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To Our Unitholders

2010 s a record setting year with Carfinco achieving over $20 million in net earnings for the year. Return on average unitholder's equity
for2010is 77.2%, beating Carfinco's previous record ROE of 55.3% set in 2005.

Net earnings of $20.7 million for 2010 represent an increase of 181.5% from the net earnings of $7.3 million for 2009. The 2010 net
earnings include a future income tax recovery of $2.8 million versus a future income tax recovery of $0.1 million recorded for 2009. Pre-
tax netearnings of $17.8 million for 2010 represent an increase of 146.8% from the pre-tax earnings of $7.2 million for 2009.

The fourth quarter of 2010 continues to meet our objectives, being the seventh consecutive quarter of record net earnings, with net
earnings of $8.1 million. The $5.3 million pre-tax net earnings recorded for the fourth quarter is a 14.3% increase over the pre-tax net
earnings of $4.6 million recorded for the third quarter of 2010 and a 112.5% increase over the pre-tax net earnings of $2.5 million for the
fourth quarter of 2009. For 7 consecutive quarters, pre-tax net earnings have been $1.8, $2.2, $2.5, $3.6, $4.3, $4.6 and $5.3 million,
respectively.

HIGHLIGHTS

«  Recordnetearningsfor2010of $20.7 million;

. Recordearnings perfund unitfor2010 of 84 cents;

«  Recordreturnonunitholder's equity for the year of 77.2%;

. Recordloanoriginations of $97.0 million for2010;

. Recordfinancereceivablesatthe end of 2010 of $139.5 million;

- 31+daydelinquentaccountsforthe fourth quarter of 2010 are 2.9%.

Earnings per unitfor 2010 are 84 cents, up 180.0% from the 30 cents recorded for 2009.

Revenues of $37.9 million for 2010 increased 16.1% from the revenues of $32.6 million for 2009. Revenues of $10.3 million for the fourth
quarter of 2010 represent an increase of 5.1% from the $9.8 million for the third quarter of 2010 and a 20.1% increase from the $8.6 million
for the fourth quarter of 2009.

Loan originations for 2010 are $97.0 million, a 43.1% increase from $67.8 million in 2009. Loan originations of $24.5 million for the fourth
quarterof 2010 is a decrease from the $25.8 in loan originations for the third quarter of 2010 and an increase from the $17.8 million in the
fourth quarter of 2009. The decrease in loan originations from the third to the fourth quarter of 2010 can be attributed to lower loan
originations during the holiday season in the month of December.Thisis typical in Carfinco's experience.

Finance receivables atthe end of 2010 are $139.5 million, an increase of 23.2% from $113.2 million for 2009, exceeding our target of a 15%
t020% growth. During the fourth quarter of 2010, finance receivables increased $6.2 million from the $133.3 million at the end of the third
quarterof2010.

Accounts 31+ days delinquent at the end of the fourth quarter of 2010 were 2.9% versus 3.0% for the third quarter of 2010 and 4.6% for the
fourth quarter of 2009.

As of January 1,2011 Carfinco is now a taxable entity. Even though Carfinco has not converted to a corporation and remains an income
fund, itis now taxed the same as a corporation.

Prior to January 1,2011 Carfinco distributed all of its taxable income to its unitholders as per its Deed of Trust. Carfinco historically issued
equity and/or subordinated debt to fund the growth of the finance receivables and keep the financial leverage ratio within covenant. As
Carfinco is now treated the same as a corporation and distributions are on an after-tax basis, retained earnings are now an option for
Carfinco to grow its finance receivables and maintain the financial leverage ratio within covenants rather than issuing equity or
subordinated debt. It will be the responsibility of the Board of Trustees to determine the balance of after-tax income retained for growth
versus after-taxincome distributed to unitholders.

It is important to note that once Carfinco became a taxable entity in 2011, cash distributions to unitholders receive a more favorable
personal tax treatment than in 2010. Distributions paid after January 1,2011 are treated as eligible Canadian dividends for tax purposes,
resulting in a lower effective tax rate in the hands of a taxable investor. For the first two months of 2011 Carfinco distributed a total of 4
centsper unittoits unitholders.
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Management continues to target growth of the finance receivables in the neighborhood of 20% during 2011, while maintaining

acceptable levels of delinquencies and creditlosses.

Please review the MD&A for further financial comparisons and information.

Thankyoutoall who participatedin making 2010 a record-breaking year for Carfinco.

)’»074%

Tracy Graf,
Chief Executive Officer

Corporate Governance

The Board of Trustees provides stewardship of the Fund on behalf of unitholders through regular meetings and ongoing contact with Carfinco's
management. Through this structured approach, Trustees exercise their duty to support informed, prudent and resolute decision making.
Above all, our actions are guided by corporate governance regulations for public companies to ensure high standards of accountability and

transparency to unitholders.

DAVID A.ROSENKRANTZ

Chairman

David is a co-founder of Patica Securities Limited and Patica
Corporation. He has served as President and Director of Patica
Securities Limited since 2001, and Chairman of Patica Corporation
since 1993. In addition, David is a Director of NexgenRx Inc. He has
served as a Director of numerous public and private companies
including: Medisystem Technologies Inc., Stellar Pharmaceuticals
Inc.,andVersent Corporation.

TRACY A.GRAF

Tracy was appointed President of the Carfinco Group in November
1998, after a long history as a principal and founder of several
successful businesses. These included past roles as General
Manager of Graf Management and Cattle Co. Ltd., a Board position
with Canadian Simmental Association, including one year as
President, and a director of Casablanca Capital Corp., which was
traded on theTSXVenture Exchange.

J.DARYLMACLELLAN

Daryl is President of CIT Canada, a unit of CIT Group Inc. (NYSE: CIT),
aleading global commercial and consumer finance company. Daryl
is also President of CIT Group Securities (Canada) Inc. A graduate of
the University of Waterloo, Daryl is a Chartered Accountant and
serves on the Board of Directors of the Canadian Financing Lease
Association, as wellasa number of other private companies.

BRENTA.CHANNELL

Brent is a partner in Spartan Fund Management Inc., a specialist in
alternative investment strategies. He has over 25 years of
experience in alternative investments, structured finance,
corporate finance and derivatives, primarily with the Royal Bank of
Canada and Citibank Canada. Brent is a graduate of the University
of British Columbia (BComm, Hons.) and Queens University (MBA).

MAURICEKAGAN

Maurice is currently President of Sparkle Solutions Income Fund. In
addition to his role as a Board member at Carfinco, he is the
Chairman of Carfinco's Audit Committee. Until June 2004, Maurice
was CFO of Residential Equities Real Estate Investment Trust
(ResREIT) and served as Vice President, Corporate at CapREIT until
February 2006.

DAVID M. PRUSSKY

David is a co-founder of Patica Securities Limited and Patica
Corporation. He serves as a Director of Patica Securities Limited, a
limited market dealer, and President of Patica Corporation, a
merchant bank specializing in the small-to-mid-cap market. Heisa
director of Lonestar West Inc. (TSXV: LSI) and Swisher Hygiene Inc.
(TSX: SWI and NASDAQ: SWSH) and has served on the boards of
numerous publicand private companies.

SIMONE.SERRUYA
Simon is co-owner of Yogen Friiz/Swensen's International, a
foodservice firm with 1,100 locations in over 30 countries
worldwide. He has been with the company since 1987, and was
instrumental in the growth of Yogen Friiz both domestically and
internationally, taking the company public in 1994, and recently
takingitprivate.
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Management'’s Discussion and Analysis

The Management's Discussion and Analysis (“MD&A”") of Carfinco Income Fund (the“Fund” or “Carfinco” or“we” or“our”) should be read in
conjunction with the Fund's audited consolidated financial statements for the years ended December 31, 2010 and 2009, and the
accompanying notes to those consolidated financial statements. The consolidated financial statements have been prepared in
accordance with generally accepted accounting principles (“GAAP”) and are reported in Canadian dollars.

OVERVIEW

Carfincolncome Fund is an unincorporated open-end mutual fund trust established under the laws of Ontario by a Deed of Trust made as
of August 26, 2002, as amended and restated on April 23, 2004. The Fund owns 100% of Carfinco Holdings Trust, a wholly owned
unincorporated trust, established under the laws of Ontario, and 100% of Carfinco Inc., a wholly owned subsidiary, established under the
laws of Ontario. Carfinco Holdings Trust holds a 96.10% interest in Carfinco Limited Partnership, and Carfinco Inc. holds the remaining
3.90% interest, and is the general partner of Carfinco Limited Partnership. The Fund's units trade on The Toronto Stock Exchange under
the symbol“CFN.UN.”

The Fund, through Carfinco Limited Partnership, purchases loans, originated by select independent and franchise vehicle dealers to
consumers buying late model used automobiles. The Fund targets borrowers who are typically unable to obtain financing from
traditional sources.

To fund the acquisition of receivables, the Fund uses its borrowings under its credit facility, and the issuance of debt and equity. The Fund
generates interest and fee income on its finance receivables and pays interest on borrowings under its credit facility and on outstanding
subordinated debentures.

Cautionary Statement

This analysis has been prepared taking into consideration information available to March 7,2011. Certain statements contained in this

annual report constitute "forward-looking statements." When used in thisannual report, the words "may", "would", "could", "will", "intend",
"plan’, "anticipate’, "believe', "estimate’, "expect', and similar expressions, as they relate to the Fund, its subsidiaries or their management,
are intended to identify forward-looking statements. Such statements reflect our current views with respect to future events and are
subject to inherent risks, uncertainties and numerous assumptions, including, without limitation, general economic conditions, reliance
on debt financing, dependence on non-prime borrowers, inability to sustain receivables, competition, interest rates, regulation,
insurance, failure of key systems, debt service, future capital needs and such other risks or factors described from time to time in reports of

Carfincolncome Fund thatare filed with securities regulatory authorities.

By their nature, forward-looking statements involve numerous assumptions, known and unknown, risks and uncertainties, both general
and specific, which contribute to the possibility that predictions, forecasts, projections and other forms of forward-looking information
may not be achieved. Many factors could cause our actual results, performance or achievements to be materially different from any
future results, performance or achievements that may be expressed or implied by such forward-looking statements and readers are
cautioned that the list of factors in the foregoing paragraph is not exhaustive. Should one or more of these risks or uncertainties
materialize, or should assumptions underlying the forward-looking statements prove incorrect, actual results may vary materially from
those described herein as intended, planned, anticipated, believed, estimated or expected. Accordingly, readers are cautioned not to
place undue reliance on forward-looking statements or interpret or regard forward-looking statements as guarantees of future
outcomes.

In addition to the careful consideration of the risks described herein, investors should also consider the risk factors set forth in the most
recently filed Annual Information Form of the Fund which is incorporated by reference herein. The Annual Information Form is available
through the Internet on the Canadian System for Electronic Document Analysis and Retrieval ("SEDAR"), which can be accessed at
www.sedar.com.

Description of Non-GAAP Measures

Throughout this MD&A, management uses the following terms and ratios not found in the Handbook of the Canadian Institute of
Chartered Accountants (“CICA") and which do not have a standardized meaning under GAAP; therefore, requiring definition.
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Management’s Discussion and Analysis

Distributable cash

Distributable cash is a non-GAAP measure generally used by Canadian income trusts as an indicator of financial performance, and it
should not be seen as a measurement of liquidity, or a substitute for comparable metrics prepared in accordance with GAAP. This
measure is commonly used by investors, management, and other stakeholders to evaluate the ongoing performance of the Fund.
Distributable cash may differ from similar calculations as reported by other entities and, accordingly, may not be comparable to
distributable cash as reported by such entities. Forreconciliation with GAAP, please refer to the“Distributable Cash”section.

Cash distributions per unit and payout ratio

The Fund reports on cash distributions per unit and payout ratio (actual cash distribution divided by distributable cash) because they are
key measures used by investors to value the Fund, assess its performance and provide an indication of the sustainability of distributions.
Cash distributions per unitand the payout ratio depend on the Fund's distributable cash and the Fund's distribution policy.

Financial leverage ratio and total capitalization

The financial leverage ratio is defined as total liabilities excluding derivatives and subordinated debentures divided by total
capitalization. Total capitalization is defined as the total of unitholders' equity, derivatives, and subordinated debentures. The financial
leverage ratio provides anindication of the extent to which the Fund relies on debt financing.

Average portfolio yield

Average portfolioyield is financial revenue divided by average finance receivables in the period.

Netfinancial margin

Netfinancial marginis equal to netfinancialincome before operating expenses and income taxes divided by financial revenue.

Net financial margin on portfolio assets

Net financial margin on portfolio assets is equal to net financial income before operating expenses and income taxes divided by average
finance receivables for the period.

Average cost of borrowing

Average cost of borrowing is equal to interest expense divided by the average bank credit facility and subordinated debentures for the
period.

Annualizedlossrate

Annualized loss rate is equal to net write-offs recorded through the allowance for credit losses and dealer reserve divided by average
financereceivables for the period.

Operating expenseratio on portfolio assets

The operating expense ratio on portfolio assets is calculated as total operating expenses, excluding (gain) loss on derivatives, divided by
averagefinancereceivables.

Operating expenseratio onfinancial revenue

The operating expense ratio onfinancial revenueis calculated as total operating expenses, excluding (gain) loss on derivatives, divided by
total financial revenues.

Pre-taxreturn on portfolio assets

Pre-tax return on portfolio assetsis calculated as net earnings before income taxes divided by average finance receivables.



Management’s Discussion and Analysis

RECENT EVENTS
Increase in Bank Credit Facility

On June 22,2010, the Fund announced that its credit facility had been increased to $105 million, up from $85 million and was extended
for three years to June 30,2013. The banking syndicate remained the same with Bank of America, N.A., Bank of Montreal, and Wells Fargo
Financial Corporation Canada providing the facility. The increase in the facility will assist the Fund in achieving our objective of growing
thefinancereceivable portfolio by approximately 20% per year.

Expansion into Quebec

On November 25,2010, the Fund announced that it had commenced operationsin the province of Quebec. The geographical expansion
enhances Carfinco's strategy of growing the Fund's finance receivables and makes Carfinco a truly national lender, providing non-prime
automotive financing in all 10 Canadian provinces. Quebec has a population of 7.9 million people, representing approximately 23% of
Canada's population and presents a significant growth opportunity for Carfinco.

FBR Capital Markets

On January 12, 2011, the Fund announced that it had retained FBR Capital Markets & Co. (“FBR") to assist its Board of Trustees in
identifying, examining and considering arange of strategicalternatives available to the Fund, with a view to maximizing unitholder value.
Thesealternativesinclude, but are not limited to, the potential sale of all or a majority of the assets or units of the Fund.

The Fund will be continuing with all of its previously planned business objectives throughout the review of strategic alternatives and
there can be noassurance that the review will result in any specific transaction.

OUTLOOK AND ECONOMIC CONDITIONS

Carfinco has continued to produce strong financial results with earnings for the year ended December 31,2010 reaching record levels for
the Fund. Changes to the Fund's credit and collection procedures implemented in 2008, accompanied by investments in the Fund's
technology infrastructure throughout 2009 and 2010, have produced favorable outcomes as provisions for credit losses, contractual
delinquencies, and the Fund's operating expense ratio on portfolio assets each declined throughout 2010.

The global economy has recovered at a faster pace than many had anticipated, however, risks remain elevated as there continue to be
ongoing concerns over sovereign balance sheets throughout Europe, and with some emerging markets beginning to implement more
restrictive policy measures to prevent overheating of their own economies. In Canada, the fourth quarter 2010 GDP increased 0.8% over
the prior quarter (3.3% annualized). Forthe year2010as awhole, real GDP grew 3.1% with the Bank of Canada forecasting modest growth

0f2.4%in2011,and 2.8%in 2012".

Since January 2010, overall employment levels have risen 1.9%?2. This continues a positive employment trend in Canada reflective of a
recovering economy, which would positively impact Carfinco's consumer base and reduce contractual delinquencies. However, current
unemployment levels are still substantially above pre-recession levels that ranged between 6.0% t0 6.3% in fiscal 2007 and the first half of
2008.

Given the current economic environment, the Fund feels it appropriate to remain prudent and to not relax credit criteria to increase loan
originations. Growth within the Fund's existing geographic segments and expansion into Quebec are anticipated to provide growth in
the loan portfolio of 20% in fiscal 2011. Loan losses are expected to continue to remain lower than recessionary levels experienced in
2008 and 2009; however, as the Fund grows its finance receivable portfolio, increases in the allowance for credit losses may be necessary
toabsorb potential creditlosses arising on new volume.

' Bank of Canada, Monetary Policy Report, January 2011
2 Statistics Canada, Labor Force Survey, January 2011
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Management’s Discussion and Analysis

SELECTED FINANCIAL INFORMATION AND FINANCIAL RATIOS

Thefollowing table summarizes key financial data to be read in conjunction with the audited financial statements of the Fund as atand for
theyearsended December31,2010,2009,and 2008. Such financial statements are prepared in accordance with GAAP.

As at and for the Years ended, December 31, December 31, December 31,
(in $000's for stated values, except ratios and per unit amounts) 2010 2009 2008
Total revenue $ 37,895 $ 32,631 $ 31,649
Net earnings (loss) 20,664 7,341 (1,988)

per fund unit, basic and diluted 0.84 0.30 (0.08)
Total assets 126,502 97,687 94,491
Finance receivables 139,478 113,222 108,017
Loan originations 97,030 67,820 74,279
Cash distributions 14,262 4,200 1,890

per fund unit $ 0.595 $ 0.180 $ 0.081
Financial leverage ratio 3.14:1 2.66:1 2.86:1
Allowance and dealer reserve as a percentage of finance receivables 13.3% 15.6% 13.6%
Return on average unitholders' equity 77.2% 33.6% (9.0%)
Return on average finance receivables 16.4% 6.6% (2.0%)
Book value per fund unit $ 1.22 S 0.98 $ 0.87
Highlights

The Fund achieved record net earnings of $20,664,262 ($0.84 per fund unit — basic and diluted) for the year ended December 31, 2010
surpassing the previous record of $7,341,047 ($0.30 per fund unit - basicand diluted) recorded in the year ended December 31,2009. The
earningsalso representasignificantincrease versus the loss of $1,987,563 ($0.081 per fund unit— basic and diluted) recognized in the year
ended December 31,2008 when the Fund experienced higher delinquencies and increased write-offs in the finance receivables portfolio
asthe Fund's customer base was highly impacted during the global economic recession.

As at December 31, 2010, management continued to be successful in managing contractual delinquencies with amounts over 30 days
outstanding decreasing to 2.9% of the finance receivables portfolio compared to 4.6% as at December 31,2009 and 7.1% as at December
31,2008. Inaddition, no amounts were contractually delinquent greater than 90 days.

Finance receivables were $139,478,407 at the end of the year, up 23.2% from $113,222,303 as at December 31,2009 on loan originations
of $97,029,522 for the year representing an increase of 43.1%, from $67,819,836 for same period in fiscal 2009. This growth achieved
management's target of 20% growth in the finance receivable portfolio in 2010. In fiscal 2010, management made concerted efforts to
increase loan originations, whereas in 2009, loan originations had decreased over the 2008 fiscal year as credit policies were tightened,
and the Fundfocused onretaining capital and reducinglosses.

For the year ended December 31, 2010, monthly and quarterly special cash distributions totaled $14,262,242 ($0.595 per fund unit) on
distributable cash of $16,067,228 equating to a payout ratio of 88.8%. For the comparative period, cash distributions totaled $4,200,226
on distributable cash of $5,868,945 equating to a payout ratio of 71.6%. Despite become a taxable entity on January 1, 2011,
managementintendson maintaining its monthly cash distribution of 2.0 cents per unit.
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Management’s Discussion and Analysis

RESULTS OF OPERATIONS

Thefollowing table summarizes consolidated financial results for each of the respective periods:

December 31, December 31, December 31,
Years ended, (in $000's for stated values, except per unitamounts) 2010 2009 2008
Financial revenue $ 37,895 $ 32,631 $ 31,649
Financial expenses
Provision for credit losses 6,581 13,115 18,262
Interest expense 4,288 4,191 4,689
Net financial income before operating expenses and income taxes 27,026 15,325 8,698
Operating expenses 9,189 8,099 10,686
Income tax expense (recovery), future (2,827) (115) -
Net earnings and comprehensive income $ 20,664 $ 7,341 $ (1,988)
per fund unit, basic and diluted $ 0.84 $ 0.30 $ (0.08)

Financial Revenue

Carfinco purchases loans, originated by select independent and franchise vehicle dealers to consumers buying late model used
automobiles that are typically unable to obtaining financing fromtraditional sources. The Fund generatesinterestand administration fee
revenues on these finance receivables. For the yearended December 31,2010, revenues were $37,895,447 compared to $32,630,841 for
the same period infiscal 2009 representing anincrease of 16.1%. Revenues are anticipated to move in conjunction with the growthin the
finance receivable portfolio with the larger portfolio generating additional interest revenue and collection activity generating additional
administration fee revenue. The following table summarizes revenues by category:

December 31, December 31, December 31,
Years ended, (in $000's, exceptratios) 2010 2009 2008
Interest revenue S 35,290 $ 30,481 S 29,666
Administration fees 2,605 2,150 1,983
$ 37,895 $ 32,631 $ 31,649

Ratios
Average portfolio yield 30.0% 29.5% 31.3%

Interest revenue includes interest earned on finance receivables, fee income charged to the customer at inception, and transaction costs
incurred by the Fund upon granting loans to customers. The fee income and transaction costs are deferred at inception and recognized
into interest revenue using the effective interest method over the term of the loan. For the year ended December 31, 2010, interest
revenues increased by $4,809,174 or 15.8% over the prior year comparative period. The increase was attributable to growth in the
averagefinancereceivable balance outstanding during the period.

Administration fee revenues are earned from fees charged to the customer subsequent to the origination of the finance receivable and
are expected to fluctuate based upon customer collection rates and delinquencies. During the year ended December 31, 2010
administration fee revenues increased $455,432, or 21.2%, to $2,605,396 from $2,149,964 in the prior year. Overall, increases in
administration fee revenues over the prior year comparatives occurred as a result of growth in the finance receivable portfolio resulting in
additional collection activity.

The average portfolio yield for the year was 30.0% slightly up from the 29.5% experienced infiscal 2009.
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Management’s Discussion and Analysis

Financial Expenses

Thefollowing table summarizes financial expenses:

December31, December 31, December31,
Years ended, (in $000's for stated values, except ratios) 2010 2009 2008
Provision for credit losses $ 6,581 $ 13,115 $ 18,262
Interest expense 4,288 4,191 4,689
$ 10,869 $ 17,306 $ 22,951
Net financial income before operating expenses and income taxes $ 27,026 $ 15,325 $ 8,698
Ratios
Net financial margin 71.3% 47.0% 27.5%
Net financial margin on portfolio assets 21.4% 13.9% 8.6%
Average cost of borrowing 5.2% 6.0% 7.3%
Annualized loss rate 14.6% 19.1% 18.6%

Provision for credit losses

The provision for credit losses decreased $6,534,251, or 49.8%, from $13,114,756 for the year ended December 31,2009 to $6,580,505. In
the currentyear, the provision for credit losses included a reduction in the allowance for credit losses of $750,000. The Fund continues to
closely monitor contractual delinquencies and credit loss experience making additional provisions for (reductions in) the allowance for
credit losses, as it deems appropriate. In the current year the reduction in the allowance for credit losses occurred as the Fund
experienced continued improvements in contractual delinquencies and management adjusted expectations on loan losses to lower
levels. In addition, an overall shift in portfolio mix from the Fund's regular program towards the GO Plan has reduced the provision for
creditlosses as net write-offs under the GO Plan are recorded through the dealer reserve, and to date, reserves on new volume have been
sufficientto coverall write-offsincurred in this portfolio.

Loans are normally written off when there is no realistic prospect of recovery of the amounts outstanding. Under the Fund's bank credit
facility covenants, at 120 days contractual delinquent the relationship with the customer is judged to have broken down and loans are
required to be written-off. However, loans may be written-off at less than 120 days contractual delinquent at the discretion of
management if through the examination of contractual delinquency and an individual borrower's financial condition it is determined
thatthereis no realistic prospect of recovery of a debtor's obligation. Accountsidentified asimpaired, but not written-off, are allowed for
in establishing and maintaining the allowance for credit losses. Throughout fiscal 2010, management wrote-off all loans in contractual
arrears greater than 90 days.

The annualized loss rate is the calculation of write-offs, net of recoveries, in the year recorded through the allowance for credit losses and
dealer reserve divided by the average finance receivables over the same period. Management utilizes the annualized loss rate as an
alternative measure to the provision for credit losses in examining loan losses as it excludes the effect of provisions for (reductions in) the
allowance for credit losses during the period, and captures loan losses absorbed by the dealer reserve that are not reflected in net
earnings. The annualized loss rate for the year ended December 31,2010 was 14.6% down from 19.1% for the year ended December 31,
2009. During fiscal 2009 and 2008, the Fund experienced higher delinquencies and write-offs as a recessionary economy significantly
impacted Carfinco's customer base. A portion of the reduction in write-offs is due to an overall strengthening in the economic
environment, however, italsoillustrates the overall improvement in the credit quality of the Fund's finance receivable portfolio as a result
of modifications that were made to the Fund's credit criteria in the fourth quarter of 2008. The changes were made in effort to decrease
credit risk during a period of significant economic uncertainty. No material modifications have been made the Fund's credit criteria since
thattime.

Throughout fiscal 2010 the Fund began to see contractual delinquencies return to more normalized levels and anticipates future write-
offs to remain similar to currentlevels.

As the Fund works to achieve growth in the finance receivable portfolio in excess of 20% per annum, increases in the allowance for credit
losses may be necessary to absorb potential creditlosses arising on new volume.
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Interest expense

Interest expense for the year ended December 31, 2010 increased $97,075, or 2.3%, from $4,190,830 for the year ended December 31,
200910 $4,287,905. Theincrease in interest expense over the prior year comparative is primarily due to an overall increase in the average
outstanding balance on the Fund's bank credit facility and due to increases in the prime interest rate. The annualized cost of borrowing
decreased to 5.2% for the year ended December 31, 2010 to 6.0% in the comparative period. The decrease in the average cost of
borrowing is primarily due to the repayment of the full outstanding balance of $2,143,000 on the Fund's subordinated debt during the
second quarter of 2010, which bore interest at an annual rate of 14.0%. In addition, on August 23, 2010, one of the Fund's interest rate
swap agreements with a notional value of $10,000,000 and a fixed interest rate of 4.92% expired, lowering the Fund's monthly interest
cost. Asthe Fundfocused onincreasingloan originations during fiscal 2010, additional advances on the bank credit facility were required

tofundthe acquisition of finance receivables.
Operating Expenses

Thefollowing table summarizes operating expenses:

December 31, December 31, December 31,
Years ended, (in $000's for stated values, except ratios) 2010 2009 2008
General and administrative $ 9,564 8,803 9,006
(Gain) loss on derivatives (548) (887) 1,543
Amortization of equipment 173 183 137
$ 9,189 8,099 10,686
Net earnings (loss) before income taxes $ 17,837 7,226 (1,988)
Ratios
Operating expense ratio on portfolio assets 7.7% 8.1% 9.0%
Operating expense ratio on financial revenue 25.7% 27.5% 28.9%
Pre-tax return on portfolio assets 14.1% 6.5% (2.0%)

General and administrative

Significant components of the Fund's general and administrative expenses include salaries and benefits, office and general expenses,
professional fees, and loan administration costs not directly tied to the acquisition of afinance receivable.

For the year ended December 31,2010 general and administrative expenses increased $761,122, or 8.6%, to $9,564,540 from $8,803,418
fortheyearended December31,2009. Theincreasein generaland administrative expenses was due to an overall expansionin the Fund's
operational structure toaccommodate growth in the finance receivables portfolio.

As a percentage of revenue, general and administrative expenses decreased to 25.7% from 27.5% year-over-year. In addition, as a
percentage of portfolio assets, this ratio declined to 7.7% from 8.1% in the prior year comparative period. The decline in these ratios was
the result of efforts made by management to increase operating efficiencies including notable improvements to technology
infrastructure that commenced in the latter half of 2009 and continued throughout 2010. This includes the use of GPS starter interrupt
devices under certain finance programs, implementation of a documentimage system across all departments, and improvements in the
Fund's internal reporting systems, all of which have allowed the Fund to grow its loan portfolio without requiring a proportionate
increase in customer service and collection staff minimizing the impact growth in the portfolio has had on salary and benefit
expenditures.

Amortization
Amortization expense decreased $10,388, or 5.7%, from $183,198 for the year ended December 31,2009 to $172,810 for the year ended

December 31, 2010. Equipment purchases of $151,784 and $99,790 were made during the years ended December 31, 2010 and 2009
respectively. The equipment purchases were made in the normal course of operations.
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(Gain) loss on derivatives

On August 23,2007, the Fund entered into two interest rate swap agreements with a combined notional amount of $20,000,000. Thefirst
agreement had a notional amount of $10,000,000, a fixed bankers' acceptance rate of 4.92% and a three-year term that ended on August
23,2010. The second agreement has a notional amount of $10,000,000, a fixed bankers' acceptance rate of 4.99% and a five-year term
endingon August23,2012. During 2010, a gain on derivatives of $547,532 was recorded and as at December 31,2010, the fair value of the
remaining interest rate swap was a liability of $548,596 (December 31,2009-$1,096,128).

Theinterest rate swap agreements have been classified as“held-for-trading”financial instruments and are recognized at fair value with all
gains and losses being recorded through net earnings. The Fund entersinto interest rate swaps to lock the interest rate on a portion of its
debtforlonger periods and does not hold any derivative financial instruments for trading or speculation purposes.

IncomeTaxes

The Fund is a“mutual fund trust”for income tax purposes. As such, the Fund is taxed on any taxable income not allocated to unitholders.
Pursuant to the Deed of Trust, all or virtually of all the taxable income is allocated to unitholders; consequently, there is no current tax
liability for the Fund.

In 2007, the Income TaxAct (Canada) was amended toimpose on Canadian publicincome trusts, an entity-level tax at a rate approximately
equal to the rate applicable to income earned by a Canadian public corporation and to prevent such trusts from deducting trust
distributions when calculating taxable income. A transition period applicable to publicly traded trusts that existed prior to November 1,
2006 delayed the application of these rules until the earlier of January 1, 2011 or the year in which a publicly traded trust exceeds the
"normal growth guidelines" issued by the Department of Finance, which the Fund did not exceed. The payment of such taxes will, reduce
the cash flow of the Fund, thereby reducing the amount available for distributions to unitholders. The amendment to the Income Tax Act
(Canada) also re-characterizes distributions as eligible dividends received from a taxable Canadian corporation which will generally be
beneficial to Canadian residentinvestors holding their units in taxable accounts compared to the current characterization of distributions
to unitholders primarily as ordinary income.

Since the announcement of this change in tax legislation, which became effective for the Fund on January 1,2011, management and the
Trustees have monitored the changes in the income trust environment and capital markets and continue to review potential impacts on
the Fund's current strategies and the alternatives available to the Fund, consistent with protecting and enhancing unitholder value. As
part of this assessment, the Trustees announced an intention to maintain monthly cash distributions at 2 cents per unit to unitholders
subsequent to becoming a taxable entity. The Fund's distribution policy is to make distributions to unitholders consistent with good
business practices, considering requirements for capital expenditures, working capital and other reserves considered advisable by the
Trustees of the Fund. All such distributions are discretionary. Atthistime, theTrustees believe thatremaininga trustisin the best interest
of unitholders and the business. The Trustees will continue to examine all available alternatives for the structure of the Fund and can
choose to convert to a new structure on a tax-deferred basis until December 31,2012. If the Trustees decide, in the future, to change the
Fund's existing structure, there is no way of determining the potential impact (positively or negatively) that any such change might have
onthe value ortrading price of units orany publicly traded replacement securities.

The Fund follows the liability method of accounting for future income taxes. Under this method, future tax assets and liabilities are
determined based on the differences between the financial reporting and tax bases of assets, liabilities, and losses carried forward, and
are measured using the substantively enacted tax rates and laws that will be in effect when the differences are expected to reverse. For
theyearended December 31,2010, afutureincome tax recovery of $2,827,043 (December 31,2009 - $115,060) was recognized. Included
in the fiscal 2010 tax recovery was $2,647,475 that related to the realization of previously unrecognized timing differences that existed
between the financial reporting and tax basis of some of the Fund's assets and liabilities. These future income tax assets and liabilities
were not previously recognized as the temporary timing differences were set to reverse prior to the Fund becoming a taxable entity.
Please refer to note 13 (Income Taxes) in the Fund's audited annual consolidated financial statements for the year ended December 31,
20710foradditional information.
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CONSOLIDATED FINANCIAL POSITION

The following table summarizes the Fund's consolidated financial position for the periods presented.

December 31, December 31, December 31,
As at (in $000's for stated values) 2010 2009 2008
Finance receivables - net S 120,974 S 95,585 S 93,372
Non-portfolio assets 5,528 2,101 1,119
Total assets 126,502 97,686 94,491
Bank credit facility 93,160 68,438 67,878
Subordinated debentures - 2,143 2,300
Other liabilities 3,302 3,639 4,091
Total liabilities 96,462 74,220 74,269
Unitholders' equity S 30,040 S 23,466 S 20,222

Assets

Total assets increased by $28,815,130, or 29.5%, to $126,501,816 as at December 31,2010 from $97,686,686 as at December 31,2009. As
at December 31, 2010, non-portfolio assets represented 4.4% (December 31, 2009 - 2.2%) of total assets. The portfolio assets include
financereceivables, the allowancefor creditlosses, and the dealer reserve.

Finance receivables
December 31, December 31, December 31,
As at (in $000's for stated values, except ratios) 2010 2009 2008
Principal balance of finance receivables $ 140,830 $ 113,791 $ 109,289
Unearned administration fees (3,489) (2,442) (3,187)
Accrued interest 2,137 1,873 1,915
Finance receivables 139,478 113,222 108,017
Allowance for credit losses and dealer reserve (18,504) (17,637) (14,645)
Finance receivables - net S 120,974 $ 95,585 S 93,372
Ratios
Allowance and reserve as a percentage of finance receivables 13.3% 15.6% 13.6%

Finance receivables grew during 2010 by $26,256,104, or 23.2%, to $139,478,407. Funds advanced on finance receivables for the year
ended December 31, 2010 were $79,592,969, an increase of $25,070,632, or 46.0%, from $54,522,337 for the year ended December 31,
2009. Theincrease in finance receivables and funds advanced is attributable to the Fund's focus on achieving 20% growth in the finance
receivable portfolioinfiscal 2010. Managementintendsto have growth of 20%in the finance receivable portfolioin the fiscal 2011 year.

All finance receivables are secured, under the applicable provincial personal property registry, by motor vehicle collateral. The Fund's
strategy continues to be that of the alternative lender to major financial institutions in the higher-risk used vehicle finance market.
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Allowance for credit losses and dealer reserve

The management of the Fund establishes and maintains an allowance for credit losses, which it considers adequate to absorb probable
credit losses existing in the finance receivable portfolio. The Fund's allowance for credit losses and dealer reserve had a combined
increase of $867,266, or 4.9%, to $18,504,357 at December 31,2010 from $17,637,091 at December 31, 2009. As a percentage of finance
receivables, the allowance for credit losses and dealer reserve decreased to 13.3%, down from 15.6% at the end of the prior year. The
decline in this percentage is due to overall growth in the finance receivable portfolio and a reduction in the allowance for credit losses of
$750,000. The Fund will continue to monitor its credit loss experience and make additional provisions or reductions to the allowance for
credit losses, as it deems appropriate. Although the Fund uses various models and methodologies to assess the adequacy of loss

reserves, thereis no precise method for estimating the losses existing in the finance receivable portfolio.

Delinquency and losses

Creditlosses, delinquency and provisions as at, and for each of the respective periods, were as follows:

December 31, December 31, December 31,
Years ended, (in $000's) 2010 2009 2008
Allowance for credit losses, beginning of year $ 12,400 $ 12,190 $ 6,470
Provisions for credit losses 6,581 13,115 18,262
Write-offs (9,370) (14,799) (14,254)
Recoveries 2,039 1,894 1,712
Allowance for credit losses, end of year $ 11,650 $ 12,400 $ 12,190
Dealer reserve, beginning of year $ 5,237 $ 2,455 $ 2,406
Reserve on new volume 12,747 10,987 6,339
Write-offs (12,312) (8,918) (6,811)
Recoveries 1,182 713 521
Dealer reserve, end of year $ 6,854 $ 5,237 $ 2,455
The contractual delinquency and amount of specificimpairmentat each reporting period is as follows:
December 31,2010 Current 1 to 30 days 31 to 60 days 61 to 90 days 91 days plus
Amount of finance receivables $ 128,584,100 $ 6,850,400 $ 3,183,200 $ 860,700 $ -
Percent of finance receivables 92.2% 4.9% 2.3% 0.6% -
Amount specifically impaired S 1,445,000 S 590,600 $ 1,369,300 $ 860,700 $ -
December 31,2009 Current 1 to 30 days 31 to 60 days 61 to 90 days 91 days plus
Amount of finance receivables $ 100,012,500 $ 7,983,700 $ 3,530,300 $ 1,695,800 S -
Percent of finance receivables 88.3% 7.1% 3.1% 1.5% -
Amount specifically impaired $ 1,199,100 S 555,500 $ 1,206,700 $ 1,695,800 S -
December 31, 2008 Current 1 to 30 days 31 to 60 days 61 to 90 days 91 days plus
Amount of finance receivables $ 91,341,800 $ 8,931,200 $ 3,579,700 $ 2,096,100 $ 2,068,200
Percent of finance receivables 84.6% 8.3% 3.3% 1.9% 1.9%
Amount specifically impaired S 701,700 S 305,000 S 668,300 $ 2,096,100 $ 2,068,200
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Specificimpairmentis identified at the end of each reporting period by making judgments about the probability of an account goinginto
default based upon information known by the Fund. Thisincludes assessing contractual delinquency, the borrower's financial condition
such as the identification of a debtor entering bankruptcy, or other conditions such as the Fund being in the process of legal or collateral
repossession proceedings with the debtor. Accounts over 60 days contractually delinquent are automatically considered to be impaired
and are fully allowed for. Accounts contractually delinquent less than 60 days are allowed for based upon applying probability-weighted
assumptions on the chances of an identified account resulting in a consumer default. The methodology for identifying and allowing for
accountsidentified asimpaired has remained consistent over all periods presented.

Liabilities

Total liabilities increased by $22,242,123, or 30.0%, to $96,461,778 at December 31, 2010, from $74,219,655 at December 31, 2009. The
increase is primarily due to an increase in the outstanding balance on the Fund's bank credit facility of $24,721,792, which was partially
offsetby adecreasein subordinated debt of $2,143,000 and combined decreases of $336,669 in accounts payables and accrued liabilities,
the deferred dealer obligation, and derivatives.

Bank credit facility

The Fund executed an Amended and Restated Credit Facility on February 13, 2008, as amended on May 20, 2008, December 15, 2008,
June 22, 2010, and September 30, 2010 with the Bank of America, N.A., Wells Fargo Financial Corporation Canada and the Bank of
Montreal as co-lenders. The amount of borrowings available under this facility was increased during the year to $105,000,000 (December
31, 2009 - $85,000,000), subject to a defined borrowing base and a maximum financial leverage ratio of 3.50:1 (December 31, 2009 -
3.75:1). The bank credit facility is the primary source of cash for funding growth in the finance receivable portfolio. As at December 31,
2010 a total of $93,159,937 (December 31, 2009 - $68,438,145) was outstanding under the credit facility. The maturity date of the credit
facilityis June 30,2013 (December 31,2009 - December 15,2010).

Deferred dealer obligation

The deferred dealer obligation represents the estimated additional purchase consideration owed to the dealers on loans financed at a
discount. Under this program, the dealer can receive additional purchase consideration based upon the collection performance of these
finance receivables. The balance is composed of the accumulated obligations recorded on the origination of these finance receivables
and of chargestointerest revenue based upon estimates of the obligation balance.

The deferred dealer obligation increased by $6,704 or 0.4% during the year ended December 31,2010, from $1,847,863 at December 31,
2009 to $1,854,567 at December 31, 2010. The obligation is based on assessing the historical collection data on this program and
measuring the most likely outcome while taking into consideration a range of other possible outcomes. Changes in circumstances may
cause significantdifferencesin future assessments and require increases or decreases in the deferred dealer obligation.

Subordinated debentures

To manage the Fund's capital and financial leverage available under the bank credit facility, subordinated debentures are periodically
issued. In fiscal 2008, the Fund issued $2,300,000 of fully redeemable, unsecured subordinated debentures with an interest rate of 14%
perannum and a maturity date of April 30,2010. During the second quarter of 2010, the Fund repaid the outstanding principal balance
and accruedinterest of the subordinated debentures, which accounted for the change in the balance during the year.
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Unitholders' Equity

The unitholders' equity increased $6,573,007, or 28.0%, during the year ended December 31, 2010 from $23,467,031 at December 31,
2009, to $30,040,038. The increase is primarily due to net earnings of $20,664,262 during the period, which was partially offset by cash
distributions of $14,262,242. In addition, increases occurred from $44,900 in unit based compensation expense, and $133,332 for
proceeds from exercised unit options, while a reduction occurred due to $7,245 in fund unit issuance costs, net of future income tax
effects.

Outstanding unitdata

The Fund's Deed of Trust provides that an unlimited number of trust units may be authorized and issued. Each trust unit is transferable,
carries the right to one vote and represents an equal undivided beneficial interest in any distribution from the Fund and in the net assets
of the Fund in the event of termination or winding-up of the Fund. All trust units are of the same class with equal rights and privileges.
Certain employees of the Fund have been granted unit options to purchase units of the Fund.

As at December 31,2010 and March 7, 2011, there were 24,611,896 units of the Fund issued and outstanding and 33,334 unit options to
acquire units outstanding.

LIQUIDITY AND CAPITAL RESOURCES

The Fund's primary sources of cash have been cash flows from operating activities, borrowings under its credit facility, and the issuance of
debt and equity. The Fund's primary use of cash has been the funding of advances on finance receivables. The Fund manages its capital
resources by utilizing the financial leverage available under the credit facility. When additional capital is required it is raised from
operating cash flows and through subordinated debenture or unitissuances.

Management believes that the resources available to the Fund provide the needed capital to fund the anticipated expansion of the
financereceivable portfolio and investments in operating infrastructure for the upcomingfiscal year.

The Fund examines financial leverage as a key indicator of the strength of the Fund's balance sheet. Under the terms of the Fund's bank
credit facility, the financial leverage cannot exceed 3.50:1 at the end of any period. As at December 31,2010 the financial leverage was
3.14:1, up from 2.66:1 at the end of 2009. The increase in this ratio is due to advances made on the Fund's bank credit facility and the
repayment of the Fund's subordinated debt which reduced the Fund's total capitalization.
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The Fund's capitalizationis as follows:

December 31,

December 31,

December 31,

As at (in $000s for stated values) 2010 2009 2008
Bank credit facility S 93,160 S 68,438 S 67,878
Accounts payable and accrued liabilities 899 695 503
Deferred dealer obligation 1,855 1,848 1,604
Total debt $ 95,914 $ 70,981 $ 69,985
Unitholders' equity $ 30,040 $ 23,467 $ 20,222
Derivatives 549 1,096 1,983
Subordinated debt - 2,143 2,300
Total capitalization S 30,589 S 26,706 S 24,505
Financial leverage 3.14:1 2.66:1 2.86:1

The Fund monitors the interest coverage ratio as a key indication of the Fund's ability to manage its leverage. Under the terms of the
Fund's bank creditfacility, the interest coverage ratio must exceed, or be equal to 1.50:1 for each quarterly period.

Theinterest coverageratiois calculated as the interest coverage divided by the interest expense and is presented as follows:

December 31,

December 31,

December 31,

Years ended (in $000's for stated values, except ratios) 2010 2009 2008
Net earnings $ 20,664 $ 7,341 $ (1,988)
(Gain) loss on derivatives (548) (887) 1,543
Amortization of equipment 173 183 137
Interest expense 4,288 4,191 4,689
Interest coverage $ 24,577 $ 10,828 $ 4,381
Interest coverage ratio 5.73:1 2.58:1 0.93:1
CashFlowand Liquidity

Cash flows provided by operating activities for the year ended December 31, 2010 was $26,070,265 compared to $21,461,059 for the
comparative 2009 period representing an increase of $4,609,206, or 21.5%. The increase in cash flows provided by operating activities

was primarily the result of the increased net earnings over the comparative period.

Cash flows used in investing activities for the year ended December 31, 2010 increased to $33,976,024 from $17,024,663 for the same
period in 2009. The increase of $16,951,361 over the comparative period was due to increases in funds advanced on finance receivables.
Asthe Fund focuses on growing the finance receivable portfolio throughoutfiscal 2010, funds advanced on finance receivables increased

10 $79,592,969 for the yearended December 31,2010 up from $54,522,337in 2009.
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Cash flows provided by financing activities for the year ended December 31, 2010 were $8,277,705 compared to cash flows used in
financing activities of $3,997,884 in the prior year. As managementfocused on growth in the finance receivable portfolio during the year,
advances under the Fund's bank credit of $24,739,108 were required, compared to net repayments of $337,913 for the year ended
December 31,2009, when growth in the portfolio was curtailed. Advanceson the bank credit facility during 2010 were partially offset by
cash distributions of $14,262,242 (2009 - $4,200,226), and repayments on the Fund's subordinated debt of $2,143,000 (2009 - $157,000).

Debt and Contractual Repayment Obligations

The following table presents the Fund's future payment obligations for certain undiscounted financial liabilities and other contractual

obligations:

2011 Total
Bank credit facility ' $ 93,309,766 $ 93,309,766
Operating leases’ 393,000 393,000

$ 93,702,766 $ 93,702,766

(1) The bank credit facility is a demand loan with a stated maturity date of June 30, 2013. The above amount excludes unamortized deferred transaction
costsas presentedin Note 8 of the Fund's audited consolidated financial statements.

(2) The Fund is committed to a long term operating lease for building space. Amounts presented represent the minimum annual lease payments, plus
estimated operating costs required.

DISTRIBUTABLE CASH

Pursuant to the Deed of Trust of the Fund, the Trustees must distribute all or virtually all of the income of the Fund for the fiscal year,
determined in accordance with the Income Tax Act (Canada), to the unitholders of the Fund. If the Fund does not pay cash distributions
for the total income of the Fund, determined in accordance with the Income Tax Act (Canada), the remaining income of the Fund is
distributed through additional Trust units having a value equal to the cash shortfall.

The Fund's distribution policy is to make distributions to unitholders of its available cash consistent with good business practices,
considering requirements for capital expenditures, working capital and other reserves considered advisable by the Trustees of the Fund.
All such distributions are discretionary. Overall, the Fund capitalizes an insignificant amount; therefore, no deduction is made for
productive capacity maintenance when calculating distributable cash. The Fund's ability to maintain productive capacity is expensed on
anannual basis.
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Thefollowingisa calculation of the Fund's distributable cash:

December 31, December 31, December 31,
Years ended (in $000's for stated values, except percentages) 2010 2009 2008
Cash provided by operating activities $ 26,070 $ 21,461 $ 18,358
Add (deduct):
Long term unfunded contractual obligations ' (2,124) (1,800) (1,374)
Significant changes in non-cash items during the period * (7,879) (13,792) (11,000)
Distributable cash $ 16,067 $ 5,869 $ 5,984
Cash distributions paid during the period $ 14,262 $ 4,200 $ 1,890
Payout ratio 88.8% 71.6% 31.6%
Distributable cash per weighted average units outstanding $ 0.654 $ 0.239 $ 0.244
Cash distributions per fund unit $ 0.595 $ 0.180 $ 0.081
Unit distributions per fund unit 0.190 0.064 -
Total distributions per fund unit $ 0.785 $ 0.244 $ 0.081

(1)  The Fund records an obligation to dealers that is recorded on the balance sheet as Deferred Dealer Obligation. The provision to fund a portion of
such obligations is made through charges to the income statement.

(2)  The significant non-cash items during the period are excluded from the calculation of distributable cash, as their inclusion would not properly
reflect the cash available for distribution.

Distributable cash for the year ended December 31, 2010 amounted to $16,067,228 or $0.654 per unit, an increase of $10,198,283, or
173.8% from the year ended December 31, 2009. The Board of Trustees approved the resumption of monthly cash distributions of 1.5
cents per unit, commencing in August 2009 after cash distributions had been halted in March 2008 and subsequently increased the
monthly cash distribution rate to 2.0 cents per unit commencing in February 2010. In addition, the Board of Trustees approved that to the
extent that the Fund generates taxable income in excess of the monthly cash distributions for any quarter, that all or a portion of the
excess taxable income will be distributed in the form of quarterly special distributions. The first special quarterly distribution of 4.0 cents
per unitwas declared in March 2010 with quarterly special distributions of 10.0 cents per unit being declared in June 2010 and September
2010and 12.0 cents per unit being declaredin December 2010.

Although the Fund intends to continue making distributions to our unitholders, there are numerous factors, which affect the Fund's
ability to pay cash distributions, and cash distributions are not assured. The Fund's ability to make cash distributions and the actual
amount distributed will depend upon, among other things, financial performance, debt covenants and obligations, the ability to
refinance debt obligations on similar terms and at similar interest rates, working capital requirements, possible future tax obligations and
future capital requirements. In 2008, the payout ratio was significantly lower than in fiscal 2010 and 2009, as the Fund halted cash
distributions in an effort to preserve equity and maintain a strong balance sheet during a period of increased loan losses as a result of the
economicrecession.
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Additional risk factors that may impact the Fund's ability to pay cash distributions can be found in the section, “Risk Management”,and in
the Fund's Annual Information Form. Under the terms of our credit facility, the Fund is restricted from declaring distributions and
distributing cash if the Fund is in breach of its debt covenants. These covenants include, but are not limited to, a financial leverage ratio, a
loan availability calculation, an interest coverage ratio and a taxable income restriction. The Fund's current financial performance meets

the covenants under our credit facility.

Distributions

Cash distributions are normally payable by the Fund on a monthly basis to unitholders of record on the 20th business day of each month.
Distributions are paid on the last business day of the month. Cash distributions on units of record during the year ended December 31,

2010and 2009 are summarized as follows:

Cash Distribution Total Cash
Record Date Payment Date per Unit Distribution
January 20,2010 January 29,2010 0.015 359,003
February 19,2010 February 26,2010 0.020 478,671
March 19,2010 March 31,2010 0.060 1,436,012
April 20,2010 April 30,2010 0.020 478,671
May 20,2010 May 31,2010 0.020 479,337
June 18,2010 June 30,2010 0.120 2,876,023
July 20, 2010 July 30, 2010 0.020 479,337
August 20, 2010 August 31,2010 0.020 479,337
September 20, 2010 September 30,2010 0.120 2,876,023
October 20,2010 October 29,2010 0.020 479,337
November 19,2010 November 30, 2010 0.020 480,004
December 20,2010 December 31,2010 0.140 3,360,487
Total cash distributions for 2010 0.595 14,262,242
August 20, 2009 August 31,2009 0.015 350,008
September 18,2009 September 30, 2009 0.015 350,008
October 20, 2009 October 30, 2009 0.015 350,008
November 20, 2009 November 30, 2009 0.015 350,008
December 18, 2009 December 31, 2009 0.120 2,800,194
Total cash distributions for 2009 0.180 4,200,226
Accumulated cash distributions to unitholders for 2009 and 2010 0.775 18,462,468
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CONSOLIDATED FOURTH QUARTER RESULTS (UNAUDITED)

December 31, December 31,
For the three months ended 2010 2009
(unaudited) (unaudited)
Financial Revenue
Interest revenue $ 9,564,319 $ 7,982,675
Administration fees 719,343 579,122
10,283,662 8,561,797
Financial Expenses
Interest expense 1,170,031 978,365
Financial income before provision for credit losses 9,113,631 7,583,432
Provision for credit losses 1,460,082 3,039,752
Net financial income before operating expenses and income taxes 7,653,549 4,543,680
Operating Expenses
General and administrative 2,438,991 2,188,202
Gain on derivatives (125,087) (181,683)
Amortization of equipment 41,940 44,513
2,355,844 2,051,032
Earnings before income taxes 5,297,705 2,492,648
Income Taxes
Current - -
Future (recovery) (2,806,533) (115,050)
(2,806,533) (115,050)
Net earnings and comprehensive income $ 8,104,238 $ 2,607,698
Earnings per fund unit:
Basic $ 0.33 $ 0.1
Diluted $ 0.33 $ 0.11

Revenues for the fourth quarter of 2010 were $10,283,662, compared to $8,561,797 for the same period in 2009, an increase of 20.1%. The
higherrevenues were attributable to theincrease in the average finance receivables of 21.4% over the same period.

Interest expense increased from $978,365 during the fourth quarter of 2009, to $1,170,031 during the same period in 2010, an increase of
19.6%. Theincrease was due to increases in the average outstanding balance on the bank credit facility of 34.6% from the fourth quarter
of 2009 to the fourth quarter of 2010. As the Fund focused on increasing loan originations during fiscal 2010, additional advances on the
bank credit facility were required to fund the acquisition of finance receivables.
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Provision for credit losses decreased from $3,039,752 for the fourth quarter of 2009, to $1,460,082 during the same period in 2010, a
decrease of 52.0%. The annualized loss rate, for the fourth quarter of 2010 was 12.8% compared to 18.0% in the fourth quarter of 2009.
The annualized loss rate is the calculation of write-offs, net of recoveries, in the period recorded through the allowance for credit losses
and dealer reserve divided by the average finance receivables over the same period and is a measure utilized by management to examine
loanlossesincurred during the period while excluding the effect of provisions for (reductions in) the allowance for credit losses during the
period, and to capture net write-offs absorbed by the dealer reserve that are not reflected in net earnings. Over the past year,
management has seen significant declinesin contractual delinquencies that have resulted in reductions in loan write-offs.

General and administrative expenses were $2,438,991, compared to $2,188,202 for the same period in 2009, an increase of 11.5%.
Amortization of $41,940 for the quarter was similar to the $44,513 from the same period in 2009. Overall, growth in the finance
receivable portfolio resulted in increases in operating expenses. The operating expense ratio on portfolio assets, which is a measure
general and administrative expenses and amortization as a percentage of the average finance receivable balance during the period
remained stable at 1.8% for the fourth quarter of 2010 compared to 2.0% in same period in 2009.

Gain on derivatives was $125,087 during the fourth quarter of 2010, compared to a gain of $181,683 for the same period in 2009. Income
tax expense for the fourth quarter of 2010 was a recovery of $2,675,187 compared to a recovery of $115,050 in the comparative 2009
period. The significant change in the tax recovery recognized in the fourth quarter of 2010 related to the realization of previously
unrecognized timing differences that existed between the financial reporting and tax basis of some of the Fund's assets and liabilities due
to the change in tax status of the entity effective January 1,2011. Please refer to the “Income Taxes” section of this MD&A, and Note 13
(IncomeTaxes) in the Fund's consolidated financial statements for the yearended December 31,2010, for additional information.
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SUMMARY OF QUARTERLY INFORMATION (UNAUDITED)

($000's for stated values, 2010 2009
except percentages, and per fund amounts) Q4 Q3 Q2 Q1 Q4 Q3 Q2 Q1
Total revenue $ 10284 $§ 9783 $§ 9203 $ 8626 S 8562 S 8324 S 7881 S 7,864
Netearnings 8,104 4,645 4,340 3,575 2,608 2,186 1,779 769

per fund unit, basicand diluted 0.33 0.19 0.18 0.15 0.11 0.09 0.07 0.03
Financereceivables 139,478 133,332 125,477 117,820 113,222 111,508 109,487 108,736
Fundsadvanced on financereceivables 20,271 21,091 20,646 17,584 14,342 14,619 13,295 12,266
Loan originations 24,532 25,834 25,125 21,539 17,754 17,997 16,680 15,389
Allowanceand dealerreserve 18,504 18,327 18,058 17,852 17,637 16,862 16,290 15,835

asa% offinancereceivables 13.3% 13.7% 14.4% 15.2% 15.6% 15.1% 14.9% 14.6%
Bank credit facility 93,160 87,807 81,360 71,936 68,438 66,054 65,532 66,674
Subordinated debt - - - 2,143 2,143 2,143 2,143 2,300
Unitholders'equity 30,040 26,180 25,366 24,789 23,467 24,307 22,821 21,042
Fund units outstanding 24,612 23,967 23,967 23,934 23,934 23,334 23,339 23,339
Basic weighted average fund units 24,595 24,579 24,563 24,545 24,545 24,546 24,551 24,534
Book value perfund unit $ 122§ 107 §$ 103 $ 101 § 09 $ 099 $§ 093 $§ 086

Revenues are anticipated to move in conjunction with the growth in the finance receivable portfolio with quarterly revenues having
increased proportionately with growth in finance receivables since Q1 2009. Throughout fiscal 2009 portfolio growth was modest as the
Fund focused on reducing delinquencies that had increased significantly during 2008 as a result of the recession. Commencinginthefirst
quarter of 2009, and continuing through to the fourth quarter of 2010, the annualized loss rate began to stabilize and decline as
contractual delinquencies improved. This improvement resulted in reductions in the provision for credit losses over each period with
correspondingincreasesin netearnings.

Commencing in fiscal 2010, the Fund became focused on portfolio growth of 20% per annum, which resulted in increased loan
originations and funds advanced on finance receivables when compared to fiscal 2009. In the fourth quarter of 2010, a slight decline in
loan originations was experienced which can be attributed to lower originations during the holiday season in the month of December.
Thisis typicalin Carfinco's experience.

Historically, the Fund has declared monthly distributions, combined with a special year-end cash and unit distribution to allocate the
remainder of the Fund's taxable income to unitholders, pursuant to the Fund's Deed of Trust. In fiscal 2010, the Board of Trustees
approved that to the extent that the Fund generates taxable income in excess of the monthly cash distributions for any quarter, that all or
a portion of the excess taxable income will be distributed in the form of quarterly special distributions providing a more uniform
distribution of taxable income throughout thefiscal year.

Otherthan the aforementioned, the Fund's financial results are generally not subject to significant seasonal fluctuations.
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Management’s Discussion and Analysis

CRITICAL ACCOUNTING POLICIES AND ESTIMATES

Management's discussion and analysis of financial condition and results of operations are made with reference to the audited
consolidated financial statements for the year ended December 31, 2010. A summary of the Fund's significant accounting policies are
presented in Note 2 to those consolidated financial statements. Some of the Fund's accounting policies, as required by generally
accepted accounting principles, require management to make subjective, complex judgments and estimates to matters that are
inherently uncertain. The Fund believes the policies below are the most critical accounting estimates that affect its operating results, and
thatwould have the most material effect on the financial statements should these policies change or be applied in a different manner.

Revenue Recognition

Interest revenue is recorded on an accrual basis, where interest is earned over the life of the related finance receivable contract. The
accrual ofinterestrevenueis suspended on finance receivables classified as impaired.

Fees charged to the customer, in excess of the costs incurred, on the origination of finance receivables and fees charged to the dealer on
the origination of finance receivables are recorded as unearned administration fees and are a component of the finance receivables
portfolio. These unearned administration fees are recognized intointerest revenue using the effective interest method.

Fees charged to the customer during the subsequent servicing of the finance receivables are recognized upon collection of funds as
administration fees revenue.

Allowance for Credit Losses and Dealer Reserve

The management of the Fund establishes and maintains an allowance for credit losses, which it considers adequate to absorb probable
credit losses existing in the finance receivable portfolio. The allowance for credit losses consists of accumulated specific and general
components, which are deducted from the finance receivable portfolio. In addition to the allowance for credit losses, a dealer reserve has
been established to absorb potential creditlosses. The dealer reserveis recorded on certain finance receivables purchased by the Fund at
a negotiated price that is less than the original principal amount being financed. Under this program, the dealer has a vested interest in
the performance of these finance receivables and can receive additional purchase consideration based on the collection performance of
thesefinancereceivables.

The Fund's finance receivable portfolio is composed of a large number of homogenous consumer loans, with relatively small balances
originated in the same industry, and as such, the evaluation of the allowance for credit losses is performed collectively for the group after
allowances are made for specific impairments. In assessing the allowance for credit losses, management must rely on estimates and
exercise judgment regarding matters for which the ultimate outcome is unknown. As a result, establishing a range for the allowance for
creditlossesis difficult due to the number of uncertaintiesinvolved. Allassumptions are reviewed regularly to take account of differences
between previously estimated cash flows on impaired debt and eventual losses.

The allowance for credit losses is determined by assessing the individual finance receivables in arrears, the perceived effect of current
economic conditions or other circumstances on the remaining finance receivables, historical industry ratios of write-offs, historical losses
incurred on a static pool basis, estimates of the underlying collateral value, and the Fund's current write-off and recovery experience.
Static pool loss rates are a measure of long term performance and credit quality of that pool over time by relating a write-off back to its
origination date. Static loss experience is adjusted on the basis of current observable data to reflect changes in current conditions that
did not exist in the period on which the historical loss experience is based, and to remove the effect of conditions in the historical period
that do not exist currently. Changes in circumstances may cause future assessments to be significantly different than current
assessmentsand may require anincrease or decrease in the allowance for creditlosses.

Finance receivables are normally written off when there is no realistic prospect of recovery of these amounts. At 120 days contractual
delinquency the relationship with the customeris judged to have broken down and loans are written-off. However, loans may be written-

offatlessthan 120 days contractual delinquency at the discretion of management.

Additional information on the allowance for credit losses and dealer reserve can be found in Note 5 and 6 to the consolidated financial
statements.
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Deferred Dealer Obligation

The Fund purchases certain finance receivables at a negotiated price that is less than the original principal amount being financed. Under
this program, the dealer has a vested interest in the performance of these finance receivables, and can receive additional purchase
consideration based upon the collection performance of these finance receivables. The deferred dealer obligation represents the
estimated additional purchase consideration owed to the dealers, which is composed of the accumulated obligations recorded on the
origination of these finance receivables and of charges to interest revenue based upon estimates of the obligation balance. The
obligation is based on assessing the historical collection data on this program and measuring the most likely outcome while taking into
consideration arange of other possible outcomes. Changesin circumstances may cause significant differencesinfuture assessmentsand
require increases or decreasesin the deferred dealer obligation.

Future Accounting Changes
International Financial Reporting Standards

In February 2008, the Canadian Accounting Standards Board confirmed that Canadian public entities would have to adopt International
Financial Reporting Standards (“IFRS”), effective for fiscal years beginning on or after January 1,2011. The transition from Canadian GAAP
to IFRS will be applicable for the Fund for the first quarter of 2011, when the Fund will prepare both its current and comparative financial
information using IFRS.

The Fund initiated its conversion plan from Canadian GAAP to IFRS in the fourth quarter of 2008. At that time, the Fund developed a
project team led by its Chief Financial Officer and other members of its finance group. Since that time, the Fund has identified resource
requirements to ensure that appropriate IFRS financial reporting expertise existed within the entity. Commencing in fiscal 2009, key
finance staff have undergone educational training to obtain this expertise, and have provided ongoing communication and training to
the Fund's Board of Trustees and Audit Committee on the key differences between Canadian GAAP and IFRS, along with progress updates
on conversion plan.

The conversion planincludes three phases:

Scoping Phase - a preliminary high-level diagnostic to identify key areas in which there may be significant differences between IFRS and
Canadian GAAP for the Fund's consolidated financial statements. This includes preliminary considerations with respect to processes,
internal control systems and resources to facilitate the conversion process. The Fund initiated this phase in the first quarter of 2009 and
completed this phase in the third quarter of 2009. This phase resulted in the development of a detailed plan under which the design
activities are being implemented. Thisincludes the development of an implementation timetable that will occur over upcoming periods
leading tothe changeover.

Design Phase - establish key milestones for the conversion project and determine internal resource requirements to facilitate the
conversion. At this time, a more detailed assessment of the impact of IFRS will be completed. Aspects of this phase were initiated in the
third quarter of 2009 and portions of this phase were completed in the fourth quarter of 2010.

Implementation Phase — the conclusions and recommendations arrived at during the design phase are to be implemented. This phase
will include monitoring the progress of the implementation of changes to process, procedures and information systems. Portions of this
phase wereinitiatedin the fourth quarter of 2010.

Although much of Canadian GAAP is similar to IFRS, there are some GAAP differences that may significantly impact the Fund's financial
statements. As the Fund progresses through its conversion plan, the implementation of the plan may change due to changes to IFRS and
related interpretation. At this time, the Fund cannot reasonably determine the impact that adopting IFRS will have on its financial
positionand futureresults.

As the review of accounting policies is completed, appropriate changes to internal controls over financial reporting and disclosure
controls and procedures will be made. At this time, the Fund has not identified any significant necessary modifications to the Fund's
internal control policies and procedures, business activities, or IT systems. The certifying officers plan to complete the design, and
evaluate the effectiveness of any necessary modifications tointernal controls during the implementation phase.

The Fund does notintend to early adopt IFRS priorto January 1,2011.
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Consolidated Financial Statements

In January 2009, the CICA issued Handbook Section 1601, Consolidated Financial Statements, which replaces the existing standards. This
section carries forward existing Canadian guidance for preparing consolidated financial statements other than non-controlling interests.
This section is effective for interim and annual financial statements beginning on January 1,2011 and earlier adoption is permitted. The
Fund is currently evaluating the impact of adopting this standard on its consolidated financial statements. An entity adopting this
sectionalsoadopts CICA Handbook Section 1582, Business Combinations,and CICA Handbook Section 1602, Non-Controlling Interests.

Business Combinations

In January 2009, the CICA issued Handbook Section 1582, Business Combinations, which replaces the existing standard. This section
establishes the standards for accounting of business combinations and states that all assets and liabilities of an acquired business will be
recorded at fair value. Obligations for contingent considerations and contingencies will also be recorded at fair value at the acquisition
date. The standard also states that acquisition related costs will be expensed as incurred and that restructuring charges will be expensed
in the periods after the acquisition date and that non-controlling interests will be measured at fair value at the date of acquisition. This
standard is equivalent to International Financial Reporting Standards on business combinations. This standard is applied prospectively
tobusiness combinations with acquisition dates on or after January 1,2011 and earlier adoption is permitted.

Non-Controlling Interests

In January 2009, the CICA issued Handbook Section 1602, Non-Controlling Interests, which establishes standards for the accounting of
non-controlling interests of a subsidiary in the preparation of consolidated financial statements subsequent to a business combination.
This standard is equivalent to the International Financial Reporting Standards on consolidated and separate financial statements. This
sectionis effective forinterim and annualfinancial statements beginning on January 1,2011 and earlier adoption is permitted.

RELATED PARTY TRANSACTIONS

The Fund's related party transactions are setoutin Note 14 to the audited consolidated financial statements for the year ended December
31,2010. The transactions with related parties occurred in the normal course of operations and are measured at the exchange amount
thatis the amount of consideration established and agreed to by the related parties.

Patica Securities Limited

The Fund has an agreement with Patica Securities Limited for services provided on an ongoing basis. These services include general
strategic advice, operational and financial oversight and review, advice on financial structure, advice on senior and/or subordinated debt
and equity structure, communication with stakeholders and other general consulting services. Carfinco LP entered into a Consulting
Services Agreement with Patica Securities Limited on October 1,2003, and pursuant to this agreement, Carfinco LP incurs a fixed monthly
fee of $12,500,and a variable monthly fee of one-twelfth of 0.2% of the outstanding principal amount of the finance receivables.

During the year ended December 31, 2010, payments of $378,000 (2009 - $388,598) were made to Patica Securities Limited and at
December 31, 2010, there was $31,500 (2009 - $31,500) payable to Patica Securities Limited. Patica Securities Limited is controlled by
individuals who are Trustees of the Fund.

Subordinated Debentures

During 2008, the Fund issued 14% debentures in the aggregate principal amount of $900,000 to related parties. The following table
presents subordinated debentures transactions with related parties:

December 31, December 31,
2010 2009
Subordinated debentures issued to related parties $ - $ 743,000
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Included in interest expense for the year ended December 31,2010 is $38,473 (2009 - $114,544) of interest paid to related parties during
the period. On April 30,2010, the Fund repaid the outstanding principal balance and accrued interest on the stated maturity date of the
subordinated debentures.

Theserelated parties were Trustees and/or Officers of the Fund or family members of Trustees and/or Officers of the Fund.
OFF-BALANCE SHEET ARRANGEMENTS

The Fund has notentered into any off-balance sheetarrangements.

RISK MANAGEMENT

General

The operations of the Fund are affected by trends and factors that the Fund may not be able to control and have the potential of affecting
its financial condition, results of operations, and cash flow. These trends and factors may include changes in the vehicle financing market
sector and the state of the domestic and global economy. Itis not possible for management to accurately predict the impact of changes
inthe operating environment, nor to predict their effect on the Fund's financial condition and results of operations.

Competitive environment

There can be no assurance that the Fund will be able to compete successfully against its current or future competitors, or that such
competition will not have a material adverse effect on the financial condition and results of operations of the Fund. Overall, the market for
the financial services offered by the Fund is highly competitive and many of the companies operating in this sector have greater financial,
technical and marketing resources than the Fund and generate greater revenues. Relatively low barriers to entry into our markets exist
and the Fund expects to face additional competition over time from new entrantsintoits market sector.

Reliance on key personnel

The Fund is dependent on the abilities, experience and efforts of its senior management and other key employees. If these individuals
become unable or unwilling to continue their employment, there may be a material adverse effect on the Fund's financial condition,
results of operationsand business prospects.

Liquidity risk

As is customary in the Fund's industry, the credit facility and subordinated debt instruments must be renewed on a periodic basis. The
Fund has been successful in renewing and expanding these facilities. If the Fund were unable to renew these facilities on acceptable
terms, there could be a material adverse effect on the Fund's financial position, results of operations and liquidity.

Credit risk

Credit risk involves the loss of principal and/or interest from the failure of debtors, for any reason, to honour the financial or contractual
obligations to the Fund. In the event of payment default, the collateral value of the financed vehicle may not cover the outstanding
contractbalance and costs of recovery.

The Fund originates transactions in a relatively high-risk segment of the consumer finance industry. Therefore, write-offs are anticipated.
The management of the Fund establishes and maintains an allowance for credit losses, which it considers adequate to absorb probable
creditlosses existing in the finance receivable portfolio.

The Fund reviews static pool loss rates, historical industry ratios of write-offs, current write-off and recovery experience, estimates of the
underlying collateral value, and economic conditions and trends to make the necessary judgments as to the appropriateness of the
allowance for credit losses. Static pool loss rates are a measure of long term performance and credit quality, where static pool loss rates
are calculated by identifying a pool of assets and tracking the performance of that pool by relating a write-off back to its origination date.
Although the Fund uses various models and methodologies to assess the adequacy of loss reserves, there is no precise method for
estimating the losses existing in the finance receivable portfolio.
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Interest rate risk

The Fund's earnings are affected by changes in interest rates as a result of its dependence upon a credit facility, which bears interest at a
floating rate. Thereceivable portfolio bears interest at a fixed rate; therefore, the Fund carries the risk of smaller interest rate spreadsin the
eventmarketinterestratesincrease.

INTERNAL CONTROLS OVER DISCLOSURE AND FINANCIAL REPORTING

The Chief Executive Officer (“CEO”) and the Chief Financial Officer (“CFO") are responsible for designing disclosure controls and
procedures to ensure that material information is being recorded, processed, summarized, and reported to senior management,
including the certifying officers and other members of the Fund's Disclosure Committee, on a timely basis, so that appropriate decisions
can be made regarding public disclosure. In addition, the CEO and CFO are responsible to design, or cause to be designed under their
supervision, internal controls over financial reporting (“ICFR"), to a standard that provides reasonable assurance of the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with the Canadian Generally
Accepted Accounting Principles (“GAAP”) used by the Fund.

Disclosure Controls and Procedures

An evaluation of the effectiveness of the Fund's disclosure controls and procedures were conducted as of December 31, 2010, by and
under the supervision of the Fund's management, including the CEO and CFO. Based on this evaluation, the CEO and CFO concluded that
the disclosure controls and procedures were effective.

Disclosure controls and procedures, as defined in National Instrument 52-109, Certification of Disclosure in Issuers' Annual and Interim
Filings, means controls and other procedures of an issuer that are designed to provide reasonable assurance that information required to
be disclosed by the issuer in its annual filings, interim filings or other reports filed or submitted by it under securities legislation is
recorded, processed, summarized and reported within the time periods specified in the securities legislation and include controls and
procedures designed to ensure that information required to be disclosed by an issuer in its annual filings, interim filings or other reports
filed or submitted under securities legislation is accumulated and communicated to the issuer's management, including its certifying
officers, as appropriate to allow timely decisions regarding required disclosure.

Internal Controls over Financial Reporting

The Fund's management, including the CEO and CFO, has evaluated the design of the Fund's Internal Controls Over Financial Reporting
using the control framework and criteria established by the Committee of Sponsoring Organizations of the Treadway Commission
(“COSO”). Based on this evaluation, management has concluded that the Fund's ICFR as of December 31, 2010 were designed and
operating effectively, and provides reasonable assurance regarding the reliability of financial reporting and the preparation of financial
statements for external purposesin accordance with GAAP.

ChangesinInternal Controls over Financial Reporting

No changes were made to internal controls over financial reporting during the yearended December 31,2010, that would have materially
affected, or would be reasonably considered to materially affect, the Fund's ICFR.

Limitations on the Effectiveness of Disclosure Controls and Internal Controls over Financial Reporting

It should be noted that while the Fund's Chief Executive Officer and Chief Financial Officer believe that the Fund's internal controls system
and disclosure controls and procedures provides a reasonable level of assurance that the objectives of the control systems are met, they
do not expect that the Fund's control system will prevent all errors and fraud. A control system, no matter how well conceived or
operated, can provide only reasonable, not absolute, assurance that the objectives of the control system are met. The design of any
system of controls is also based in part upon certain assumptions about the likelihood of future events, and there can be no assurances
thatany design will succeedin achievingits stated goals under all potential conditions.

The Fund will continue to periodically review our disclosure controls and procedures and internal control over financial reporting and
may make modifications from time to time as considered necessary or desirable.
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Management’s Responsibility for Financial Reporting

The accompanying consolidated financial statements, the notes thereto, and other financial information enclosed has been prepared by,
and is the responsibility of, the management of Carfinco Income Fund.

These financial statements have been prepared in accordance with Canadian generally accepted accounting principles, using
management's best estimates and judgments when appropriate. The Board of Trustees is responsible for ensuring that management
fulfills its responsibility for financial reporting and internal control. The Board carries out this responsibility through its Audit Committee.
The Audit Committee, which is comprised of three non-management Trustees, meets with management as well as the external auditors
to satisfy itself that management is properly discharging its financial reporting responsibilities, and to review the consolidated financial
statements and the report of the auditors. The auditors have full and unrestricted access to the Audit Committee. The financial
statements have been audited by Grant Thornton LLP, the independent auditors, in accordance with Canadian generally accepted
auditing standards.

TracyGr;f, Troy Graf,

President and Chief Executive Officer ExecutiveVice Presidentand Chief Financial Officer
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Independent Auditor's Report

To the Unitholders of Carfinco Income Fund

We have audited the accompanying consolidated financial statements of Carfinco Income Fund, which comprise the consolidated
balance sheets as at December 31,2010 and 2009, and the consolidated statements of earnings, comprehensive income and deficit and
cash flows for the years then ended, and a summary of significantaccounting policies and other explanatory information.

Management's responsibility for the financial statements

Management is responsible for the preparation and fair presentation of these consolidated financial statements in accordance with
Canadian generally accepted accounting principles, and for such internal control as management determines is necessary to enable the
preparation of consolidated financial statements that are free from material misstatement, whether due tofraud or error.

Auditor's responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We conducted our audits in
accordance with Canadian generally accepted auditing standards. Those standards require that we comply with ethical requirements
and plan and perform the audit to obtain reasonable assurance about whether the consolidated financial statements are free from
material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated financial
statements. The procedures selected depend on the auditor's judgment, including the assessment of the risks of material misstatement
of the consolidated financial statements, whether due to fraud or error. In making those risk assessments, the auditor considers internal
control relevant to the entity's preparation and fair presentation of the consolidated financial statements in order to design audit
proceduresthatare appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the entity's
internal control. An auditalso includes evaluating the appropriateness of accounting policies used and the reasonableness of accounting
estimates made by management, as well as evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained in our auditsis sufficientand appropriate to provide a basis for our audit opinion.
Opinion
In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of Carfinco Income Fund

as at December 31, 2010 and 2009, and the results of its operations and its cash flows for the years then ended in accordance with
Canadiangenerally accepted accounting principles.

Edmonton, Canada M‘?m LLF
March7,2011 Chartered Accountants
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Consolidated Balance Sheets

December 31,
2010

December 31,
2009

Assets

Financereceivables (Note 4)

$ 139,478,407

$ 113,222,303

Allowance for creditlosses (Note 5) (11,650,000) (12,400,000)
Dealerreserve (Note6) (6,854,357) (5,237,091)
Financereceivables—net 120,974,050 95,585,212
Cash 839,620 467,674
Otherassets 1,338,882 1,093,006
Equipment (Note7) 352,407 373,433
Futureincome taxes (Note 13) 2,996,857 167,361
5,527,766 2,101,474
$ 126,501,816 $ 97,686,686
Liabilities
Bank creditfacility (Note 8) $ 93,159,937 $ 68,438,145
Accounts payableand accrued liabilities 898,678 694,519
Deferred dealer obligation (Note9) 1,854,567 1,847,863
Derivatives (Note 10) 548,596 1,096,128
Subordinated debentures (Note 11) - 2,143,000
96,461,778 74,219,655
Unitholders' Equity
Unitholders' capital (Note 12) 35,917,619 31,186,595
Deficit (Note 12) (5,877,581) (7,719,564)
30,040,038 23,467,031
$ 126,501,816 $ 97,686,686
Commitments (Note 18)
Subsequentevents (Note 19)
See accompanying notes to the Consolidated Financial Statements.
On behalf of the Board of Trustees
= e
Tracy Graf, Trustee DavidRo ntz, Trustee
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Consolidated Statements Of Earnings,
Comprehensive Income, and Deficit

December 31,

December 31,

Years ended 2010 2009
Financial Revenue
Interestrevenue $ 35,290,051 30,480,877
Administration fees 2,605,396 2,149,964
37,895,447 32,630,841
Financial Expenses
Interestexpense 4,287,905 4,190,830
Financialincome before provision for creditlosses 33,607,542 28,440,011
Provision for creditlosses 6,580,505 13,114,756
Netfinancialincome before operating expenses and income taxes 27,027,037 15,325,255
Operating Expenses
Generaland administrative 9,564,540 8,803,418
Gain onderivatives (547,532) (887,358)
Amortization of equipment 172,810 183,198
9,189,818 8,099,258
Earnings beforeincome taxes 17,837,219 7,225,997
IncomeTaxes (Note 13)
Current - -
Future (recovery) (2,827,043) (115,050)
(2,827,043) (115,050)
Netearnings and comprehensiveincome $ 20,664,262 7,341,047
Earnings per fund unit:
Basic (Note12) $ 0.84 0.30
Diluted (Note 12) $ 0.84 0.30
Deficit, beginning of year $ (7,719,564) (9,361,307)
Netearnings 20,664,262 7,341,047
Unitdistributions on fund unitequity (4,560,037) (1,499,078)
Cashdistributions on fund unitequity (14,262,242) (4,200,226)
Deficit, end of year $ (5,877,581) (7,719,564)

See accompanying notes to the Consolidated Financial Statements.
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Consolidated Statements of Cash Flows

December31, December31,
Yearsended 2010 2009
Increase (decrease)in cash
Operating activities
Net earnings $ 20,664,262 S 7,341,047
Items notaffecting cash:
Provision for creditlosses 6,580,505 13,114,756
Amortization of equipment 172,810 183,198
Amortization of deferred transaction costs 162,479 247,535
Gainonderivatives (547,532) (887,358)
Futureincome taxes (2,827,043) (115,050)
Unit based compensation expense 44,900 4,600
Changeinnon-cash balancesrelated to operations (Note 17) 1,819,884 1,572,331
Net cash provided by operating activities 26,070,265 21,461,059
Investing activities
Fundsadvanced on financereceivables (79,592,969) (54,522,337)
Principal collection onfinancereceivables 51,922,726 42,760,615
Changeinfinancereceivablereservesand transaction costs (6,153,997) (5,163,151)
Purchase of equipment (151,784) (99,790)
Net cash usedininvesting activities (33,976,024) (17,024,663)
Financingactivities
Advanceson bank creditfacility 24,739,108 7,037,913
Repayments on bank credit facility - (6,700,000)
Repayments on subordinated debt (2,143,000) (157,000)
Deferred transaction costs (179,795) (25,714)
Proceeds on exercise of unitoptions 133,332 -
Proceeds on unit purchasefinancing - 51,666
Fund unitissue costs (9,698) (4,523)
Fund unit cash distribution (14,262,242) (4,200,226)
Net cash provided by (usedin) financing activities 8,277,705 (3,997,884)
Netincreasein cash 371,946 438,512
Cash, beginning of year 467,674 29,162
Cash, end of year S 839,620 $ 467,674
Supplemental cash flow information:
Interest paid $ 4,137,756 $ 3,943,316

See accompanying notes to the Consolidated Financial Statements.
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Notes To The Consolidated Financial Statements
December 31,2010 and 2009

1. ORGANIZATION OF THE FUND AND DESCRIPTION OF BUSINESS

Carfinco Income Fund (the “Fund”) is an unincorporated open-end mutual fund trust established under the laws of the Province of
Ontario by a Deed of Trust made as of August 26, 2002, as amended and restated on April 23, 2004. The Fund owns 100% of Carfinco
Holdings Trust (“CHT"), a wholly owned unincorporated trust, established under the laws of Ontario and 100% of Carfinco Inc. (“CAR”"), a
wholly owned subsidiary, established under the laws of Ontario. CHT holds 95.62% and is the limited partner of Carfinco Limited
Partnership (“CLP") and CAR holds the remaining 4.38% and is the general partner of CLP. CLP is in the business of providing consumer
financing for vehicle purchases.

The units of the Fund are publicly traded on the Toronto Stock Exchange, under the symbol “CFN.UN."
2, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

The consolidated financial statements of the Fund have been prepared by management, in accordance with generally accepted
accounting principlesin Canada, and reflect the following significant accounting policies:

Basis of presentation

The consolidated financial statements include the accounts of the Fund and all subsidiary entities. All subsidiary entities are wholly
owned and all material inter-company balances and transactions have been eliminated on consolidation. Any subsequent reference to
the Fund within the notes to the consolidated financial statements refers to the consolidated Fund.

Measurement uncertainty and economic dependence

The timely preparation of the consolidated financial statements in conformity with Canadian generally accepted accounting principles
requires that management make estimates and assumptions and use judgment regarding the reported amounts of assets, liabilities,
revenues, expenses, and disclosures in these consolidated financial statements and accompanying notes. Significant estimates used in
the preparation of these consolidated financial statements include the assessment of the allowance for credit losses including provisions
for credit losses, related reserves, assumptions used to fair value financial instruments, estimates and assumptions used in the
determination of the deferred dealer obligation, valuation of repossessed vehicles, future income taxes, and the useful lives of
equipment.

The Fund utilizes the financial leverage available under the bank credit facility to fund the acquisition of finance receivables. The Fund has
been successful in renewing and expanding these facilities in the past, however, if the Fund were unable to renew these facilities, or
unable to renew these facilities on acceptable terms, there could be a material adverse effect on the Fund's financial position, results of
operationsand liquidity.

Cash

Cash includes cash on hand and balances with banks, net of bank overdrafts. The bank credit facilities and other long-term borrowings
are considered to be financing activities.

33



€ 2070——

Notes To The Consolidated Financial Statements
December 31,2010 and 2009

Finance receivables

Finance receivables are recorded at amortized cost, using the effective interest method, net of transaction costs such as loan origination
feesand paymentassurance device costs.

The Fund assesses at each balance sheet date whether there is any objective evidence that a finance receivable, or group of finance
receivables isimpaired. A finance receivable or a group of finance receivables is deemed to be impaired if, and only if, there is objective
evidence of impairment as a result of one or more events that has occurred after the initial recognition of the asset, and that loss event (or
events) has an impact on the estimated future cash flows of the finance receivable or group of finance receivables that can be reliably
estimated. Asa matter of practice, a loan is deemed to be impaired if it is 60 or more days contractually delinquent, or if other indicators
have specifically identified the finance receivable as being impaired. Thisincludes reviewing indications that a borrower is experiencing
financial difficulty, such as the probability that they will enter bankruptcy or other financial reorganization.

When loans are classified as impaired, the book values of these finance receivables are reduced to their estimated realizable value by
totally or partially writing off the finance receivable and/or establishing an allowance for credit losses. Estimated realizable value is
measured by discounting the expected future cash flows at the effective interest rate inherent in the loan. In subsequent periods,
recoveries on amounts previously written off and any increase in the carrying value of the loan are credited to the allowance for credit
losses.

Allowance for credit losses and dealer reserve

The management of the Fund establishes and maintains an allowance for credit losses, which it considers adequate to absorb probable
credit losses existing in the finance receivable portfolio. The allowance for credit losses consists of accumulated specific and general
components, which are deducted from the finance receivable portfolio. In addition to the allowance for creditlosses, a dealer reserve has
been established to absorb potential creditlosses. The dealerreserveis recorded on certain finance receivables purchased by the Fund at
a negotiated price that is less than the original principal amount being financed. Under this program, the dealer has a vested interest in
the performance of these finance receivables and can receive additional purchase consideration based on the collection performance of
thesefinancereceivables.

The Fund's finance receivable portfolio is composed of a large number of homogenous consumer loans, with relatively small balances
originated in the same industry, and as such, the evaluation of the allowance for credit losses is performed collectively for the group after
allowances are made for specific impairments. The allowance for credit losses is determined by assessing the individual finance
receivables in arrears, the perceived effect of current economic conditions or other circumstances on the remaining finance receivables,
historical industry ratios of write-offs, historical losses incurred on a static pool basis, estimates of the underlying collateral value, and the
Fund's current write-off and recovery experience. Static pool loss rates are a measure of long term performance and credit quality of that
pool overtime by relating a write-off back toits origination date.

Revenuerecognition

Interest revenue is recorded on an accrual basis, where interest is earned over the life of the related finance receivable contract. The
accrual of interestrevenueis suspended on finance receivables classified as impaired.

Fees charged to the customer, in excess of the costs incurred, on the origination of finance receivables and fees charged to the dealer on
the origination of finance receivables are recorded as unearned administration fees and are a component of the finance receivables

portfolio. These unearned administration fees are recognizedintointerest revenue using the effective interest method.

Fees charged to the customer during the subsequent servicing of the finance receivables are recognized upon collection of funds as
administration feesrevenue.
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Other assets

The other assets balance includes prepaid expenses, payment assurance device inventory, and assets held for resale. Paymentassurance
device inventories are GPS and “Starter Interrupt” technologies that the Fund requires to be installed on vehicles financed under certain
programs. Payment assurance device inventories are recorded at the lower of cost and net realizable value on an average cost basis and
upon activation, are reclassified and accounted for as a transaction cost related to the acquisition of the associated finance receivable.
Assets held for resale consist of vehicles that have been repossessed by the Fund and are available for final disposition. These assets are
stated at their estimated net realizable value. Net realizable value represents the estimated selling price for the payment assurance
devices and repossessed vehicles sold in the ordinary course of business. Costs associated with the repossession, transport and auction
preparation on assets held for resale arerecognized under general and administrative expenses in the period in which they were incurred.

Equipment

Equipment is recorded at original cost, less accumulated amortization. Equipment is amortized over its estimated useful lives, using the
following rates and methods:

Method Rate
Furnitureand equipment Decliningbalance 20%
Computerand office equipment Declining balance 30%
Leaseholdimprovements Straight-line Term of lease

Amortization is recorded when equipment is acquired and available for use. Repairs and maintenance, which do not extend the useful
life of the equipment, are recognized under general and administrative expenses in the period in which they were incurred. The Fund
reviews for impairment of long-lived assets, such as equipment, whenever events or changes in circumstances indicate that the carrying
amount of an asset exceeds the sum of undiscounted future cash flows from the use and eventual disposition of the asset. If an asset is
considered to be impaired, the impairment to be recognized is measured by the amount by which the carrying amount of the asset
exceeds the estimated fair value. Fair value is determined using the discounted future cash flows attributable to the use and eventual
disposition of the asset.

Incometaxes

The Fundisa“unit trust”forincome tax purposes. As such, the Fund is taxed on any taxable income not allocated to unitholders. Underthe
terms of the Deed of Trust, all or virtually all of the taxable income will be allocated to unitholders resulting in no income tax expense for
the Fund.

Income taxes are accounted for under the asset and liability method. Under this method, future income tax assets and liabilities are
determined based on differences between the financial statement carrying amounts of existing assets and liabilities and their respective
tax bases. Future income tax assets and liabilities are measured using the substantively enacted tax rates and laws that will be in effect in
the yearsin which those temporary differences are expected to reverse. A valuation allowance is recorded against any future income tax
assetsifitis morelikely than not that the asset will not be realized.
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Deferred dealer obligation

The Fund purchases certain finance receivables at a negotiated price thatis less that the original principal amount being financed. Under
this program, the dealer has a vested interest in the performance of these finance receivables, and can receive additional purchase
consideration based upon the collection performance of these finance receivables. The deferred dealer obligation represents the
estimated additional purchase consideration owed to the dealers, which is composed of the accumulated obligations recorded on the
origination of these finance receivables and of charges tointerest revenue based upon estimates of the obligation balance.

Earnings per fund unit

Basic earnings per fund unitis computed by dividing net earnings by the weighted average number of fund units outstanding during the
reporting period. Diluted earnings per fund unitis computed similar to basic earnings per fund unit, except that the weighted average
fund units outstanding are adjusted for the impact of all potential dilutive units outstanding during the reporting period. For unit
purchase financing, the treasury stock method is used, whereby the number of additional fund units is calculated by assuming that units
held were released, and that the proceeds were used to acquire fund units at the average market price for the year. For unit options, the
number of additional units is calculated by assuming that outstanding in-the-money unit options were exercised and the proceeds from
such exercises, including any unamortized unit based compensation costs, were used to acquire units of the Fund at the average market
price during the reporting period.

Financial Instruments
Classification and measurement

Allfinancial instruments, including derivatives, mustinitially be recognized at fair value on the balance sheet. The Fund classifies financial
instruments into one of the following five categories: held-for-trading, held-to-maturity investments, loans and receivables, available-
for-sale financial assets or other financial liabilities. Subsequent measurement and recognition of changes in fair value of financial
instruments depend on the financial instrument's initial classification. Held-for-trading financial investments are measured at fair value
and all gains and losses are included in net earnings in the period in which they arise. Available-for-sale financial instruments are
measured at fair value with revaluation gains and losses, net of tax, included in other comprehensive income until the instruments are
derecognized or impaired, at which time the amounts would be recorded in net earnings. Loans and receivables, held-to-maturity
investments and other financial liabilities are measured atamortized cost using the effective interest method.
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The Fund has the following financial assets and liabilities, for which it has selected the following classifications:

Classification Measurement
Financial assets:
Financereceivables Loansandreceivables Amortized cost
Cash Held-for-trading Fairvalue
Financial liabilities:
Bank credit facility Otherfinancial liabilities Amortized cost
Accounts payable and accrued liabilities Otherfinancial liabilities Amortized cost
Deferred dealerobligation Otherfinancial liabilities Amortized cost
Subordinated debentures Otherfinancial liabilities Amortized cost
Derivatives Held-for-trading Fairvalue

Transaction costs

Transaction costs are incremental costs that are directly related to the acquisition or issuance of financial assets or liabilities and are
accounted for as part of the respective asset or liability's carrying value at inception. The Fund incurs transaction costs primarily through
the acquisition of finance receivables and through the issuance of debt under the bank credit facility. Transaction costs relating to finance
receivables are added to the initial carrying value of finance receivables on the consolidated balance sheet, and are recognized against
interestrevenue using the effective interest method over the term of the loan. Transaction costs relating to the renewal of the bank credit
facility are recorded against the carrying value of the bank credit facility on the consolidated balance sheet and are amortized over the
expected life of the related debt using the effective interest method.

Derivative instruments and hedging activities

The Fund utilizes derivative financial instruments, in the form of interest rate swap agreements, to reduce the impact of fluctuating
interest rates on its bank credit facility. These swap agreements require the monthly exchange of payments without the exchange of the
notional principal amount on which the payments are based. Interest expense on the debt is adjusted to include the payments made or
received under the interest rate swaps.

A derivative must be designated and effective to be accounted for as a hedge. For cash flow hedges, effectiveness is achieved if the
changes in the cash flows of the derivatives substantially offset the changes in the cash flows of the hedged item, and if the timing of the
cash flows is similar. Gains and losses on derivatives that are part of a designated hedging relationship are recognized in other
comprehensiveincome.

The Fund has not designated the interest rate swap agreements as hedges, and they have been classified as “financial assets or financial
liabilities held-for-trading.” They are measured at fair value at each balance sheet date with gains and losses recognized in net earnings.

Embedded derivatives

Embedded derivatives are derivatives embedded in a host contract. They are recorded separately from the host contract when the
economic characteristics and risks are not clearly and closely related to those of the host contract, the terms of the embedded derivatives
are the same as those of a freestanding derivative and the combined contract is not classified as held-for-trading or designated at fair
value.

The Fund has reviewed all significant contractual arrangements and determined there are no material embedded derivatives that must
be separated from the host contractand fair valued.
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Unit based compensation expense

The Fund accounts for unit based compensation payments that are settled by the issuance of fund unit equity in accordance with a fair
value based method of accounting. Unitbased compensation awards are recognized in the financial statements over the period in which
therelated services are rendered, which is usually the vesting period of the option, with a corresponding increase recorded in contributed
surplus. The fair value is calculated using the Black-Scholes option-pricing model. When options are exercised, the proceeds received by
the Fund, together with the amountin contributed surplus associated with the exercised options, are credited to fund unit equity.

3. FUTURE ACCOUNTING PRONOUNCEMENTS
Thefollowing standards have beenissued, but notyetadopted by the Fund.
Convergence with International Financial Reporting Standards (“IFRS”)

In February 2008, the Canadian Accounting Standards Board (“AcSB”) confirmed that Canadian public entities will have to adopt IFRS
effective for fiscal years beginning on or after January 1,2011. The Fund will issue consolidated financial statements in accordance with
IFRS commencinginthefirst quarterended March 31,2011, with comparative information.

The Fund initiated a conversion plan from Canadian GAAP to IFRS during the fourth quarter of 2008. At that time, the Fund developed a
project team led by its Chief Financial Officer and other members of its finance group. As of December 31,2010, the Fund has completed
high-level assessments of the major differences between Canadian GAAP and IFRS that are relevant to the Fund along with preliminary
position papers on accounting policy choices and has commenced evaluations of the impacts on financial reporting of these differences
on the consolidated financial statements. However, management has not yet finalized its determination of the impact of these
differences on the consolidated financial statements.

Consolidated Financial Statements

In January 2009, the CICA issued Handbook Section 1601, Consolidated Financial Statements, which replaces the existing standards. This
section carries forward existing Canadian guidance for preparing consolidated financial statements other than non-controlling interests.
This section is effective for interim and annual financial statements beginning on January 1,2011 and earlier adoption is permitted. The
Fund is currently evaluating the impact of adopting this standard on its consolidated financial statements. An entity adopting this
sectionalsoadopts CICAHandbook Section 1582, Business Combinations,and CICA Handbook Section 1602, Non-Controlling Interests.

Business Combinations

In January 2009, the CICA issued Handbook Section 1582, Business Combinations, which replaces the existing standard. This section
establishes the standards for accounting of business combinations and states that all assets and liabilities of an acquired business will be
recorded at fair value. Obligations for contingent considerations and contingencies will also be recorded at fair value at the acquisition
date. The standard also states that acquisition related costs will be expensed as incurred and that restructuring charges will be expensed
in the periods after the acquisition date and that non-controlling interests will be measured at fair value at the date of acquisition. This
standard is equivalent to International Financial Reporting Standards on business combinations. This standard is applied prospectively
to business combinations with acquisition dates on or after January 1,2011 and earlier adoption is permitted.

Non-Controlling Interests

In January 2009, the CICA issued Handbook Section 1602, Non-Controlling Interests, which establishes standards for the accounting of
non-controlling interests of a subsidiary in the preparation of consolidated financial statements subsequent to a business combination.
This standard is equivalent to the International Financial Reporting Standards on consolidated and separate financial statements. This
section is effective forinterim and annual financial statements beginning on January 1,2011 and earlier adoption is permitted.
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4. FINANCE RECEIVABLES

Finance receivables consist of conditional sales contracts, which have terms of 12 to 60 months with fixed rates of interest. A vehicle

collateralizes each individual finance receivable.

The contractual payments, including principal and interest, and the average stated interest rates, which approximate the effective

interestrates, areduein the yearsas follows:

December31, Average Stated December31, Average Stated

2010 InterestRate 2009 Interest Rate

2010 $ 56,935,064 29.2%

2011 $ 71,350,829 29.3% 52,409,014 29.3%

2012 65,621,727 29.4% 43,629,495 29.4%

2013 50,552,473 29.4% 21,386,003 29.4%

2014 25,676,457 29.4% 2,043,337 29.3%

2015 4,244,816 29.2% - -
Grossfinancereceivables 217,446,302 176,402,913
Unearned interestincome (76,616,255) (62,611,986)
Principal balance of finance receivables 140,830,047 113,790,927
Unearned administration fees (3,488,738) (2,442,323)
Accruedinterest 2,137,098 1,873,699

Financereceivables $ 139,478,407

$ 113,222,303

The Fund's experience has shown that the actual contractual payment stream will vary depending on a number of variables. These
variables include prepayment rates, write-offs and deferments. Accordingly, the maturities of finance receivables shown in the table

above are notto beregarded as aforecast of future cash collections.

Theimpairedloansand therelated allowance for specific creditlosses are as follows:

December 31, December 31,

2010 2009

Impairedloans $ 6,058,100 $ 6,195,900
Specificallowance (4,265,600) (4,657,100)
Carryingamounts $ 1,792,500 $ 1,538,800
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5. ALLOWANCE FOR CREDIT LOSSES

The changeintheallowance for creditlosses during the periods presented is as follows:

December31, December31,

2010 2009

Allowance, beginning of year $ 12,400,000 $ 12,190,000
Provision for creditlosses 6,580,505 13,114,756
Write-offs (9,370,491) (14,798,830)
Recoveries 2,039,986 1,894,074
Allowance, end of year $ 11,650,000 $ 12,400,000

A summary of the general and specific components of the allowance for creditlosses is as follows:

December 31,

% of Finance

December 31,

% of Finance

2010 Receivables 2009 Receivables
Allowance for credit losses — general $ 10,139,400 7.3% $ 10,579,200 9.4%
Allowance for credit losses — specific 1,510,600 1.1% 1,820,800 1.6%
$ 11,650,000 8.4% $ 12,400,000 11.0%
6. DEALER RESERVE

The changeinthe dealerreserve during the periods presented is as follows:
December31, December31,
2010 2009
Reserve, beginning of year $ 5,237,091 $ 2,454,715
Reserve on newvolume 12,747,244 10,986,707
Write-offs (12,312,000) (8,918,130)
Recoveries 1,182,022 713,799
Reserve, end of year $ 6,854,357 $ 5,237,091

Asummary of the general and specific components of the dealer reserve s as follows:

December 31,

% of Finance

December 31,

% of Finance

2010 Receivables 2009 Receivables

Dealer reserve — general $ 4,099,357 2.9% $ 2,400,791 2.1%
Dealer reserve - specific 2,755,000 2.0% 2,836,300 2.5%
$ 6,854,357 4.9% $ 5,237,091 4.6%
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7. EQUIPMENT
Accumulated Net
December31,2010 Cost Amortization BookValue
Computer and office equipment $ 460,742 $ 291,448 $ 169,294
Furniture and equipment 245,934 135,772 110,162
Leasehold improvements 164,964 92,013 72,951
$ 871,640 $ 519,233 $ 352,407
Accumulated Net
December 31,2009 Cost Amortization BookValue
Computer and office equipment $ 583,861 $ 370,210 $ 213,651
Furniture and equipment 272,271 162,970 109,301
Leasehold improvements 85,227 34,746 50,481
$ 941,359 $ 567,926 $ 373,433
8. BANK CREDIT FACILITY

Thefollowing table presents components of the outstanding bank credit facility:

December 31, December 31,
2010 2009

Bankers' acceptance equivalent loans:
Interest rate of 3.73%, maturing on January 19, 2010 S - $ 65,000,000
Interest rate of 4.54%, maturing on February 14, 2011 85,000,000 -
Prime rate loan 8,309,766 3,570,658
Unamortized deferred transaction costs (149,829) (132,513)

$ 93,159,937 $ 68,438,145

Interest expense for the year ended December 31, 2010 includes $162,479 (2009 - $247,535) of amortization on deferred transaction
costs.

Terms and Security

The bank credit facility is a demand loan, which is the lesser at any time of: a) $105,000,000 (2009 - $85,000,000) and b) the total of an
advance rate applied to the value of acceptable outstanding finance receivables. The credit facility bears interest at prime plus 1.75%
(2009 - 1.75%). The Fund also has the option to lock a portion of the outstanding loan balance, for a period of up to 180 days, in bankers'
acceptance equivalent loans, which bear interest at the bankers' acceptance rate available at the inception of the equivalent loan, plus
3.25% (2009 - 3.25%). A stand-by fee of 0.375% (2009 — 0.25%) per annum applies to the unused portion of the facility and is calculated,
then applied to the outstanding bank credit facility balance, on a monthly basis. The stated maturity date of the credit facility is June 30,
2013 (2009 - December 15,2010).

The collateral security lodged by the Fund to support the credit facility is a general security agreement covering all property held by the

Fund. The terms of the credit facility provide for certain covenants, all of which the Fund was in compliance with at December 31,2010
and December31,2009.
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9. DEFERRED DEALER OBLIGATION

The changeinthe deferred dealer obligation during the periods presented is as follows:

December31, December31,

2010 2009

Deferred dealer obligation, beginning of year $ 1,847,863 $ 1,604,385
Deferred dealer obligation on new volume 708,377 1,390,000
Advances to dealer (701,673) (1,146,522)
Deferred dealer obligation, end of year $ 1,854,567 $ 1,847,863

10. DERIVATIVES

On August 23,2007, the Fund entered into two interest rate swap agreements with a combined notional amount of $20,000,000. The first
agreement had a notional amount of $10,000,000, a fixed bankers' acceptance rate of 4.92% and a three-year term that ended on August
23,2010. The second agreement has a notional amount of $10,000,000, a fixed bankers' acceptance rate of 4.99% and a five-year term
endingon August23,2012.

The outstanding interest rate swap agreement has been classified as a "held-for-trading financial instrument," and is measured at fair
value with all gains and losses recorded through net earnings. The Fund enters into interest rate swaps to lock the interest rate on a

portion of its debt for longer periods and does not hold any derivative financial instruments for trading or speculation purposes.

During the year ended December 31,2010, a gain of $547,532 (2009 -$887,358) was recorded, and the fair value of the interest rate swap
atDecember 31,2010 was a liability of $548,596 (2009 - $1,096,128).

11. SUBORDINATED DEBENTURES

December 31, December 31,
2010 2009
Subordinated debentures $ - $ 2,143,000

Interest expense for the yearended December31,2010includes $98,610 (2009 - $310,834) of interest on subordinated debentures.

On April 30,2010, the Fund repaid the outstanding principal balance and accrued interest on the stated maturity date of the subordinated
debentures. These debentures were unsecured, bore interest at 14% per annum with the interest payable monthly in arrears.
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12. UNITHOLDERS' EQUITY
Unitholders' Capital

Unitholders' capital consists of the following components:

December 31,

December 31,

2010 2009

Fund unit equity $ 35,291,357 $ 30,566,633
Contributed surplus 626,262 619,962
$ 35,917,619 $ 31,186,595

Fund Unit Equity

Authorized:

The Fund's Deed of Trust provides that an unlimited number of trust units may be authorized and issued. Each trust unit is transferable,
carries the right to one vote and represents an equal undivided beneficial interest in any distribution from the Fund and in the net assets
ofthe Fundin the event of termination or winding-up of the Fund. All trust units are of the same class with equal rights and privileges.

Issued:

December 31,

December 31,

Number 2010 Number 2009
Fund unit equity, beginning of year 23,933,527 $ 30,566,633 23,322,566 $ 28,968,101
Unit purchase repayment ' - - 16,680 51,666
Fund units cancelled - - (5,350) -
Fund unit issue costs, net of future income taxes - (7,245) - 47,788
Exercised employee unit options 66,666 133,332 - -
Transfer from contributed surplus for
unit options exercised - 38,600 - -
Fund units issued on fund unit distribution 611,703 4,560,037 599,631 1,499,078
Fund unit equity, end of year 24,611,896 $ 35,291,357 23,933,527 $ 30,566,633

(1)  TheFund entered into unitloan agreements on March 31, 2006 with four individuals who are employees of the Fund. The loan agreements bore interest

atthe prescribed interestrate, as set by the Canada Revenue Agency, and were repaid in full on March 31, 20009.

Contributed surplus

The changein contributed surplus during the period is as follows:

December 31,

December 31,

2010 2009
Contributed surplus, beginning of year $ 619,962 $ 615,362
Unit options exercised (38,600) -
Unit based compensation expense 44,900 4,600
Contributed surplus, end of year $ 626,262 $ 619,962
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Unitbased compensation

On November 30, 2009, the Fund announced that the Board of Trustees approved a one-time issuance of unit options to certain
employees of the Fund. Each unit option issued is exercisable to acquire one trust unit of the Fund at a price of $2.00 per unit vesting over
three years, expiring on November 13, 2012. One-third of the options issued vested immediately, with the remaining options issued
vesting at a rate of one-third on the two subsequent award date anniversaries. The Fund does not currently have a unit based

compensation program for its employees.

The fair value of the unit options was estimated at the grant date using the Black-Scholes option-pricing model, with the following

weighted average assumptions:

Risk-free rate 1.33%

Expected life 3.0 years

Expected volatility 76.8%

Dividend yield 10.1%
The continuity of the Fund's outstanding and exercisable unit optionsis as follows:

December31, December31,

2010 2009

Weighted Weighted

Average Average

Unit Options Exercise Price Unit Options Exercise Price

Outstanding, beginning of year 100,000 $ 2.00 - $ -

Granted - - 100,000 2.00

Exercised (66,666) 2.00 - -

Outstanding, end of year 33,334 $ 2.00 100,000 $ 2.00

Exercisable, end of year - $ - 33,333 $ 2.00

Thefollowing table summarizesinformation about options outstanding and exercisable at December 31,2010 and 2009:

December 31,2010

Options Outstanding

Options Exercisable

Weighted Weighted

Remaining Average Average

Exercise Price Range Number Life (Years) Exercise Price Number Exercise Price
$2.00 33,334 1.87 $ 2.00 - $ -
December31,2009 Options Outstanding Options Exercisable
Weighted Weighted

Remaining Average Average

Exercise Price Range Number Life (Years) Exercise Price Number Exercise Price
$2.00 100,000 2.87 $ 2.00 33,333 $ 2.00

For the year ended December 31, 2010, $44,900 of unit based compensation expense was included in general and administrative

expenses (2009 - $4,600).
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Deficit

Unitholders' deficit consists of the following components:

December 31, December 31,

2010 2009
Accumulated net earnings $ 43,864,512 $ 23,200,250
Accumulated unit distributions on fund unit equity (9,740,210) (5,180,173)

Accumulated cash distributions on fund unit equity (40,001,883) (25,739,641)

$ (5,877,581) $ (7,719,564)

Distribution of Income to Unitholders'

Pursuant to the Deed of Trust of the Fund, the Trustees must distribute all or virtually all of the income of the Fund for the fiscal year,
determinedin accordance with the Income Tax Act (Canada), to the unitholders of the Fund. If the Fund does not pay cash distributions for
thetotalincome of the Fund, determined in accordance with the Income Tax Act (Canada), the remaining income of the Fund is distributed
through additional Trust Units having a value equal to the cash shortfall.

As at December 31,2010, the Fund had $18,822,279 (2009 - $5,699,304) in taxable income, of which $14,262,242 (2009 - $4,200,226) was
distributed in cash, and the remaining $4,560,037 (2009 - $1,499,078) was distributed through the issuance of additional Trust Units to the
unitholders. The distribution was based on the weighted average closing trading price of the Trust Units during the 10 business days
immediately preceding the record date of December 20, 2010 (2009 - December 20, 2009), which was $7.454 (2009 - $2.499), and a
distribution value of $0.190 (2009 - $0.0641) per unit.

Accumulated Cash Distributions to Unitholders'

The Fund's policy is to make distributions to unitholders of its available cash, consistent with good business practices considering
requirements for capital expenditures, working capital, and other reserves considered advisable by the Trustees of the Fund. All such
distributions are discretionary. Cash distributions, if any, are normally payable by the Fund on a monthly basis to unitholders of record on

the 20th business day of each month. Distributions are paid on the last business day of the month.

Distributions on units of record during the years ended December 31,2010 and 2009 are summarized as follows:

Cash Distribution Total Cash
Record Date Payment Date per Unit Distribution
January 20, 2010 January 29, 2010 $ 0.015 $ 359,003
February 19,2010 February 26,2010 0.020 478,671
March 19,2010 March 31,2010 0.060 1,436,012
April 20,2010 April 30,2010 0.020 478,671
May 20, 2010 May 31,2010 0.020 479,337
June 18,2010 June 30,2010 0.120 2,876,023
July 20, 2010 July 30, 2010 0.020 479,337
August 20,2010 August 31,2010 0.020 479,337
September 20, 2010 September 30, 2010 0.120 2,876,023
October 20,2010 October 29,2010 0.020 479,337
November 19, 2010 November 30, 2010 0.020 480,004
December 20, 2010 December 31,2010 0.140 3,360,487
Total cash distributions for 2010 0.595 14,262,242
August 20, 2009 August 31,2009 0.015 350,008
September 18,2009 September 30, 2009 0.015 350,008
October 20, 2009 October 30, 2009 0.015 350,008
November 20, 2009 November 30, 2009 0.015 350,008
December 18, 2009 December 31, 2009 0.120 2,800,194
Total cash distributions for 2009 0.180 4,200,226
Accumulated cash distributions to unitholders for 2009 and 2010 $ 0.775 S 18,462,468
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Earnings per fund unit

Thefollowing table sets forth the computation of basic and diluted earnings per fund unit:

December 31,

December 31,

2010 2009
Basic:
Net earnings $ 20,664,262 $ 7,341,047
Weighted average number of fund units outstanding 24,570,709 24,544,019
Basic earnings per fund unit $ 0.84 $ 0.30
Diluted:
Net earnings $ 20,664,262 $ 7,341,047
Weighted average number of fund units outstanding 24,570,709 24,544,019
Dilutive effect of unit options ' 35,667 -
Diluted weighted average number of fund units outstanding 24,606,376 24,544,019
Diluted earnings per fund unit $ 0.84 $ 0.30
(1) In computing diluted earnings per share for the year ended December 31, 2009, there were no unit options included in the diluted number of units, as
the effect would be anti-dilutive.
13. INCOME TAXES
Tax Fairness Plan

In June 2007, the Senate passed the Federal Government's budget implementation bill, which included the taxation on publicly traded
income trusts and limited partnerships (Specified Investment Flow-Through Entities or "SIFT"), including Carfinco Income Fund, effective
January 1,2011. Assuch, the Fund has reviewed all temporary differences that were previously not recorded as future income tax assets
or liabilities at the Fund level.
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Income Tax Rate Reconciliation

Under the terms of the Deed of Trust, all or virtually all of the taxable income will be allocated to unitholders. In 2010 and 2009, the Fund
allocated all of its taxable income to unitholders, and accordingly, no current provision forincome taxes was recorded at the Fund level.

Thefollowingis areconciliation ofincome tax expense, calculated at the Canadian combined federal and provincial tax statutory rates, for
each of the periods presented:

December 31, December 31,

2010 2009

Earnings before income taxes $ 17,837,219 $ 7,225,997

Canadian statutory rates (federal and provincial) 31.0% 29.0%

Expected provision for income taxes $ 5,529,538 $ 2,095,539
Increase (decrease) related to:

Changes in federal and provincial income tax rates (38,496) (5,346)

Impact of previously unrecognized balances ' (2,647,475) -

Amounts attributed to unitholders (5,576,714) (2,092,755)

Expenses not deductible for tax and other 32,462 79,178

Valuation allowances (126,358) (274,323)

Reorganization of inter-company debt - 82,657

Total provision for income tax expense (recovery) $ (2,827,043) $ (115,050)

(1) In2007, the Income Tax Act (Canada) was amended to impose on Canadian publicincome trusts an entity-level tax, at a rate approximately equal to the
rate applicable to income earned by a Canadian public corporation, and to prevent such trusts from deducting trust distributions when calculating
taxable income. These amendments become effective for the Fund on January 1, 2011. The tax recovery relates to the realization of previously
unrecognized timing differences that existed between the financial reporting and tax basis of some of the Fund's assets and liabilities. These future
income tax assets and liabilities were not previously recognized as the temporary timing differences were set to reverse prior to the Fund becoming a
taxable entity.

The income tax provision, including current and future income tax assets and liabilities, require estimates and interpretations of federal

and provincial income tax rules and regulations, and judgments as to their interpretation and application to the Fund. Therefore, it is
possible thatthe value of the Fund'sincome tax assets and liabilities could change in the future.
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Components of Future Income Taxes

The Fund and the Fund's subsidiary entities, have tax pools that impact the allocation of taxable income and that exceed the carrying
value of assets and liabilities. The tax pools are composed of the following:

December 31, December 31,

2010 2009

Allowance for credit losses $ 11,191,339 $ 9462854
Equipment 61,323 38,423
Transaction costs (1,390,874) (1,349,340)
Derivatives 548,596 1,096,128
Unit issue costs 194,509 493,382
Tax loss carry-forwards 54,844 777
Total tax values in excess of carrying values $ 10,659,737 S 9,742,224

The recognition of future income tax assets or liabilities are recorded only for temporary differences that impact the Fund's taxable
subsidiary, Carfinco Inc., or for temporary differences that are expected to reverse after the date that the taxation changes of Canadian
public income trusts take effect, being January 1, 2011. For the year ended December 31, 2010, a future income tax recovery of
$2,647,475 was recorded related to the realization of temporary timing differences attributable to the Fund, which were previously
unrecognized. These futureincome tax assets and liabilities were not previously recognized as the temporary timing differences were set
toreverse prior to the Fund becoming a taxable entity.

Thetax effects that give rise to significant portions of futureincome tax assets and liabilities are presented below:

December 31, December 31,
2010 2009
Future income tax assets:

Allowance for credit losses $ 3,152,982 $ 116,052
Equipment 15,950 10,088
Derivatives 150,590 131,598
Unit issue costs 54,658 52,311
Tax loss carry-forwards 14,534 218
3,388,714 310,267
Valuation allowance - (126,358)
Total future income tax assets 3,388,714 183,909

Future income tax liabilities:
Transaction costs (391,857) (16,548)
Total future income tax liabilities (391,857) (16,548)
Net future income tax assets S 2,996,857 S 167,361

In assessing whether the future tax assets are realizable, management considers whether it is more likely than not that some portion or all
of the future tax assets will not be realized. The ultimate realization of future tax assets is dependent upon the generation of future
taxable income during the periods in which those temporary differences become deductible. Based upon projections for future taxable
income, management has provided for a valuation allowance of $nil (2009 — $126,358). The amount of the future tax assets considered
realizable, however, could be reduced in the near-term if estimates of future taxable income during the carry-forward period are reduced.

At December 31, 2010, loss carry-forwards of $54,844 are available to reduce taxable income of the Fund's incorporated subsidiary,
CarfincoInc. These losses expire in the following years: 2027 - $777,2030-$54,067.
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14. RELATED PARTY TRANSACTIONS

All related party transactions are provided in the normal course of business at exchange amounts agreed upon by the related parties.
Related party transactions include transactions with parties that are related by equity investment, parties related by common Trustees
and transactions with other companies owned or controlled by Officers or Trustees of the Fund, or family members of Trustees or Officers
ofthe Fund.

Patica Securities Limited

The Fund has an agreement with Patica Securities Limited for services provided on an ongoing basis. These services include general
strategic advice, operational and financial oversight and review, advice on financial structure, advice on senior and/or subordinated debt
and equity structure, communication with stakeholders and other general consulting services. Carfinco LP entered into a Consulting
Services Agreement with Patica Securities Limited on October 1,2003, and pursuant to this agreement, Carfinco LP incurs a fixed monthly
fee of $12,500,and a variable monthly fee of one-twelfth of 0.2% of the outstanding principal amount of the finance receivables.

During the year ended December 31, 2010, payments of $378,000 (2009 - $388,598) were made to Patica Securities Limited and at
December 31, 2010, there was $31,500 (2009 - $31,500) payable to Patica Securities Limited. Patica Securities Limited is controlled by
individuals who are Trustees of the Fund.

Subordinated Debentures

Thefollowing table presents subordinated debentures transactions with related parties:

December 31, December 31,
2010 2009
Subordinated debentures issued to related parties $ - $ 743,000

Included ininterest expense for the year ended December 31,2010 is $38,473 (2009 - $114,544) of interest paid to related parties during
the period. On April 30,2010, the Fund repaid the outstanding principal balance and accrued interest on the stated maturity date of the
subordinated debentures.

15. CAPITAL DISCLOSURE

The Fund's objectives when managing capital are to ensure sufficient liquidity to support its financial objectives and strategic plans, to
ensureitsfinancial covenants are met, and to maximize and protect unitholder value.

The Fund views its capital as a combination of its subordinated debentures, unrealized derivative liability and unitholders' equity
balances. In general, the overall capital level of the Fund is evaluated and determined in the context of the Fund's current financial
objectives and strategic plans. To fund the acquisition of receivables and grow the finance receivable portfolio, the Fund utilizes the
credit facility and when additional capital is required, it is raised through subordinated debenture or unit issuances. Generally, the Fund
has maintained a high level of indebtedness in order to maximize returns on unitholders' equity with the Fund historically distributing a
high portion of cash flow in lieu of reducing indebtedness. The Fund carries a level of cash on hand, generally in an amount determined
for short-term changes in non-cash working capital balances and to fund near term finance receivable acquisitions. The equity
component of capital increases or decreases based upon the income of the business less cash distributions paid.
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The calculation of the Fund's capital for the periods presented is as follows:

December 31, December 31,

2010 2009

Unitholders' equity $ 30,040,038 $ 23,467,031
Derivatives 548,596 1,096,128
Subordinated debentures - 2,143,000
Total capitalization $ 30,588,634 $ 26,706,159

The Fund's indebtedness is subject to a number of covenants and restrictions including the requirement to meet certain financial ratios
and financial condition tests at a consolidated level. These covenantsinclude, but are not limited to, a financial leverage ratio, an interest
coverage ratio, a loan availability calculation, and a minimum loss reserve requirement. The Fund was in compliance with all covenants
during theyear. In addition, as at December 31,2010 and 2009, the Fund was in compliance with the minimum loss reserve requirement,
and had not withdrawn funds under the bank credit facility in excess of the amount permitted in accordance with the loan availability
calculation. Thefollowing financial condition ratios are monitored by the Fund in managingits capital structure:

December31, December31,
Covenants Requirement 2010 2009
Financial leverage ratio ' <3.50 3.14 2.66
Interest coverage ratio (quarterly) * >=1.50 5.46 341

(1) Thefinancial leverage ratiowasreduced to 3.50from 3.75 in the second quarter of 2010.
(2) Forthethree monthsended December31,2010and 2009.

The financial leverage ratio is calculated as total liabilities excluding derivatives, and subordinated debentures divided by total
capitalization.

The interest coverage ratio is calculated as adjusted net earnings divided by interest expense for the trailing three months ended.
Adjusted net earnings is calculated as earnings before income taxes, plus gain on derivatives, interest expense, and amortization of
equipmentforthetrailing three months ended.

16. FINANCIAL INSTRUMENTS AND RISK MANAGEMENT
Risk Management

The Fund is exposed to a number of financial risks in the normal course of its business operations, including market risks resulting from
fluctuations in interest rates, as well as credit and liquidity risks. Market risk is the loss that results from changes in market factors such as
interest rates. To manage the exposure to changes in market risks, the Fund uses various risk management techniques including the use
of derivative financial instruments in the form of interest rate swaps. The Fund does not hold any derivative financial instruments for
trading or speculation purposes.

Thefollowing summarizes the types of market price risks that the Fund is exposed, and the risk management instruments and techniques
used to mitigate them. The sensitivities provided below are hypothetical and should not be considered to be predictive of future
performance. The nature of the financial risks, and the Fund's strategy for managing these risks has not significantly changed from the
prior period.

(a) Interest rate risk

Interest rate risk is the risk that fair value or future cash flows will fluctuate from changes in market interest rates. The bank credit facility
bears interest at a floating rate, and as a result, the Fund's borrowing costs on this facility are subject to interest rate cash flow risk, as the
required cash flows to service the debt will fluctuate with changes in market rates. The Fund attempts to mitigate this risk by using
bankers' acceptance equivalent loans to lock the interest rate on a portion of its debt for shorter periods and by using interest rate swap
agreementstolock theinterestrate ona portion of its debt forlonger periods.
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As at December 31,2010, the Fund has entered into the following arrangements to minimize its exposure to changes in floating interest
rates:

Maturity Notional
Date Amount Fixed Rate
Floating to fixed interest rate swap August 23,2012 $ 10,000,000 4.99%
Bankers' acceptance equivalent loans February 14,2011 $ 85,000,000 4.54%

The Fund estimates thata 100 basis pointincrease (decrease) in interest rates during the year ended December 31,2010, with all the other
variables constant, would result in an decrease (increase) in earnings before income taxes on the bank credit facility of approximately
$810,000 (2009 - $666,000), and an increase (decrease) in earnings before income taxes of approximately $164,000 (2009 - $200,000) for
the cash cost of the interest rate swap agreements for the year ended December 31, 2010. For these two items combined, a 100 basis
pointincrease (decrease) in interest rates for the year ended December 31,2010 would result in a decrease (increase) in earnings before
income taxes of approximately $646,000 (2009 - $466,000).

TheFund'sfinancereceivables bearinterest at afixed rate,and are not subject tointerest rate cash flow risk.
(b) Credit risk

Creditriskis the risk of an unexpected loss if a customer or counterparty to a financial instrument fails to meet its contractual obligations.
Credit risk arises principally through the Fund's finance receivables that are a result of transactions within the consumer finance industry
and, as such, contain an element of credit risk in the event that the counter parties are unable to meet the terms of the agreements. The
Fund originates transactions in arelatively high-risk segment of the consumer finance industry and, therefore, write-offs are anticipated.

The Fund manages this risk by securing individual finance receivables with the registration of a security interest/lien against tangible
assets. In addition, the Fund performs ongoing credit evaluations of its customers' financial condition and limits the amount of credit
extended when deemed necessary. The Fund maintains an allowance for credit losses, which it considers adequate to absorb probable
credit losses existing within the finance receivable portfolio. The Fund's maximum exposure to credit risk is represented by the carrying
amount for finance receivables. The Fund manages credit risk associated with its cash by holding its funds with reputable financial
institutions.

Contractual delinquency at each period end was as follows:

December 31,2010 Current 1 to 30 days 31 to 60 days 61 to 90 days 91 days plus
Amount of finance receivables $ 128,584,100 $ 6,850,400 $ 3,183,200 S 860,700 S -
Percent of finance receivables 92.2% 4.9% 2.3% 0.6% -
Amount specifically impaired $ 1,445,000 S 590,600 $ 1,369,300 S 860,700 S -
December 31, 2009 Current 1 to 30 days 31 to 60 days 61 to 90 days 91 days plus
Amount of finance receivables $ 100,012,500 $ 7,983,700 $ 3,530,300 $ 1,695,800 S -
Percent of finance receivables 88.3% 7.1% 3.1% 1.5% -
Amount specifically impaired $ 1,199,100 $ 555,500 $ 1,206,700 $ 1,695,800 $ -

The Fund's finance receivable portfolio is composed of a large number of homogeneous consumer loans, and as such, no individual
customer constitutes a significant portion of the finance receivable portfolio.
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(o) Liquidity risk

Liquidity risk is the risk that the Fund may not generate sufficient cash or cash equivalents in a timely and cost-effective manner to satisfy
financial liabilities as they come due. The Fund manages liquidity risk through management of its capital structure and financial leverage
as outlined in Note 15 to these consolidated financial statements. The Fund also manages liquidity risk by continuously monitoring
actual and projected cash flows to ensure that there is sufficient liquidity to meet its liabilities when due, under both normal and stressed
conditions.

The Fund renewed the bank credit facility during the second quarter of 2010 for a three-year term ending June 30,2013 (2009 - December
15,2010). In addition to the renewal, the credit facility was increased to $105 million from $85 million and as at December 31,2010, the
Fund had un-drawn and committed bank borrowing facilities of $11,690,233 (2009 - $16,429,342). The Fund has been successful in
renewing and expanding these facilities in the past, however, if the Fund were unable to renew these facilities, or unable to renew these
facilities on acceptable terms, there could be a material adverse effect on the Fund's financial position, results of operations and liquidity.
Management believes that internally generated cash flows supplemented by borrowings under the bank credit facility and the issuance
of subordinated debentures, if necessary, will be sufficient to cover the Fund's normal operating and capital expenditures.

The contractual payments and maturities of significant financial liabilities at December 31,2010 and 2009 are as follows:

December 31,2010 2011 2012 2013 2014 Total
Bank credit facility' $ 93,309,766 $ - $ - $ - $ 93,309,766
Accounts payable and accruals 898,678 - - - 898,678
Deferred dealer obligation® 844,057 605,735 367,413 129,091 1,946,297
Derivatives ’ 355,380 214,923 - - 570,303

$ 95,407,881 $ 820,658 $ 367,413 $ 129,091 $ 96,725,044

December 31, 2009 2010 2011 2012 2013 Total
Bank credit facility' $ 68,570,658 $ - $ - $ - $ 68,570,658
Accounts payable and accruals 694,519 - - - 694,519
Deferred dealer obligation® 835,515 599,605 363,695 127,785 1,926,600
Derivatives’ 742,609 380,736 176,096 - 1,299,441
Subordinated debentures * 2,241,637 - - - 2,241,637

$ 73,084,938 $ 980,341 $ 539,791 $ 127,785 $ 74,732,855

(1) Thebankcreditfacility isademand loan with a stated maturity date of June 30,2013 (2009 - December 15,2010).

(2) The deferred dealer obligation represents the Fund's estimated obligation of additional amounts that will be owed to dealers on certain finance
receivables purchased at a negotiated price that is less than the original principal amount being financed. Under this program, the dealer can receive
additional purchase consideration based upon the collection performance of these finance receivables.

Figures presented represent the Fund's best estimate of the undiscounted future cash flows that will be payable to dealers based upon the current
collection performance on these finance receivables. These cash flows vary depending on a number of variables including prepayment rates, write-offs

and deferments, and as such, actual cash flows may differ materially from the amounts presented.

(3) Derivatives represent the estimated contractual payments on the Fund's interest rate swap agreements based upon the Banker's Acceptance Canadian
Dealer Offered Rateyield curve as at the reporting date.

(4)  Included inthe contractual maturities is $98,637 of interest payments on subordinated debentures.
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Fair Value
a) Determination of fairvalue

CICA Handbook Section 3862 requires disclosure of a three-level hierarchy for fair value measurements based upon transparency of
inputs to the valuation of an asset or liability as of the measurement date. The three levels are defined as follows:

Level 1: Fairvalueis based on quoted market pricesin active markets foridentical assets or liabilities.

Level 2: Fair value is based on observable inputs other than Level 1 prices, such as quoted market prices for similar, but not
identical, assets or liabilities in active markets, quoted market prices for identical assets or liabilities in markets that are not
active, and other inputs that are observable or can be corroborated by observable market data for substantially the full term of
theassets or liabilities.

Level 3: Fairvalueis based on non-observableinputs that are supported by little or no market activity and that are significant to
the fair value of the assets or liabilities. Financial instruments classified within Level 3 of the fair value hierarchy are initially fair
valued at their transaction price, which is considered the best estimate of fair value. After initial measurement, the fair value of
Level 3 assets and liabilities is determined using valuation models, discounted cash flow methodologies, or similar techniques.

In practice, when determining the fair value of financial assets and liabilities, management of the Fund uses available market quotations
when an active market exists. When there is no active market for an instrument, fair values are determined using valuation techniques,
such as discounted cash flow analysis, option pricing models and other valuation techniques commonly used by market participants,
which utilize observable market inputs such as interest rate yield curves, and observable discount rates for time value. For certain
financial instruments, fair values may be determined in whole or in part from valuation techniques using non-observable market inputs.
Management validates that the estimates of fair value are reasonable using a process of obtaining multiple quotes of external market
prices and inputs, consistent application of valuation models over a period of time, and through the implementation of controls and
procedures over the valuation process. The valuations are also validated by past experience and through the actual cash settlement of
contracts.

Methods and assumptions followed to calculate and disclose fair values are inherently judgmental. Accordingly, fair values do not

necessarily reflect amounts that would be received or paid in the case ofimmediate settlement of these instruments. The use of different
estimations, methodologies and assumptions could have a material effect on the estimated fair value amounts.
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Thefollowing methods and assumptions were used to estimate the fair value of each class of financial instrument:

Finance receivables - net is calculated by discounting estimated future cash flows of the portfolio at a range of rates from the
inherent stated interestrates, as currently thereis no organized market for valuing the finance receivable portfolio;

Cash, bank credit facility, and accounts payable and accrued liabilities are assumed to approximate their carrying values, due to
their short-term nature;

Deferred dealer obligation was calculated by discounting the estimated future cash flows of a certain portfolio of finance
receivables atrisk-free investment rates required to support the future liability. The estimated cash flows will vary depending on

anumber of variablesincluding prepayment rates, write-offs and deferments; and

Derivative financial instruments were calculated using market prices that the Fund would pay or receive to settle the related
arrangements.

Thefollowing table presents the carrying amountand estimated fair values of the Fund's financial assets and financial liabilities:

December31,2010

December31,2009

Book Value Fair Value Book Value Fair Value
Financial assets:

Finance receivables - net' $ 120,974,050 $ (A) $ 95,585,212 $ (B)
Cash 839,620 839,620 467,674 467,674

Financial liabilities:
Bank credit facility $ 93,159,937 $ 93,309,766 $ 68,438,145 $ 68,570,658
Accounts payable and accrued liabilities 898,678 898,678 694,519 694,519
Deferred dealer obligation 1,854,567 1,854,567 1,847,863 1,847,863
Subordinated debentures - - 2,143,000 2,143,000
Derivatives 548,596 548,596 1,096,128 1,096,128
(A) December 31,2010 (B) December 31, 2009
Discount Rate Fair Value Discount Rate Fair Value
Upper value 26.4% $ 121,030,400 27.2% $ 95,661,100
Lower value 32.4% 114,770,200 31.2% 92,162,800

(1) Inassessing thefair value of the Fund's finance receivables, management must rely on estimates and exercise judgment regarding matters for which the
ultimate outcome is unknown. As a result of the number of uncertainties involved, the fair value of finance receivables has been discounted utilizing a
range of effective interest rates reflecting the uncertainty involved in the timing, and ultimate amount of cash collections.
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The following table presents as at December 31, 2010 and 2009, the level within the fair value hierarchy for each financial asset and

liability measured at fair value:

December 31,2010 Level 1 Level 2 Level 3 Total
Financial assets:

Cash $ 839,620 S - $ - S 839,620
Financial liabilities:

Derivatives $ - $ 548,596 $ - $ 548,596
December 31, 2009 Level 1 Level 2 Level 3 Total
Financial assets:

Cash $ 467,674 $ - $ - $ 467,674
Financial liabilities:

Derivatives S - S 1,096,128 S - S 1,096,128

During the years ended December 31,2010 and 2009, no financial instruments measured at fair value were classified as Level 3 financial
instruments or were moved in or out of their level. The Fund has not made changestoits valuation techniques over the prior year.

17. CHANGES IN NON-CASH BALANCES RELATED TO OPERATIONS

December31, December31,

2010 2009

Accrued interest $  (263,399) $ 40,629
Deferred dealer obligation 2,125,000 1,800,000
Accounts payable and accrued liabilities 204,159 191,530
Other assets (245,876) (459,828)
$ 1,819,884 $ 1,572,331

18. COMMITMENTS

The Fund is committed to along term operating lease for building space up to December 31,2011. The minimum annual lease payments

required over the upcomingyearis $393,000.
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19. SUBSEQUENT EVENTS

Reorganization of debt

OnJanuary 1,2011, the Fund reorganized debt owed by CLP to the Fund. The debt owed by CLP to the Fund was assigned to CHT by the
Fund. CHT in turnissued a note to the Fund for the full value of the debt. The resulting debt between CLP and CHT was settled by CLP
through the issuance of additional units in CLP to CHT. As a result of the issuance of additional partnership units, CHT's holdings in CLP
increase from 95.62% t0 96.10%, and CAR's holdings of CLP decreased from 4.38% to 3.90%.

Change in tax status

OnJanuary 1,2011, amendments made to the Income Tax Act (Canada) that impose on Canadian publicincome trusts an entity-level tax
at a rate approximately equal to the rate applicable to income earned by a Canadian public corporation, and prevent such trusts from
deducting trust distributions when calculating taxable income, became effective for the Fund.

The payment of such taxes will reduce the cash flow of the Fund, thereby reducing the amount available for distributions to Unitholders.

The amendment also recharacterizes distributions as eligible dividends received from a taxable Canadian corporation compared to the
currentcharacterization of distributions to Unitholders primarily as ordinary income.

Evaluation of strategic alternatives
On January 12, 2011, the Fund announced that it had retained FBR Capital Markets & Co. (“FBR”) to assist its Board of Trustees in
identifying, examining and considering a range of strategic alternatives available to the Fund, with a view to maximizing Unitholder

value. Thesealternativesinclude, butare not limited to, the potential sale of all or a majority of the assets or units of the Fund.

The Fund will be continuing with all of its previously planned business objectives throughout the review of strategic alternatives and
there can be noassurance that the review will resultin any specific transaction.
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