
QUARTER FOUR | 2018
Management’s Discussion 
and Analysis



Foremost Income Fund | December 31, 2018 Page 1           
 

FOREMOST INCOME FUND 
MANAGEMENT’S DISCUSSION AND ANALYSIS 
December 31, 2018 

 

MESSAGE TO THE UNITHOLDERS 

 

Overall for the year, our results improved significantly over 2017 with gains in most key metrics.  
 
Better market penetration in the vacuum truck and mining tooling product lines led to improved revenue, but 
price gyration in Western Canadian commodities had the opposite effect on energy equipment revenues. We 
ended the year with a softer fourth quarter due to lower than expected sales in Mobile Equipment. 
 
The overview: key measurements 
Revenue is $149.8 million, an increase of 13% from the 2017 revenue of $132.5 million.  

Gross margin increased from 10% in 2017 to 13% for 2018 as margins in both FME and FEE improved.  

SG&A expenses are 9% of revenue, consistent with the previous year. 

Adjusted EBIDTA is $5.9 million, a substantial improvement over the 2017 value of $1.3 million. 

  
Sales momentum 
Overall for the year, the business has moved towards higher margins and increased market share by: 

 healthy vacuum truck sales, which strengthened year over year.  

 increased dual rotary sales in the US and South America. 

 improved mining tool sales as global mining activity increased and companies replaced and repaired 
capital equipment. 

 improved shop tank sales, as drilling activity in Western Canada increased somewhat. 
  
A positive outlook 
Foremost remains in a strong cash position and maintains a conservative but forward-looking approach to 
new investments in automation and strategic projects. The outlook remains muted, but generally stable, for 
all Foremost product lines. The impact of trade disruptions, commodity prices, and political changes will be 
some of the key determinants for 2019 results. I am satisfied we are progressing in key areas while we dili-
gently work to improve in others.  
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New product lines 
Foremost was excited to announce two completely new product lines through asset acquisitions in the last 
quarter of 2018. Agricultural grain bins and ULC fuel storage tanks will augment our already wide product 
offering and will provide access to markets we do not currently serve. Both product lines give us robust plat-
forms to launch new products and services, adding to our current focus on energy, mining, and construction 
markets.  
 
In October, we closed the acquisition of the operating assets and all intellectual property from Steelcraft 
Clemmer’s Alberta operations in Edmonton and Innisfail. Steelcraft has been a market force for over 50 years 
selling ULC tanks. The addition of these products and services into Foremost’s already extensive energy-fo-
cused storage and process equipment lines is truly exciting. Our new capabilities include Steel Aboveground 
Liquid storage tanks for the Downstream, Upstream, Agriculture, Commercial, Industrial, Aviation, Petro-
chemical, Municipal, Mining, and Pulp and Paper markets. Some of these new product capabilities include:  
 

 Products that have been marketed under both the Steelcraft and Clemmer brands in Western Canada.  

 ULC certified tanks for storing flammable combustible liquids in sizes ranging from 454 to 200,000 
litres.  

 All tanks will meet or exceed current industry and environmental guidelines, codes, regulations and 
standards.  

 Turn-key pumping/dispensing systems, custom skid, piping, stair and catwalk packages.  

 Other ancillary tank equipment and products.  
 

The Steelcraft assets acquired included factory equipment and inventory that was relocated to Lloydminster 
in December. Production line set-up was completed in January and production commenced in February of 
2019 with first articles to be completed in March. 
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Further, Foremost closed the acquisition of a suite of patents and all associated intellectual property for an 
innovative line of smooth wall grain aeration bins and aeration hoppers from JTL Industries. This acquisition 
will form the basis for a completely new Foremost business platform serving the agricultural sector based out 
of Foremost’s Lloydminster location with additional manufacturing taking place at Foremost’s existing 
Grande Prairie facility. 
 
JTL was a young and innovative com-
pany that developed a differentiated 
product that includes a patented aera-
tion system that gives the bins an ad-
vantage in the marketplace.  Foremost 
will bring the ability to scale this busi-
ness to compete with the major players 
in the industry. 
 
Subsequent to the 2018 year end, Fore-
most has also successfully acquired the 
majority of JTL’s operating assets and is 
in the process of moving these assets to 
our Lloydminster facilities. Production 
line set-up will commence in March with first articles produced in April 2019, aligning well with farm storage 
needs for the 2019 growing season.  
 
We look forward to the integration of these new product lines in 2019 and believe that both will make a 
considerable contribution to stabilizing performance of the Lloydminster operations and strengthening Fore-
most’s results over the long term. 

 

 

Kevin Johnson 

President 
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INTRODUCTION 
 

Read the Management’s Discussion and Analysis (MD&A) of Foremost Income Fund (the Fund) dated March 13, 2019 with:  

 the caution about forward-looking statements on page 20. 

 the Fund’s audited consolidated financial statements and accompanying notes for the year ended December 31, 2018. 

 other materials in this report.  

 

You can find more information about the Fund, including the Annual Information Form (AIF), at www.sedar.com. 

 

The Fund is an unincorporated, open-ended unit trust formed under the laws of Alberta and governed by the Deed of Trust 

(amended and restated as at December 15, 2011). The Fund was created to effect a reorganization that resulted in the indirect 

acquisition of the operations of Foremost Industries Income Fund. Foremost Industries Ltd. is the Fund’s Administrator. 

  

The Fund continues to conduct its business mainly through three limited partnerships: Foremost Universal LP, Foremost 

Industries LP, and Foremost Equipment LP (the limited partnerships). You can find a detailed discussion of the Fund’s operating 

structure, including its various subsidiary entities, in Foremost’s AIF.  

 

Headquartered in Calgary, Alberta, with sales and manufacturing activities predominantly based in Western Canada, the Fund’s 

combined operations employed approximately 582 people at December 31, 2018. This is a slight increase over the 

approximately 572 employed at December 31, 2017. At the date of this MD&A, the Fund employs approximately 595 people. 

 

Consistent with the Fund’s focus on customer and market responsiveness, the operating segments clearly reflect its two distinct 

business divisions: Foremost Energy Equipment and Foremost Mobile Equipment. 

 

  

http://www.sedar.com/
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FOREMOST ENERGY EQUIPMENT (FEE) 

FEE, with its focus on the oil and gas industry in 

Western Canada, consists of three active 

manufacturing and service locations across Alberta. 

The locations manufacture oil-treating systems, shop 

tanks, field tanks, compression equipment, oil and 

gas process-treating equipment, and gas separators.  

 

FOREMOST MOBILE EQUIPMENT (FME) 

FME manufactures and services hydrovac and 

vacuum trucks and equipment; off-highway, large-

wheeled and tracked vehicles; and equipment for the 

custom drilling, construction, water well, and mining 

sectors. FME focuses on custom-built vehicles for its 

global clientele whom it serves through three 

manufacturing and service locations across Alberta. 
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RESULTS OF OPERATIONS 

 

  

SUMMARY OF QUARTERLY INFORMATION

(000's, except per Trust Unit amount)

2018 Q1 Q2 Q3 Q4 Total

Revenue 37,393$    35,709$    42,811$    33,874$    149,787$  

Gross profit ($) 4,456$       4,107$       6,622$       3,753$       18,938$    

Gross profit (%) 12% 12% 15% 11% 13%

Administrative expense ($) 3,236$       3,321$       3,111$       3,696$       13,364$    

Administrative expenses (% of total revenue) 9% 9% 7% 11% 9%

Exchange rate (gain) loss (63)$           (92)$           99$            (294)$         (350)$         

Income (loss) from operations 313$          (130)$         2,615$       (889)$         1,909$       

Impairment recovery -$           -$           -$           2,371$       2,371$       

Other non-operating income 200$          303$          90$            379$          972$          

Income tax expense (95)$           (65)$           (106)$         (56)$           (322)$         

Comprehensive income 418$          108$          2,599$       1,805$       4,930$       

EBITDA 1,283$       880$          3,413$       2,638$       8,214$       

Impairment recovery -$           -$           -$           (2,371)$     (2,371)$     

Loss (gain) on sale of property, plant and equipment -$           (2)$             -$           83$            81$            

Adjusted EBITDA * 1,283$       878$          3,413$       350$          5,924$       

Trust units redeemed 10,863       16,179       55,707       131,195    213,944    

Redemptions 65$            96$            125$          1,003$       1,289$       

Basic and diluted earnings per trust unit 0.02$         0.01$         0.14$         0.10$         0.27$         

* Adjusted EBITDA defined on page 13

2017 Q1 Q2 Q3 Q4 Total

Revenue 31,009$    34,067$    32,320$    35,134$    132,530$  

Gross profit ($) 3,344$       4,109$       2,665$       3,739$       13,857$    

Gross profit (%) 11% 12% 8% 11% 10%

Administrative expense ($) 2,866$       3,049$       2,944$       3,050$       11,909$    

Administrative expenses (% of total revenue) 9% 9% 9% 9% 9%

Exchange rate loss (gain) 199$          337$          132$          (38)$           630$          

Adjusted EBITDA * 284$          723$          (416)$         727$          1,318$       

Income (loss) from operations (502)$         93$            (1,225)$     (238)$         (1,872)$     

Comprehensive (loss) income (600)$         (157)$         (1,268)$     4,442$       2,417$       

Trust units redeemed 27,160       -             -             267            27,427       

Redemptions 160$          -$           -$           1$               161$          

Basic and diluted (loss) earnings per trust unit (0.03)$        (0.01)$        (0.07)          0.24           0.13$         

* Adjusted EBITDA defined on page 13

2016 Q1 Q2 Q3 Q4 Total

Revenue 35,846$    30,621$    29,943$    29,435$    125,845$  

Gross profit ($) 3,655$       3,965$       2,780$       2,028$       12,428$    

Gross profit (%) 10% 13% 9% 7% 10%

Administrative expense ($) 3,198$       3,476$       3,000$       2,181$       11,855$    

Administrative expenses (% of total revenue) 9% 11% 10% 7% 9%

Exchange rate loss (gain) 454$          (117)$         89$            29$            455$          

Adjusted EBITDA * 16$            606$          (340)$         (195)$         87$            

Loss from operations (661)$         (604)$         (1,286)$     (1,682)$     (4,233)$     

Comprehensive loss (1,149)$     (259)$         (1,447)$     (2,166)$     (5,021)$     

Trust units redeemed 5,000         4,652         26,700       -             36,352       

Redemptions 28$            29$            161$          -$           218$          

Basic and diluted loss per trust unit (0.06)$        (0.01)$        (0.08)          (0.12)          (0.27)$        

* Adjusted EBITDA defined on page 13
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2018 Highlights 

 During 2018, Foremost acquired operating and intangible assets of three separate business lines: 

o Agricultural Grain Bins—In the fourth quarter, Foremost announced its entry into the agricultural products market 

segment by acquiring JTL Industries Ltd.’s Grain Bin patent portfolio. This acquisition is a launchpad to serve the 

Canadian agricultural and industrial dry-bulk storage market.  

o Painting, Coating and Insulating business—Foremost purchased the operating assets of Christie Corrosion during the 

second quarter and relocated them to the Lloydminster North facility to complement Foremost’s current facilities there.  

o ULC Fuel Tanks—Foremost purchased these product line assets from Steelcraft Inc. and moved them to the 

Lloydminster North facility during the fourth quarter. This is a new but complementary product line to Foremost’s 

existing tank business. 

 Revenue increased by $17.3 million, $10.4 million from the FME segment and $6.9 million from the FEE segment. Year over 

year, the revenue split for the Fund remained at 60% FME and 40% FEE. More information is in the Segmented Results of 

Operations section.  

 

 

 Gross profit increased from $13.9 million in 2017 to $18.9 million during 2018. More information is in the Segmented Results 

of Operations section.  

 Administration costs remained consistent at 9% of revenues 

year over year. Personnel costs represented approximately 

60% of spend in both years, but increased from $6.8 million 

to $7.6 million. This increase is from higher headcount and 

retention initiatives.  

 Adjusted EBITDA (defined on page 13) increased to $5.9 

million in 2018 compared to $1.3 million in 2017. 

 During the year ended December 31, 2018, the Fund 

recognized a $0.4 million foreign exchange gain (a $0.6 

million loss in 2017). The foreign exchange mainly reflects 

changes in the value of the Fund’s US dollar-denominated 

net monetary assets and liabilities, along with the change in 

value for forward contracts.   
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SEGMENTED RESULTS OF OPERATIONS 
 

FOREMOST ENERGY EQUIPMENT (FEE) 

FEE’s revenues are classified into five product categories: vessel and gas separation, shop tanks, field tanks, compression, and 

other. The FEE segment has manufacturing and service shops at three Alberta locations: Hythe, and two sites in Lloydminster. 

Previously, Bonnyville, Stettler and two Calgary locations also manufactured FEE equipment.  

 

  

SUMMARY OF YEAR TO DATE INFORMATION - FOREMOST ENERGY EQUIPMENT

(000's, except per Trust Unit amount)

2018 2017

Revenue 59,299$            52,442$            

Gross profit ($) 1,983$               (97)$                   

Gross profit (%) 3% 0%

Administrative expense ($) 5,244$               4,737$               

Administrative expense (%) 9% 9%
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2018 Highlights 

 Revenue increased by $6.9 million, or 13%, from 2017 to 2018. 

o Vessel and gas separation revenue was consistent at $14.8 million in 2018 and $14.7 million in 2017. Competitive 

pressures continue to cause reduced sales volumes and pricing. 

o Depressed gas prices and the 2017 winddown of the Calgary compression business reduced revenue in this category: 

$3.9 million in 2017 compared with $1.2 million in 2018. Revenue for 2017 included liquidating compression inventory 

at the end of that year.  

o Increased drilling activity in Western Canada resulted in sales growth in the shop tank product line compared to 2017.  

Revenue increased $11.4 million year over year, and was the strongest revenue source for FEE for the last two years.  

o Field tank revenue decreased by $1.9 million as the volume of these long lead projects decreased. Revenue in this area 

is expected to increase in 2019 as manufacturing will start for orders finalized during the end of 2018.   

o The other income includes revenue not associated with the above product lines, for example rental and cancellation 

revenue.  

 Gross profit as a percentage of revenue increased from 0% in 2017 to 3% in 2018, going from a $0.1 million loss to a $2.0 

million gain. The Energy Equipment Segment continues to battle a competitive environment that is forcing product pricing 

down, resulting in low gross profits. At the end of both 2017 and 2018, two idle properties (Bonnyville and Calgary) were 

contributing to the gross margin loss.  

 Administration expenses increased $0.5 million, or 11%, consistent with the revenue increase. 

 As part of consolidating Foremost Energy Equipment manufacturing, management decided to actively list a vacant property 

in Calgary. Negotiations with interested parties took place, which resulted in a sale during the first quarter of 2019. The 

assets and liabilities attributable to this location have been classified as held for sale and are presented separately in the 

statement of financial position. The Fund recognized an impairment recovery of $2.4 million in 2018 (2017 – $1.9 million) 

for this property. Management reversed all impairment previously booked against this asset based on the fair value of the 

building, as determined by the offer to purchase.  
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FOREMOST MOBILE EQUIPMENT (FME) 

FME's revenues are classified into four product categories: vehicles, drills, trucks, and parts and service. These products and 

services are used worldwide in the construction, utility, forestry, oil and gas, mineral, and water-well drilling industries. The 

FME segment has manufacturing facilities in Calgary and Stettler, and formerly a hydrovac and vacuum truck service shop in 

Edmonton. 

 
 

 

 

 

 

 

 

 

SUMMARY OF YEAR TO DATE INFORMATION - FOREMOST MOBILE EQUIPMENT

(000's, except per Trust Unit amount)

2018 2017

Revenue 90,488$            80,088$            

Gross profit ($) 16,955$            14,067$            

Gross profit (%) 19% 18%

Administrative expense ($) 7,212$               6,584$               

Administrative expense (%) 8% 8%
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2018 Highlights 

 Revenue increased by $10.4 million, or 13%, year over year. 

o Parts sales increased by $1.7 million, as most categories in the parts product line experienced higher sales volumes.  

o The vehicle product line is specialized and has sporadic demand. Revenue decreased by $1.6 million in this category.  

o The drill category includes coil tube rigs, dual rotary, pipe handlers, top drives, and injectors. Drill revenue increased by 

$1.5 million in 2018 from demand in the dual rotary category. Sales to international customers improved as a result of 

the strong US dollar.  

o Truck revenue includes manufacturing and servicing hydrovac and vacuum trucks in Stettler. This revenue increased 

$8.9 million in 2018 through increased market share from releasing new designs and through sales growth in the US 

from continued distribution agreements.   

 Gross profit increased $2.9 million as customer demand drove sales prices up and manufacturing efficiencies reduced costs.  

 Administrative expenses increased by $0.6 million year over year because of increased marketing efforts and personnel 

costs.  

 In early 2018, the Fund announced the closure of the Edmonton service facilities in April 2018. This business was 

consolidated into the Stettler location.  
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LIQUIDITY AND KEY FINANCIAL RATIOS 
 

Despite the current commodity-pricing environment, the Fund continues to maintain liquidity. Liquidity comes mostly from 

operational cash flow, but also includes proceeds from asset sales and the availability of a credit facility. The Fund has no long-

term debt and continues to rely on cash flow from operations to support its working capital and investing requirements. During 

2018, the cash balance decreased by $2.7 million, resulting in an ending cash balance of $36.9 million at December 31, 2018 

($39.6 million at December 31, 2017). The drop in cash position resulted primarily from investing activities of $7.3 million. 

 

The cash from operating activities of $6.0 million was offset against:  

 $7.3 million used to invest in property, plant, equipment and intangibles ($1.4 million provided by investing activities during 

2017).  

 $1.4 million in financing activities used for redemption of trust units and payment of promissory notes. 

  

 

CREDIT FACILITIES  

The Fund maintains a credit facility with a major Canadian chartered bank, but as of December 31, 2018, was not using it. During 

2016, the credit facility was revised to base the available facility on a percentage of specific inventory and eligible accounts 

receivable and a net of certain trade payables, to a maximum of $30.0 million. The operating credit facility bears interest at 

prime plus 0.25% or prime plus 0.125% depending on specific operating ratios. The credit facility is secured by a general security 

agreement and floating charge debenture of $40.0 million. The credit facility permits the Fund to use bankers’ acceptances to 

borrow at effective interest rates and to use certain financial instruments to manage interest and exchange risk. Based on the 

revised borrowing base calculations, $18.5 million of the credit facility was available at December 31, 2018. The Fund’s 

operating groups use various operating bank accounts, in both Canadian and US dollars, to transact business. 

 

As it is not possible to predict the potential impact of current and expected market conditions on the Fund’s performance, 

liquidity indicators, and debt covenants, the Trustees continue to closely monitor the Fund’s working capital and debt levels. 

To help the Fund comply with its bank covenants throughout 2016, 2017, and 2018, the Trustees exercised their discretion to 

reduce the monthly limit for cash redemptions of Trust Units. 

  

Cash Flow Summary (000's) 2018 2017 2016

Cash Flow

   Operating activities 6,004$                  (6,412)$                26,324$                  

   Financing activities (1,413)$                1,382$                  (218)$                      

   Investing activities (7,287)$                (1,004)$                (1,451)$                   
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KEY FINANCIAL RATIOS  

 
Working capital as at December 31, 2018 was $82.9 million, an increase from the December 31, 2017 balance of $81.2 million. 

The working capital ratio decreased from 6.19:1 at December 31, 2017 to 4.89:1 at December 31, 2018. 

 

The debt-to-equity ratio increased from 0.11:1 to 0.15:1. 

 

The Fund uses earnings from operations before interest, taxes, depreciation and amortization (EBITDA) to evaluate operating 

performance and determine cash available for distribution. Adjusted EBITDA starts with the EBITDA calculation above and 

removes impairment adjustments and gains or losses on sale of property, plant and equipment.    

 
LIQUIDITY RISK 
Liquidity risk is the risk that the Fund may find it difficult to meet financial liabilities settled in cash or with another financial 

asset. The Fund’s approach to managing liquidity is to ensure, as far as possible, that under both normal and stressed conditions, 

it will always have sufficient liquidity to meet its liabilities when due, without incurring unacceptable losses or risking damage 

to the Fund’s reputation. 

 

The Fund manages its liquidity risk by monitoring its capital structure and financial leverage, and actual and projected cash 

flows. The Fund believes that the current cash balance and forecasted cash flows from operating activities, along with amounts 

available under the credit facility, will provide enough cash to cover the Fund’s forecasted normal operating and budgeted 

capital expenditures. In addition, the Fund minimizes reliance on any single source of credit, maintains sufficient undrawn 

committed credit facilities, and manages the maturity profiles of financial assets and financial liabilities to minimize refinancing 

risk. 

 

MARKET RISK  
Fluctuations in foreign currency arise when dealing with foreign customers. As part of managing this risk, the Fund reviews its 

exposure, specifically the size and jurisdiction (including political and economic factors), of all foreign contracts. Where market 

risk is deemed unacceptably high, the Fund will enter into forward exchange contracts to reduce exposure. However, currency 

and term of the forward exchange contracts will impact future cash flows as exchange rates change over the contract terms.  

(000's) except per trust unit amounts

For the year ended December 31, 2018 2017 2016

Current ratio

Current assets 104,344$              96,795$               95,184$                 

Current l iabilities 21,360$                15,644$               17,159$                 

Working capital 82,984$                81,151$               78,025$                 

Working capital ratio 4.89                       6.19                      5.55                        

Debt-to-equity ratio

Total debt 21,360$                15,644$               17,159$                 

Unitholders' equity 144,581$              144,112$             141,856$               

Debt-to-equity ratio 0.15                       0.11                      0.12                        

EBITDA 

Net income (loss) and comprehensive income (loss) 4,930$                   2,417$                  (5,021)$                  

Interest income (703)$                     (587)$                    (178)$                      

Depreciation and amortization 3,665$                   3,820$                  4,806$                    

Income tax expense 322$                      559$                     384$                       

EBITDA 8,214$                   6,209$                  (9)$                          

Impairment (recovery) loss (2,371)$                 (1,860)$                96                            

Loss (gain) on sale of property, plant and equipment 81$                        (3,031)$                31                            

Adjusted EBITDA 5,924$                   1,318$                  118$                       
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STRATEGIC PLAN 
 
The Fund seeks to maximize Unitholder value. It continues to develop new product lines and improve processes, and is receptive 

to well-targeted, accretive acquisitions. The Fund also strengthens its financial position through increased operational efficiency 

and controlled asset management. The management group redefined its strategic plan in early 2014 including, as a focal point, 

this vision statement:       

 

“Foremost will be a strong, dynamic, and growing company that is the preferred supplier of a 

diverse line of quality industrial, mobile, and energy-related equipment, products and services.” 

 

OUTLOOK FOR THE TRUST 
 

The Fund expects low commodity prices, primarily oil and gas, to continue to drive lower-than-average sales volumes in the 

Energy Equipment segment, but does expect prices to improve throughout 2019. It expects growth to continue in the Mobile 

Equipment segment because of innovative designs in the truck category. The Fund continues to focus on improving efficiencies 

in manufacturing and operations, evaluating new product lines, managing inventory, maintaining reduced discretionary 

spending, and managing initiatives in the supply-chain.  

 

The Fund plans to:  

 continue to manage working capital  

 minimize external financing  

 aggressively search for domestic and international revenue opportunities 

 maintain tight control over operational expenditures and manpower levels 

 expand capital as necessary to optimize productive capacity 

 determine Trust Unit distributions commensurate with annual business performance  

 

The Fund believes this will create a strong position to capitalize on current and future business opportunities as market 

conditions stabilize and eventually improve. 
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UNITHOLDERS’ CAPITAL 

 

The Fund is authorized to issue an unlimited number of Trust Units. These units entitle the Unitholder to: 

 one vote per Trust Unit 

 pro rata interest in the net assets of the Fund 

 pro rata participation in all Trust Unit distributions  

 

Upon special trustee resolution, the Fund may issue special voting units. These units:  

 entitle the Unitholder to the number of votes the resolution prescribes 

 do not entitle the Unitholder to participate in any distributions from the Fund 

 do not entitle the Unitholder to any beneficial interest in any of the Fund’s assets  

No special voting units were issued as at December 31, 2018 or for the period up to the date of this MD&A. 

 

A Unitholder may redeem Trust Units in whole or in part on demand. When the Fund receives an executed redemption notice 

and related Trust Unit certificate, the Unitholder ceases to have any rights with respect to those Trust Units. On November 26, 

2010, the Fund amended its Deed of Trust. The amendment changed the value a Unitholder is entitled to receive on 

redemption. For each unit tendered for redemption, a Unitholder will receive an amount equal to plus or minus 10% of the 

tangible book value per Trust Unit of the Fund. The Deed of Trust provides that up to $1,500 per month (the Monthly Limit) of 

Units may be redeemed in cash at the Trustees’ discretion, above which the Fund will redeem Units by unsecured promissory 

notes. 

 

The Trustees have exercised their discretion within the terms of the Trust Deed to reduce the Monthly Limit to $350 for each 

month from October 1, 2018 to March 31, 2019.  

 

This is a summary only and is subject in all respects to the Deed of Trust. The income and other tax consequences of holding, 

redeeming, or disposing of units and acquiring promissory notes will vary depending on: 

 the Unitholder’s particular circumstances, including the jurisdictions the Unitholder resides or carries on business in 

 whether the Unitholder is an RRSP, RESP, RRIF, DPSP, or TFSA 

All Unitholders should consult their own legal and tax advisors before redeeming units of the Fund. 

 

The Board of Trustees reviews the stated redemption price quarterly; the stated redemption price was $6.10 at December 31, 

2018 and $5.94 at January 1, 2019. Effective March 13, 2019, the redemption price increased to $6.00. 

 

 
  

(000's) except per trust unit amounts

For the year ended December 31, 2018 2017 2016

Tangible book value per trust unit

Unitholders' equity 144,581$              144,112$             141,856$               

Less: Deferred tax assets (21,744)$               (22,066)$              (22,625)$                

Less: Intangible assets (1,642)$                 (484)$                    (717)$                      

Tangible equity 121,195$              121,562$             118,514$               

Trust units outstanding, period ending 18,228,625           18,442,569          18,469,996            

Tangible book value per trust unit 6.65$                     6.59$                    6.42$                      
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The Deed of Trust also limits a Unitholder’s ability to sell, transfer, consign, mortgage, pledge, or dispose of any Trust Units in 

any way without the Board of Trustees’ prior written consent, unless the Unitholder is transferring the Trust Units to a similar 

beneficiary. The Board of Trustees will evidence its consent by resolution, and any attempt to do any of the above without the 

Board of Trustees’ consent will be void. 

 

In June 2008, the Unitholders approved an amended and restated unit-option plan to reserve 2,123,013 unit options, for which 

the Fund received regulatory approval. At the date of this MD&A, all of those unit options remain available under the unit-

option plan. During 2015, the Trustees exercised their discretion under the Deed of Trust to approve 100,000 options outside 

of the plan at an exercise price of $5.60 per unit. During the second quarter of 2017, an additional 116,000 options were 

approved outside of the plan at an exercise price of $5.80 per unit. 

 

Unitholders’ capital was $63.0 million at December 31, 2018 and $63.8 million at December 31, 2017. At the date of this MD&A, 

the Unitholders’ capital remains unchanged at $63.0 million. Trust Units issued and outstanding were 18,228,625 at December 

31, 2018 and 18,442,569 at December 31, 2017. 

 

 
 

TRUST UNIT DISTRIBUTIONS 

The table below sets out the Standardized Distributable Cash calculation for the years ended December 31, 2018, 2017, and 

2016. The Fund intends to use the annual distribution process going forward. The amount of the annual Trust Unit distribution 

is generally determined by taking cash flows from operating activities and adjusting for the costs of upgrading and expanding 

property, plant, and equipment; business acquisitions; debt obligation repayments; and the effect of changes in general busi-

ness conditions on working capital. The Trustees exercise discretion, based on current market conditions and capital and oper-

ating requirements, when setting the annual distribution amount. On December 14, 2018, the Fund announced an estimated 

$3.0 million distribution, or $0.165 per unit, for the 2018 fiscal year. In December 2017, the Fund announced no distribution 

would be made for the 2017 fiscal year.  

 

 
  

(000's) except per trust unit amounts

Trust Unit Amounts

December 31, 2016 18,469,996          63,854$                 

Redemption of Trust Units (27,427)                (94)                          

December 31, 2017 18,442,569          63,760$                 

Redemption of Trust Units (213,944)              (740)                        

December 31, 2018 18,228,625          63,020$                 

Number of Trust 

Units

Unitholders' 

Capital

(000's) except per trust unit amounts

For the year ended December 31, 2018 2017 2016

Net income (loss) for the period 4,930$                   2,417$                  (5,021)$                  

Items not involving the use of cash 1,648$                   (718)$                    6,867$                    

Change in non-cash working capital (574)$                     (8,111)$                24,478$                 

Cash flows from (used in) operating activities 6,004$                   (6,412)$                26,324$                 

Less: capital expenditures (6,202)$                 (2,090)$                (1,209)$                  

Standardized distributable cash (198)$                     (8,502)$                25,115$                 

Special non-cash distributions -                         -                        -                          

Basic and diluted standardized distributable cash per unit (0.01)$                    (0.45)$                   1.36$                      

Trust unit distributions per trust unit 0.165$                   -                        -                          
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UNITHOLDERS’ EQUITY 

Unitholders’ equity is comprised of Unitholders’ capital and accumulated earnings. Unitholders' equity at December 31, 2018 

was $144.6 million compared with $144.1 million at December 31, 2017.  

 

RELATED PARTY TRANSACTIONS 
 

Following past practice, the Fund uses the consulting services of TOM Capital Associates Inc. (TOM Capital), a company 

indirectly controlled by the majority Unitholder of the Fund. The services consist of legal and professional advice, M&A advisory, 

and investor relations at market rates confirmed from time to time and agreed to by all parties. For the year ended December 

31, 2018, the total amount invoiced for consulting services through TOM Capital was $0.6 million (2017 –$0.8 million) with $0.1 

million included in accounts payable.   

 

CONTROLS AND PROCEDURES 
 

DISCLOSURE CONTROLS AND PROCEDURES (DC&P) 

DC&P are designed to provide reasonable assurance that all relevant information is gathered and reported to management, 

including the chief executive officer and the chief financial officer, on a timely basis so they can make appropriate decisions 

about public disclosure. 

 

No material changes in the Fund’s disclosure controls and procedures and its internal controls over financial reporting were 

identified during the quarter that have materially affected, or are reasonably likely to materially affect, the Fund’s internal 

controls over financial reporting.  

 

INTERNAL CONTROLS AND PROCEDURES 

Management is responsible for establishing and maintaining adequate internal controls over financial reporting to provide 

reasonable assurance about the reliability of financial reporting and the preparation of financial statements for external 

purposes in accordance with IFRS. The Fund uses the framework and criteria established in the 2013 Internal Controls — 

Integrated Framework, issued by the Committee of Sponsoring Organizations of the Treadway Commission.  

 

All internal control systems, no matter how well designed, have inherent limitations; even those systems determined to be 

effective can provide only reasonable assurance about financial statement preparation and presentation. Therefore, internal 

controls may not prevent or detect misstatements. Also, a current determination that controls are adequate is subject to the 

risk that controls may become inadequate because of changes in conditions or that compliance with policies or procedures 

may weaken. 

 

RISKS AND UNCERTAINTIES 
 

ECONOMIC RISK 

The Fund’s products are primarily used in the global energy and mining sectors, which have historically experienced rapid and 

severe shifts in economic activity. These shifts can arise from factors such as significant changes in global market conditions, 

acceleration or delays in the timing of customer expenditures, and changes in government regulations. As most of the Fund’s 

revenues are derived from these sectors, these large economic fluctuations will continue to impact its overall results. Two 

specific areas are total revenues (and related gross profits) and bad debts associated with customer accounts receivable. 
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FOREIGN EXCHANGE RISK 

A portion of the Fund’s operational business is conducted in foreign markets in either Canadian or US dollars. This includes not 

only product sales, but also the purchase of a substantial portion of the components needed to manufacture those products. 

The dependence on US currency for both sales and purchasing exposes the Fund to exchange-rate risk. Gross profit and the 

value of net monetary assets, consisting of cash, receivables, and payables, will fluctuate significantly if there are rapid or large 

changes in exchange rates.  

 

POLITICAL-ECONOMIC RISK 

A portion of revenue is earned from foreign customers susceptible to political and economic risks. For larger contracts, we 

mitigate these risks with contractual credit terms that require a considerable cash deposit and/or letter of credit to guarantee 

payment of contract amounts. Also, in some cases we use the Export Development Corporation (EDC) to insure foreign con-

tracts and receivables. However, if we need to call on EDC coverage, collection can be postponed significantly and may be less 

than the total contract price. We incur additional risk with international customers, as economic or political restrictions may 

delay shipping and delivery of products.  

 

PRODUCT RISK 

Modifications to existing products, product customization, and new product development have inherent risks that include: 

 Technical risk—the product either does not perform as desired or has unacceptable reliability issues that could make it un-

merchantable. 

 Competitive risk—the Fund’s competitors develop and produce an alternative product that may render the Fund’s product 

obsolete. 

 Supplier risk—components, engines, and other modules purchased from third-party vendors to assemble products do not 

perform acceptably, thereby increasing product liability risk. 

 Commercial risk—product-development cost overruns cause a significant financial drain. The Fund insists on reviewing pro-

posed product initiatives to ensure the risk/reward tradeoff is acceptable. 

 Environmental risk—environmental issues may materially affect the Fund’s financial condition or its performance. The Fund 

regularly assesses environmental risk. 

 International operation risk—delivering, collecting, and completing contracts for products may not occur as expected. The 

Fund assesses international operation risk contract by contract to ensure these issues do not materially impact the Fund’s 

financial performance.  

 

REVENUE RISK 

The amount of Trust Unit distributions to Unitholders is affected by events that directly impact the Fund’s net income, cash 

flows generated from operating activities, and cash flows used by investing activities. Accordingly, a decline in revenue or gross 

profit from any of the following could impact the timing and amount of Trust Unit distributions to Unitholders: 

 changing economic cycles  

 a material bad-debt loss  

 contract cancellation  

 product failure 

 a significant acquisition or investment in property, plant, and equipment 

 

The Fund may need additional debt or equity financing to support ongoing operations, undertake capital expenditures, or com-

plete business acquisitions. Additional financing may not be available to the Fund when needed or may not be on acceptable 

terms. The Fund’s inability to raise the necessary financing could limit the Fund’s growth and adversely affect the Fund. 
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REGULATORY RISK 

Changing government regulations impact the Fund, particularly in the area of safety. The Fund has established programs to 

comply with current safety and regulatory standards. However, the Fund’s operations are subject to risks inherent in the man-

ufacturing industry. These risks could expose the Fund to substantial liability for personal injury, loss of life, business interrup-

tion, property damage or destruction, and pollution and other environmental damage. The Fund’s insurance against some of 

these risks is subject to coverage limits. The insurance may not cover the Fund’s liabilities and may not be generally available 

in the future, or premiums may not remain commercially justifiable. The Fund’s financial condition or operations could be 

materially affected if a substantial liability arose that was not covered by insurance or that exceeded policy limits.  

 

The Fund’s overall financial results may continue to be affected by government-initiated changes and customer reactions to 

new environmental legislation. These reactions include possible cancellation, delay, revision, or relocation of projects, which in 

turn impact opportunities for the Fund to generate revenue. 

 

CRITICAL ACCOUNTING ESTIMATES 
 

Preparing the consolidated financial statements to conform with IFRS requires management to make judgments, estimates, 

and assumptions that affect how management applies accounting policies. Also affected are the reported amounts of assets 

and liabilities, income and expenses, and disclosures of contingent assets and liabilities at the dates of the consolidated financial 

statements. Actual results may differ materially from estimates. Management reviews estimates and underlying assumptions 

on an ongoing basis. The Fund recognizes revisions to accounting estimates in the period of the revision and in any affected 

future periods. 

 
ESTIMATES 

Significant estimates used to prepare these consolidated financial statements include: 

 Revenue recognition—Certain product line revenue is based on percentage completion of labour or total costs on cost-plus 

and fixed-fee contracts. This requires management to estimate costs and overall percentage complete on a contract-by-

contract basis. 

 Net realizable value in inventory—Management estimates net realizable value in inventory product by product by 

determining probable future use based on usage history and age of inventory. Management estimates the net realizable 

value for products not expected to be used in the foreseeable future as the estimated selling price of that product in the 

ordinary course of business less estimated costs of completion and selling costs.  

 Impairment test—These include management’s estimates of future cash flows and discount rates. 

 Depreciation and amortization—Management reviews the estimated useful life, residual values, and depreciation method 

for each class of property, plant, and equipment at each reporting date and adjusts them if appropriate. The estimated 

useful lives of the various assets are: 

Buildings and Improvements   25 years  

Equipment  3-25 years  

Rental equipment   3-7 years 

 
JUDGMENTS 

Management uses critical judgment in applying accounting policies that have the most significant effect on the amounts 

recognized in the consolidated financial statements as set out below:  

 Revenue recognition—Revenue based on percentage completion of labour on cost-plus and fixed-fee contracts requires 

management to make judgments and assumptions on both total estimated costs and overall percentage complete on a 

contract-by-contract basis. 
 Property, plant, and equipment—Management completes impairment assessments on property, plant, and equipment at 

least annually, based on management’s estimates and judgments on the useful lives of the assets, including residual values.  

 Deferred tax asset—The deferred tax asset is based on management’s judgment on the future use of tax pools.  
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NEW ACCOUNTING STANDARDS 
 

Certain new standards, amendments to standards, and interpretations come into effect in future periods and have not been 

applied in preparing these consolidated financial statements. Management is reviewing the standards to determine their 

impact.  

 

IFRS 16, Leases—This new standard on lease accounting results in almost all lessee leases being recorded on the consolidated 

statement of financial position. This standard is effective January 1, 2019, and early adoption is permitted. IFRS 16 is not 

expected to have a material impact on the Fund’s consolidated financial statements.  

 

FORWARD-LOOKING INFORMATION 
 

Certain statements in this release may constitute forward-looking statements involving known and unknown risks, 

uncertainties, and other factors that may cause the actual results, performance, or achievements of the Fund to be materially 

different from future results, performance, or achievements expressed or implied by these forward-looking statements. In this 

release, these statements use words like “anticipate”, “could”, “expect”, “seek”, “may”, “intend”, “will”, “believe”, “estimate”, 

“plan” and similar expressions. In particular, forward-looking statements include:  

 all statements under the heading Strategy 

 all statements under the heading Outlook for the Trust 

 all statements under the heading Message to the Unitholders 

 statements about the impact of current conditions on operations under the headings Liquidity and Financial Ratios and 

Unitholders’ Capital and other commentary on market conditions throughout this document. 

 

These statements reflect management's current expectations about future events and operating performance and are valid 

only up to the date of this release. These forward-looking statements involve a number of assumptions, risks, and uncertainties, 

including the impact of general economic conditions, market and industry conditions, changes in laws and regulations, 

increased competition, fluctuations in commodity prices and foreign exchange, and interest rates. This is not an exhaustive list. 

Do not rely unduly on these forward-looking statements. The Fund is not obligated to update or revise any of the forward-

looking statements, except as applicable securities laws may require. 
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NON-GAAP MEASURES 
 

The following measures are not defined under IFRS: tangible book value per Trust Unit, EBITDA, standardized distributable cash, 

working capital, working capital ratio, and debt-to-equity ratio. Management believes these are useful supplemental measures 

and we define them below. None of these terms are intended to represent cash flow from operating activities, net income, or 

comprehensive income, nor should you view them as an alternative to cash flow from operating activities, net income, 

comprehensive income, or other measures of financial performance calculated in accordance with generally accepted 

accounting principles (GAAP). As well, the Fund’s method of calculating these supplemental measures may not be comparable 

to similarly-titled amounts reported by other issuers. 

 

Tangible book value per Trust Unit: Determined as Unitholders’ equity (as defined by GAAP) less intangibles and other 

assets, less deferred tax assets, then divided by the number of Trust Units outstanding at the end of the period. The Fund uses 

this to indicate the growth or decline in Unitholders’ equity on a per-unit basis for comparative periods. Refer to page 16 for 

the calculation.  

 

EBITDA: Calculated as earnings from operations (as defined by GAAP) before interest, taxes, depreciation, and amortization. 

The Fund uses this to evaluate operating performance and determine cash available for distribution. Refer to page 13 for the 

calculation.   

 

Standardized distributable cash: Calculated as cash from operating activities (as defined by GAAP) less capital expenditure 

(as defined by GAAP). The Fund uses this to indicate cash flow per unit available for distribution. Refer to page 16 for the 

calculation.  

 

Working capital: Calculated as current assets (as defined by GAAP) minus current liabilities (as defined by GAAP). The Fund 

uses this to assess its ability to pay its obligations as they fall due. Refer to page 13 for the calculation. 

 

Working capital ratio: Calculated as current assets (as defined by GAAP) divided by current liabilities (as defined by GAAP). 

The Fund uses this to assess its ability to pay its obligations as they fall due. Refer to page 13 for the calculation. 

 

Debt-to-equity ratio: Calculated as total debt, equal to the Fund’s liabilities, divided by equity. The Fund uses this to measure 

its financial leverage. Refer to page 13 for the calculation. 
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