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BFI Canada Income Fund | MD&A for the period ended September 30, 2003

The following is a discussion of the consolidated financial condition and results of operations of the BFI Canada
Income Fund (the “Fund”) for the three and nine month periods ended September 30, 2003. This discussion should
be read in conjunction with the Fund’s MD&A for the period from April 25, 2002 to December 31, 2002 included in
its annual report. Comparative operating results for the nine months ended September 30, 2002, include the results
of 3743276 Canada Inc., one of the predecessors of BFI Canada Holdings Inc., for the period from January 1, 2002 to
April 24, 2002. The Fund indirectly acquired all of the issued and outstanding shares of 3743276 Canada Inc. on April
25, 2002 in connection with the closing of its initial public offering of trust units. The Fund has only consolidated the
results of BFI Canada Holdings Inc. with its results since April 25, 2002. Reference is made to the prospectus of the
Fund dated April 16, 2002 relating to the initial public offering for a complete description of the transactions effect-
ed concurrently with the closing of such offering.

Corporate Overview

The Fund, through its operating subsidiaries, is one of Canada’s largest full-service waste management companies
providing non-hazardous solid waste collection and landfill disposal services in the provinces of British Columbia,
Alberta, Manitoba, Ontario and Quebec. The Fund operates one and owns and operates three landfills, carries on
solid waste collection operations in 18 markets and operates two transfer collection stations, seven material recovery
facilities (“MRFs”) and one landfill gas to energy facility. The Fund makes cash distributions to its unitholders based
on all amounts received from its subsidiaries, including interest, dividends, redemption proceeds, purchase for
cancellation proceeds, returns of capital and repayments of indebtedness net of reasonable expenses, as determined
by the trustees, and amounts related to the redemption of units payable in cash. The Fund’s declaration of trust
provides that monthly cash distributions are to be paid on or about the 15th day of the succeeding month.
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Highlights for the three and nine month periods ended September 30, 2003

« Revenues and EBITDAM increased 8.3% and 7.4%, respectively, for the comparative three month period ended
September 30, 2002

+ Revenues and EBITDA® increased 12.0% and 11.8%, respectively, for the comparative nine month period ended
September 30, 2002

« Free cash flow available for distribution(® increased $0.3 million or 3.4% to $9.2 million for the comparative three
month period ended September 30, 2002

- Distributions increased 6.25% to an annualized rate of $1.275 per trust unit beginning with the distribution
payable on September 15, 2003 to unitholders of record on August 31, 2003

« Core operations, contract wins and strategic acquisitions have continued to support the Fund’s revenue and
EBITDA® growth

Three months ended Nine months ended

(in millions except for per unit amounts) 2003(1) 2002 2003(1) 2002%
Revenues $ 431 $ 39.8 $ 124.2 $ 110.9
Operating expenses 22.5 20.3 64.7 58.1
Selling, general and administration expenses 6.0 5.9 18.7 16.3
Income before the following 14.6 13.6 40.8 36.5
Amortization 10.6 1.3 30.9 28.0
Interest on long-term debt 1.3 1.1 3.9 5.9
Net loss on sale of capital and landfill assets 0.3 - 0.3 -
Other expenses - - - 1.5
Income before income taxes 2.4 1.2 5.7 1.1
Income tax recovery (1.0) (0.4) (4.1) (3-2)
Net income $ 3.4 $ 1.6 $ 9.8 $ 4.3
Net income per trust unit, basic & diluted $ 0.13 $ 0.06 $ 0.37 $ 0.16
Number of units outstanding (thousands) 26,500 26,500 26,500 26,500
Maintenance capital expenditures $ 3.9 $ 3.3 $ 71 $ 8.4
Growth capital expenditures 2.2 1.3 4.7 2.3
Total capital expenditures $ 6.1 $ 4.6 $ 1.8 $ 10.7
Free cash flow available for distribution3) $ 9.2 $ 8.9 $ 29.2 $ 15.8
Free cash flow available for distribution

per trust unit®) $ 0.35 $ 0.34 $ 1.10 $ 0.60
Aggregate distributions declared3) $ 8.3 $ 8.0 $ 24.2 $ 13.7
Aggregate distributions declared

per trust unit® $ 0.31 $ 0.30 $ 0.91 $ 0.52

Notes:

(1) Effective March 2003, the Canadian Institute of Chartered Accountants issued a new Canadian accounting standard for asset retirement obligations,
which requires the recognition of an obligation associated with the retirement of a tangible long-lived asset that an entity is legally obligated to settle.
The new standard is effective for fiscal years beginning on or after January 1, 2004 and requires the Fund to retroactively restate all comparative con-
solidated financial statements. Accordingly, the September 30, 2003 consolidated financial statements will be restated for all future comparative pur-
poses. Adopting the new accounting standard is expected to have a material impact on landfill assets and closure and post-closure costs, however, it
will have no impact on free cash flow available for distribution®.

(2) Operating results for the period from January 1, 2002 to April 24, 2002 are the results of 3743276 Canada Inc., one of the predecessors of BFI Canada
Holdings Inc. The Fund indirectly acquired all of the issued and outstanding shares of 3743276 Canada Inc. on April 25, 2002 in connection with the
closing of its initial public offering of trust units. The Fund has only consolidated the results of BFI Canada Holdings Inc. with its results since April 25,
2002. Reference is made to the prospectus of the Fund dated April 16, 2002 relating to the initial public offering for a complete description of the trans-
actions effected concurrently with the closing of such offering.

(3) Free cash flow available for distribution® in aggregate and per trust unit and aggregate distributions declared and per trust unit for the compara-
tive nine month period is for the period from April 25, 2002 to September 30, 2002.
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Review of Operations | (For the three and nine month periods ended September 30, 2003)

Revenues

Revenues for the three months ended September 30, 2003 increased $3.3 million or 8.3% to $43.1 million, of which the
solid waste collection (“collection”) and landfill and energy (“landfill”) segments contributed $2.2 million and $1.1 million,
respectively, to the current period increase. The increase in collection revenues is comprised of $0.7 million from new
collection contracts (consistent with the three month period ended June 30, 2003), $0.2 million from two strategic
“tuck-in” acquisitions completed in August 2003, and a combination of price increases and organic growth totalling
$1.5 million, net of $0.2 million in expired low margin residential collection contracts. The increase in landfill revenues
during the period is partially attributable to a $0.4 million contribution from the City of Lethbridge landfill operating contract,
which began on February 1, 2003, and the balance is primarily attributable to higher volumes of waste entering the
Fund’s Calgary landfill site.

Revenues for the nine months ended September 30, 2003 increased $13.3 million or 12.0% to $124.2 million.
Approximately $8.4 million of the period over period increase relates to the collection segment. Consolidation of
Entreprise Sanitaire F.A. Ltee’s (“F.A.”) collection and transfer station operations for the nine month period ended
September 30, 2003 versus the seven month period March 1, 2002 to September 30, 2002 resulted in additional
revenues of $2.3 million. New collection contracts that commenced in the first quarter of 2003 contributed revenue
of $2.1 million in the period, while the balance of the collection segment increase is attributable to a combination of
price increases and organic growth totalling $5.2 million, net of $1.2 million in expired low margin residential collection
contracts. The Fund’s landfill segment accounted for $4.9 million of the period over period increase. Additional
volumes of non-hazardous solid waste entering the Fund’s Calgary landfill site contributed $1.8 million while the City
of Lethbridge landfill operating contract and volume and price increases for non-hazardous solid waste entering Fund
owned landfills contributed $1.1 million and $2.0 million, respectively.

Operating expenses

Operating expenses for the three months ended September 30, 2003 increased $2.2 million or 10.8% to $22.5 million.
Consistent with the three month period ended June, 30, 2003, approximately $1.4 million of the increase relates to
higher costs incurred to service new collection contracts which began in the first quarter of 2003, organic revenue
growth, recently completed acquisitions, and higher period over period costs to service existing customers, net of
$0.1 million in cost savings associated with the expiration of low margin residential collection contracts. An increase
in landfill operating costs of $0.9 million is attributable to operating the City of Lethbridge landfill, $0.3 million, with
the balance primarily incurred to handle higher volumes of non-hazardous solid waste entering Fund-owned landfills.

Operating expenses for the nine months ended September 30, 2003 increased $6.6 million or 11.4% to $64.7 million.
The collection segment experienced a $4.0 million increase for the period. Consolidation of F.A.'s collection and
transfer station operations for two additional months contributed $1.4 million to the collection segment increase.
Higher costs to service new collection contracts commencing in the first quarter of 2003, organic revenue growth,
and higher period over period costs to service existing customers totalling $3.7 million were partially offset by approxi-
mately $1.1 million in cost savings associated with the expiration of low margin residential contracts. Landfill operating
costs increased by $2.6 million due in part to the operation of the City of Lethbridge landfill, $0.8 million, together
with higher costs incurred to handle higher volumes of non-hazardous solid waste entering Fund-owned landfills.

Selling, general and administration expenses

Selling, general and administration expenses for the three month period ended September 30, 2003 increased marginally
to $6.0 million. The $0.1 million increase is not attributable to any one significant variance.

Selling, general and administration expenses for the nine months ended September 30, 2003 increased $2.4 million to
$18.7 million. The increase is attributable to the consolidation of F.A.’s collection operations for two additional months in
the nine month period ended September 30, 2003, $0.2 million, an increase in senior management compensation, the
addition of corporate employees and public company costs, $1.0 million, and other variances totalling $1.2 million, including
an increase in field management and staff compensation and higher facility operating costs.

Income before amortization, interest on long-term debt, net loss on sale of capital and landfill assets
and income taxes (“EBITDA(A™)

EBITDA® of $14.6 million was $1.0 million or 7.4% higher than the comparative three month period ended
September 30, 2002. Operating the City of Lethbridge landfill, albeit at a lower EBITDA() margin than Fund-owned
landfills, and accepting higher volumes of non-hazardous solid waste at Fund-owned landfills, coupled with new
collection contracts, organic growth, price increases, and two strategic “tuck-in” acquisitions contributed to the period
over period EBITDA® improvement.
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EBITDA® for the nine months ended September 30, 2003 increased $4.3 million or 11.8% to $40.8 million compared
to the nine month period ended September 30, 2002. The consolidation of F.A.’s collection and transfer station oper-
ations for nine months in 2003 versus seven months in 2002, added to the EBITDA® improvement achieved from
the same items noted above for the three month period ended September 30, 2003, resulted in the year to date
increase. Management of the Fund remains committed to growing the business, realizing operating efficiencies and
managing selling, general and administration expenses.

Amortization

Amortization was $0.7 million lower than the comparative three month period ended September 30, 2002. A combined
$1.0 million decline in capital and intangible asset amortization was offset by a $0.3 million increase in landfill amor-
tization due to the acceptance of higher volumes of non-hazardous solid waste entering Fund-owned landfills.
The decline in capital asset amortization is principally due to vehicles and equipment acquired by 3743276 Canada
Inc. in June 2000, which are now fully amortized.

Interest on long-term debt

Interest on long-term debt was $0.2 million higher than the comparative three month period ended September 30,
2002. The increase in debt incurred to finance growth capital purchases for new collection contracts and strategic
acquisitions, partially offset by a decline in the 30 day rate on bankers’ acceptances over the comparative period,
resulted in the increase.

Net loss of sale of capital and landfill assets

Effective, August 31, 2003, the Fund sold redundant parcels of land near the Winnipeg landfill which resulted in a loss
of $0.3 million.

Income taxes

Income taxes recovered for the three month period ended September 30, 2003 increased $0.6 million to $1.0 million.
The current and comparative period recoveries are largely on account of a decline in differences between the carrying
and tax values of intangibles and landfill assets.

AMORTIZATION, INTEREST ON LONG-TERM DEBT, OTHER EXPENSES AND INCOME TAXES FOR THE NINE
MONTH PERIOD ENDED SEPTEMBER 30, 2002 ARE NOT COMPARABLE TO THE FIGURES FOR THE PERIOD
ENDED SEPTEMBER 30, 2003 FOR THE FOLLOWING REASONS:

Amortization expense

Amortization expense is not comparable due primarily to the change in the carrying values of the Fund’s assets relative
to its predecessor 3743276 Canada Inc. Amortization expense of the Fund includes amortization of the following fair
value adjustments occurring on the closing of its initial public offering: customer collection contracts $78,530, capital
assets $5,476 and landfill assets $60,290.

Interest on long-term debt

Interest on long-term debt is not comparable due to the change in the Fund’s capital structure relative to its prede-
cessor 3743276 Canada Inc. Interest expense of 3743276 Canada Inc. included imputed interest on a subordinated
debenture and interest on its non-revolving, term, bridge and other loans for the period from January 1, 2002 to April
24, 2002. On the closing of the initial public offering and the concurrent amalgamation of 3743276 Canada Inc. with
BFI Canada Holdings Inc., $41.9 million was paid in full satisfaction of the principal and interest outstanding on the
non-revolving loan, $17.6 million was paid in partial satisfaction of the principal together with all interest outstanding
on the term and bridge loans and a $12.5 million payment was paid in full satisfaction of amounts owing to the holder
of the subordinated debenture. All payments were made in respect of obligations of the predecessor company.
Interest expense of the Fund relates specifically to interest on its term and revolving loans which were made
concurrently with the closing of the initial public offering.

Other expenses

Other expenses include corporate development and organizational costs, management severance costs, management
fees and a special one-time management bonus issued in connection with the closing of the initial public offering.
Other expenses were exclusive to 3743276 Canada Inc. and are therefore not directly comparable
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Income taxes

Income taxes are not comparable due to the change in the taxable structure of the Fund versus its predecessor.

OTHER PERFORMANCE MEASURES

Capital expenditures

Capital expenditures, which include maintenance and growth capital expenditures, totalled $6.1 million for the three
months ended September 30, 2003. Maintenance capital expenditures, representing the replacement of capital in
order to sustain current business operations, were higher in the current period due to expenditures for the replacement
of landfill equipment totalling $0.6 million. Growth capital expenditures, representing capital required to meet the
demands of acquired or organic growth or capital which specifically benefits a future period or periods, were higher
than the comparative period by $0.9 million due in large part to the timing of container and vehicle expenditures in
the current period.

Capital expenditures for the nine month period ended September 30, 2003 were higher than the comparative period
by $1.1 million. Growth capital expenditures exceeded the prior period by $2.4 million, due primarily to vehicle purchases
to service the new collection contracts which commenced in the first quarter of 2003. Maintenance capital expenditures
are down $1.3 million from the prior period due primarily to a delay in capital spending at the Lachenaie landfill coupled
with delayed delivery of replacement vehicles.

Free cash flow available for distribution(®)

Free cash flow available for distribution(®) totalled $9.2 million for the three month period ended September 30, 2003
versus $10.4 million for the three month period ended June 30, 2003 and $8.9 million for the comparative three
month period ended September 30, 2002. The decline experienced between September 30, 2003 and June 30, 2003 is
due in part to a $1.7 million increase in maintenance capital expenditures, offset by a $0.5 million increase in EBITDAA),
while the increase between September 30, 2003 and September 30, 2002 is due to a $1.0 million increase in EBIT-
DA®), a $0.1 million reduction in current income taxes, offset by a $0.6 million increase in maintenance capital
expenditures and a $0.2 million increase in interest on long-term debt. Free cash flow available for distribution(®) in
aggregate and per trust unit for the nine months ended September 30, 2002 is for the period from April 25, 2002 to
September 30, 2002. To date, excess free cash flow available for distribution(B) has been utilized to offset the demands
of growth capital expenditures, working capital uses, deferred costs and other receivables.

FINANCIAL CONDITION

Accounts receivable

Accounts receivable increased by $0.9 million from December 31, 2002. A $0.6 million increase in amounts receivable
from landfill customers and a $0.2 million receivable from the sale of landfill assets are the primary reasons for the
increase. The collection quality of receivables remains high with less than five percent of total trade receivables in
excess of ninety days. Total year to date bad debt charges are less than one percent of revenues.

Other receivables

The increase in other receivables relates specifically to the City of Terrebonne collection contract which commenced
January 1, 2003. The receivable is financed over 5 years and is repayable monthly in aggregate annual payments of
$0.7 million.

Capital assets

The decline in capital assets is due principally to amortization exceeding capital assets purchased by $2.2 million.
Maintenance capital expenditures are expected to increase slightly in the fourth quarter of 2003 while growth capital
expenditures are expected to decline relative to the current quarter. Significant capital expenditures in the coming
periods include replacement and growth vehicle and equipment purchases, Lachenaie landfill vertical expansion
related expenditures, and infrastructure and cell development related specifically to the Lachenaie north expansion.

Landfill assets

Landfill assets represent the largest balance sheet asset of the Fund and total $115.2 million at September 30, 2003.
Landfill permits together with original cost and incurred construction and development costs are being amortized as
landfill airspace is consumed.
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Working capital position

The Fund has a current working capital position, representing total current assets less current liabilities, of approxi-
mately $10.8 million, an improvement of $5.7 million from the December 31, 2002 position of $5.1 million.
The increase is primarily due to the Fund’s draws on its revolving loan facility to pay for acquisitions, growth capital
expenditures and to finance other receivables incurred in the preceding periods.

LIQUIDITY AND CAPITAL RESOURCES

The Fund has available a revolving loan to a maximum of $28.6 million, of which $8.6 million relates specifically to
a letter of credit required to operate one of the Fund’s landfills. The remaining $20.0 million is available to fund
changes in working capital and non-operating liquidity requirements including acquisitions and growth capital expen-
ditures. Cash generated from operations for the three months ended September 30, 2003 totalled $15.2 million and
is $4.3 million higher than the three month period ended June 30, 2003. Higher net income contributed by landfill
operations, new collection service contracts, two strategic “tuck-in” acquisitions, organic and price growth and a $3.3
million decrease in non-cash working capital compared to the three month period ended June 30, 2003 contributed
to the period over period increase. Two strategic “tuck-in” acquisitions together with a $3.5 million increase in capital
expenditures were the principal contributors to the $5.8 million increase in cash utilized in investing activities
compared to the three month period ended June 2003. The Fund financed the current period acquisitions from its
revolving loan facility. The current period draw brings total revolving facility advances to $13.9 million.

DISTRIBUTIONS

The Fund paid cash distributions to unitholders of $0.30625 and $0.90625 per unit for the three and nine month periods
ended September 30, 2003, respectively, and declared a distribution payable to unitholders of record on September
30, 2003, payable October 15, 2003 of $0.10625 per unit. A distribution of $0.10625 per unit was also declared payable
to unitholders of record on October 31, 2003 payable November 14, 2003.

SEASONALITY

Revenues are generally higher in the spring, summer and autumn months due to higher collection and disposal of
non-hazardous solid waste. Higher landfill and collection revenues are partially offset by higher closure and post-closure
costs, which are accrued for on a per unit basis, and higher collection operating expenses, respectively.

RISKS AND UNCERTAINTIES

The risks and uncertainties disclosed in the Fund’s Initial Annual Information Form for the period ended December
31, 2002 remain substantially unchanged.

OUTLOOK

The remaining permitted airspace capacity at the Lachenaie landfill is expected to be exhausted by April 2004.
However, the Fund has received local and provincial zoning by-law approval to expand the footprint of the existing
landfill by 500 additional acres. The Fund’s predecessor applied for and successfully received landfill airspace expan-
sions for the Lachenaie site prior to reaching permitted capacities in each of 1985 and 1995. The Fund recently applied
for and received vertical expansion over existing placed waste providing an additional 1.1 million tonnes capacity.
This additional capacity will provide airspace to April 2004. While the granting of the permit is entirely within the
discretion of the Quebec Government, management is confident that final approval will be obtained prior to the
expiry of the Fund’s current permit, because:

« there will be a critical shortage of sanitary landfills in the Province of Quebec, especially in the Montreal metro-
politan area, by 2005;

« the Fund’s sophisticated operations have an excellent environmental track record; and
« the expansion design is similar to the Fund’s current operations.

The potential available airspace capacity at this expansion site, if approved, is estimated to be approximately 39.5 million
additional tonnes which would equate to an operating life span of approximately 40 years, based on current disposal
volumes and a six day per week operation. The Fund will commence construction and development of the expansion
site as soon as it is permitted. Based on the current plan, which allows for contingencies, management expects to
continue landfill operations through construction of the proposed expansion without interruption.

Management is actively reviewing financing alternatives to efficiently finance its future growth initiatives.

Looking ahead, management’s principal objective is to increase free cash flow available for distribution(® by
continuing to enhance the Fund'’s service offerings, improving efficiencies and growing through strategic acquisitions.
In this regard, management continuously reviews and evaluates potential strategic acquisitions; especially those that
can increase free cash flow and, accordingly, distributions. Future strategic initiatives may be financed with borrowings,
the additional issuance of units, from working capital or from cash flow generated from operations.
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Management expects that the Fund will be able to progressively increase future distributions as free cash flow avail-
able for distribution(®) increases. Increases will be considered by the Trustees as appropriate.

NEW ACCOUNTING POLICIES

Effective March 2003, the Canadian Institute of Chartered Accountants issued a new Canadian accounting standard
for asset retirement obligations, which requires the recognition of an obligation associated with the retirement of a
tangible long-lived asset that an entity is legally obligated to settle. The new standard is effective for fiscal years
beginning on or after January 1, 2004 and requires the Fund to retroactively restate all comparative consolidated
financial statements. Accordingly, the September 30, 2003 consolidated financial statements will be restated for all
future comparative purposes. Adopting the new accounting standard is expected to have a material impact on landfill
assets and closure and post-closure costs, however, it will have no impact on cash generated from operating activities
or free cash flow available for distribution(®).

Effective May 2003, the Canadian Institute of Chartered Accountants amended CICA 1540, cash flow statements, and
CICA 3500, earnings per share. The amendment to CICA 1540 prohibits the disclosure of cash flow amounts per
share in financial statements, except for dividends or similar cash distributions to owners and the amendment to
CICA 3500 prohibits the disclosure of income per share amounts other than earnings per share disclosure required
by CICA 3500 in financial statements, except as specifically provided for by another handbook section. Adopting the
amendments does not impact the Fund’s consolidated financial statement disclosures.

Effective June 2003, the Canadian Institute of Chartered Accountants issued a new Canadian accounting standard for
generally accepted accounting principles (“GAAP”), which provides additional clarity regarding what constitutes
Canadian GAAP and its sources and what to consult when selecting accounting policies and disclosures when a matter
is not dealt with explicitly in the primary sources of GAAP. The section is effective for fiscal years beginning on or
after October 1, 2003 and earlier adoption is encouraged. Adopting the new accounting standard is not expected to
have a material impact on the Fund’s selection of accounting policies or its disclosures.

Effective June 2003, the Canadian Institute of Chartered Accountants issued a new Canadian accounting standard for
general standards of financial statement presentation. The section revises and replaces general standards of financial
statement presentation, CICA 1500, and clarifies what constitutes fair presentation in accordance with GAAP. The
standard removes the ability for an entity to depart from a handbook recommendation when that recommendation
would result in misleading financial statements. Adopting the new accounting standard is not expected to have a
material impact on the Fund’s consolidated financial statement presentation.

DISCLAIMER

This document may contain forward-looking statements relating to the Fund’s operations or to the environment in
which it operates, which are based on the Fund’s operations, estimates, forecasts and projections. These statements
are not guarantees of future performance and involve risks and uncertainties that are difficult to predict, or are
beyond the Fund’s control. A number of important factors could cause actual outcomes and results to differ materially
from those expressed in these forward-looking statements. These factors include those set forth in the Fund’s Initial
Annual Information Form for the period ended December 31, 2002. Consequently, readers should not rely on such
forward-looking statements. In addition, these forward-looking statements relate to the date on which they are made.
Although the forward-looking statements contained herein are based upon what management believes to be
reasonable assumptions, the Fund cannot assure unitholders that actual results will be consistent with these forward
looking statements, and the Fund disclaims any intention or obligation to update or revise any forward-looking
statements, whether as a result of new information, future events or otherwise.

(A) All references to “EBITDA” in the Management's Discussion and Analysis are to “income before the following” on the consolidated statement of operations, or more explicitly, to
“income before amortization, interest on long-term debt, net loss on sale of capital and landfill assets and income taxes”. EBITDA is a term used by the Fund that does not have a
standardized meaning prescribed by Canadian generally accepted accounting principles (“GAAP”) and is therefore unlikely to be comparable to similar measures used by other
issuers. EBITDA is a measure of the Fund’s operating profitability, and by definition, excludes certain expenses (specifically amortization, interest on long-term debt, net loss on sale
of capital and landfill assets and income taxes). These expenses are viewed by management as either non-cash (in the case of amortization, net loss on capital and landfill assets and
future income taxes) or non-operating (in the case of both interest on long-term debt and current income taxes). EBITDA is a useful financial metric for investors as it represents a
starting point in the determination of free cash flow available for distribution(8). The underlying reasons for exclusion of each item are as follows:

Amortization | as a non-cash item amortization has no impact on the determination of free cash flow available for distribution(8).

Interest on long-term debt | interest on long-term debt is a function of an entity’s debt/equity mix and interest rates; as such, it reflects the treasury/financing activities of the entity
and represents a different class of expense than the components of EBITDA.

Net loss on sale of capital and landfill assets | as a non-cash item, the net loss on sale of capital and landfill assets has no impact on the determination of free cash flow available
for distribution(8).

Income taxes | income taxes are a function of tax laws and rates and are affected by matters which are separate from the daily operations of the Fund.

EBITDA should not be construed as a measure of income or of cash flows. The reconciling items between EBITDA and net income are detailed in the consolidated statement of oper-
ations beginning with “income before the following” and ending with “net income”.

(B) The Fund has adopted a measurement called free cash flow available for distribution to supplement net income as a measure of operating performance. Free cash flow available
for distribution is a term which does not have a standardized meaning prescribed by GAAP and is therefore unlikely to be comparable to similar measures used by other issuers. The
objective of presenting this non-GAAP measure is to calculate the amount which is available for distribution to unitholders. Free cash flow available for distribution is calculated as
EBITDA) less interest on long-term debt, current income taxes and maintenance capital expenditures. Free cash flow available for distribution is not necessarily indicative of cash
available to fund cash needs and should not be considered as an alternative to cash flow as a measure of liquidity. All references in the Management’s Discussion and Analysis to
“free cash flow available for distribution” have the meaning set out in this note.
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Consolidated Balance Sheets | September 30, 2003 (unaudited) and December 31, 2002 (audited)

(in thousands of dollars)

September 30, 2003

December 31, 2002

ASSETS
CURRENT

Cash and cash equivalents $ 7,283 $ 5,666
Accounts receivable 25,895 24,962
Other receivables 1,238 415
Prepaid expenses 2,701 3,959
37,117 35,002
OTHER RECEIVABLES 3,588 1,509
INTANGIBLES 70,119 77,805
GOODWILL 49,171 49,171
DEFERRED COSTS 2,726 1,832
DEFERRED FINANCING COSTS 1,397 2,058
CAPITAL ASSETS 87,513 89,665
LANDFILL ASSETS 115,204 122,399
$ 366,835 $ 379441

LIABILITIES

CURRENT

Accounts payable $ mn4gx $ 15,410
Accrued charges 5,193 6,076
Distribution payable 2,816 2,650
Income taxes payable 399 157
Deferred revenue 6,266 5,360
Current portion of long-term debt 266 252
26,361 29,905
LONG-TERM DEBT 85,433 76,985
LANDFILL CLOSURE AND POST-CLOSURE COSTS 9,509 8,013
FUTURE INCOME TAX LIABILITIES 20,655 25,298
141,958 140,201
UNITHOLDERS' EQUITY 224,877 239,240
$ 366,835 $ 37944
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Consolidated Statements of Operations | For the period ended September 30, 2003 (unaudited)
(in thousands of dollars, except net income per trust unit amounts)

Three months ended Nine months ended
2003 2002 2003 2002
(Note 3)
REVENUES $ 43,63 $ 39,847 $ 124,256 $ 68,818
OPERATING EXPENSES 22,553 20,286 64,786 36,045
SELLING, GENERAL AND
ADMINISTRATION EXPENSES 5,976 5,954 18,740 10,013
INCOME BEFORE THE FOLLOWING 14,634 13,607 40,730 22,760
AMORTIZATION 10,675 11,288 30,917 18,742
INTEREST ON LONG-TERM DEBT 1,320 1,165 3,871 1,992
NET LOSS ON SALE OF CAPITAL AND
LANDFILL ASSETS 258 - 242 -
INCOME BEFORE INCOME TAXES 2,381 1,154 5,700 2,026
INCOME TAX EXPENSE (RECOVERY)
Current 175 261 525 388
Future (1,193) (696) (4,643) (3.740)
(1,018) (435) (4m18) (3352)
NET INCOME $ 3,399 $ 1,589 $ 9,818 $ 5378
Net income per trust unit, basic and diluted $ 0.13 $ 0.06 $ 0.37 $ 0.20
Weighted average number of units
outstanding (thousands) 26,500 26,500 26,500 26,500
BFI CANADA
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Consolidated Statements of Cash Flows | For the period ended September 30, 2003 (unaudited)

(in thousands of dollars)

Three months ended

Nine months ended

2003 2002 2003 2002
(Note 3)
NET INFLOW (OUTFLOW) OF CASH RELATED
TO THE FOLLOWING ACTIVITIES
OPERATING
Net income $ 3399 $ 1,589 $ 9818 5,378
Items not affecting cash
Amortization of intangibles 3,028 3,130 9,220 5,222
Amortization of deferred financing costs 220 220 661 367
Amortization of capital assets 4,058 4,890 12,307 8,105
Amortization of landfill assets 3,369 3,048 8,729 5,048
Gain on disposal of capital assets - - (16) -
Loss on disposal of landfill assets 258 - 258 -
Provision for landfill closure and
post-closure costs 823 718 2,246 1,231
Future income taxes (1,193) (696) (4,643) (3,740)
Landfill closure and post-closure expenditures (157) (786) (750) (1,456)
13,805 12,113 37,830 20,155
Changes in non-cash working capital items 1,441 340 (3,846) 1,280
Cash generated from operating activities 15,246 12,453 33,984 21,435
INVESTING
Acquisitions (Note s) (2,376) - (2,376) (158,660)
Investment in other receivables - - (2,850) -
Proceeds from other receivables 274 - 785 -
Purchase of capital assets (4,327) (4,349) (9,845) (5,179)
Landfill assets (1,850) (232) (1,987) (1,842)
Proceeds on disposal of capital assets - - 166 -
Deferred costs (131) (297) (894) (435)
Cash utilized in investing activities (8,410) (4,878) (17,001) (166,116)
FINANCING
Proceeds from revolving loan 2,400 1,250 8,650 1,250
Issue of trust units - - - 176,609
Trust units purchased for cancellation - - - (17,170)
Distributions paid to unitholders (8,116) (7,950) (24,016) (11,042)
Cash (utilized in) generated from financing activities (5,716) (6,700) (15,366) 149,647
NET CASH INFLOW 1,120 875 1,617 4,966
CASH AND CASH EQUIVALENTS,
BEGINNING OF PERIOD 6,163 4,091 5,666 -
CASH AND CASH EQUIVALENTS,
END OF PERIOD $ 7,283 $ 4,966 $ 7,283 4,966
SUPPLEMENTAL CASH FLOW INFORMATION:
Cash and cash equivalents are comprised of:
Cash $ 4,062 $ 2,257 $ 4,062 2,257
Cash equivalents 3,221 2,709 3,221 2,709
$ 7283 $ 4,966 $ 7,283 4,966
Cash paid during the period for:
Income taxes $ 1,129 $ - $ 1,265 -
Interest $ 1,297 $ 1,174 $ 3,933 2,298

BFI CANADA
Income Fund 3rd Quarter 2003



Consolidated Statements of Unitholders’ Equity | For the period ended September 30, 2003
(unaudited) (in thousands of dollars)

Three months ended Nine months ended
2003 2002 2003 2002
(Note 3)
BALANCE, BEGINNING OF PERIOD $ 229,759 $ 253,044 $ 239,240 $ -
Issue of trust units - — - 272,167
Cancelled - - - (17,507)
Contributed surplus - - - 337
Net income 3,399 1,589 9,818 5,378
Distributions (8,281) (7,950) (24,181) (13,692)
BALANCE, END OF PERIOD $ 224,877 $ 246,683 $ 224,877 $ 246,683

BFI CANADA .I -I
Income Fund 3rd Quarter 2003
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Notes to the Consolidated Financial Statements | For the period ended September 30, 2003
(unaudited) (in thousands of dollars)

1.

ORGANIZATION | The BFI Canada Income Fund (the “Fund”) is an open ended, limited purpose trust estab-
lished under the laws of the Province of Ontario by an amended and restated declaration of trust dated April 15,
2002. The Fund holds the common shares and notes of BFI Canada Holdings Inc. (“Holdings”) and through its
operating subsidiary BFI Canada Inc. (“BFI Canada”) and its two subsidiaries BFI Usine de Triage Lachenaie Ltd.
(“BFI Usine”) and Entreprise Sanitaire F.A. Ltée (“F.A.”), provides non-hazardous solid waste collection and landfill
disposal services for commercial, industrial and residential customers in the provinces of British Columbia,
Alberta, Manitoba, Ontario and Quebec. The Fund makes cash distributions to unitholders based on all amounts
received by the Fund, including interest, dividends, redemption proceeds, purchase for cancellation proceeds,
returns of capital and repayments of indebtedness net of reasonable expenses, as determined by the Trustees, and
amounts related to the redemption of units payable in cash and interest expense. The declaration of trust provides
that monthly cash distributions are to be paid on or about the fifteenth day of the succeeding month.

INTERIM FINANCIAL STATEMENTS | The unaudited interim consolidated financial statements do not conform
in all respects to the requirements of Canadian generally accepted accounting principles for annual financial statements
and should therefore be read in conjunction with the audited consolidated financial statements and notes thereto
included in the Fund’s annual report for the period from April 25, 2002 to December 31, 2002. The unaudited interim
consolidated financial statements have been prepared by management in accordance with Canadian generally accepted
accounting principles applicable to interim financial statements and follow the same accounting policies and
methods in their applications as the most recent annual consolidated financial statements, except as indicated in
Note 4.

COMPARATIVE INTERIM FINANCIAL STATEMENTS | The Fund commenced operations on April 25, 2002.
Accordingly the comparative consolidated statements of operations, of cash flows and of unitholders’ equity for
the nine months ended September 30, 2002 are for the period from April 25, 2002 to September 30, 2002.

. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Use of estimates | The preparation of the unaudited consolidated financial statements in conformity with
Canadian generally accepted accounting principles applicable to interim financial statements requires the Fund to
make estimates and assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent
assets and liabilities as at the date of the financial statements and the reported amounts of revenues and expenses
during the reporting period. Accordingly, actual results could differ from those estimates.

In the event that the Fund is not successful in obtaining the Lachenaie landfill expansion permit, the following
assets would be subject to adjustment in a future period: goodwill, $17,171, deferred costs, $2,540 and landfill
assets (Note 6), $81,839. Management remains confident that final approval will be obtained prior to the expiry
of the Fund’s current permit and accordingly no provision for impairment has been recorded.

Other receivables | Other receivables include a direct finance lease and a long-term finance receivable.

Assets leased under terms which transfer substantially all of the benefits and risks and rewards of ownership to
customers are accounted for as direct financing lease receivables. The direct finance lease receivable is carried at
cost and discounted at the underlying rate implicit in the receivable. The fair value of the direct finance lease
receivable is estimated using discounted cash flow analysis applying interest rates consistent with the credit quality
of the borrower. The direct finance lease receivable is periodically reviewed for impairment and any resulting write-
down to the net recoverable amount is recorded in the period in which the impairment occurs.

BFI CANADA
Income Fund 3rd Quarter 2003



Notes to the Consolidated Financial Statements | For the period ended September 30, 2003
(unaudited) (in thousands of dollars)

Long-term finance receivables are carried at cost and discounted at the underlying rate implicit in the receivable.
The fair value of the finance receivable is estimated using discounted cash flow analysis applying interest rates
consistent with the credit quality of the borrower. Long-term finance receivables are periodically reviewed for
impairment and any resulting write-down to the net recoverable amount is recorded in the period in which the
impairment occurs.

Intangibles | In the three month period ended September 30, 2003, the Fund completed an acquisition resulting
in the recognition of customer list intangibles. Customer list intangibles are deemed to have finite lives and are
amortized on a straight-line basis over the term of the non-competition agreement included in the underlying pur-
chase and sale agreement of the acquisition.

Impairment of long-lived assets | Effective January 1, 2003, the Fund adopted the new Canadian accounting standard
for impairment of long-lived assets, which requires that an impairment loss should be recognized when the
carrying amount of a long-lived asset is not recoverable and exceeds its fair value.

Long-lived assets are tested for impairment when events or changes in circumstances indicate that their carrying
amount may not be recoverable and, as necessary, any resulting impairment loss, representing the difference
between the carrying amount and fair value, is recognized in the period it is known.

Adopting the new accounting standard has had no impact on the consolidated financial statements of the Fund.

Asset retirement obligations | Effective March 2003, the Canadian Institute of Chartered Accountants issued a
new Canadian accounting standard for asset retirement obligations, which requires the recognition of an obligation
associated with the retirement of a tangible long-lived asset that an entity is legally obligated to settle.

The new standard is effective for fiscal years beginning on or after January 1, 2004 and requires the Fund to
retroactively restate all comparative consolidated financial statements. Accordingly, the September 30, 2003
consolidated financial statements will be restated for all future comparative purposes. Adopting the new accounting
standard is expected to have a material impact on landfill assets and closure and post-closure costs, however, it will
have no impact on cash generated from operating activities.

. ACQUISITIONS | Effective August 29, 2003, the Fund entered into a purchase agreement to acquire the solid
waste collection assets from a business in British Columbia for cash consideration of $2,190. The purchase agreement
requires a reduction to the purchase price if specified revenue targets are not achieved during the first 120 day
period following the acquisition date. Any reduction to the purchase price will reduce the amount of intangible
assets acquired. The purchase price is allocated as follows:

Current assets $ 382
Capital assets 430
Intangible assets - customer collection contracts 435
Intangible assets - customer list 943

$ 290

Effective August, 29, 2003, the Fund entered into a purchase agreement to acquire the solid waste collection
assets from a business in Alberta for cash consideration of $186. The purchase agreement requires a reduction
to the purchase price if specified revenue targets are not achieved during the first go day period following the
acquisition date. Any reduction to the purchase price will reduce the amount of intangible assets acquired. The
purchase price is allocated to capital assets, $30 and customer collection contract intangibles, $156.

BFI CANADA
Income Fund 3rd Quarter 2003
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Notes to the Consolidated Financial Statements | For the period ended September 30, 2003
(unaudited) (in thousands of dollars)

6. LANDFILL ASSETS

Accumulated Net Book

Cost Amortization Value

September 30, 2003 $ 131,314 $ 16,110 $ 115,204
December 31, 2002 $ 129,780 $ 7,381 $ 122,399

The Fund owns and operates landfills in the provinces of Quebec (“Lachenaie”), Alberta and Manitoba, which
have estimated remaining operating lives of approximately 0.5, 4.3 and 42.1 years, respectively, based on current
disposal volumes and a six day per week operation at each site. Effective March 26, 2003, the Fund received an
emergency decree from the Quebec government approving the Fund’s request to vertically expand the Lachenaie
landfill. Receipt of this decree ensures that there will be no interruption to the operation of the Lachenaie landfill
and provides approximately one million tonnes or approximately one year of capacity. An application is in process
to expand the Lachenaie landfill (the north expansion) which will increase its operating life from 0.5 to 40 years.
The permit for the north expansion is expected to be issued for a term less than the 40 year operating life of the
site. An application for extension of any permits issued less than the 40 year operating life will be required to
complete the filling of the then remaining unfilled airspace capacity at the Lachenaie landfill. Management expects
to receive the necessary permit prior to the expiry of the emergency decree for vertical expansion and is amortizing
the Lachenaie landfill costs over the combined permitted and deemed permitted airspace. The net book value of
the Lachenaie landfill at September 30, 2003 is $81,839.

. SEGMENTED REPORTING | As disclosed in Note 15 to the Fund’s consolidated financial statements for the period

from April 25, 2002 to December 31, 2002, the Fund formalized changes to its internal reporting structure which
resulted in the aggregation of commercial, industrial and other collection segments into one solid waste collection
segment. The aggregation aligns the internal reporting requirements of the Chief Operating Decision Maker with
the reportable business segments of the Fund.

The Fund carries out business through two separate business segments: landfills and energy and solid waste
collection. The Fund owns and operates three landfills, which service Montreal, Calgary and Winnipeg and their
respective surrounding communities and operates one landfill for the City of Lethbridge. The Fund’s landfill gas
to energy facility, located at its Lachenaie landfill, is also included in this business segment. The solid waste
collection segment consists of the collection and disposal of non-hazardous solid waste and recyclable products,
transfer collection operations, material recovery facilities and compactor rentals.

The accounting policies used in these business segments are the same as those described in the summary of
significant accounting policies note included in the Fund’s consolidated financial statements for the period from
April 25, 2002 to December 31, 2002. Corporate selling, general and administration costs are allocated to the
segments based on various factors, including revenues. The Fund evaluates segment performance based on gross
revenues, less operating and selling, general and administration expenses.

Estimates used in the calculation of fair value for identified reporting units have been adjusted. The adjustments
resulted in the reallocation of goodwill between business segments totalling $12,269. The December 31, 2002
comparative information has been adjusted to reflect this change. The Fund does not have any customers for
which the sales exceed 10% of total revenues.

BFI CANADA
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Notes to the Consolidated Financial Statements | For the period ended September 30, 2003
(unaudited) (in thousands of dollars)

For the period ended September 30, 2003

Three months ended Nine months ended
2003 2002 2003 2002
(Note 3)
Gross Revenues
Landfills and energy $ 12,239 $ 10,963 $ 34,370 $ 18717
Solid waste collection 34,942 32,857 101,232 56,950
47,181 43,820 135,602 75,667
Intercompany Revenues
Landfills and energy (3,630) (3,463) (10,190) (5,926)
Solid waste collection (388) (510) (1,156) (923)
$ (4018 $ (3973 $  (11,346) $  (6,849)
Revenues
Landfills and energy 8,609 7,500 24,180 12,791
Solid waste collection 34,554 32,347 100,076 56,027
$ 4363 $ 39,847 $ 124,256 $ 68818
Income before amortization,
interest on long-term debt,
net loss on sale of capital and
landfill assets and
income taxes
Landfills and energy 6,867 6,340 18,327 10,321
Solid waste collection 7,767 7,267 22,403 12,439
$ 14,634 $ 13,607 $ 40,730 $ 22,760
Landfills Solid Waste
September 30, 2003 and Energy Collection Total
Goodwill $ 17an $ 32,000 $ 49
Total Assets $ 166,351 $ 199,984 $ 366,835
Landfills Solid Waste
December 31, 2002 and Energy Collection Total
Goodwill $  7an $ 32,000 $ 497
Total Assets $ 174,976 $ 204,495 $ 379,441
BFI CANADA
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Notes to the Consolidated Financial Statements | For the period ended September 30, 2003
(unaudited) (in thousands of dollars)

8. GUARANTEES | Effective January 1, 2003, the Fund adopted the new Canadian accounting guideline AcG-14,

which requires certain disclosures of guarantees.

In the normal course of business, the Fund enters into agreements that meet the definition of a guarantee. The
Fund’s primary guarantees subject to the disclosure requirements of AcG-14 are as follows:

(a) The Fund has provided indemnities under lease agreements for the use of various operating facilities. Under
the terms of these agreements the Fund agrees to indemnify the counterparties for various items including,
but not limited to, all liabilities, loss, suits, damage and existence of hazardous substances arising during, on
or after the term of the agreement. Changes in environmental laws or in the interpretation thereof may require
the Fund to compensate the counterparties. The maximum amount of any potential future payment cannot be
reasonably estimated.

(b) Indemnity has been provided to all trustees and directors and or officers of the Fund and its subsidiaries for
various items including, but not limited to, all costs to settle suits or actions due to association with the Fund
and its subsidiaries, subject to certain restrictions. The Fund has purchased directors’ and officers’ liability
insurance to mitigate the cost of any potential future suits or actions. The term of the indemnification is not
explicitly defined and the maximum amount of any potential future payment cannot be reasonably estimated.

(c) The Fund has indemnified parties for the disposal of hazardous, toxic or radioactive wastes or substances at
third party landfills and the Fund has indemnities for the receipt of hazardous, toxic or radioactive wastes or
substances. Hazardous, toxic or radioactive wastes or substances are defined by applicable federal, provincial
or local laws and regulations. Changes in environmental laws or in the interpretation thereof may require the
Fund to compensate or be compensated by the counterparties. The term of the indemnity is generally restricted
to the duration of the agreement. The maximum amount of any potential future reimbursement or payment
cannot be reasonably estimated.

The nature of these indemnification agreements prevents the Fund from making a reasonable estimate of the
maximum exposure due to the difficulties in assessing the amount of liability which stems from the unpre-
dictability of future events and the unlimited coverage offered to counterparties. Historically, the Fund and its
predecessor have not made any significant payments under such or similar indemnification agreements and
therefore no amount has been accrued in the Consolidated Balance Sheets with respect to these agreements.

The Fund has been indemnified for actions or claims initiated by third parties for various environmental and real
property matters, the existence of liabilities including taxes and various other items that existed on or prior to June
30, 2000. Changes to various legislation and changes in or the interpretation of various laws may result in the
Fund being compensated by the counterparties. The term of the indemnity is unlimited and not subject to maximum
potential future reimbursement except for various other items for which the maximum reimbursement is limited
in amount, but not term, to $132,375, subject to various restrictions.

. SEASONALITY | Revenues are generally higher in the spring, summer and autumn months due to higher

collection and disposal of non-hazardous solid waste. Higher landfill and collection revenues are partially offset
by higher closure and post-closure costs, which are accrued for on a per unit basis, and higher collection operating
expenses, respectively.

BFI CANADA
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