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MANAGEMENT'S REPORT

To the Unitholders of Foremost Income Fund

The consolidated financial statements of Foremost Income Fund (the “Fund”) have been prepared by management. It is

management's responsibility to ensure that sound judgment, appropriate accounting principles and methods and reasonable

estimates have been used in the preparation of this information. They also ensure that all information presented is

consistent.

Management is also responsible for developing and maintaining a system of internal controls over the financial reporting

process. Such systems are designed to provide reasonable assurance, on a cost effective basis, that the financial information

is relevant and reliable and that the Fund's assets are appropriately accounted for and adequately safeguarded. Management

believes the system of internal controls, review procedures and established policies currently in place provide reasonable

assurance the financial information is relevant and reliable and that the Fund's assets are appropriately accounted for and

safeguarded. Management also believes that the Fund's operations are conducted in conformity with the law and with a high

standard of business conduct.

The Board of Trustees (the “Board”) is responsible for ensuring that management fulfills its responsibilities for financial

reporting and internal control. The Board carries out this responsibility principally through its Audit Committee (the

“Committee”). The Committee, which consists of non-management trustees, reviews the consolidated financial statements

and other financial information prepared by management and recommends them to the Board for approval. The Committee

meets with management and external auditors to discuss internal controls, auditing matters and financial reporting issues.

External auditors have full and unrestricted access to the Committee. The Committee also recommends a firm of external

auditors for appointment by Unitholders.

The December 31, 2016 consolidated financial statements have been audited in accordance with Canadian Auditing

Standards by MNP LLP, the appointed external auditors.

Signed (Kevin Johnson) Signed (Jackie Schenn)

Kevin Johnson, President Jackie Schenn, Chief Financial Officer

Foremost Income Fund Foremost Income Fund

March 16, 2017 March 16, 2017

Calgary, Alberta Calgary, Alberta



Independent Auditors’ Report 

To the Unitholders of Foremost Income Fund 

We have audited the accompanying consolidated financial statements of Foremost Income Fund, which comprise the 
consolidated statement of financial position as at December 31, 2016, the consolidated statements of net (loss) income and 
comprehensive (loss) income, changes in unitholders' equity and cash flows for the year then ended, and notes, comprising 
a summary of significant accounting policies and other explanatory information. 

Management’s Responsibility for the Consolidated Financial Statements 
Management is responsible for the preparation and fair presentation of these consolidated financial statements in 
accordance with International Financial Reporting Standards, and for such internal control as management determines is 
necessary to enable the preparation of consolidated financial statements that are free from material misstatement, whether 
due to fraud or error. 

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

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

We believe that the audit evidence we have obtained in our audit is sufficient and appropriate to provide a basis for our audit 
opinion. 

Opinion 
In our opinion, the consolidated financial statements present fairly, in all material respects, the consolidated financial position 
of Foremost Income Fund as at December 31, 2016, and its consolidated financial performance and its consolidated cash 
flows for the year then ended in accordance with International Financial Reporting Standards. 

Other Matter 
The consolidated financial statements of Foremost Income Fund as at and for the year end December 31, 2015 were audited 
by another auditor who expressed an unmodified opinion on those consolidated financial statements on March 24, 2016.

 

Calgary, Alberta 
March 16, 2017 Chartered Professional Accountants
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The notes are an integral part of these consolidated financial statements.

Approved by the Board of Trustees

Signed (Bevan May) Signed (Gord Wiebe)
Bevan May Gord M. Wiebe
Trustee Trustee

As at December 31, December 31,
(000’s) Notes 2016 2015

Assets

Current assets

Cash and cash equivalents 10 45,671$ 21,102$

Trade and other receivables 11 12,096 25,677

Inventories 12 35,231 54,781

Prepaid expenses 2,186 2,406

95,184 103,966

Property, plant and equipment 13 40,087 43,639

Deferred tax assets 8 22,625 22,979

Intangibles and other assets 14 1,119 1,049

159,015$ 171,633$

Liabilities and Unitholders' Equity

Current l iabil ities

Trade and other payables 19 12,576$ 16,058$

Derivatives 23(c) 255 255

Provisions 20 1,266 1,059

Deferred revenue 21 3,062 7,166

17,159 24,538

Unitholders' equity

Unitholders' capital 63,854 63,977

Retained earnings 78,002 83,118

141,856 147,095

159,015$ 171,633$
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The notes are an integral part of these consolidated financial statements.

December 31, December 31,

(000's), except per Trust Unit amounts Notes 2016 2015

Revenue 4 125,845$ 192,207$

Cost of sales 5 113,417 164,005

Gross profit 12,428 28,202

Administrative expenses 5 11,855 16,716

Depreciation and amortization 5,13,14 4,806 4,890

(Loss) income from operating activities (4,233) 6,596

Interest (income) expense 7 (178) 63

Impairment loss 96 -

Loss on disposal of property plant and equipment 31 56

Foreign exchange loss (gain) 200 (1,634)

Unrealized foreign exchange loss on forward contract 23(c) 255 255

Net non-operating expense (income) 404 (1,260)

(Loss) income before income tax (4,637) 7,856

Income tax expense (recovery) 8 384 (2,048)

Net (loss) income and comprehensive (loss) income for the year (5,021)$ 9,904$

Basic and diluted (loss) earnings per Trust Unit 16 (0.27)$ 0.53$
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The notes are an integral part of these consolidated financial statements.

(000's) except per Number of Unitholders' Retained Total

Trust Unit amounts Note Trust Units capital earnings equity

December 31, 2014 18,585,344 54,206$ 83,478$ 137,684$

Redemption of trust units 15(b) (78,996) (229) (264) (493)

Distribution to Unitholders 15(c) 1,600 (10,000) (10,000)

Consolidation of units, post distribution (1,600) 10,000 10,000

Net income and comprehensive income - - 9,904 9,904

December 31, 2015 18,506,348 63,977$ 83,118$ 147,095$

Redemption of trust units 15(b) (36,352) (123) (95) (218)

Net loss and comprehensive loss - - (5,021) (5,021)

December 31, 2016 18,469,996 63,854 78,002 141,856
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The notes are an integral part of these consolidated financial statements.

December 31,

(000's) Notes 2016 2015

Cash flows provided by (used in):

Operations:

Net (loss) income for the year (5,021)$ 9,904$

Items not involving the use of cash

Depreciation and amortization 13, 14 4,806 4,890

Loss on sale of property, plant and equipment 31 56

Income tax (recovery) expense 8 354 (2,048)

Valuation allowance on inventory 12 1,239 8,238

Impairment loss 13 96 -

Unrealized loss on forward contract 23(c) 255 255

Unrealized foreign exchange loss (gain) 86 (813)

Change in non-cash working capital:

Trade and other receivables 13,581 19,408

Inventories 18,311 13,192

Prepaid expenses 220 3,019

Trade and other payables (3,482) (8,318)

Warranty provisions 207 8

Derivative (255) 803

Deferred revenue (4,104) (14,745)

Net cash provided by operating activities 26,324 33,849

Investments:

Purchase of property, plant and equipment 13 (1,209) (1,506)

Purchase of intangible assets 14 (277) (199)
Proceeds from sale of property and equipment 35 124

Net cash used in investing activities (1,451) (1,581)

Financing:

Decrease in bank indebtedness - (11,486)

Redemption of Trust Units 15(b) - (400)

Change in working capital 15(b) (218) (93)

Net cash used in financing activities (218) (11,979)

Net increase in cash and cash equivalents 24,655 20,289

Effect of exchange rate fluctuations on cash held (86) 813

Cash and cash equivalents, beginning of the year 21,102 -

Cash and cash equivalents, end of year 45,671$ 21,102$

Supplemental disclosure of operating cash flows

Cash interest received (paid) 178 (63)

December 31,
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1. Reporting Entity

Foremost Income Fund (the “Fund”) is an unincorporated, open-ended unit trust established by a Deed of Trust under

the laws of the Province of Alberta dated November 12, 2005 and as amended and restated December 15, 2011. The

Amended and Restated Deed of Trust limits 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 Trustees. Consent from the Board of Trustees will be evidenced by a resolution, and any attempt

to do so shall be void without such approval.

The Fund intends, as described within the Deed of Trust, to distribute all of its taxable income and realized capital gains

to the common trust Unitholders (“Unitholders”). As distributions are paid annually, any remaining undistributed taxable

income and realized capital gains will be distributed to the Unitholders of record as at distribution record date in

December of each fiscal year. Distribution of this taxable income can be in the form of cash or additional common Trust

Units (“Trust Units”). Under the terms of the Deed of Trust, if taxable income is distributed in the form of additional Trust

Units, there will be an immediate reconsolidation of the number of Trust Units outstanding. After the consolidation, each

Unitholder will hold the same number of Trust Units as held before the distribution of additional Trust Units.

The Fund conducts its business through three limited partnerships: Foremost Universal LP, Foremost Equipment LP and

Foremost Industries LP. Consistent with the Fund’s focus on customer and market responsiveness, the Fund re-defined

and re-branded its operating segments to clearly reflect the Fund’s two distinct product lines, Foremost Energy Equipment

(“FEE”) and Foremost Mobile Equipment (“FME”). FEE, with its focus on the oil and gas industry, consists of seven

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. FME

manufactures hydrovac trucks and equipment, off-highway large wheeled and tracked vehicles, and equipment for

custom drilling, construction, water wells, and mining sectors. FME maintains a focus on custom built vehicles for its

clientele and serves them through three manufacturing and service locations across Alberta.

2. Basis of Preparation

a. Statement of Compliance

The consolidated financial statements have been prepared in accordance with International Financial Reporting

Standards (“IFRS”) as issued by the IASB.

These consolidated financial statements were authorized for issue by the Board of Trustees on March 16, 2017.

b. Basis of Measurement

These consolidated financial statements have been prepared on the historical cost basis except for the liabilities

relating to cash settled Trust Unit based payment arrangements and derivatives, which are measured at fair value.

c. Functional and Presentation Currency

These consolidated financial statements are presented in Canadian dollars, which is the Fund’s, and all of its

subsidiaries’, functional currency. All financial information presented in Canadian dollars has been rounded to the

nearest thousand except where otherwise stated.
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d. Use of Estimates and Judgments

The preparation of the consolidated financial statements in conformity with IFRS 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:

Revenue recognition – Revenue is based on percentage completion of labour or total costs on cost plus and fixed

fee contracts. This requires management to make estimates on costs and overall percentage complete on a con-

tract by contract basis.

Net realizable value of 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.

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

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. During December

2016 management made changes to the estimates of residual values and the useful life of certain classes of prop-

erty, plant and equipment. These revisions were accounted for prospectively as a change in accounting estimate

and as a result the depreciation charges for the current financial year end have increased by an immaterial

amount.

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:

Revenue recognition – Revenue is based on percentage completion of labour or total cost on cost plus and fixed

fee contracts. This requires management to make judgments and assumptions on both total costs and overall

percentage complete on a contract by contract basis as well as whether the contract is in a loss position.

Property, plant and equipment, intangible assets and other assets – Impairment assessments on property, plant

and equipment, intangible assets and other assets are completed annually, at a minimum, and are based on the

estimates and judgments of management on the indicators of impairment along with the useful lives of the assets,

including residual values. Judgment is also applied in determining the cash generating units for which the
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property, plant and equipment, intangible assets and other assets reside.

Deferred tax asset – The deferred tax asset is based on management’s estimate on the probability of using future

tax pools.

3. Significant Accounting Policies

The accounting policies set out below have been applied consistently to all periods presented in these consolidated

financial statements:

a. Basis of Consolidation

Intra-Fund balances and transactions, and any unrealized income and expenses arising from intra-Fund transactions,

are eliminated in preparing the consolidated financial statements.

b. Foreign Currency Transactions

Monetary assets and liabilities, denominated in foreign currencies, at the reporting date, are translated to Canadian

dollars at the exchange rate at that date. Any resulting gain or loss is recognized in net income (loss). Non-monetary

assets and liabilities arising from transactions denominated in foreign currencies are translated into Canadian dollars

based on the exchange rates at the date of the transaction.

c. Financial Instruments

The Fund’s financial assets and liabilities are classified into the following categories:

Classification Measurement

Cash and cash equivalents Loans and receivables Amortized cost

Trade and other receivables Loans and receivables Amortized cost

Derivatives Fair value through profit or loss Fair value

Trade and other payables Financial l iabil ities Amortized cost

The Fund has not classified any of its financial assets as held-to-maturity.

i. Non-derivative Financial Assets

The Fund initially recognizes loans and receivables on the date that they are originated.

The Fund derecognizes a financial asset when the contractual rights to the cash flows from the asset expire, or it

transfers the right to receive the contractual cash flows on the financial assets in a transaction in which

substantially all the risks and rewards of ownership of the financial asset are transferred. Any interest in

transferred financial assets that is created or retained by the Fund is recognized as a separate asset or liability.

Financial assets and liabilities are offset and the net amount presented in the consolidated statement of financial

position when, and only when, the Fund has legal right to offset the amounts and intends either to settle on a net

basis or to realize the asset and settle the liability simultaneously.
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Loans and Receivables

Loans and receivables are financial assets with fixed or determinable payments that are not quoted in an active

market. Such assets are recognized initially at fair value plus any directly attributable transaction costs. Subsequent

to initial recognition, loans and receivables are measured at amortized cost using the effective interest method,

less any impairment losses.

ii. Trust Unit Capital

Trust Units are classified as equity. Incremental costs directly attributable to the issue of Trust Units and Trust Unit

options are recognized in profit and loss.

iii. Non-derivative Financial Liabilities

Financial liabilities are recognized initially on the date at which the Fund becomes a party to the contractual

provisions or the instrument. The Fund derecognizes a financial liability when its contractual obligations are

discharged, cancelled or expire. Financial assets and liabilities are offset and the net amount presented in the

statement of financial position when, and only when, the Fund has a legal right to offset the amounts and intends

either to settle on a net basis or to realize the asset and settle the liability simultaneously. Financial liabilities are

recognized initially at fair value plus any directly attributable transaction costs. Subsequent to initial recognition

these financial liabilities are measured at amortized cost using the effective interest method.

Financial Liabilities at Fair Value through Profit or Loss

A financial liability is classified at fair value through profit or loss (“FVTPL”) if it is classified as held for trading or

designated as such upon initial recognition. Financial liabilities are designated at FVTPL if the Fund manages such

investments and makes purchase and sale decisions based on their fair value in accordance with the Fund’s risk

management or investment strategy. Upon initial recognition, attributable transaction costs are recognized in

profit or loss as incurred. Financial liabilities at FVTPL are measured at fair value with any resulting changes being

recognized in profit or loss.

d. Inventories

Raw materials for manufacturing purposes and repair parts are valued at the lower of cost or net realizable value.

Cost is determined on a first-in, first-out basis and includes expenditures incurred in acquiring the inventories,

production or conversion costs and other costs incurred in bringing them to their existing location and condition. In

the case of manufactured inventories and work in progress, cost includes an appropriate share of production

overheads based on normal operating capacity. Net realizable value is the estimated selling price in the ordinary

course of business less any estimated costs necessary to make the sale.

Work in progress related to capital equipment contract sales is determined using the percentage-of-completion

method and includes material, labour and manufacturing overhead, and is recorded net of related deferred revenue

on a contract by contract basis. Finished goods are also valued at the lower of cost or net realizable value.

e. Property, Plant and Equipment

Property, plant and equipment is measured at cost less accumulated depreciation and accumulated impairment

losses. Cost includes expenditures that are directly attributable to the acquisition of the asset. Gains and losses on
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disposal of an item are determined by comparing the proceeds from disposal with the carrying amount of property,

plant and equipment, and are recognized in profit or loss.

Depreciation is calculated using the depreciable amount, which is the cost of an asset less its residual value, on a

straight line basis. Significant components of individual assets are assessed, and if a component has a useful life that

is different from the remainder of that asset, then that component is depreciated separately. Depreciation is

recognized in profit or loss on a straight-line basis over the estimated useful lives of each part of an item of property,

plant and equipment. Leased assets are depreciated over the shorter of the lease term or their useful lives unless it

is reasonably certain that the Fund will obtain ownership by the end of the lease term. Land and land improvements

are not depreciated.

The estimated useful life, residual values, and depreciation method for each class of property, plant and equipment

are reviewed at each reporting date and adjusted if appropriate. The estimated useful lives of the various assets are

as follows:

Buildings and Improvements 25 years

Equipment 3-25 years

Rental equipment 3-7 years

f. Intangible Assets (other than goodwill)

Included in intangible assets are costs relating to non-compete agreements, patents, rights, licenses and other assets.

These assets are carried at cost less accumulated amortization and are amortized on a straight line basis over their

useful lives of three to fifteen years. Subsequent expenditure is capitalized only when it increases the future economic

benefits embodied in the specific asset to which it relates. All other expenditures are recognized in profit or loss as

incurred. The estimated useful life and amortization method are reviewed annually.

g. Goodwill

For measurement of goodwill at initial recognition, see note 3(r). Following initial recognition, goodwill is measured

at cost less any accumulated impairment losses. Goodwill is reviewed for impairment annually or more frequently if

events or changes in circumstances indicate that the carrying value may be impaired. Impairment is determined by

assessing the recoverable amount of the cash-generating unit to which the goodwill relates. Where the recoverable

amount of the cash-generating unit is less than the carrying amount, an impairment loss is recognized.

h. Impairment

The Fund’s assets, specifically intangibles and property, plant and equipment, are assessed at each reporting date to

determine whether there is objective evidence of impairment indicators. If evidence indicates that impairment has

occurred the assets are tested for recoverability. For goodwill, the recoverable amount is estimated each year at the

same time.

An impairment loss is recognized for the amount by which the asset’s carrying amount exceeds its recoverable

amount. The recoverable amount of an asset or cash-generating unit (“CGU’) is the greater of its value in use and its

fair value less costs to sell. In assessing value in use, the estimated future cash flows are discounted to their present



FOREMOST INCOME FUND
Notes to the Consolidated Financial Statements

For the years ended December 31, 2016 and 2015

10

Foremost Income Fund | December 31, 2016

value using a pre-tax discount rate that reflects current market assessments of the time value of money and the risks

specific to the asset or CGU. For the purpose of impairment testing, assets that cannot be tested individually are

grouped together into the smallest group of assets that generates cash inflows from continuing use that are largely

independent of the cash inflows of other assets or groups of assets CGU.

i. Income Taxes

Income tax expense comprises current and deferred tax. Current tax and deferred tax is recognized in profit or loss

except to the extent that it relates to a business combination, or items recognized directly in equity or in other

comprehensive income (loss).

Current tax is the expected tax payable or receivable on the taxable income or loss for the period, using tax rates

enacted or substantively enacted at the reporting date, and any adjustment to tax payable in respect of previous

years. Current tax payable is reduced for any tax reduction associated with the declaration of distributions.

Deferred tax is recognized in respect of temporary differences between the carrying amounts of assets and liabilities

for financial reporting purposes and the amounts used for taxation purposes. Deferred tax is measured at the tax

rates that are expected to be applied to temporary differences when they reverse, based on the laws that have been

enacted or substantively enacted by the reporting date. Deferred tax is not recognized for:

- Temporary differences on the initial recognition of assets or liabilities in a transaction that is not a business

combination and that affects neither accounting nor taxable profit or loss;

- Temporary differences related to investments in subsidiaries to the extent that the group is able to control

the timing of the reversal of the temporary differences and it is probable that they will not reverse in the

foreseeable future; and

- Taxable temporary differences arising on the initial recognition of goodwill.

Deferred tax assets and liabilities are offset if there is a legally enforceable right to offset current tax liabilities and

assets, and they relate to income taxes levied by the same tax authority on the same taxable entity, or on different

tax entities, but they intend to settle current tax liabilities and assets on a net basis or their tax assets and liabilities

will be realized simultaneously.

A deferred tax asset is recognized for unused tax losses, tax credits and deductible temporary differences, to the

extent that it is probable that future taxable profits will be available against which they can be utilized. Deferred tax

assets are reviewed at each reporting date and are reduced to the extent that it is no longer probable that the related

tax benefit will be realized.
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j. Trust Unit Based Compensation

The fair value of the amount payable to employees in respect of the Trust Unit Option Plan, which is classified as a

liability, is recognized as an expense with a corresponding increase in liabilities, over the period that the recipients

unconditionally become entitled to payments. The liability is re-measured at each reporting date and at settlement

date based on the amount of the Trust Unit Options. Any changes in the fair value of the liability are recognized in

profit or loss.

k. Provisions
A provision is recognized if, as a result of a past event, the Fund has a present legal or constructive obligation that can

be estimated reliably, and it is probable that an outflow of economic benefits will be required to settle the obligation.

Provisions are determined by discounting the expected future cash flows at a pre-tax rate that reflects current market

assessments of the time value of money and the risks specific to the liability. The Fund provides for future warranty

costs on a product by product basis at the time the products are sold.

l. Revenue Recognition

Revenue comprises the fair value of the consideration received or receivable for the sale of goods and services in the

ordinary course of the Fund’s activities. Revenue is shown net of rebates and discounts and after eliminating sales

within the Fund. The Fund recognizes revenue when the amount of revenue can be reliably measured, it is probable

that future economic benefits will flow to the entity and when specific criteria have been met for each of the Fund’s

activities as described below. The Fund’s principal sources of revenue and recognition of these revenues for financial

statement purposes are as follows:

i. Construction Contracts

The Fund uses the percentage-of-completion method in recognizing revenue for capital equipment contract sales

currently being manufactured and which are at various stages of completion. Contract revenue includes the initial

amount agreed in the contract plus any variations in contract work, claims and incentive payments, to the extent

that it is probable that they will result in revenue and can be measured reliably. As soon as the outcome of a

construction contract can be estimated reliably, contract revenue is recognized in profit or loss in proportion to

the stage of completion of the contract. Contract expenses are recognized as incurred unless they create an asset

related to future contract activity.

The stage of completion is assessed based on the lower percentage of completion of labour or costs. This requires

management to make estimates on total costs and labour, and overall percentage complete on a contract by

contract basis. When the outcome of a construction contract cannot be estimated reliably, contract revenue is

recognized only to the extent of contract costs incurred that are likely to be recoverable. An expected loss on a

contract is recognized immediately in profit or loss.

Construction work in progress represents the gross unbilled amount expected to be collected from customers for

contract work performed to date. It is measured at cost plus profit recognized to date less progress billings and

recognized losses. Cost includes all expenditures related directly to specific projects and an allocation of fixed and

variable overheads incurred in the Fund’s contract activities based on normal operating capacity.
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Construction work in progress is presented as part of revenue in excess of billings, which is a component of

inventory, in the consolidated statement of financial position for all contracts in which costs incurred plus

recognized profits exceed progress billings. If progress billings exceed costs incurred plus recognized profits, then

the difference is presented as deferred revenue in the consolidated statement of financial position.

The accuracy of the Fund’s revenue and profit recognition in a given period is dependent, in part, on the accuracy

of its estimates of the cost to complete on cost plus and fixed fee contracts. The Fund’s cost estimates are based

upon a detailed approach, using inputs such as labor and equipment hours, detailed drawings and material lists.

These estimates are reviewed and updated monthly. However, major changes in cost estimates can have a

significant effect on revenue and profit recognition. Profit margin estimates for a project may either increase or

decrease to some extent from the amount that was originally estimated at the time of the related bid. With many

projects of varying levels of complexity and size in process at any given time, changes in estimates can offset each

other without materially impacting profitability. Major changes in cost estimates, particularly in larger, more

complex projects, can have a significant effect on profitability.

ii. Goods Sold

Revenue from manufacturing and product sales is recognized when the products are shipped to the customer. This

occurs when persuasive evidence exists, usually in the form of an executed sales agreement, that the significant

risks and rewards of ownership have been transferred to the buyer, recovery of the consideration is probable, the

associated costs and possible return of goods can be estimated reliably, there is no continuing management

involvement with the goods, and the amount of revenue can be measured reliably. If it is probable that discounts

will be granted and the amount can be measured reliably, then the discount is recognized as a reduction of revenue

as the sales are recognized. Both the Foremost Industries and Foremost Universal segment undertake transactions

that are in the form of bill and hold transactions. These are transactions in which delivery is delayed at the buyer’s

request but the buyer takes title and accepts billing. For these transactions revenue is recognized when the buyer

assumes title, provided it is probable that delivery will be made and the item is on hand, identified and ready for

delivery to the buyer at the time the sale is recognized. Further, the Fund ensures that the buyer specifically

acknowledges the deferred delivery instructions and that usual payment terms apply to the transaction.

iii. Rental Services

Revenues from the rental of equipment or facilities are recognized in accordance with the terms of the rental

agreement on a monthly basis over the contracts specified timeframe.

m. Earnings per Trust Unit

The Fund presents basic and diluted earnings per Trust Unit (“EPTU”). Basic EPTU is calculated by dividing the profit

or loss attributable to Unitholders’ of the Fund by the weighted average number of Trust Units outstanding during the

year. Diluted EPTU is determined by adjusting the weighted average number of ordinary units outstanding and for the

effects of all dilutive potential Trust Units, comprised of Trust Unit options granted to recipients.
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n. Segment Reporting

An operating segment is a component of the Fund that engages in business activities from which it may earn revenues

and incur expenses, including revenues and expenses that relate to transactions with any of the Fund’s other

components. All operating segment results are reviewed regularly by the Fund’s Chief Executive Officer (“CEO”) to

make decisions about resources to be allocated to the segment and assess its performance. Segment results that are

reported to the CEO include items directly attributable to a segment as well as those that can be allocated on a

reasonable basis. Segment capital expenditure is the total cost incurred during the period to acquire property, plant

and equipment, and intangible assets other than goodwill.

o. Leases

Leases which transfer substantially all the benefits and risk of ownership of the asset are recognized as finance leases. The

asset is capitalized at the commencement of the lease at an amount equal to the lower of its fair value and the present value

of the minimum lease payments. The asset is depreciated on a basis consistent with similar owned assets. The related lease

obligation is recorded on the consolidated statement of financial position. The interest element of the lease payments is

charged to finance costs over the term of the lease.

Leases in which a significant portion of the risks and rewards of ownership are retained by the lessor are classified as

operating leases. Payments required under operating leases are charged to profit or loss on a straight line basis over the

life of the lease. Lease incentives received are recognized as an integral part of the total lease expense, over the term of the

lease.

p. Short-Term Employee Benefits

Short-term employee benefit obligations are measured on an undiscounted basis and are expensed as the related service

is provided. A liability is recognized for the amount expected to be paid under short-term cash bonus or profit sharing plans

if the Fund has a present legal or constructive obligation to pay this amount as a result of past service provided by the

employee, and the obligation can be estimated reliably.

q. Finance Costs

Finance costs comprise interest expense on borrowing, interest income on investments, loss or gain on disposal of property,

plant and equipment, impairment loss and foreign exchange loss. Borrowing costs that are not directly attributable to an

acquisition, construction or production of a qualifying asset are recognized in profit or loss. Gains or losses recognized on

the sale or disposal of property, plant and equipment are reported on a net basis. Foreign currency gains and losses on

financial assets and liabilities are reported on a net basis as either finance income or finance costs depending on whether

foreign currency movements are in a net gain or net loss position.

r. Business Combination

The Fund applies the acquisition method to account for business combinations. The Fund measures goodwill as the

fair value of the consideration less the net recognized amount (generally fair value) of the identifiable assets acquired

and liabilities assumed, all measured as of the acquisition date. When the excess is negative, a bargain purchase gain

is recognized immediately in profit or loss. The Fund elects on a transaction-by-transaction basis whether to measure
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non-controlling interest at its fair value, or at its proportionate share of the recognized amount of the identifiable net

assets, at the acquisition date. Transaction costs, other than those associated with the issue of debt or equity

securities, that the Fund incurs in connection with a business combination are expensed as incurred.

s. New Standards and Interpretations not yet adopted

Certain new standards and amendments to standards and interpretations are effective in future periods and have not been

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

determine the impact on the Fund’s consolidated financial statements.

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, 2018,

with early adoption permitted under IFRS. The Fund is currently evaluating the impact of adopting IFRS 15 and is in the

scoping phase of implementation.

IFRS 16 – Leases, a new standard on lease accounting that results in substantially all lessee leases being recorded on the

consolidated statement of financial position. This standard is effective January 1, 2019 and early adoption is permitted.

Adopting IFRS 16 is not expected to have a material impact on the Fund’s consolidated financial statements.

IFRS 9 - Financial Instruments, is effective January 1, 2018 and is available for early adoption. The new standard is a

single financial instrument accounting standard addressing: classification and measurement (Phase I), impairment

(Phase II) and hedge accounting (Phase III).

4. Revenue

December 31, December 31,

(000's) 2016 2015

Manufacturing and Construction 106,304$ 166,578$

Rendering of Services 2,191 2,843

Parts 15,968 20,468

Rentals 1,382 2,318

125,845$ 192,207$

At December 31, 2016, the Fund has deferred revenue of $3.1 million (2015 - $7.2 million), which represents customer

deposits in excess of recognized revenue.
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5. Operating Costs

The Fund`s operating costs, by nature of expense are:

6. Personnel Expense

December 31, December 31,

(000's) 2016 2015

Personnel 32,670$ 49,921$

Equipment 1,961 2,442

Raw material, finished goods, and consumables used 79,548 114,649

Depreciation and amortization 4,806 4,890

General and administrative 5,025 7,293

Occupancy 6,068 6,416
130,078$ 185,611$

Operating costs included in:

December 31, December 31,

(000's) 2016 2015

Cost of sales 113,417$ 164,005$

Administrative expenses 11,855 16,716

Depreciation and amortization 4,806 4,890

130,078$ 185,611$

December 31, December 31,

(000's) 2016 2015

Wages and Salaries 25,837$ 38,768$

Contractor costs 3,357 5,268

Canada Pension Plan (CPP) and Employment Insurance (EI) remittances 1,752 2,496

Contributions to defined contribution plans 151 583

Long term retention - 175

Trust unit option compensation 7 -

Group benefit plans 1,204 2,028

Workers Compensation 362 603

32,670$ 49,921$

Personnel costs included in:

December 31, December 31,

(000's) 2016 2015

Cost of sales 25,840$ 40,499$

Administrative expenses 6,830 9,422

32,670$ 49,921$
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7. Interest (Income) Expense

December 31, December 31,

(000's) 2016 2015

Interest income (178)$ (26)$

Interest expense - 89

(178)$ 63$

8. Income Tax (Recovery) Expense

The Fund is an open-ended unit trust and is subject to tax on any Canadian taxable income not allocated to Unitholders.

As a result of the voluntary delisting by the Fund effective December 15, 2010, the Fund is no longer a Specified

Investment Flow-Through (“SIFT”) Trust and is therefore no longer subject to the SIFT tax legislation that passed in Bill C-

52 in June 2007. The SIFT legislation otherwise provided that the Fund would be subject to a tax on distributions. Under

the new status for the non-listed Fund, distributions remain deductible and the SIFT distribution tax does not apply.

Management intends that the Fund will distribute taxable income to the Unitholders to eliminate any taxable income in

the Fund.

(000's) 2016 2015
Current tax 30$ -$
Deferred Tax Expense
Origination and reversal of temporary differences 354 (2,048)

384$ (2,048)$

Total Income Tax (Recovery) Expense 384$ (2,048)$

The following is a reconciliation of income taxes, calculated at the combined federal and provincial income tax rate, to

the income tax provision included in the consolidated statements of net (loss) income and comprehensive (loss) income.

(000's) 2016 2015

Income from operations before taxes (4,637)$ 7,856$

Statutory rate 48.0% 48.0%

Expected income tax provision (2,226) 3,771

Add (deduct):

Income distributed to Unitholders - (4,800)

Changes in deferred tax assets not recognized 2,595 3,429

Expenses not deductible for tax 32 47

Impairment 45 -

Impact of rate increase - (4,859)

Other (92) 364

Deferred income tax (recovery) expense 354$ (2,048)$
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Unrecognized deferred tax assets

Deferred tax assets have not been recognized in respect of the following deductible temporary differences:

As at: December 31, December 31,

(000's) 2016 2015

Cumulative el igible capital pools 63,975$ 59,534$

Property, plant and equipment 147 125

Losses carried forward 11,937 12,644

76,059$ 72,303$

The tax losses expire between 2017 and 2034. Deferred tax assets have not been recognized in respect of these items

because it is not probable that future taxable profit will be available against which the Fund can utilize the benefits.

Recognized deferred tax assets and liabilities

Deferred tax assets and liabilities are attributable to the following:

(000's) Assets Liabil ities Net

Property, plant and equipment 16,634$ -$ 16,634$

Goodwill and intangibles 1,850 - 1,850

Provisions 2,926 - 2,926

Losses carried forward 1,215 - 1,215

Tax assets 22,625$ -$ 22,625$

(000's) Assets Liabil ities Net

Property, plant and equipment 15,326$ -$ 15,326$

Goodwill and intangibles 4,465 - 4,465

Provisions 2,378 - 2,378

Losses carried forward 810 - 810

Tax assets 22,979$ -$ 22,979$

December 31, 2016

December 31, 2015
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Movement in temporary differences during the year

(000's)

Balance

December 31,

2015

Recognized in

Net Income

(loss)

Balance

December 31,

2016

Property, plant and equipment 15,326$ 1,308$ 16,634$

Goodwill and intangibles 4,465 (2,615) 1,850

Provisions 2,378 548 2,926

Losses carried forward 810 405 1,215

Tax (assets) l iabil i tes 22,979$ (354)$ 22,625$

9. Operating Segments

The Fund has two reportable business segments, as described below, each of which are the Fund’s strategic business

units. The strategic business units offer different products and services within the oil and natural gas industry. For each

of the strategic business units, the Fund’s CEO reviews internal management reports on a monthly basis. The following

summary describes the operations in each of the Fund’s reportable segments:

• Foremost Mobile Equipment - FME designs, manufactures, sells and services drilling equipment, heavy all-terrain

vehicles, hydrovac equipment and related parts and tooling.

• Foremost Energy Equipment - FEE designs, manufactures, sells and services oil treating systems, pressure vessels, fluid

storage tanks, gas separators, steam generators and compression equipment.

• Corporate – administrative expenses incurred at the Fund level and within Foremost Financial Ltd.

The accounting policies of the reportable segments are the same as described in notes 2 and 3.

Information regarding the results of each reportable segment is included below. Performance is measured based on

segment profit before income tax and earnings before interest, tax, depreciation and amortization (“EBITDA”), as included

in the internal management reports that are reviewed by the Fund’s CEO and CFO. Segment profit is used to measure

performance as management believes that such information is the most relevant in evaluating the results of certain

segments relative to other entities that operate within these industries. Transfer pricing is based on third-party rates.
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Reportable Segments – Foremost Energy Equipment and Foremost Mobile Equipment

(000's)

For the year ended December 31, 2016 2015 2016 2015 2016 2015 2016 2015

Revenue 66,195 109,440 59,650 82,767 - - 125,845$ 192,207$

Cost of sales 60,361 97,149 53,056 66,856 - - 113,417 164,005

Gross profit 5,834 12,291 6,594 15,911 - - 12,428 28,202

Administrative expenses 5,737 8,163 5,382 7,977 736 576 11,855 16,716

Depreciation and amortization 3,293 3,751 1,513 1,139 - - 4,806 4,890

Net (loss) income from operating activities (3,196) 377 (301) 6,795 (736) (576) (4,233) 6,596

Interest (income) expense - 62 19 1 (197) - (178) 63

Impairment loss - - 96 - - - 96 -

(Gain)/loss on disposal of property, plant and equipment (14) 44 45 12 - - 31 56

Foreign exchange (gain) loss (46) 21 246 (1,655) - - 200 (1,634)

Foreign exchange loss on forward contract - - 255 255 - - 255 255

Net financing (recovery) expense (60) 127 661 (1,387) (197) - 404 (1,260)

(Loss) income before tax (3,136) 250 (962) 8,182 (539) (576) (4,637) 7,856

Income tax expense (recovery) 2,401 (1,175) (2,278) (873) 261 - 384 (2,048)

Net (loss) income and comprehensive (loss) income (5,537)$ 1,425$ 1,316$ 9,055$ (800)$ (576)$ (5,021)$ 9,904$

Reportable segment assets 67,423$ 109,273$ 45,196$ 62,355$ 46,396$ 5$ 159,015$ 171,633$

Capital expenditures 674$ 1,201$ 535$ 305$ -$ -$ 1,209$ 1,506$

Reportable segment liabil ities 8,013$ 11,561$ 8,094$ 12,153$ 1,052$ 824$ 17,159$ 24,538$

Foremost Energy

Equipment

Foremost Mobile

Equipment Corporate Total
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Geographic Segments

For the year ended December 31 the Fund had revenues and non-current assets in the following jurisdictions:

(000's) For the year ended December 31, 2016 2015

Canada 92,928$ 133,735$

United States 24,647 44,833

International 8,270 13,639

Total 125,845$ 192,207$

(000's) Non-current assets at December 31, 2016 2015

Canada 63,365$ 67,180$

United States 438 454

International 28 33

Total 63,831$ 67,667$

Major Customers

For the year ended December 31, 2016, the Fund had one customer who accounted for 11.7% of revenue. During 2015,

one customer represented 10.1% of revenue.

Within the FEE segment, two customers accounted for 36.2% of revenue in 2016 and no one customer accounted for

more than 10% of segment revenues in 2015.

Within the FME segment, one customer accounted for 15.3% of revenues in 2016. In 2015, one customer accounted for

23.4% of revenue.

10. Cash and Cash Equivalents

At December 31, 2016, the Fund held short term deposits totalling $30.3 million (2015 – $5.0 million) at rates of 1.43%

and 1.55%.

As at: December 31, December 31,

(000's) 2016 2015

Bank balances 15,334$ 16,094$

Short term investments 30,337 5,008

45,671$ 21,102$
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11. Trade and Other Receivables

As at: December 31, December 31,

(000's) 2016 2015

Trade receivables 11,630$ 25,350$

Other receivables 466 327

12,096$ 25,677$

12. Inventories

In 2016, the net write-down of inventories to net realizable value amounted to $1.2 million (2015 - $8.2 million). The

write-downs are included in cost of sales.

In 2016, raw materials, changes in finished goods and work in progress recognized in cost of sales amounted to $103.3

million (2015 - $149.3 million).

Inventory

As at: December 31, December 31,

(000's) 2016 2015

Raw materials and consumables 19,684 26,587

Work in progress 11,665 18,012

Finished goods 3,882 10,182

35,231$ 54,781$

Work in progress and unbilled amounts

As at: December 31, December 31,

(000's) 2016 2015

Unbilled amounts on construction work in progress 7,728 10,933

Work in progress related to capital equipment 3,937 7,079

Total work in progress 11,665$ 18,012$

Valuation Allowances

As at: December 31, December 31,

(000's) 2016 2015

Raw materials and consumables (15,053) (13,245)

Work in progress (153) (153)

Finished goods (5,560) (6,129)

(20,766)$ (19,527)$
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Contracts in progress:

December 31, December 31,

(000's) 2016 2015

Construction costs incurred plus recognized profits less recognized losses to date 35,103$ 55,481$

Less: progress bil l ings (30,437) (51,714)

Total net contract position 4,666$ 3,767

Recognized and included in the consolidated statements of financial position:

December 31, December 31,

(000's) 2016 2015

Costs in excess of bil l ings - construction contracts 7,728$ 10,933$

Contract advances and unearned income - construction contracts (3,062) (7,166)

Total net contract position 4,666$ 3,767
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13. Property, Plant and Equipment

Impairment Analysis

During 2016, due to weak financial performance of certain CGU’s along with a projected low sales volumes, the Fund

tested for impairment. The recoverable amount of the CGU’s as at December 31, 2016 was determined based on a fair

value less costs to sell calculation, which uses discounted cash flow projections based on a five year forecast. The fair

value measurement was categorized as a level 3 fair value based on the inputs in the valuation techniques used.

In accordance with its accounting policy, the Fund conducts impairment tests at the end of each year, or more often

should circumstances indicate potential impairment. Following the closure of a manufacturing facility within the Fore-

most Mobile segment and a corresponding reduction in the estimated fair value of the business unit, an impairment test

was performed at December 31, 2016 resulting in a recognized impairment loss of $96.

The recoverable amount was based on an estimate of fair market value, which was determined to be nil based on the

specific asset.

Cost (000's)

Land and

Buildings Equipment

Rental

Equipment Total

Balance at December 31, 2014 62,240$ $ 32,105 $ 855 $ 95,200

Additions 155 1,351 1,506

Disposals - (388) (80) (468)

Balance at December 31, 2015 62,395$ 33,068$ 775$ 96,238$

Additions 2 1,167 40 1,209

Disposals (184) (1,796) (23) (2,003)

Balance at December 31, 2016 62,213$ 32,439$ 792$ 95,444$

Accumulated depreciation and impairment losses (000's)

Land and

Buildings Equipment

Rental

Equipment Total

Balance at December 31, 2014 25,660$ $ 22,358 $ 152 $ 48,170

Depreciation for the year 1,903 2,706 106 4,715

Disposals - (278) (8) (286)

Balance at December 31, 2015 27,563$ 24,786$ 250$ 52,599$

Depreciation for the year 1,982 2,506 111 4,599

Impairment loss 96 - - 96

Disposals (170) (1,756) (11) (1,937)

Balance at December 31, 2016 29,471$ 25,536$ 350$ 55,357$

Carrying Amount (000's)

Land and

Buildings Equipment

Rental

Equipment Total

December 31, 2015 34,832$ 8,282$ 525$ 43,639$

December 31, 2016 32,742$ 6,903$ 442$ 40,087$
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14. Intangible and Other Assets

Cost or deemed cost (000's)

Other

assets

Patents, rights

and licenses

Non-compete

agreements
Total

Balance at December 31, 2014 631$ $ 2,187 $ 50 $ 2,868
Additions 199 - - 199
Disposal (350) - - (350)
Balance at December 31, 2015 480$ 2,187$ 50$ 2,717$
Additions 277 - - 277
Disposal (63) (140) - (203)
Balance at December 31, 2016 694$ 2,047$ 50$ 2,791$

Accumulated amortization and impairment losses

(000's)

Other

assets

Patents,

rights and

licenses

Non-compete

agreements
Total

Balance at December 31, 2014 $ 449 $ 1,382 $ 14 $ 1,845
Disposals (350) - - (350)
Amortization for the year 35 125 13 173
Balance at December 31, 2015 $ 134 $ 1,507 $ 27 $ 1,668
Disposals (63) (140) $ - (203)

Amortization for the year 66 128 13 207
Balance at December 31, 2016 137$ 1,495$ 40$ 1,672$

Carrying Amount (000's)

Other

assets

Patents,

rights and

licenses

Non-compete

agreements
Total

December 31, 2015 346$ 680$ 23$ 1,049$
December 31, 2016 557$ 552$ 10$ 1,119$

15. Unitholders’ Equity

a. Unitholders’ capital

The Fund is authorized to issue an unlimited number of Trust Units and an unlimited number of special voting units.

Special voting units may be issued upon Trustee resolution. These special voting units entitle the holders thereof to

such number of votes as prescribed by the resolution. These special voting units do not entitle the holder to

participate in any distributions from the Fund or beneficial interest in any assets of the Fund.

b. Redemption of Trust Units

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. The Unitholder is entitled to receive a cash redemption price equal to the tangible book value, plus or

minus 10%. The redemption price is set at the discretion of the Board of Trustees. From February 1, 2015 to December

31, 2016 the Trustees exercised their discretion and reduced the monthly limit for cash distributions from $1.5 million

per month to $0.00. Units redeemed during this time have been issued unsecured promissory notes at a value equal
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to the redemption price at the time of redemption. These notes are for a term of three years and bear non-

compounding interest at 3% per annum. For the year ended December 31, 2016, there was a promissory note and

interest payable balance of $780 (2015 - $544), which is included in the trade and other payables account on the

consolidated statement of financial position.

Unitholders are limited in their 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

Trustees. Consent from the Board of Trustees will be evidenced by a resolution, and any attempt to do so shall be void

without such approval.

During the twelve month period ended December 31, 2016, there were 36,352 (2015 – 78,996) Trust Units redeemed

for notes payable of $218 (2015 - $93) and proceeds of $400 during 2015. As of December 31, 2016, the stated

redemption price was $5.90 per unit.

c. Trust Unit Distributions

The Fund intends to distribute taxable income on an annual basis via a special or cash distribution at the discretion of

the Trustees. On December 15, 2016, the Fund announced no distribution will be made for the 2016 fiscal year as a

result of nil Distributable Cash Flow, Income of the Fund or Net Realized Capital Gains.

In 2015, the Fund made a special non-cash distribution of $0.54 per unit, resulting in a distribution of 1.6 million units.

Immediately following the distribution the number of outstanding trust units were consolidated, such that each

unitholder held the same number of trust units as before the distribution.

16. Earnings (loss) per Trust Unit

Earnings (loss) per Trust Unit are calculated using the weighted-average number of Trust Units outstanding. The recon-

ciliation of the denominators used to determine the basic earnings per Trust Unit and diluted earnings per Trust Unit is

below:

For the year ended December 31, 2016 2015
Basic and diluted weighted-average trust units 18,492,382 18,506,348

Net (loss) income and comprehensive (loss) income for the year (000's) (5,021)$ 9,904$
Basic and diluted earnings (loss) per share (0.27)$ 0.53$
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17. Trust Unit Based Compensation Plan

In June 2008, the Unitholders approved an amended and restated unit option plan. The Fund received regulatory

approval to reserve 2,123,013 unit options under the amended and restated unit option plan. During 2015, 100,000 unit

options with an exercise price of $5.60 were approved outside of the plan and pursuant to the Trustees discretion under

the Deed of Trust.

The exercise price of each option is $5.60. Options vest annually over three years, on each of the three anniversaries of

the date of grant, and expire one year after the fifth anniversary. At December 31, 2016, 50,000 options had vested (2015

– 16,666).

A summary of the status of the plan and changes during the years then ended is presented below:

Trust Units based compensation expense

The fair value of these unit options is $7 at December 31, 2016 (2015 - nil). For the year ended December 31, 2016, $7

(2015 – nil) was recorded in administrative expenses with an equal amount credited to other payables.

The 2016 weighted average fair value per option of $0.15 was calculated using the Black-Scholes model with the

assumptions being a risk free rate of 2.7%, a forfeiture rate of 0%, an expected option life of five years, a volatility of 4.5%

and a quarterly dividend rate of 4.4%.

18. Credit Facilities

The Fund maintains a credit facility with a major Canadian chartered bank; however, as of December 31, 2016, the Fund

was not using the credit facility. During the second quarter of 2016, the credit facility was revised to base the available

facility on a percentage of specific inventory and eligible accounts receivable, 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 a

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 the Fund had access to $14.3 million of the credit facility as at December 31, 2016.

Weighted Weighted

average average

Unit Option Plan exercise price exercise price

Unit options, beginning of year 100,000 5.60$ - -$

Granted - - 100,000 5.60

Unit options, end of year 100,000 5.60$ 100,000 5.60$

Unit options exercisable, end of year 33,333 5.60$ - -

December 31, 2016 December 31, 2015

Number of

options

Number of

options
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19. Trade and Other Payables

The Fund’s exposure to currency and liquidity risk related to trade and other payables is disclosed in note 23.

20. Provisions

Warranty Provision

The provision for warranties relates mainly to goods sold during the years ended December 31, 2016 and December

31, 2015. The provision is based on estimates made from historical warranty data associated with similar products and

services. In accordance with its contractual obligations the Fund expects to incur most of the liability over the next year.

Facility Lease Provision

Due to the Fund closing a manufacturing facility in 2016, a provision was recognized related to the facility lease commit-

ment. The provision totaled $154 (2015 – nil) and represents the future lease payments that the Fund is obligated to

make under the non-cancellable lease contract less recoveries under a current sub-lease arrangement.

21. Deferred Revenue

Deferred revenue classified as current consists of customer advances for manufacturing and construction work in

progress. Advances for which the related work has not started and billings in excess of costs incurred and recognized

revenue, amounted to $3.1 million at December 31, 2016 (2015 - $7.2 million).

(000's) 2016 2015

Due to related parties $ 62 $ 502

Trade payables 4,727 5,057

Promissory notes payable 780 544

Non-trade payables and accrued expenses 7,007 9,955

Balance at December 31, $ 12,576 $ 16,058

(000's) 2016 2015

Provisions at January 1, $ 1,059 $ 1,051

Provisions made for during the year 282 803

Provisions used during the year (229) (795)

Provision at December 31, $ 1,112 $ 1,059
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22. Fair Values of Financial Instruments

Fair Values versus Carrying Amounts

The fair values of financial assets and liabilities, together with the carrying amounts shown in the consolidated statement

of financial position, are as follows:

Fair Value Hierarchy

The Fund has segregated all financial assets and liabilities that are measured at fair value into the most appropriate level

within the fair value hierarchy based on the inputs used to determine the fair value at the measurement date.

Financial instruments measured at fair value on the consolidated statement of financial position require classification into

one of the following levels of the fair value hierarchy:

• Level 1: quoted prices (unadjusted) in active markets for identical assets or liabilities

• Level 2: inputs other than quoted prices included within Level 1 that are observable for the asset or liability, either

directly (i.e. as prices) or indirectly (i.e. derived from prices)

• Level 3: inputs for the asset or liability that are not based on observable market data (unobservable inputs).

The fair value hierarchy level at which a fair value measurement is categorized is determined on the basis of the lowest

level input that is significant to the fair value measurement in its entirety.

The fair value of the forward contract is measured based on the difference between the contracted rate and the current

forward rate provided from the financial institution. The Fund continues to classify the forward contract as level 2 as the

inputs used in the valuation are observable in the open market.

(000's) As at:

Carrying

Amount Fair Value

Carrying

Amount Fair Value

Assets carried at amortized cost

Cash and cash equivalents 45,671$ 45,671$ 21,102$ 21,102$

Trade and other receivables 12,096 12,096 25,677 25,677

57,767$ 57,767$ 46,779$ 46,779$

(000's)

Carrying

Amount Fair Value

Carrying

Amount Fair Value

Liabil ities carried at fair value

Derivative 255$ 255$ $ 255 $ 255

255$ 255$ 255$ 255$

Liabil ities carried at amortized cost

Trade and other payables 12,576$ 12,576$ 16,058$ 16,058$

12,576$ 12,576$ 16,058$ 16,058$

December 31, 2016 December 31, 2015

December 31, 2016 December 31, 2015
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23. Financial Risk Management Overview

The Fund has exposure to the following risks from its use of financial instruments: credit risk, liquidity risk, and market

risk.

This note presents information about the Fund’s exposure to each of the above risks and the Fund’s objectives, policies

and processes for measuring and managing risk. Further quantitative disclosures are included throughout these

consolidated financial statements.

Risk Management Framework

The Board of Trustees has overall responsibility for the establishment and oversight of the Fund’s risk management

framework. The Fund’s risk management policies are established to identify and analyze the risks faced by the Fund, to

set appropriate risk limits and controls, and to monitor risks and adherence to limits. Risk management policies and

systems are reviewed regularly to reflect changes in market conditions and the Fund’s activities.

a. Credit Risk

Credit risk is the risk of financial loss to the Fund if a customer or counterparty to a financial instrument fails to meet

its contractual obligations, and arises principally from the Fund’s receivables from customers.

Trade and Other Receivables

In the normal course of business, the Fund is exposed to credit risk through its accounts receivable and construction

work in progress from its customers, which operate primarily in the oil and natural gas industry in Canada and the

United States. At December 31, 2016, the Fund had no customers who represented over 10% of accounts receivable

and one customer who represented over 10% of work in progress (2015 – two customers represented over 10% of

accounts receivable and one customer represented over 10% of work in progress).

The Fund has established credit policies and limits, which are applied in the selection of counterparties in which they

are analyzed individually for creditworthiness prior to the Fund’s standard delivery terms being offered. Management

also reviews all receivable balances past due with the objective of identifying matters that could potentially delay the

collection of funds at an early stage.
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The aging of trade and other receivables as follows:

The Fund reviews its trade and other receivables regularly, and estimates of impairments are determined on a cus-

tomer-by-customer evaluation of collectability at each reporting date taking into consideration the following factors:

the length of time the receivable has been outstanding, specific knowledge of each customer’s financial condition and

historical payment behaviour. The impairment allowance accounts in respect of trade and other receivables are used

to record impairment losses unless the Fund is satisfied that no recovery of the amount owing is possible; at that point

the amounts are considered irrecoverable and are written off against the financial asset directly. The movement in

the impairment allowance accounts specific to trade receivables during the year is as follows:

(000's) As at: 2016 2015
Impairment allowance at the beginning of the year $ 1,127 $ 805
Provisions made for during the year 10 703
Provisions used during the year (863) (381)
Impairment allowance at the end of the year $ 274 $ 1,127

b. Liquidity Risk

Liquidity risk is the risk that the Fund will encounter difficulty in meeting the obligations associated with its financial

liabilities that are settled by delivering cash or another financial asset. The Fund’s approach to managing liquidity is to

ensure, as far as possible, that it will always have sufficient liquidity to meet its liabilities when due, under both normal

and stressed conditions, without incurring unacceptable losses or risking damage to the Fund’s reputation.

The Fund manages its liquidity risk through monitoring its capital structure and financial leverage. It also manages

liquidity risk by continuously monitoring actual and projected cash flows to ensure that it will have sufficient liquidity

to meet its liabilities when due. The Fund believes that the current cash balance, forecasted cash flows from operating

activities, along with amounts available under the Credit Facility, will provide sufficient cash requirements to cover

the Fund’s forecasted normal operating and budgeted capital expenditures. In addition, the Fund manages liquidity

risk by monitoring forecasted and actual cash flows, minimizing reliance on any single source of credit, maintaining

sufficient undrawn committed credit facilities and managing the maturity profiles of financial assets and financial

liabilities to minimize refinancing risk.

(000's) As at:

Gross Impairment Gross Impairment

Current 5,767$ -$ $ 13,939 -$

Past due 1 - 30 days 4,559 - 4,300 -

Past due 31-60 days 980 - 5,278 -

Past due 60 days 598 274 2,959 1,127

Total trade receivables 11,904 274 26,476 1,127

Other receivables 466 - 328 -

Total Trade and other receivables $ 12,370 $ 274 $ 26,804 $ 1,127

December 31, 2016 December 31, 2015
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The following are the undiscounted contractual maturities of financial liabilities excluding the impact of netting agree-

ments:

(000's) As at December 31, 2016

Carrying

amount

Contractural

cash flows

1 year or

less 1- 5 years

More than 5

years
Trade and other payables 12,576 12,576 12,576 - -
Provisions 1,266 1,266 1,227 39 -

13,842$ 13,842$ 13,803$ 39$ -

(000's) As at December 31, 2015

Carrying

amount

Contractural

cash flows

1 year or

less 1- 5 years

More than 5

years
Trade and other payables 16,058 16,058 16,058 - -
Provisions 1,059 1,059 1,059 - -

17,117$ 17,117$ 17,117$ - -

c. Market Risk

Fluctuations in foreign currency are a source of market risk for the Fund and 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 in order to reduce exposure. Future cash flows will be impacted by derivative

instruments as foreign exchange rates change over the contract terms. Both contract currency and term will have an

impact on this outcome.

The $0.5 million foreign exchange loss recognized in 2016 is attributable to the effect of the changes in the value of

the Fund’s United States dollar (“USD”) denominated net monetary assets and liabilities and the unrecognized foreign

exchange on forward contracts. The USD denominated monetary assets consist of cash and accounts receivable,

which have decreased as the demand for contracts in USD has reduced.

During the third quarter of 2016, the Fund reassessed risk exposure on sales and purchases contracted with companies

in the United States and denominated in USD. Foremost entered into forward currency exchange contracts with terms

that align with forecasted excess USD currency.

During 2016, the Fund also assessed risk exposure on sales contracted with delivery in Russia and denominated in

Russian Rubles. Due to political tension, the Fund was concerned that exchange values would impact profitability.

Foremost entered into a currency exchange contract to mitigate this risk.

At December 31, 2016, the Fund has three forward contracts in place and has recorded an unrealized loss of $255.
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d. Interest Rate Risk

At the reporting date the risk related to interest rate are limited to the Fund’s interest-bearing credit facility, which

was unused at December 31, 2016.

24. Management of Capital

The Fund’s objectives when managing capital are to safeguard the Fund's ability to continue as a going concern in order

to provide returns to Unitholders' and benefits for other stakeholders, maintain financial liquidity and flexibility in order

to fulfill existing financial obligations, support capital requirements of current operations, pay Trust Unit distributions in

cash and provide capital for accretive acquisitions.

In the definition of capital, the Fund includes Unitholders’ capital, accumulated earnings, long-term debt (including any

current portion), bank indebtedness, cash and cash equivalents and undrawn credit facilities.

The Fund’s financial strategy is designed to maintain a flexible capital structure consistent with the objectives stated

above and to respond to growth opportunities or changes in economic conditions. In order to maintain or adjust its

capital structure, the Fund may issue new Trust Units, redeem Trust Units, repay outstanding debt, issue new debt,

refinance existing debt, acquire or dispose of assets, adjust Trust Unit distribution amounts or the form of payment, or

adjust the amount of cash and short-term investment balances.

The objectives and strategies with respect to capital risk management are established on an annual basis and are

monitored on a quarterly basis, and have been revised to align with the capital requirements stipulated within the Credit

Agreement.

The Fund is not subject to any externally imposed capital requirements. The Fund is subject to certain covenants under

its credit facility and is compliant at December 31, 2016.

Forward contract 2,000 USD 107$ 1.288100 1.341306 March 31, 2017

Forward contract 900 USD 48$ 1.287000 1.340852 April 28, 2017

Forward contract 38,143 RUR 100$ 53.350000 46.711510 April 28, 2017

255$

Term(000's) Notational amount Fair Value Fixed Rate to Sell Forward Rate
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25. Related Parties

Transactions with Key Management Personnel

The Fund defines key management as being the Trustees and executive officers of the Fund, along with senior

management. Certain executive officers have management contracts. Trustees also participated in the Fund’s stock

option plan (see note 17).

Key management personnel compensation comprised:

(000's) For the year ended December 31, 2016 2015
Salaries and benefits 848$ 1,740$
Long term benefits - -

848$ 1,740$

Key Management Personnel and Director Transactions

Trustees and certain senior officers and certain related Unitholders, collectively control 64% of the Trust Units of the

Fund.

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 from time to

time and agreed to by all parties. In both 2015 and 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 year ended December 31, 2016, the total amount invoiced for consulting services through

TOM Capital was $0.8 million (2015 - $1.3 million).

26. Operating Lease Commitments

The Fund leases both office and warehouse space under operating leases and has recognized lease expenses amounting

to $1.1 million in 2016 (2015 - $1.2 million). These expenses are net of sub lease income of $251 (2015 - $202). The

leases run for a period of one to five years. The Fund has sublet office and warehouse space for a minimum of $108 over

the next 12 months. The amounts shown in the above table are presented net of the sublease payments.

(000's) As at December 31, 2016

Contractural

cash flows 1 year or less 1- 5 years

More than 5

years

Operating lease commitments 852 590 262

852$ 590$ 262$ -$


