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FOREMOST INCOME FUND 

MANAGEMENT’S DISCUSSION AND ANALYSIS 

March 31, 2015 

MESSAGE TO THE UNITHOLDER’S 

 

The theme for the first quarter of 2015 is the fundamental erosion of market demand impacting most significantly our Energy 

Equipment (FEE) product family driven by lower oil and gas commodity pricing.  While this occurred, Foremost's backlog of 

activity coming from the second half of 2014 has helped sustain most of our work locations to various degrees through this 

first quarter of 2015.  Foremost's diversification strategy has been and will be a key point of strength in the first quarter and 

beyond as our Mobile Equipment (FME) division has remained relatively strong in the quarter and continues to have a healthy 

and stable backlog of work activity.  FME work activity has been bolstered by a resilient US Hydrovac/Vacuum truck market 

and by growing demand for Foremost's Dual Rotary drilling rigs from the US driven by a relatively strong US economy and the 

lower Canadian dollar. 

 

Gross margin rates in the FEE division continue to tighten due to market conditions.  While these pressures prevail, Foremost 

has implemented substantial workforce reductions across all FEE work locations and we continue to address overhead 

reductions as work activity and revenue continue to soften.  In April Foremost instituted a work-hour and pay reduction of 10% 

for all staff in the FEE devision as a further cost savings measure. 

 

Summarizing performance, the Fund generated a Net Income of $2.8 million on revenue of $56.7 million.  This is up from $46.4 

million and a net loss of $1.5 million respectively for Q1 2014 in spite of the tougher market conditions in 2015.  The cost-

control efforts put in place starting in the Q2of 2015 are paying dividends and helped lay the foundation for weathering this 

period of reduced demand.   

 

Although the impact of a low commodity price environment on Foremost's Energy Equipment customers has been chilling as 

many capital budgets have been reduced, cancelled or frozen while the industry awaits commodity price increases and 

stability,  an area of continued market demand for FEE is the Oil and Gas Midstream market .  For market participants the 

lower commodity framework does not impact their business models as deeply since they are based on receiving tolls for 

shipping, transporting, processing, or handling oil and gas products and by-products for the industry.  Further, with the surge 

of demand for oil and liquids storage (oil products storage is at historically high levels), there is an emerging new demand for 

Foremost's Field tank product line which we anticipate converting into orders in subsequent periods.   

 

An observation we are pleased to share relates to Foremost's relative size and strength in the vast majority of our markets.  

Across our two divisions, Foremost is one of the best positioned amongst its competitors in terms of its ability to withstand the 

turmoil of current market conditions.  We have no long-term debt, we own our major facilities, and we have extremely deep 

bench strength in our talented and experienced team.  Many Foremost competitors do not share these attributes and we 

anticipate opportunities to take advantage of this when markets recover and demand re-emerges. 

 

 

Bevan May 

Interim CEO and Board Chairman 
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INTRODUCTION 
 

The Management’s Discussion and Analysis (“MD&A”) of Foremost Income Fund (the “Fund”), dated May 8, 2015,  should be 

read in conjunction with the cautionary statement regarding forward-looking statements below, the Fund’s 2014 audited 

consolidated financial statements, the Fund’s March 31, 2015 condensed consolidated interim financial statements and other 

materials contained in this report.  Additional information relating to the Fund, including the Annual Information Form 

(“AIF”), can be found electronically 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 re-organization resulting in the indirect 

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

 

The Fund continues to conduct its business mainly through two limited partnerships: Foremost Universal LP and Foremost 

Industries LP.  A detailed discussion of the Fund’s operating structure including its various subsidiary entities can be found in 

Foremost’s AIF.  Notably in early 2015, the Fund’s Edmonton and Stettler operations were reorganized into Foremost 

Equipment LP, a newly formed wholly owned subsidiary of Foremost Universal LP.  The reorganization was undertaken to 

recognize and support the expansion of Foremost’s hydrovac and vacuum truck manufacturing and service business, as the 

Edmonton and Stettler locations are predominately dedicated to that business. 

 

Consistent with the Fund’s focus on customer and market responsiveness, the Fund has re-defined, and rebranded its 

operating segments to clearly reflect the Fund’s two distinct product lines, Foremost Energy Equipment (FEE) and Foremost 

Mobile Equipment (FME).:   

 

FOREMOST ENERGY EQUIPMENT (FEE) 

 

FEE, with its focus on the oil and gas industry in Western Canada, consists of six manufacturing and service locations across 

Alberta.  The locations are engaged in the manufacture of 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 custom drilling, construction, water wells, and mining sectors.  Foremost maintains a focus on 

custom built vehicles for its global clientele and serves them through three manufacturing and service locations across 

Alberta. 

 

Headquartered in Calgary, Alberta, with sales and manufacturing activities predominantly based in western Canada, the 

Fund’s combined operations employ approximately 670 people.   
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STRATEGY 

 

The Fund’s strategy is to maximize Unitholder value.  The Fund continues to support the internal development of additional 

product lines, improved processes and is receptive to well-targeted, accretive acquisitions.  The Fund also focuses on 

increasing statement of financial position strength by means of increased operational efficiency and controlled asset 

management.  The Fund’s management group directed efforts to define and communicate a revised strategic plan in early 

2014, including as a focal point, the following 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.” 

 

 

 

 

 

  



Foremost Income Fund | March 31, 2015 

 

CONTENTS 
 

Forward-Looking Information ................................

Non-GAAP Measures ................................

Results of Operations ................................

Segmented Results of Operations ................................

Outlook For the Trust ................................

Liquidity and Key Financial Ratios ................................

Unitholder’s Capital……………………………………

 

FORWARD-LOOKING INFORMATION
 

Certain statements in this release may constitute forward

uncertainties and other factors that may cause the actual results, performance or achievements of the 

different from any future results, performance or achievements expressed or implied by such forward

When used in this release, such statements use words such as “anticipate”, “could”, “expect”, “seek”, 

“believe”, “estimate”, ”plan” and similar expressions.  In particular, forward

 

• The last two paragraphs under the heading “Message to the Unitholders,” above

• All statements under the heading “Strategy,” above,

• All statements made under the heading “Outlook For the Trust”

• Statement regarding the impact of current conditions on operations under the heading “ Liquidity and Financial 

Ratios”, “Unitholder’s Capital and other places as commentary on the market conditions occur

concerns as to the potential impact of current and expected market conditions on the Fund

resultant potential affect on Fund

 

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

valid only up to the date of this release.  These forward

uncertainties, including without limitation

changes in laws and regulations, increased competition, fluctuations in commodity prices and foreign exchange, and interest 

rates.  Readers are cautioned not to place undue reliance on these forward

The Fund does not undertake any obligation to update or revise any of the forward

required by applicable securities laws. 

 

.............................................. 4 Related Party Transactions ................................

........................................................... 5 Obligations and Commitments ................................

.......................................................... 6 Controls and Procedures  ................................

....................................... 8 Risks and Uncertainties ................................

........................................................ 11 Critical Accounting Estimates ................................

.................................. ….12 New Accounting Standards ................................

Unitholder’s Capital…………………………………………………………14  

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 

uture results, performance or achievements expressed or implied by such forward

When used in this release, such statements use words such as “anticipate”, “could”, “expect”, “seek”, 

similar expressions.  In particular, forward-looking statements include

The last two paragraphs under the heading “Message to the Unitholders,” above, 

All statements under the heading “Strategy,” above, 

under the heading “Outlook For the Trust” 

Statement regarding the impact of current conditions on operations under the heading “ Liquidity and Financial 

and other places as commentary on the market conditions occur

concerns as to the potential impact of current and expected market conditions on the Fund

resultant potential affect on Fund’s tangible book value…” – from “Unitholders’ Capital: Trust Unit Distributions”

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

only up to the date of this release.  These forward-looking statements involve a number of

without limitation: the impact of general economic conditions, market and

changes in laws and regulations, increased competition, fluctuations in commodity prices and foreign exchange, and interest 

rates.  Readers are cautioned not to place undue reliance on these forward-looking statements.  

does not undertake any obligation to update or revise any of the forward-looking statements, except as may be 
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............................................... 19 

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 

uture results, performance or achievements expressed or implied by such forward-looking statements.  

When used in this release, such statements use words such as “anticipate”, “could”, “expect”, “seek”, ”may”, “intend”, “will”, 

looking statements include but are not limited to:  

Statement regarding the impact of current conditions on operations under the heading “ Liquidity and Financial 

and other places as commentary on the market conditions occur, “Due to ongoing 

concerns as to the potential impact of current and expected market conditions on the Fund’s performance, and the 

from “Unitholders’ Capital: Trust Unit Distributions” 

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

looking statements involve a number of assumptions, risks and 

market and industry conditions, 

changes in laws and regulations, increased competition, fluctuations in commodity prices and foreign exchange, and interest 

looking statements.  This is not an exhaustive list.  

looking statements, except as may be 
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         NON-GAAP MEASURES 
 

The following three measures are not defined under International Financial Reporting Standards (“IFRS”), namely: Funds flow 

per Trust Unit, EBITDA and standardized distributable cash.  Management believes that these are useful supplemental 

measures. None of these terms as presented are intended to represent cash flow from operating activities or net income or 

comprehensive income, nor should they be viewed as an alternative to cash flow from operating activities, net income, 

comprehensive income or other measures of financial performance calculated in accordance with GAAP.  As well, the Fund’s 

method of calculating these supplemental measures may not be comparable to similarly titled amounts reported by other 

issuers. 

 

Used throughout this MD&A, the definitions and purpose are outlined below: 

 

Tangible book value per Trust Unit: determined as Unitholders’ equity less intangibles and other assets, less deferred tax 

assets; divided by the number of Trust Units outstanding at the end of the period. The Fund uses this amount as an indicator 

of the growth or decline in Unitholders’ equity on a per-unit basis for comparative periods.   

 

EBITDA: calculated as earnings from operations before interest, taxes, depreciation and amortization.  The Fund uses this as 

a metric to evaluate operating performance and determine cash available for distribution.    

 

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

expenditure (as defined by GAAP).  The Fund uses this calculation as an indicator of cash flow per unit that is available for 

distribution.  This standard is applied as per the recommendation of the CICA Canadian Performance Reporting Board and 

should assist readers in per unit comparison to other flow through corporations.  
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RESULTS OF OPERATIONS 

 

 
 

SUMMARY OF QUARTERLY INFORMATION

(000's, except per Trust Unit amount)

2015 Q1 Q2 Q3 Q4 Total

Revenue 56,672$    

Gross profit ($) 8,020$       

Gross profit (%) 14%

Admin. expenses ($) 4,427$       

Admin. expenses (% of total revenue) 8%

Exchange rate gain 1,254$       

EBITDA 4,769$       

Income from operations 2,363$       

Comprehensive income 2,775$       

Trust units redeemed 77,350       

Redemptions 484$          

Basic and diluted earnings per trust unit 0.15$         

2014 Q1 Q2 Q3 Q4 Total

Revenue 46,439$    68,314$ 59,654$  61,617$   236,024$  

Gross profit ($) 5,029$       9,336$   8,735$    7,809$     30,909$     

Gross profit (%) 11% 14% 15% 13% 13%

Admin. expenses ($) 4,886$       4,828$   4,400$    5,646$     19,760$     

Admin. expenses (% of total revenue) 11% 7% 7% 9% 8%

Exchange rate gain/(loss) (133)$         231$       418$        123$        639$          

EBITDA 9$               4,162$   5,459$    1,737$     11,367$     

Income/(loss) from operations (1,140)$     3,207$   3,039$    491$        5,597$       

Comprehensive income/(loss) (1,541)$     1,950$   3,513$    (15,223)$ (11,301)$   

Trust units redeemed 21,123       66,527   37,353     125,003     

Redemptions 151$          474$       246$        871$          

Basic and diluted (loss)/earnings per trust unit (0.08)$        0.10$      0.19$       (0.82)$      (0.61)$        

2013 Q1 Q2 Q3 Q4 Total

Revenue 64,001$    56,602$ 50,232$  59,094$   229,929$  

Gross profit ($) 10,149$    4,770$   7,169$    7,763$     29,851$     

Gross profit (%) 16% 8% 14% 13% 13%

Admin. expenses ($) 5,517$       5,920$   5,519$    5,171$     22,127$     

Admin. expenses (% of total revenue) 9% 10% 11% 9% 10%

Exchange rate gain/(loss) (48)$           225$       54$          (38)$         193$          

EBITDA 4,632$       (1,150)$  1,649$    2,592$     7,723$       

Income/(loss) from operations 3,484$       (2,334)$  423$        1,325$     2,898$       

Comprehensive income/(loss) 2,810$       (1,504)$  (2,890)$   1,031$     (553)$         

Trust units redeemed 8,560         13,326   76,451    30,394     128,731     

Redemptions 70$            107$       627$        229$        1,033$       

Basic and diluted earnings/(loss) per trust unit 0.15$         (0.08)$    (0.15)$     0.05$       (0.03)$        
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Highlights from Q1 2015: 

• Revenue increased by 22.0%, or $10.

through several product lines and is discussed further in the segmented results of operation

• Gross profit increased to 14% in 2015, compared with 

term historical averages for the Fund and is reflective of 

the oil and gas market.   

• Administration costs decreased by

reduced costs continue to reflect the 

• A $1.2 million foreign exchange gain was 

contracts, resulting in higher U.S. cash,

  

%, or $10.2 million, when comparing quarter over quarter

through several product lines and is discussed further in the segmented results of operation

% in 2015, compared with 11% in the first quarter of 2014.  This remains lower than 

historical averages for the Fund and is reflective of continued competitive pressures

Administration costs decreased by $0.5 million, from $4.9 million in Q1 2014 to $4.4 million in Q1 2015. 

reduced costs continue to reflect the Fund’s commitment to cost discipline.     

A $1.2 million foreign exchange gain was recognized in the first quarter of 2015 as a result of 

contracts, resulting in higher U.S. cash, and fluctuations in this exchange rate.     
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million, when comparing quarter over quarter.  This growth was achieved 

through several product lines and is discussed further in the segmented results of operations section.     

.  This remains lower than long 

continued competitive pressures and a general slowdown in 

, from $4.9 million in Q1 2014 to $4.4 million in Q1 2015.  These 

recognized in the first quarter of 2015 as a result of increased U.S. sales 
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SEGMENTED RESULTS OF OPERATIONS 
 

FOREMOST ENERGY EQUIPMENT (FEE) 

 

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

other.  The FEE segment has manufacturing and service shops spread across six Alberta locations:Calgary (2), Lloydminster (2), 

Hythe and Stettler.  FEE equipment had previously been manufactured in Bonnyville, however, as a  result of continued losses 

at the Bonnyville facility the Fund decided to cease operations in late 2014 and list the property for sale or lease. 

 

 
 

  

SUMMARY OF QUARTER TO DATE INFORMATION - FOREMOST ENERGY EQUIPMENT

(000's, except per Trust Unit amount)

2015 2014

Revenue 33,003$            26,869$            

Gross profit ($) 2,834$               1,505$               

Gross profit (%) 9% 6%

Administrative expense ($) 2,361$               2,882$               

Administrative expense (%) 7% 11%
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2015 Highlights 

• Revenue increased by $6.1 million quarter over quarter.  This 22.8% increase is attributed to the following: 

o Vessel and gas separation revenue improved by $6.0 million as the Fund continued to see customer activity 

in this area during Q1 2015.   

o Compression revenue increased slightly, as demand for compression units increased.  Within this product 

line the parts and rental revenue remained consistent with 2014.  The service division experienced a 

decrease in revenue as certain customer contracts were not renewed; this was offset by an increase in the 

volume of compressions units manufactured for sale.       

o Shop tank revenue dropped by $1.5 million as a general slowdown in the oil and gas economy reduced 

demand and increased competitive bidding pressures.  

o Field tank revenue realized an increase of $0.6 million as field project volumes remain steady in the first 

quarter of 2015.    

o Other revenue includes miscellaneous revenue not specific to a product line.   

• Gross profit increased by 3% when compared to 2014.  This is primarily due to completion of low margin work in 

2014.        

• Administrative expenses decreased $0.5 million compared to 2014 as continuous efforts are made in reducing 

discretionary spending.   

 

 

 

 

  



Foremost Income Fund | March 31, 2015 Page 10           

 

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, mineral and water well drilling industries.  The FME 

segment has three manufacturing facilities across Alberta with locations in Calgary, Stettler and Edmonton and a hydrovac 

and vacuum truck service location also in Edmonton. 

 

 

  

SUMMARY OF QUARTER TO DATE INFORMATION - FOREMOST MOBILE EQUIPMENT

(000's, except per Trust Unit amount)

2015 2014

Revenue 23,669$            19,570$            

Gross profit ($) 5,186$               3,525$               

Gross profit (%) 22% 18%

Administrative expense ($) 1,896$               1,955$               

Administrative expense (%) 8% 10%
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2015 Highlights 

• Revenue increased by $4.1 million 

o Parts and vehicle sales increased slightly, from $4.1 million in Q1 201

o Vehicle revenue slightly decreased as overall customer demand for this product line has fallen.   

o Drill revenue includes several subcategories, such as coil tube, dual rotary, pipe handlers, top drives and 

injectors.  Overall this revenue

strength in 2015.   

o Truck revenue includes the manufact

generated primarily out of the Stettler and Edmonton locations.

increase of $1.4 million when compared to

drive up revenues in this product line,

expanding manufacturing space

• Gross profit climbed 4%, up from 18% in Q1 201

product line, within the truck product category,

• Administrative expenses were consistent 

 

OUTLOOK FOR THE TRUST 

 

The Fund currently expects that volumes for products sold through the Energy Equipment segment will decrease 

during the remainder of 2015 as low oil

Equipment side the Fund is expecting to see 

industry is expected to be offset to a degree by increased sales in other industies to the US, and

The Fund continues to remain focused on manufacturing and operational efficiencies, discretionary spending reductions, and 

supply chain management initiatives, specifically global sourcing

minimize external financing as it maintain

evaluates new products, maintains tight control over operational expenditures and manpower levels, undertake

expenditures necessary to optimize productive capacity

business performance.  The Fund believes it 

opportunities as market conditions stabilize and eventually improve

 

 

million quarter over quarter, or 21%.   

increased slightly, from $4.1 million in Q1 2014 to $4.8 million in Q1 201

Vehicle revenue slightly decreased as overall customer demand for this product line has fallen.   

includes several subcategories, such as coil tube, dual rotary, pipe handlers, top drives and 

injectors.  Overall this revenue increased by $2.6 million from 2014 as customer demand continues to show 

Truck revenue includes the manufacturing and servicing of hydrovac and vacuum 

generated primarily out of the Stettler and Edmonton locations.  This product line realized a revenue 

million when compared to Q1 2014.  Increased volumes and throughput

ve up revenues in this product line, were a result of a new distributor in the United States market and 

manufacturing space.  

climbed 4%, up from 18% in Q1 2014 to 22% in Q1 2015.  Manufacturing efficiencies in

, within the truck product category, is driving this margin.       

Administrative expenses were consistent as an absolute value, but dropped as a percentage of revenue

 

The Fund currently expects that volumes for products sold through the Energy Equipment segment will decrease 

2015 as low oil and gas prices impact these product lines in very material

Equipment side the Fund is expecting to see softer or similar volumes as 2014, as the impact of the softening oil and gas 

industry is expected to be offset to a degree by increased sales in other industies to the US, and 

remain focused on manufacturing and operational efficiencies, discretionary spending reductions, and 

, specifically global sourcing.  The Fund will continue to manage

maintains its aggressive search for domestic and international revenue opportunities, 

tight control over operational expenditures and manpower levels, undertake

essary to optimize productive capacity, and determine Trust Unit distributions 

business performance.  The Fund believes it will be in a strong position to capitalize on current 

stabilize and eventually improve. 
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to $4.8 million in Q1 2015.  

Vehicle revenue slightly decreased as overall customer demand for this product line has fallen.    

includes several subcategories, such as coil tube, dual rotary, pipe handlers, top drives and 

as customer demand continues to show 

vacuum trucks.  This revenue is 

This product line realized a revenue 

throughput, which continue to 

a new distributor in the United States market and 

.  Manufacturing efficiencies in the Hydrovac 

percentage of revenue.     

The Fund currently expects that volumes for products sold through the Energy Equipment segment will decrease significantly 

material ways.  On the Mobile 

, as the impact of the softening oil and gas 

 hydrovac truck sales growth.  

remain focused on manufacturing and operational efficiencies, discretionary spending reductions, and 

manage working capital and 

its aggressive search for domestic and international revenue opportunities, 

tight control over operational expenditures and manpower levels, undertakes capital 

and determine Trust Unit distributions commensurate with annual 

current and future business 
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LIQUIDITY AND KEY FINANCIAL RATIOS 

 

The Fund’s cash from operating activities for the three month period ended March 31, 2015 totaled $9.2 million, an $11.8 

million increase over the $2.6 million used in operations during the first quarter of 2014.  Funds flow from operations not 

including non-cash working capital changes, generated $4.8 million ($0.4 million – 2014) and changes in the non-cash working 

capital items (accounts receivable, inventories, pre-paid expenses, accounts payable and deferred revenue) generated $4.4 

million compared with the $3.0 million used for working capital in 2014.  The cash from operations was offset against $0.3 

million used in net capital purchases ($0.6 million – 2014), $0.4 million paid for redemption of units ($0.3 million – 2014).  

During the quarter there was a decrease of bank indebtedness of $8.5 million ($3.6 million increase – 2014). 

 

Net working capital as at March 31, 2015 was $73.0 million, an increase of $4.3 million from the December 31, 2014 balance 

of $68.7 million.  The working capital ratio increased to 2.84:1 in 2015 from 2.17:1 in 2014. 

 

Stable net earnings combined with the use of working capital in the first quarter of 2015 have lead to the following 

favourable ratio changes: 

• The debt to equity ratio decreased from 0.43:1 in 2014 to 0.28:1 in 2015.  

• Tangible book value has increased by $0.19 per unit, from $6.25 per unit in 2014 to $6.44 per unit. 

 

Consistent with the financing strategy for previous acquisitions, plans to finance any future acquisitions would first consider 

operating cash flows then debt issuance and finally, the issuance of Trust Units.  This sequence of financing is intended to 

maintain the objective of minimizing dilution to existing Unitholders. 

 

The Fund has no long-term debt and continues to use cash from operating activities and short-term bank indebtedness to 

support non-cash working capital, investing, and financing requirements.  The Fund was in compliance with all bank cove-

nants for the three months ended March 31, 2015.  The covenants where as follows:      

 

As the potential impact of current and expected market conditions on the Fund’s performance, liquidity indicators and debt 

covenants is not known, the Trustees continue to closely monitor the Fund’s working capital and debt levels.  In an effort to 

help the Fund remain in compliance with its bank covenants throughout 2015, as previously disclosed, the Trustees have ex-

ercised their discretion to reduce the monthly limit for cash redemptions of Trust Units. 

CREDIT FACILITIES  

The Fund maintains a $50.0 million credit facility with a major Canadian chartered bank.  At March 31, 2015 only $41.5 million 

of the credit facility was available based on covenant obligations.  This operating credit facility bears interest at prime plus 

0.50% or prime plus 0.25% depending on a specific covenant ratio and is subject to certain financial covenants, as shown 

above.  This facility is secured by a General Security Agreement and floating charge debenture in the amount of $75.0 million 

covering all assets of the Fund.  Under the terms of this facility, the Fund is permitted to make use of bankers’ acceptances to 

borrow at effective interest rates, which are usually lower than those charged under the bank’s lines of credit, and to make 

use of certain financial instruments to manage interest and exchange risk.  

Bank Covenants Required

Current Ratio 2.83:1 > 1.5:1

Total Funded Debt to EBITDA Ratio 0.19:1 < 2.5:1

Fixed Charge Coverage Ratio 2.08:1 > 1.0:1

March 31, 2015
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The Fund had consolidated indebtedness at March 31, 2015 of $3.0 million versus $11.5 million at December 31, 2014.  The 

Fund’s operating groups use various operating bank accounts, both Canadian and U.S. dollar, to transact business. 

 

 

(000's) except per trust unit amounts March 31, December 31, March 31,

2015 2014 2014

Current ratio

Current assets 112,519$        127,524$      132,579$      

Current liabil ities 39,804$          58,824$        66,314$        

Working capital  72,715$          68,700$        66,265$        

Ratio 2.83                 2.17               2.00               

Debt to-equity-ratio

Total debt 39,804$          58,824$        66,314$        

Unitholders' equity 139,975$        137,684$      153,934$      

Ratio 0.28                 0.43               0.43               

Tangible book value per trust unit

Unitholders' equity 139,975$        137,684$      153,934$      

Less: Deferred tax assets (20,263)$         (20,931)$       (24,409)$       

Less: Intangible assets (580)$              (621)$            (2,291)$         

Tangible equity 119,132$        116,132$      127,234$      

Trust units outstanding, period ending 18,507,994    18,585,344  18,669,224  

Tangible book value per trust unit 6.44$               6.25$             6.82$             

Selected Information

Revenue 56,672$          236,024$      46,439$        

Gross profit 8,020$             30,909$         5,029$          

Net income (loss) and comprehensive income (loss) 2,775$            (11,301)$       (1,541)$         

Cash flow per trust unit from operating activities 0.50$               0.71$             (0.14)$           

Earnings per trust unit, basic and diluted 0.15$               (0.61)$           (0.08)$           

Total assets 179,779$        196,508$      220,248$      

Total l iabi lities 39,804$          58,824$        66,314$        

Net (loss)/income for the period 2,775$            (11,301)$       (1,541)$         

Items not involving the use of cash 2,072$            21,747$        1,980$          

Change in non-cash working capital 4,380$            2,759$          (3,043)$         

Cash flows from operating activities 9,227$            13,205$        (2,604)$         

Less: capital  expenditures (252)$              (1,996)$         (631)$            

Less: business acquisition (450)$            

Standardized distributable cash 8,975$            10,759$        (3,235)$         

Trust unit distributions paid 5,954$          

Basic and di luted standardized distributable cash per unit 0.48$               0.58$             (0.17)$           

Trust unit distributions paid per trust unit 0.32$             
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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 and 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 such number of votes as 

prescribed by the resolution but do not entitle the Unitholder to participate in any distributions from the Fund or any 

beneficial interest in any assets of the Fund.  No special voting units were issued as at March 31, 2015 or for the period up to 

the date of this MD&A. 

 

Trust Units are redeemable in whole or in part at any time on-demand by the Unitholder.  Upon receipt of 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 made changes to the value at which 

the Unitholder is entitled to receive at time of redemption.  The Unitholder, for each unit tendered for redemption, will 

receive an amount equal to plus or minus 10% of the tangible book value of the Fund.  The November 26, 2010 amendment 

also increased redemptions limits to $1,500,000.00 per month (the “Monthly Limit”) and allowed the redemption to be paid 

in cash or in certain circumstances by the issuance of an unsecured promissory note.   

 

As previously disclosed, pursuant to s. 6.4(ii)(B) of the Deed of Trust, the Trustees have exercised their discretion to reduce 

the Monthly Limit to nil for the months of February, March, April and May 2015, such that all notices of redemption received 

in these months, will be paid by promissory notes, provided however that Unitholders tendering notices of redemption will 

be allowed to withdraw such notices.  The Trustees have undertaken to review the Monthly Limit in respect of the month of 

June, 2015, on or before June 15, 2015.  Note that the foregoing discussion is intended for summary purposes 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 

jurisdiction(s) in which the unitholder resides or carries on business, and whether the unitholder is an RRSP, RESP, RRIF, PPSP 

or TFSA.  All unitholders should consult their own legal and tax advisors prior to redeeming units of the Fund. 

 

As previously disclosed on March 31, 2015, effective as of that date, and subject to the Monthly Limit, the redemption price 

was reduced to $5.65 per unit.  Due to ongoing concerns as to the potential impact of current and expected market 

conditions on the Fund’s performance and the resultant potential affect on the Fund’s tangible book value, the Trustees have 

determined pursuant to s. 6.3 of the Deed of Trust that the Fund will continue to redeem tendered trust units for $5.65 per 

unit.     

 

The November 26, 2010 amendment also limited the Unitholders’ ability to sell, transfer, consign, mortgage, pledge, or 

dispose of any Trust Units in any manner whatsoever, other than a transfer to a similar beneficiary, without the prior written 

consent of the Board of Trustee's. Consent from the Board of Trustees will be evidenced by a resolution, and any attempt to 

do so shall be void without such approval. 

 

Unitholders’ capital was $54.0 million at March 31, 2015, slightly changed from the $54.2 million at December 31, 2014.  

Trust Units issued and outstanding were 18,507,994 at March 31, 2015 and 18,585,344 at December 31, 2014. 
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(000's) except per Number of Unitholders'

Trust Unit amounts Trust Units capital

December 31, 2013 18,690,347          54,393$               

Redemption of Trust Units (21,123)                (61)                        

March 31, 2014 18,669,224          54,332$               

December 31, 2014 18,585,344          54,206$               

Redemption of Trust Units (77,350)                (224)                      

March 31, 2015 18,507,994          53,982$                

TRUST UNIT DISTRIBUTIONS 

The preceding table, found on page 12, sets out the Standardized Distributable Cash calculation for the periods ending March 

31, 2015, December 31, 2014 and March 31, 2014. 

 

It is the Fund’s intention to utilize the annual distribution process going forward.  The amount of Trust Unit distributions is 

generally determined by taking cash flows from operating activities and adjusting for the costs of property, plant and 

equipment upgrades and expansion, business acquisitions and the effect of changes in general business conditions on 

working capital. 

 

UNITHOLDERS’ EQUITY 

Unitholders’ equity is comprised of Unitholders’ capital and accumulated earnings.  Unitholders' equity at March 31, 2015 

was $140.0 million compared with $137.7 million at December 31, 2014.   

 

RELATED PARTY TRANSACTIONS 
 

As has been past practice, the Fund utilizes the consulting services of TOM Capital Associates Inc. (TOM Capital), a company 

owned by the majority Unitholder of the Fund.  The consulting services consist of legal and professional advice, M&A 

advisory, and investor relations.  These consulting services are provided at market rates as confirmed and agreed to by all 

parties.  Starting in 2014, as a part of the executive leadership transition process in Foremost, and as may occur otherwise 

from time-to-time, some full-time senior employees were engaged by Foremost through TOM Capital.   

 

For the three month period ended March 31, 2015 the total amount invoiced for consulting services through TOM Capital was 

$265,034 (2014 - $95,764).   

 

OBLIGATIONS AND COMMITMENTS 

 

The Fund has operating commitments for office and manufacturing space, none of which individually, or in aggregate, are 

material.  
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CONTROLS AND PROCEDURES 
 

The Fund’s Chief Executive Officer (“CEO”) and Chief Financial Officer (“CFO”) are responsible for ensuring management 

establishes and maintains the Fund’s disclosure controls and procedures to provide reasonable assurance that material 

information related to the Fund is made known to them and that information required to be disclosed by the Fund is reported 

within the time periods prescribed by the applicable securities legislation.  The Fund’s CEO and CFO concluded that as at 

March 31, 2015 the Fund’s disclosure controls and procedures are effective to provide reasonable assurance that material 

information related to the Fund is made known by others within the Fund and are effective to ensure the information 

required to be disclosed in reports that are filed or submitted under Canadian securities legislation is recorded, processed, 

summarized and reported within the time periods specified in those rules and forms. 

 

INTERNAL CONTROLS AND PROCEDURES 

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

reasonable assurance regarding 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 Treadway Commission (COSO).    

 

All internal control systems, no matter how well designed, have inherent limitations. Therefore, even those systems 

determined to be effective, can provide only reasonable assurance with respect to financial statement preparation and 

presentation. Because of its inherent limitations, internal control over financial reporting may not prevent or detect 

misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may 

become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may 

deteriorate. 

 

There have been no changes in the internal controls over financial reporting during the quarter ended March 31, 2015 that 

have materially affected, or are reasonably likely to materially affect our internal controls over financial reporting. 

 

RISKS AND UNCERTAINTIES 
 

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 the majority of the 

Fund’s revenues are derived from these sectors, its overall results will continue to be impacted by these large economic 

fluctuations.  Two specific areas that could be impacted are total revenues and related gross profits and bad debts associated 

with customer accounts receivable. 

 

A portion of the Fund’s operational business is conducted in foreign markets with the currency typically expressed in either 

Canadian or U.S. dollars. This includes not only product sales, but also the purchase of a substantial portion of the 

components required to manufacture those products sold. The dependence on U.S. currency for both sales and purchasing 

exposes the Fund to risks related to significant fluctuations in currency exchange rates. Gross profit is influenced by 

fluctuations in exchange rates. The value of net monetary assets, consisting of cash, receivables and payables, will also 

fluctuate significantly based on rapid or large changes in currency exchange rates.  

 

A portion of revenue is earned from foreign customers susceptible to political and economic risks. These risks are mitigated 

for larger contracts with contractual credit terms that require a considerable cash deposit and/or letter of credit to guarantee 

payment of contract amounts. Additionally, in some cases, the Export Development Corporation (“EDC”) is utilized to insure 

foreign contracts and receivables. However, if a situation requires reliance on EDC coverage, collection can be postponed 
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significantly and may be less than the total contract price.  Additional risk is incurred with international customers as shipping 

and delivery of products may be impacted by economic or political restrictions.  

 

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

 

1. Technical risk that either the product does not perform as desired or that there are unacceptable reliability issues that 

may render the new product un-merchantable. 

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

product obsolete. 

3.  Supplier risk that components, engines, and other modules procured from third-party vendors, which are used in the 

assembly of products, do not perform in an acceptable manner thereby increasing product liability. 

4.  Commercial risk that product development cost over-runs result in a significant financial drain. The Fund maintains a 

process requiring the review of proposed product initiatives to ensure approval of those projects where the 

risk/reward trade-off is acceptable. 

5.  Environmental risk is regularly assessed to ensure that environmental issues do not materially affect the Fund’s 

financial condition or its performance. 

6.  International operation risk is assessed on a contract by contract basis to ensure issues such as product delivery, 

collections and contract completion do not materially impact the Fund’s financial performance.   

 

The amount of Trust Unit distributions to Unitholders is affected by events which directly impact the net income, generation 

of cash flows from operating activities and cash flows used by investing activities of the Fund. Accordingly, a decline in 

revenue or gross profits arising from changing economic cycles, a material bad-debt loss, contract cancellation or product 

failure or a significant acquisition or investment in property, plant and equipment could impact the timing and amount of 

Trust Unit distributions to Unitholders.  

 

The Fund may find it necessary to obtain additional debt or equity financing to support ongoing operations, undertake capital 

expenditures or to complete business acquisitions. There can be no assurance that additional financing will be available to the 

Fund when needed or on terms acceptable to the Fund. The Fund’s inability to raise the necessary financing could limit the 

Fund’s growth and may have an adverse effect on the Fund. 

 

The Fund is also impacted by changing government regulation, particularly in the areas of safety.  The Fund has established 

programs to ensure compliance with current safety and regulatory standards.  However, the Fund’s operations are subject to 

risks inherent in the manufacturing industry.  These risks could expose the Fund to substantial liability for personal injury, loss 

of life, business interruption, property damage or destruction, pollution and other environmental damages.  Although the 

Fund has obtained insurance against certain of the risks to which it is exposed, such insurance is subject to coverage limits 

and no assurance can be given that such insurance will be adequate to cover the Fund’s liabilities or will be generally available 

in the future or, if available, that premiums will be commercially justifiable.  If a substantial liability were to arise which was 

not covered by insurance or was in excess of policy limits then the Fund’s financial condition or operations could be materially 

affected.  

 

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

reactions to new environmental legislation. These reactions include possible cancellation, delay, revision or relocation of 

projects, which in turn impact opportunities for Fund revenue generation. 
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CRITICAL ACCOUNTING ESTIMATES 
 

The preparation of the consolidated financial statements in conformity with IFRSs requires that management make 

judgments, estimates and assumptions that affect the application of accounting policies and 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 these estimates. Estimates and underlying assumptions are 

reviewed on an ongoing basis. Revisions to accounting estimates are recognized in the period in which the estimates are 

revised and in any future periods affected. 

 

Estimates 

Significant estimates used in the preparation of these consolidated financial statements include: 

 

o Revenue recognition – revenue is based on percentage completion of labour on cost plus and fixed fee contracts.  

This requires management to make estimates on estimated costs and overall percentage complete on a contract 

by contract basis. 

 

o Net realizable value in inventory - The net realizable value of inventory is estimated on a product-by-product basis.  

The determination of this value uses a combination of historical analysis of each product's usage, age of inventory 

and management’s judgment as to the probability of future use of the product.  Based on this assessment, 

management then estimates the net realizable value for those products not expected to be used in the 

foreseeable future.  Net realizable value is the estimated selling price of that product in the ordinary course of 

business less any estimated costs of completion and estimated selling costs. 

 

o Impairment test – Impairment tests include management’s estimates of future cash flows and discount rates. 

 

o Depreciation and amortization – Estimated useful lives of property, plant and equipment is based on manage-

ment’s assumptions and estimates of the useful lives of the assets, along with residual value. 

  

Judgments 

Information about critical judgments in applying accounting policies that have the most significant effect on the amounts 

recognized in the consolidated financial statements is below:  

 

o Revenue recognition – revenue is based on percentage completion of labour on cost plus and fixed fee contracts.  

This requires management to make judgments and assumptions on both total estimated costs and overall percent-

age complete on a contract by contract basis. 
 

o Property, plant and equipment – impairment assessments on property, plant and equipment are completed 

annually, at a minimum, and are based on the estimates and judgments of management on the useful lives of the 

assets, including residual values.   

 

o Deferred tax asset – the deferred tax asset is based on management’s judgment on future use of tax pools. 

 
o Business combination – the determination of fair value for the recent business acquisition required the judgment 

of management.  This is discussed further in Note 14.  
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NEW ACCOUNTING STANDARDS 
 

Certain new standards, amendments to standards and interpretations have been issued by the IASB and are not yet effective. 

The new standards, amendments to standards and interpretations have not been applied in preparing these condensed 

interim financial statements. None of these are expected to have a significant effect on the consolidated financial statements, 

except for: 

 

• IFRS 15, Revenue from Contracts with Customers, which provides guidance on revenue recognition and 

relevant disclosures. The standard provides a single, principles based five-step model to be applied to all 

contracts with customers.  IFRS 15 was issued in May 2014 and applies to annual reporting periods beginning 

on or after January 1, 2017, with early adoption permitted under IFRS. The Company has not yet assessed the 

impact this standard will have on the financial statements. 

 

• Amendments to IAS 38 – Intangible Assets, which provides clarification of acceptable methods of depreciation 

and amortization. The amendments were issued in May 2014 and apply to annual reporting periods beginning 

on or after January 1, 2016, with early adoption permitted under IFRS. The Company has not yet assessed the 

impact this standard will have on the financial statements. 

 


