financial Statements
December 31, 2009

(9)

(h)

(i)

()

Intangible assets

Identifiable intangible assets are recorded at,dess any provision for permanent impairment. The
Fund does not amortize its intangible assets wiitheterminable lives. The Fund amortizes its
intangible assets with determinable lives overrthstimated useful lives on a straight-line basis:

Customer relatioNShiPs ......ocvvviveee o 10 ygar
Non-competition agreements .........c.coeeiceeeeeeviiiiiieiieecee e e 3 years
Franchise AgreemeNtS..........uueuieiiiiiiieeieeee e 12 years
Brand NAME .........ooiiiiiiiiiiiie e [ ni

Management reviews intangible assets with defitikes for impairment whenever changes in
circumstances indicate the carrying amount of agetasnay not be recoverable from expected
undiscounted future cash flows from their expectsel and eventual disposition. Management reviews
intangible assets with definite lives for impairrhext least annually. If such assets are considered
impaired, the impairment to be recognized is messas the amount by which the carrying amount of
the assets exceed their estimated fair value.&hie is estimated using discounted cash flows. Any
impairment is included in income for the periodahich the impairment is recognized.

Goodwill

Goodwill represents the excess of the cost of ajuieed enterprise over the net of the amounts
assigned to assets acquired and liabilities assuessdany subsequent write-downs for impairment.
Goodwill is not amortized and is reviewed for impaént at least annually or whenever events or
changes in circumstances indicate that the carrgimgunt may be impaired. Goodwill impairment is
assessed based on a comparison of the fair valaeegforting unit to the underlying carrying vabfe
the reporting unit’'s net assets, including goodwlil goodwill is considered to be impaired, the
impairment to be recognized is measured as the ainiyuwhich the carrying amount of the goodwill
exceeds its estimated fair value.

Foreign currency translation

Assets bought and sold during the period and tdiase relating to income in foreign currencies are
translated into Canadian dollars at the rate ipctfét the time of the related transaction. Monetar
assets and liabilities in foreign currencies atdlose of the year are translated into Canadialachoht
the rate prevailing at the year-end.

Foreign exchange gains or losses arise from rewgrtiie difference between foreign currency

balances translated at rates prevailing at penmmb-and balances translated at rates prevailing on
transaction dates. Foreign currency gains and $oase included in the results of operations in the
period in which they occur.

Income taxes and future income taxes

As the Fund will allocate all of its taxable incoraad taxable capital gains to the Unitholders, the
Fund itself will not be subject to current inconagds.

In June 2007, the Government of Canada substangaklcted new legislation to tax distributions of
publicly traded income trusts, commencing in 2044 a result, the Fund is now required to recognize
the future income tax assets and liabilities exgebdb arise when the tax on distributions becomes
applicable.
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Wester nOne Equity Income Fund

Notesto the Consolidated Financial Statements
December 31, 2009

(k)

()

Future income tax assets and liabilities are detexthbased on the temporary differences between the
tax basis of the Fund’s assets and liabilities thedamounts reported in the financial statemeatthe
extent that such temporary differences are expeotedverse on or after January 1, 2011. Future tax
assets or liabilities are calculated using the r@es for the periods in which the differences are
expected to be settled. Currently the enacted lostantively enacted tax rate is 26.5% for 2011 and
25.0% thereafter. Future tax assets are recogm@dide extent that they are considered more likely
than not to be realized.

Income per unit

Basic income per unit of the Fund is calculatedlivyding income by the weighted average number of
units outstanding during the reporting period. Bithincome per unit is calculated by dividing ineom
by the sum of the weighted average number of Unitstanding used in the basic income per Unit
calculation and the number of units that would ¢mie€d assuming a dilutive effect of the conversion
of the Series A Debentures (Note 11) and/or thecése of the Agents’ Options (Note 12). The impact
of the conversion feature is calculated using fremnverted method, and the impact of the Agents’
Options is calculated using the treasury stock ptkth

Long-term incentive plan

Under the terms of a long-term incentive plan (“BT), 15% to 20% of distributable cash in excess of
an established threshold may be set aside, suojegiproval of the Fund’s compensation committee
(the “Compensation Committee”), to purchase uniitde Fund, as required, in the market for certain
employees. The cost is accrued in the period whistriltutable cash exceeds the thresholds
established by the LTIP and amortized to generdladministrative expenses in the vesting period of
the applicable employee award.

For the year ended December 31, 2009, the Compensadbmmittee approved $Nif LTIP (2008 -
$Nil).

(m) CICA HB Section 3870 — Unit-based Compensation@ther Unit-based Payments

The Fund grants Unit options to directors, trusteesl employees pursuant to a Unit-based
compensation plan described in Note 19. Compenmsatipense is recorded for Unit options issued to
such individuals using the fair value method witboaresponding increase in contributed surplus. Any
consideration received on exercise of options emilirchase of Units is credited to fund units.

Under the fair value based method, Unit based patsrmaade to employees are measured at the grant
date and amortized on a straight-line basis owew#sting period of the options.
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Wester nOne Equity Income Fund

Notesto the Consolidated Financial Statements
December 31, 2009

4. PROPERTY AND EQUIPMENT

December 31, 2009

Accumulated Net Book
Cost Amortization Value

Rental fleet $ 35,912,836 $ 9,859,443 $ 26,053,393
Building 128,017 12,785 115,232
Land 481,133 - 481,133
Tractors and trailers 1,972,295 418,860 1,553,435
Furniture, fixtures and equipment 1,156,727 327,771 828,956
Computer equipment and software 370,348 129,049 ,29281
Leasehold improvements 401,407 138,552 262,855

$ 40,422,763 $ 10,886,460% 29,536,303

December 31, 2008

Accumulated Net Book
Cost Amortization Value

Rental fleet $ 35501,921 $ 3,618,163 % 31,883,758
Building 126,888 6,149 120,739
Land 481,133 - 481,133
Tractors and trailers 1,707,350 181,306 1,526,044
Furniture, fixtures and equipment 1,093,185 99,146 994,039
Computer equipment and software 311,871 63,491 3308,
Leasehold improvements 311,167 70,257 240,910

$ 39,533,515 $ 4,038,512 $ 35,495,003

At December 31, 2009 the Fund performed an impaitrtest of its property and equipment. As a resiilt
the test, it was determined no impairment as atdhte was warranted.

5. INTANGIBLE ASSETS

December 31, 2009

Accumulated Net Book
Cost Amortization Value
Customer relationships $ 27,517,223 $ 6,580,21% 20,937,007
Brand name 782,017 - 782,017
Franchise Agreements 1,164,448 181,945 982,503
Non-competition agreements 3,064,417 1,411,980 2489
$ 32,528,105 $ 8,174,141 $ 24,353,964
December 31, 2008
Accumulated Net Book
Cost Amortization Value
Customer relationships $ 27,517,223% 3,828,494 $ 23,688,729
Brand name 782,017 - 782,017
Franchise Agreements 1,164,448 84,908 1,079,540
Non-competition agreements 3,064,417 390,507 29413,
$ 32,528,105 $ 4,303,909 $ 28,224,196
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At December 31, 2009 the Fund performed an impaitrtest of its intangible assets in accordance with

Note 3(g). As a result of the test, it was detaeedino impairment as at that date was warranted.

GOODWILL
December 31, 2009 December 31, 2008
Net Book Net Book
Cost Write down Value Write down Value
$ 8,430,418 $- $ 8,430,418 $ 10,165,573 $ 1,735,155 $ 8,430,418

At December 31, 2009 the Fund performed an impaitrtesst of goodwill in accordance with Note 3(h).
As a result of the test, it was determined no impant as at that date was warranted.

CREDIT FACILITIES

The Fund’s credit facilities consist of the followi

December 31, 2009

December 31, 2008

Approved Carrying Value Carrying Value
Operating loans $ 5,750,000 $ 1,740,870 978,657
Capital loans:
Non-revolving 2,087,881 2,087,881 2,519,830
Revolving: 9,000,000
Loan #1 1,089,783 1,244,185
Loan #2 430,785 510,144
Loan #3 669,868 766,327
Loan #4 1,256,107 1,440,668
Loan #5 648,763 740,794
Loan #6 1,644,514 1,880,233
Loan #7 537,368 -
Loan #8 576,867 -
Loan #9 553,565 -
Other 752,335 878,411
11,087,881 10,247,836 9,980,592
Acquisition loans: 22,520,090
Loan #1 7,478,034 8,614,683
Loan #2 10,956,950 12,551,840
Loan #3 4,085,106 4,600,000
22,520,090 22,520,090 25,766,523
Capital and Acquisition loans 33,607,971 32,768,92 35,747,115
Total Credit Facilities $ 39,357,971 $ 34,5087 $ 37,725,772

The following table illustrates the funding datesturity dates and interest rates as at Decemhe2(RD
for the Capital and Acquisition Loans describedwato
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Loan Funding Date Maturity Date  Interest Rate at.[3, 2009
Non-Revolving August 14, 2006 August 13, 2011 3.45%
Revolving:
Loan #1 August 14, 2006 August 13, 2011 3.45%
Loan #2 April 9, 2008 April 8, 2013 3.45%
Loan #3 May 27, 2008 May 26, 2013 3.45%
Loan #4 July 18, 2008 July 17, 2013 3.45%
Loan #5 September 26, 2008 September 25, 2013 593.4
Loan #6 October 22, 2008 October 21, 2013 3.45%
Loan #7 January 30, 2009 January 29, 2014 3.45%
Loan #8 July 21, 2009 July 20, 2014 3.95%
Loan #9 November 13, 2009 November 12, 2014 3.95%
Acquisition Loans:
Loan #1 February 15, 2008 February 14, 2013 3.75%
Loan #2 October 1, 2008 September 30, 2013 3.75%
Loan #3 December 31, 2008 December 30, 2010 3.75%

The Bank has made the above credit facilities,labt to various entities indirectly owned by thenB to
finance day-to-day operations, capital expenditumad acquisitions.

The Bank has provided the operating loans payapte Wlemand. The operating loans are at the Bank’s
prime rate plus 1.25% and are secured by 50% dfnitory and 75% of acceptable (as defined in the
operating loan agreement) accounts receivable, snimiority claims. The operating loan has no stated
maturity date.

The capital and acquisition loans are repayablel@mand, and unless and until demanded in monthly
installments with interest, at the Fund’s optionthree Bank’s prime rate plus a range of 1.2% t&4,.dr

the Bank’s banker’s acceptance rate plus a stanfpimgvith a range of 2.7% to 3.2%. Unless repaid on
demand to the Bank, the non-revolving capital Isaall be repaid in full by August 13, 2011. Unless
repaid on demand to the Bank, the revolving capital acquisition loans shall be repaid in full be fifth
anniversary of the date of such advance made, exoef$4,600,000 to be repaid in full by Decembér 3
2010. The costs of obtaining the capital and adipisloans are being amortized over the termshef t
respective loans, resulting in an effective interate at December 31, 2009 of 3.70% (2008 — 4.90%)
the capital loans and 3.98% (2008 — 5.30%) foraitgpuisition loans.

On July 2, 2008, the Fund entered into an inteastswap with the Bank. The swap has a threetgear,

a notional value of $9,312,000 at the commencemérthe swap, and a fixed rate of 4.08% plus a
stamping fee of 3.0% as at December 31, 2009. Tinel Ras not applied hedge accounting to this swap,
and as a result recorded a financial derivativeilliig of $302,686 at December 31, 2009 (2008 -
$525,079). The Fund marks the value of this dereato market every quarter, and any resulting
gains/losses are recorded in net income. Thevédire of the interest rate swap is determined based
inputs that are readily available in public markaetsan be derived from information available irbficly
guoted markets. Therefore, the Fund has categotfitedwap contract as Level 2.

On December 9, 2009 the Fund amended the coveofitsscredit facilities with the Bank. The covetsn
were amended to exclude payments that are notagidcheduled monthly payments according to the
loan amortization schedule from the Baftk calculating the debt service coverage ratial apt the
minimum current ratio of 1.10 to 1.0 for the yeaded December 31, 2009 and 1.25 to 1.0 for periods
subsequent to the year ended December 31, 2009.

The fair value of debt not due on demand was détextiusing the discounted cash flow forecast (“DCF”

at an appropriate market discount rate as at DeeeB1y 2009. The fair value of the interest rataswas
determined by discounting the future expected ashdlows of the fixed and variable interest payrsen
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using observable market data. The Fund'’s creslt was considered in the fair value calculatiorthef
interest rate swap.

The credit facilities have covenants specifying iaimum current ratio of 1.10 to 1.0 for the yeaded
December 31, 2009 and 1.25 to 1.0 for periods sules# to the year ended December 31, 2009, a
maximum funded debt to earnings (as defined inctedit agreement) ratio of 3.0 to 1.0, a minimurbtde
service coverage ratio of 1.25 to 1.0, and a i&&iri on increases in distributions to Unitholdansl future
acquisitions without the prior written consent bétBank. For purposes of calculating the curratiby
25% of the capital and acquisition loans that are @ithin one year are included in current lialgit As

at December 31, 2009 the Fund was in compliande alitbank covenants.

A general security agreement providing a charge aillassets of the Fund has been provided asteddla
to the Bank.

Assuming that the contractual requirements of #ygital and acquisition loans are met, and the déman
feature is not exercised by the Bank, the minimuimcipal repayments required are as follows:

2010 $ 980,540
2011 879038
2012 A%776
2013 877,831
2014 6920
32,896,665

Balance of transaction costs to amortize ..ccceeeeeeevevveeeeeenn. (128,789
$ 32,767,926

8. EQUIPMENT FINANCING PAYABLE

The Fund, through its wholly-owned indirect subaitis, arranged for equipment financing relating to
rental equipment and operating assets. The equiprieancing payable amounts require monthly

payments, at interest rates of up to 3.45% per mprmnd have maturity dates ranging from September
2010 to December, 2012. The current and non-cupemions of the total gross payments are as falow

2002 e ——— e
Total grosSs PayMENt .........uueiiiiiiiieiie e
Less: Current Portion
NON-CUITENt POFtION ..ottt e e

The fair value of equipment financing payable it materially different from its carrying value.

A security agreement providing a charge over theémgent specifically relating to the financing akdvas
been provided as collateral to the financing corgpan

As at December 31, 2009, the net book value ofg¢htal equipment and operating assets under eqaipme
financing was $194,381.

9. TERM MORTGAGE
The Fund obtained, through a wholly-owned indidbsidiary, a term mortgage, during 2008. Theainit

term of this mortgage is 4 years, and is being &eea over a period of 15 years. The fixed nominal
interest rate of the mortgage is 6.5%, and thect¥e interest rate, including the amortization of
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transaction costs is 7.37%. This mortgage conefstdended principal and interest payments. Atéind

of the initial four-year term (April 11, 2012), aipcipal amount of $303,349 will remain outstanding
general security agreement providing a charge alerssets of the Fund has been provided as calldte
the lending institution. The minimum principal pagmts of the initial term of this mortgage are as
illustrated:

Balance of transaction costs to amortize ..ccceeeeeevevieeeeeenn. (5,889)

Less Current POrtion ........ooooiiiiiiiii e (16,815)
$ 321626

As at December 31, 2009 the market rate of the gage payable was not materially different from the
nominal rate. Therefore, the fair value of the mage payable is the same as the carrying value.

10. FUTURE INCOME TAXES

The reconciliation to statutory tax rate is asdoi:

December 31, 2009 December 31, 2008
Loss before taxes $ (1,999,491) $ (270,401)
Statutory tax rate 29.47% 30.25%
Expected tax recovery $ (589,250) $ (81,796)
Current year’s loss not deductible/taxable for tax 589,250 81,796
purposes
Impact of rate changes on future income taxes - , QDb
Increase in future income tax recovery resulting
from a change during the period in temporary
differences expected to reverse after 2010 (3,1039,9 (1,894,766)
Future income tax recovery (3,130,%01 (1,749,766)

The tax effect of temporary differences that giiee rto the future income tax asset/(liability) a®
follows:

December 31, 2009 December 31, 2008

Future income tax asset/(liability):

Issue costs $ 13,300 $ (1,845)
Intangible assets 2,689,562 2,156,169
Property, plant and equipment 3,575,559 1,065,778
Others 54,482 (18,098)

$ 6,332,903 $ 3,202,004

11. SERIESA DEBENTURES

As part of the Offering, the Fund issued 100,00@&F 9% senior secured convertible debenturesiesSer
A (“Series A Debentures”) at $100 per Series A Debee, for proceeds of $10,000,000.
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At maturity on August 15, 2011, the Fund shall seffae outstanding principal amount of the Series A
Debentures, along with any accrued or unpaid ister& any time after August 15, 2008, the Fund may
redeem the Series A Debentures at a price equktprincipal amount thereof plus accrued and uhpai
interest up to but excluding the date of redemption

The holders of Series A Debentures are permittambtwert all or any part of the principal of, aretiaed
interest on, the Series A Debentures held by tham Wnits at the conversion price of $4.20 per Uit
any time prior to the maturity of the Series A Detoages, subject to anti-dilution provisions.

As required by Canadian GAAP, the Fund separatedidility and equity component of the Series A
Debentures. Proceeds from the issuance of the sS&ri®ebentures were allocated to the equity and
liability components of the Debentures using th&deal method. The fair value of the equity comptne
was determined using the Black-Scholes pricing rhodee difference between the proceeds received and
the fair value of the equity component calculatédhe date of issuance was allocated as the ligbili
component. The liability component will be accretbrbugh the term of the Series A Debentures thioug
the recording of an accretion expense using thect¥e interest method, until such date if or wiain
underlying Series A Debentures are converted inttsu

Cash financing costs in the amount of $1,060,332weurred in the issuance of the Series A Delvestu
The financing costs were netted against the SériBgbentures and amortized the using effectiverastie
method. The effective interest rate as at DecerdibeP009 was 15.0% (2008 — 15.0%).

The following summarizes the face and carrying gatithe liability and equity component of the 8erA
Debentures at December 31, 2008 and December 89; 20

Liability Equity
Component Component
Face Value Carrying Value Carrying Value
Balance as at December 31, 2008 $ 9,701,900 $3855 $ 1,092,570
Amortization and Accretion 461,849
Balance as at December 31, 2009 $ 9,701,900 885804 $ 1,092,570

At closing of the Offering, the Fund granted thertg an option to purchase a certain principal rarmolb
Series A Debentures equal to 5% of the principabam of Series A Debentures under the Offering. The
price to purchase the Series A Debentures undeAgients’ Options was equal to the price under the
Offering, which was $100 per Series A Debenturee Agents’ Options were fully expired on August 14,
2009.

The Series A Debentures rank senior to the Unisi passu in all respects with any other Series A
Debentures issued from time to time, and are suhat@ to senior security and permitted encumbrances

The fair value of Series A Debentures, which wagmheined using the closing price at the Torontccksto
Exchange as at December 31, 2009, was $9,799,888 (2$7,955,558) for all outstanding debentures.

12. FUND UNITS

An unlimited number of Units may be created andéssby the Fund pursuant to the Declaration of fTrus
Each Unit is transferable and represents an equtVided beneficial interest in any distributiomerh the
Fund. The Units are not subject to future callassessments, and entitle the Unitholders thereofhéo
vote at all meetings of voting Unitholders. The tdrare redeemable at any time on demand by thetsold
thereof, subject to certain terms and conditions.
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The following summarizes changes to the Fund'’s 4ioit the year ended December 31, 2008 and 2009:

Fund Units* Fund Units Exchangeable Units
Outstanding Outstanding

Balance as at December 31, 2007 $ 34,768,888 43575 -
Issuance of Units from offering 3,955,274 1,322,500
Issuance of Units from exercise of Agents’ 171,780 49,080
Options
Issuance of Units from conversion of Series A 426,762 101,610
Debentures
Issuance of exchangeable unitst 500,000 - 125,000
Balance as at December 31, 2008 $ 39,822,704 163@5 125,000
Issuance of Units from offering 1,924,805 558,659
Issuance of Units from exercise of Agents’ 220,885 63,110
Options
Balance as at December 31, 2009 $ 41,968,394 38334 125,000

*  Amounts are net of transaction costs where apple:

t On February 15, 2008, pursuant to the acquisitibthe assets of Deerfoot (see Note 15), WEQ
Deerfoot Rentals LP, an indirect subsidiary of tRend, issued 125,000 exchangeable units
(“Exchangeable LP Units”) at $4.00 per unit for mebceeds of $500,000. Under the terms of the
exchange agreement dated February 15, 2008, theaBgeable LP Units are convertible to Units of
the Fund on a one-for-one basis at the option efibider. The Exchangeable LP Units do not have
voting rights, but have economic rights equivaternthe Fund’s Units.

During the period from the creation of the Fund lame 14, 2006 to December 31, 2009, a total of
13,838,634 Units and 125,000 Exchangeable LP Umére issued for $46,406,442 excluding offering
costs.

On February 19, 2009, the Fund issued 558,659 Uaitset proceeds of $1,924,805 after deducting
expenses of $198,099.

At closing of the Offering, the Fund granted themtg an option (“Agents’ Options”) to purchase eaia
number of Units equal to 5% of the Units issuedeaurttie Offering. The price to purchase the Units wa
equal to the price under the Offering, which wass®3per Unit. The Agents’ Options fully expired on
August 14, 2009.

13. COMMITMENTS

(&) Minimum operating lease commitments

The Fund, through its indirectly owned subsidiagrtess entered into operating lease agreementtsfor i
operating assets. The leases require monthly pagmend have maturity dates ranging from April,
2010 to August, 2014. The minimum operating leas®roitments, over the next five years, are as
follows:
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(b) Minimum rental commitments

The Fund, through its indirectly owned subsidigriggs the following minimum rental commitments
for premises over the next five years:

2000 oo ———— $ 383,335
23373
431956
9Pp2
5189
3,1847

The Fund periodically rents temporary space onsae@uired basis.

14. CAPITAL LEASES

The Fund, through its indirectly owned subsidigrtess entered into capital lease agreements fetsagst
are part of the property and equipment. The lehage maturity dates ranging from June, 2010 tal Apr
2014, at imputed interest ranging from 4.7% to @®8and all capital lease agreements have theroptio
requirement to purchase the assets at the encedédise. The assets are being amortized consisiidnt
the fund’s amortization policy (see Note 3), andatember 31, 2009 had a book value of $622,390, wi

$62,306 in accumulated amortization.

The following table illustrates the lease commitisen

475,203

Less: Amount representing interest ............ccoooeiiiiiiinnnne. (61,130)
414,073

Less: CUurrent POItiON .......oeeiiiieeee e eeeee et (146,306)
NON-CUITENt POItION ..o et e e e $ 267767

The fair values of the capital leases are not rrahedifferent from their carrying values.

15. ACQUISITIONS

On January 1, 2008, pursuant to an acquisitionesgeat dated December 21, 2007, WEQ C&N Rentals
LP (“C&N LP"), a limited partnership establishedder the laws of Manitoba on August 27, 2007, and an
indirect subsidiary of the Fund, purchased thetass#eC&N Motors Ltd. (“C&N”) from the shareholders

of C&N.

The purchase price was paid in cash, and the atigonisas accounted for using the purchase methibd.
allocation of the purchase price to the estimadédvilue of the net assets acquired is as follows:

Page 21



Wester nOne Equity Income Fund

Notesto the Consolidated Financial Statements
December 31, 2009

Allocation of purchase price:

Accounts receivable, net $ 219,403
Inventories 203,284
Prepaids 16,941
Accounts payable (125,401)
Property and equipment 1,097,002
Intangible assets:
Customer relationships 263,974
Non-compete agreements 99,676
Goodwill 560,922
$ 2,335,801
Cash position at acquisition 600
$ 2,336,401
Consideration:
Cash $ 2,216,430
Direct acquisition costs 119,971

$ 2,336,401
Note - For the purposes of the Consolidated Statésnef Cash Flows, the investment has been
recorded as the net of the consideration of $24886less the cash position at acquisition of $600.

Pursuant to the acquisition agreement dated Deae2the2007, an additional $300,000 (the “Earnout
Provision”) may be paid out to the shareholder€&N, subject to completion of financial statemefuts
C&N LP for the years ended December 31, 2008 arck@ber 31, 2009 with earnings achieved above a
certain threshold that was agreed upon by bothgsamlo earnout provision has been recognizeden th
purchase price above, or in the Fund’s consolidétechcial statements for the years ended Dece®ber
2008 and 2009.

On February 15, 2008, pursuant to the acquisitipieement dated February 14, 2008, WEQ Deerfoot
Rentals LP (“Deerfoot LP"), a limited partnershigtablished under the laws of Manitoba on January 25
2008, and an indirect subsidiary of the Fund, paseld the assets of Deerfoot Equipment Rental Inc.
(“Deerfoot”) from the shareholders of Deerfoot.

The purchase price was paid in a combination o easl through issuance of 125,000 Exchangeable LP

Units (see Note 12). The acquisition was accoufdedising the purchase method. The allocation ef th
purchase price to the estimated fair value of #teagsets acquired is as follows:

Page 22



Wester nOne Equity Income Fund

Notesto the Consolidated Financial Statements
December 31, 2009

Allocation of purchase price:

Accounts receivable, net $ 1,933,503
Inventories 28,424
Prepaids 13,554
Accounts payable (1,225,852)
Property and equipment 5,407,830
Intangible assets:

Customer relationships 3,574,994

Franchise Agreement 1,164,448

Non-compete agreement 426,882
Goodwill 1,941,340

$ 13,265,123

Consideration:

Cash $ 12,669,780
Issuance of Exchangeable LP Units (125,006 @ $4.00/unit) 500,000
Direct acquisition costs 95,343

$ 13,265,123

On July 1, 2008, pursuant to an acquisition agregmated June 30, 2008, WEQ Production Equipment
LP, an indirect subsidiary of the fund, purchadesl dssets of a private and independent equipmetal re
company, of Vancouver, British Columbia.

The purchase price was paid in cash, and the atguois/as accounted for using the purchase metibd.
allocation of the purchase price to the estimasédvilue of the net assets acquired is as follows:

Allocation of purchase price

Property and equipment $ 80,000
Intangible assets:
Customer relationships 237,776
Non-compete agreements 80,039
Goodwill 17,024
$ 414,839
Consideration:
Cash $ 400,000
Direct acquisition costs 14,839
$ 414,839

On October 1, 2008, pursuant to the acquisitioreament dated September 12, 2008, WEQ Heat &
Propane LP (“H&P LP"), a limited partnership estsied under the laws of Manitoba on August 26, 2008
and an indirect subsidiary of the Fund, purchasedassets of Sure-Fire Propane Ltd and Davis Heater
Service Ltd. (collectively “Davis Sure-Fire”) frothe shareholders of Davis Sure-Fire.

The purchase price was paid in cash, and the atigonisvas accounted for using the purchase methbd.
allocation of the purchase price to the estimadédvilue of the net assets acquired is as follows:
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Allocation of purchase price:

Accounts receivable, net $ 1,143,617
Inventories 398,065
Prepaids 92,422
Accounts payable (190,508)
Property and equipment 3,785,660

Intangible assets:
Customer relationships 9,683,558
Non-compete agreements 2,489,965
Brand names 782,017
Goodwill 4,938,926
$ 23,123,722

Consideration:

Cash $ 22,952,022
Direct acquisition costs 171,700
$ 23,123,722

The purchase price above includes a $2,000,000ng@mt consideration that may be paid out to the
shareholders of Davis Sure-Fire, subject to congiedf financial statements for H&P LP for the twel
months ended September 30, 2009 with earnings\anbiabove a certain threshold that was agreed upon
by both parties. The contingent consideration watuded in the Fund’s financial statements foryhar
ended December 31, 2008 as part of the consideratiothe acquisition, and was fully paid to the
shareholders of Davis Sure-Fire in the year encebBser 31, 2009.

16. CAPITAL DISCLOSURES

The Fund’s capital currently consists of cash aashcequivalents, credit facilities (including capiand
acquisition loans), debentures and issued unitaapi

The Fund’s objective when managing capital is taim&e long-term Unitholder value by:

e Maintaining a flexible capital structure that opites the cost of capital at acceptable risk and
preserves the ability to meet financial obligaticensd

e Providing a return to Unitholders by delivering rtidg cash distributions.

In managing its capital structure, the Fund mosifperformance throughout the year to ensure aat®ip
cash distributions, working capital requirementsl anaintenance capital expenditures are funded from
operations, available cash on deposit and wherdicapfe, bank borrowings. The Fund will make
adjustments to its capital structure to meet theailves of the broader corporate strategy or épo@se to
changes in economic conditions and risk. In otdenaintain or adjust the capital structure, thad-may
adjust the amount of cash distributions to Unitkeadg borrow funds and/or issue new Units.

The Fund’s credit facilities have restrictive comats relating to debt incurrence and distributioms
Unitholders. Furthermore, the credit facilities tain financial covenants, as described in Note Gvap
that also form the basis for the Fund to monitsr dapital. The Fund closely monitors the business
performance to evaluate compliance with the covenaAs at December 31, 2009, the Fund is in
compliance with all such covenants.
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17. FINANCIAL INSTRUMENTS
(a) Comparison of fair value to carrying value

Financial instruments consist of cash and cashvatgrits, accounts receivable, financial derivatives
operating loans, accounts payable and accrueditiedi distributions payable, capital and acqiosit
loans, mortgage payable, equipment financing payabid Series A Debentures. The carrying values
of the financial instruments, except for the cdmtad acquisition loans, mortgage payable, equigmen
financing payable, and Series A Debentures, arsidered to approximate their fair values due to
their short term nature. The face values of thatahpnd acquisition loans approximate their fair
values as they are due on demand. The fair valubeomortgage payable and equipment financing
payable are based on discounted future cash flaivgyuwiscount rates that reflect current market
conditions for instruments having similar terms apdditions.

(b) Credit risk

Credit risk is the risk of financial loss to the reuif a customer or counterparty to a financial
instrument fails to meet its contractual obligatidime maximum exposure to credit risk is the full
carrying value of the financial instrument.

The Fund is exposed to credit risk with respedtd@ccounts receivable, particularly from custasner
in the construction industry in British Columbiadailberta due to its concentration of businesdat t
sector. The Fund mitigates the risk by means df@rse customer base in the construction (inddstria
commercial, infrastructure, and residential) aslwsl other sectors, in which there was no single
account receivable balance in excess of 10% oftimel's consolidated accounts receivable balance as
at December 31, 2009. In general, the Fund mitigélhe risk by following a program of credit
evaluations of customers and limits the amountredlit extended when deemed necessary. The Fund
maintains provisions for potential credit losses.

Aging of receivables is as follows:

December 31,2009 December 31, 2008

Trade receivables, gross

Outstanding 1-30 days $ 3,852,073 4,841,772
Outstanding 30-60 days (past due) 1,275,828 1,907,026
Outstanding over 60 days (past due) 697,376 1,059,835
5,825,277 7,808,633
Allowance for doubtful accounts (239,032) (239,552)
Trade receivables, net 5,586,245 7,569,081
Sales taxand other receivables 552,756 665,447
Accounts Receivable $ 6,139,001 $ 8,234,528

(c) Liquidity risk
Liquidity risk is the risk that the Fund will noelable to meet its obligations as they fall due.

The Fund manages its liquidity risk through casti debt management. As at December 31, 2009, the
Fund had available unused approved credit fadlité $4,849,175. The Fund also has accounts
receivable of $6,139,001, and cash and cash eguigaiotalling $2,069,887.
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The timing of estimated cash outflows relating it@afcial liabilities and capital lease obligaticare
outlined in the table below:

1 year 2-3 years 4-5 years Total Carrying Value

Accounts payable and accrued liabilitie$ 3,293,896 $ 3,293,896 $ 3,293,896
Distributions payable 691,932 691,932 691,932
Equipment financing payable 70,487 31,860 102,347 102,347
Capital leases 146,306 138,632 129,135 414,073 414,073
Term mortgage 16,815 327,515 344,330 338,441
Interest rate swap 202,369 80,055 282,424 302,686
Capital and acquisition loans* 8,960,540 11,665,814 12,270,311 32,896,665 32,767,926
Series A Debentures 9,701,900 9,701,900 8,805,704

Totals $ 13,382,345 $ 21,945,776% 12,399,446% 47,727,567 $ 46,717,005

*The capital and acquisition loans are repayabld@mnand.

(d) Interest rate risk
Interest rate risk is the risk that the fair valme future cash flows of a financial instrument will
fluctuate because of changes in market interess rat
The Fund’s credit facilities bear interest at vialearates.

For the twelve month months ended December 31, ,20@%increase or decrease in net earnings for
each one percent change in interest rates onrfipadite debt amounts to $356,804.

The Fund is managing its interest rate risk, ir,garough an interest rate swap (see Note 7).

The Fund’s Series A Debentures bear a fixed inteats of 9% throughout the five-year term and thus
are not exposed to any interest rate risk.

The Fund’s mortgage payable bears a fixed intewgst of 6.5% throughout the four-year term and
thus is not exposed to any interest rate risk.

The Fund’s equipment financing payable bears firéerest rates of up to 3.45% throughout the terms
of the respective financing and thus is not expdeexhy interest rate risk.

The Fund’s capital leases payable bear fixed istames from 4.7% to 10.89% throughout the terms
of the leases and this are not exposed to anyebstteate risk.

(e) Foreign exchange risk
Foreign exchange risk is the risk that the faiueabr future cash flow of a financial instrumentl wi
fluctuate because of changes in foreign exchartge ra

The Fund’s cash flow exposure to foreign currescgiiie mainly to purchases of rental equipment and
replacement parts from suppliers in the UnitedeStat

As at December 31, 2009, the Fund’'s consolidatddnba sheet included $440,247 of accounts
payable (2008 - $242,254), and $160,236 of casl®§20 $8,095) which were U.S. currency
denominated.

The Fund does not use hold or issue financial unsénts for trading or speculative purposes. At
December 31, 2009 there were no foreign exchangeamis outstanding.
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18. RELATED PARTY TRANSACTIONS
(&) Purchase of equipment

During 2009, the Fund purchased equipment frommapamy in which a board member of the Fund
has a controlling interest, for $336,972 (2008 9%897). These transactions arose during the normal
course of business and have been recorded at éaketvalue.

(b) Rental obligations

The Fund currently rents premises in various lecetifrom companies in which employees of the
Fund hold certain interests. In the fiscal year®afe Fund has paid $801,541 (2008 - $268,709) in
such rent. The rent between the parties is ahfaiket value.

(c) Purchase of land and building

In the year ended December 31, 2008, the Fund asechland and a building from a company in
which employees of the Fund held a non-controllimgrest, for $575,000. These transactions arose
during the normal course of business and have teemded at fair market value.

19. UNIT BASED COMPENSATION

At December 31, 2009, the Fund had a unit-basegeasgation plan in place, as described below. Grant
under this plan are accounted for according tofélirevalue based method of accounting for unit-base
compensation. The plan was initiated on August2D96. For the year ended December 31, 2009, the
Fund recognized $51,277 of compensation expen$¥8(2(524,926).

On July 9, 2008, the Fund granted options to aeqd#3,000 units to directors, trustees and other
employees. Under this plan, the exercise prioeagh option is equal to the market value of thé ainihe
date of grant. These options vest evenly over yiwars. The expiry of the options is ten yearsfithe
date of initial grant.

A summary of the details of the options grantetbfes:

Weighted
Number of Average
Options Exercise Price Exercise Price
Outstanding, at January 1, 2008 - - -
Granted 463,000 $4.90 $4.90
Exercised - - -
Forfeited - - -
Outstanding, at December 31, 2008 463,000 $4.90 4.96
Granted - - -
Exercised - - -
Forfeited - - -
Outstanding, at December 31, 2009 468,00 $4.90 $4.90

Weighted average fair value of options granted
at December 31, 2009 $ 0.55
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The following table illustrates the fixed unit agnis outstanding, as of December 31, 2009:

Outstanding Options Options Exercisable
Weighted
Number Average Weighted Number Weighted

Outstanding Remaining Average Exercisable  Average
December 31, Contractual Exercise December 31, Exercise
Range of Exercise Prices: 2009 Life Price 2009 Price

$4.90 463,000 8.5 years $4.90 92,600 $4.90

The fair value of each option granted was estimatedhe date of grant using the Black-Scholes ogtio
pricing model. The following table illustrates tassumptions of the model:

Annual Dividend Risk-Free Expected life
Grant date of options: Yield of Options Volatility Interest Rate  of the options
July 9, 2008 13.00% 52.25% 4.07% 10 years

20. SEGMENTED REPORTING

The Fund operates in two reportable segments:sBrifiolumbia Platform and Alberta Platform, based on
the way that management organizes its businegading operating decisions and assessing perforenanc
Both platforms are engaged in the business of e rentals, sales and services and involve simila
products, processes and marketing strategies. ThertA platform is also involved in the businesgua
wholesale and distribution.

The method used for the allocation of assets jimted by the operating segments and costs arilitikeb
jointly incurred (mostly corporate costs) betweka bperating segments is based on a proportioadf e
segment’s assets, and for revenues and expensegroportion of each segment’s revenue.
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British Columbia Alberta Consolidated

For the year ended
December 31 2009 2008 2009 2008 2009 2008
Total segment revenug 19,769,854 25,753,211 21,889,894 11,827,223 41,659,748 37,580,435
Earnings before intere
tax, depreciation,
amortization, write-
down of assets, and
foreign exchanges
gains/(losses) 4,901,279 7,788,761 6,947,314 3,807,110 11,848,593 11,595,871
Depreciation and
amortization

Property and

equipment 4,611,113 1,951,910 2,561,447 616,417) 7,172,560 2,568,327

Intangible and other,

assets 1,475,057 1,524,409 2,395,175 971,813] 3,870,232 2,496,222
Impairment of Assets - 2,203,15p - 1,362,89 - 3,566,053
Identifiable assets excl
goodwill 36,832,679 41,715,128 33,566,009 37,509,731 70,398,688 79,224,859
Goodwill 2,726,613 2,726,613 5,703,805 5,703,805 8,430,418 8,430,418
Total identifiable assetp 39,559,292 44,441,741 39,269,814 43,213,534 78,829,106 87,655,277
Net purchases of
property and equipment
during the period (net
business acquisitions) 986,998 5,417,831 896,001 4,104,594 1,882,999 9,522,429

21. SUBSEQUENT EVENTS

(@)

(b)

On February 11, 2010, the Fund’s board of Trustgasted options to senior executives, directors,
Trustees and certain employees to purchase, ireggtg, an additional 503,000 Units. Each option
provides the holder with the right for up to terageto purchase one Unit at an exercise price @064
Vesting of the options occurs equally over the rimnet years.

On February 26, 2010, the Fund completed a newigulffiering, in which $27.6 million principal
amount of the unsecured convertible subordinatéemteres (the “2010 Debentures”) were issued by
way of prospectus. This offering included $3.6 imill principal amount of the 2010 Debentures issued
on the full exercise of the overallotment optiorarged to a syndicate of underwriters. The 2010
Debentures each have a face value of $1,000 pezntlele, a coupon 8.5%, a maturity date of
December 31, 2015, and will be convertible into tthets at the option of the holder at a conversion
price of $5.25 per Unit. The net proceeds of thé@Debentures will be used for working capital
requirements and for other trust purposes, inclydeimongst other uses, funding possible future
acquisitions and repaying outstanding indebtedness.
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