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Report to Shareholders

We are pleased to report a substantial
improvement in the results for 1986 with earn-
ings before tax of $5272,000 compared to
$3,612,000 in 1985, an increase of 46.0%. Net
earnings in 1986 are $4,389,000, compared to
$3,612, 000, an increase of 21.5%.

The continued growth in the economy in
Central and Eastern Canada more than offset
the slowdown in Western Canada, resultingina
turnover in 1986 of $141,542,000, compared to
$113,419,000 in 1985, an increase of 24.8%.

Effective July 1986, the Company was named
the sole distributor in Saskatchewan and
Alberta for equipment lines manufactured by
Fiatallis. The addition of this franchise, together
with the success of the Komatsu, Hitachi and
Cedarapids franchises necessitates higher
equipment and rental inventory levels and
increased accounts receivable. The required
increase in working capital is partially provided
by the substantial financing plans made availa-
bile from our manufacturers.

We believe the equipment and parts fran-
chises acquired during the past two years place
the Company in a position where it is able to
take advantage of the current economic condi-
tions, enabling it to show continued progress
this year.

In our report last year we stated that the
Board hoped to recommend a dividend for
1986. Although the Company must ensure ade-
quate working capital to fund the planned
growth and has not yet totally recovered the
reduction in the equity base suffered in 1983,
the Directors consider the results justify the
payment of a dividend. A dividend in respect of
1986 of $0.25 per share has been declared to
shareholders of record as at April 15, 1987.

The continued improvement in the Com-
pany's financial performance could not have
been achieved without the dedication and hard
work of our management and staff. On your
behalf, we express our sincere thanks for their
efforts and loyalty.

By Order of the Board

AT

A. C. Richards, Chairman

Hb o>

F. G. Mundy, President

Toronto, 27th March, 1987
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BLACKWOOD HODGE (CANADA) LIMITED

(Under the Canada Business Corporations Act)

Consolidated Balance Sheet

December 31

ASSETS
Current assets:

ACCOUNES reCEIVADIE | .. e it e e e
Instalment and mortgages receivable ....... ... i
Inventories (NOE 2) .. rrr et ittt it i eeiae s
Dueifrom affilialet COMPANY wx s s v s wanss s o s S sl

Total CUrMENt @SSEIS .« it i i e e e e et
Mortgages receivable-due afterone year .............cciiiinnnn..
Instalment receivables-due afterone year ...........ccoviiiinnenn..
Property, plant and equipment (Note 3) .....oviiiviiiiininiinnvenn,

Approved by the Board of Directors
F. G. Mundy, Director

J. G. Torrance, Director

($000)

1986 1985

(Festaled

MHele 12)
$23,185 $ 8842
3,387 1,488
39,111 29,007
20 =
65,713 49,337
1,256 1,467
128 382
12,034 5734
$79,131  $56,920

See Notes to the Consolidated Financial Statements



December 31

I_IABILITIES AND SHAREHOLDERS' EQUITY

Zurrent Liabilities:
Bank indebtedness (NOWeA), wwmin s s v sveersgsin sron stoists awe, s v we
Notes payable (NOWE B) ... ..o vew e nioie cimine soais simss siois sinias sisse ssie sinse sim
Accounts payable and accrued Charges .......ovviiiiniiiiiiiiiiinn,
Taxes other than iNCOME LaXES . ... vvu ittt eiecinenenns
Duie:to:affiliated COMPANIES i ek ves Sins i s st S ams G s fees
Current portion of long-term debt (Note 6) ...t
Deferred (COME TaxXes! . ciis s wr S Do s SO S5 sdi Sis S0

Totalicurrent FabIllIEs! .o civsuin s v smne wrams stam wom ssscs wse s siars v
Notes payable -due after one year (Note 5) ...t
| ong-teimn debtiiNOIEIB) i rcunraisss o s ssmismie srice ot swceraatess i e in
Deferred INCOME TaXES « vttt i iiae s iee et e iiae e s

TOtAl TADINES: s s s cesms o wos srenavrs i Wk SERERs s vus was o

Shareholders’ equity:
Share capital (NOtE 7) oot eees
ADPraisal-SUIRIUS ;i s siei siei dEirainss Sk sk S amERass wais slal S5 »
Retained @amMiNgS . ..ottt ittt e

Tatal Shareholders: equtys auism et selaie sarals e am i Des

($000)

1986 1985
(Restated
Note 12)

$12,004 $10,777
17,330 10,427
10,951 8,013
1,227 854
90 815
2,839 4,689
725 =
45,166 35,575
296 191
8,062 10,094
158 —
53,682 45860
5,672 5672
3,672 3672
16,105 11,716
25449 21,060
$79,131  $66,920




Consolidated Statement of Earnings
and Retained Earnings

($000)
year ended December 31 1986 1985
‘o 12
SalEs AN FBNAIS oottt i e e i e e e e e s $141542 $1°3419
LSS BN BREBIISBE oy i sica pos s s s wwmys S0 B30 W8 S9955 HRH $AT8 2555 5 133,388 106710
Earnings from Operations .. ...ouvir i i it e et 8,153 6,709
IteTEStBalnEd) s s avv v o 055 Sl FABESHE i U5 G50 RO HIB BEE 3 840 425
Earnings beforeinerest charges. -« v s s ons e som s wnmw s s w0 s 8983 7134
Interest Charges - CUMENE .. vttt i ittt it iee e nine e, 2,335 1,885
Interest-icharges - IoNGABIM we s van i vam sams vo £ w55 Vet il Be 59 3 1,386 1637
Totdl/interast ENANGES! « cw s s wnsnammaris s s s s S W 3,721 3522
Earnings before income taxes and extraordinary item .................... 5272 3612
Income taxes (Note 8)
[0 =2 1) 1,816 1,629
ABIBITEL 55 woe s v 6T 6T 7065 G504 Boad 5.8 WA TN B0 ol B e s 883
2699 1629
Earnings before extraordinary tem ... ou e ie i 2573 1,983
Reduction of income taxes on the application
of Joss:carmy-forward (NOtE8): . vun wemsiarsr ssoe vnne wimie wrssseusasns sonn souis scovs o 1816 1629
Net earnings forthe year . ... it 4,389 3612
Retained earnings, beginning of year as restated (Note 12) ............... 11,716 8014
Appraisal surplus transferred on sale of properties ..., - 90
Retained eamings, end OFVBEE o v v s s e vl wek KaG SaiE DU B0 & $ 16,105 §$ 1716
Earnings per share before extraordinary item ........coviivviiiiiininn, $ 105 § 08t
Earnings per share after extraordinary item ........... ..o oo, $ 179 § 148

See Notes to the Consolidated Financial Statements



Consolidated Statement of Changes in
Financial Position

($000)
year ended December 31 1986 1985
Cash From Operations (Note:12)
Earnings before extraordinary item .......ovveniiiiiiiiiiiiiiiiiaan, $ 2,573 $ 1,983
ltems not requiring an outlay of cash
Depreciation and amortization .........covveireiienieniiieiiaiaans 1,472 1,407
Deferret iNCOME TaXES 5 vix s smislvinie s sl saiaislatas e sfa wivi et v 883 =
Extraordinary item - reduction of income taxes ...............coonnnnn 1,816 1,629
6,744 5019
Changes In Other Non-Cash Operating ltems
Trade, instalment & mortgage receivables ............cooeviiiiiit (5,787) 1,279
Affiliated COMPAMIES st s s s isteivisinie wimm siwn sinisinmonio erais sie sia (745) 573
TR0 11 (2 1= < O o P R I P R e (10,104) (4,457)
Taxes other than INCOME tAXES & .. ciivuanssun ivs sas avie sais sais soseae 373 18
Accounts & nNotes PAYADIE . i v viasieremi sine ais wniminaimn simis s sacnise 9,946 3,533
(6,317) 946
Cash provided from operationg: « «vs casswas s se s aawains s o e s - 427 5,965
Investing Activities
Additions to property, plant and equipment ... . i (2,760) (3,954)
Proceeds on disposals of property, plant and equipment ................ 1,919 1,820
Gash used in investing aetiVilies .. vuew sen vus s s oo v s s - (841) (2,134)
Financing Activities
Increase in long-term debt .. c.ovtn ittt ettt nrennr e 3 545
Reduction in long-term debt .. ... ittt e e (4,995) (2,232)
Proceeds on sale - leaseback of rental fleet ......... ..ot 3,069 =
Cashiusediin financing aCtVIIES! .« cwe com ramims s s Satass o @i o (813)  (1,687)
Increase (decrease) in bank indebtedness forthe year ................... 1,227 (2,144)

Bank indebtedness, beginning of YEAI ... ... ... ssves s o ous diss i35 5 10,777 12,921

Bank indebtedness, end of Year .............c.iiiiiiiiiiii . $12,004  $10.777

See Notes to the Consolidated Financial Statements



Notes to Consolidated Financial Statements

December 31, 1986

1. Significant Accounting Policies

Basis of consolidation

The consolidated financial statements include the accounts
of the company and its wholly-owned subsidiary, Blackwood
Hodge Equipment Limited.

Foreign currency translation

Transactions in foreign currencies have been translated into
Canadian dollars at rates prevailing at the time of the transac-
tions. Monetary assets and liabilities have been translated at
the quoted rates of exchange at the end of the year. Gains
and losses on foreign exchange are included in the determi-
nation of net earnings for the year.

Instalment receivables

The profit or sales which are financed by instalment sales
contracts is recorded at the time of the sale and the interest
earned is recorded over the term of the contract.

Valuation of inventories

Equipment for resale and parts and supplies are recorded at
the lower of cost and net realizable value. Rental equipment
is recorded at the lower of cost (including repairs), reduced
by a provision for decline in value over the terms of the
respective rental agreements, and net realizable value.
Cost is on a specific-item basis for equipment and on a
first-in, first-out basis for parts and supplies.

Property, plant and equipment

Equipment and rental fleet are recorded at cost, which for
equipment held under capital lease is the discounted value
of lease obligations. The company has land and buildings
appraised pericdically and records the resulting values at
that time by eliminaling accumulated depreciation and
adjusling the asset accounts 1o appraisal value.

Depreciation is provided on the straight-line basis at the
following annual rates:

Buildings «.vvvniie e 2V:%
EGUIDMENE. o sovwesn avorenrmyseimens i 10%-20%
Rental Fleet ... 14%-25%

Income Taxes

Capital cost allowance for income tax purposes is claimed
on rental equipment included in inventories. The excess of
capital cost allowance claimed over depreciation provided
in the accounts on such equipment results in a deferral of
income tax which is included in current liabilities.

The non-current portion of deferred income taxes arises
principally from claiming capital cost allowance for tax pur-
poses in excess of depreciation recorded for buildings, and
equipment.

2. Inventories 1986 1985
Equipment for resale and

BIal s svevam siasan $22,329,000 $14,090,000
Parts and supplies ......... 16,782,000 14,917,000

$39,111,000 $29,007,000

3. Property, Plant and Equipment

1986 1985
LEnd cosmenn svamess smsns $ 2,966,000 $ 3,195,000
Buildings «...ccvviiiinnn. 8,656,000 8,604,000
EqQUIpMENt = s samss 6,628,000 6,598,000
Rental Fleet ............. — 8,070,000
Equipment held under
capital lease ........... 1,321,000 1,095,000
19,571,000 27,562,000
Less accumulated
depreciation and
amortization ........... 7,537,000 11,828,000

$12,034,000 $15,754,000

During the year the company disposed of its rental flzel for
net book value under a sale-leaseback agreemen. The
company's commitment under this operating lezse Is
included in Note 9.

Land and buildings are recorded at values based upan
appraisals made as of December 31,1977, with subsequent
additions at cost. The excess of appraisal value over depre-
ciated value is included in shareholders' equity.

4. Bank Indebtedness

1986 1935
Current operating loan $ 1,789,000 $ 1,788,000
Qutstanding chaques ..... 2,215,000 989,000

Bankers' acceptances 8,000,000 8,000,000

$12,004,000 $10,777,000

The current gperating loan bears interest at 4% ovar the
bank prime rate which at December 31, 1986 was 9.75%.
Bankers' acceptances outstanding at December 31. 1986
bear interest at a rate of 9.3%. The security for the current
operating loan and the Bankers  acceptances is described in
Note 6.

5. Notes Payable

Notes payable are secured by liens on specific items in the
equipment inventory, certain of which are interest frees and
others which bear interest at rates from 10.4% to 13.75% at
December 31, 1986 and mature within 1 to 21 months.



Notes continued)

6. Long-term Debt

1986 1985

Bank term loans .......... $ 9,506,000 $10,682,000
Loans from affiliated

companies

Non-interest bearing .. .. 549,000 549,000

Interest bearing ........ — 2,784,000
Obligations under capital

[EASESIIN, 9ol e 846,000 733,000
Mortage ey s = 35,000

10,901,000 14,783,000

Less portion included in

current liabilities ........ 2,839,000 4,689,000

$ 8,062,000 $10,094,000

The bank term loans and the interest bearing loans from
affiliated companies bear interest at a rate of 1% over the
bank prime rate.

The parts inventory has been pledged as security for a
$6,000,000 bank term loan. The remaining bank term loan of
$3,506,000, the Bankers' acceptances of $8,000,000, and
the current operating loans of $1,789,000 are secured under
a fixed and floating charge debenture in the amount of
$30,000,000. Security under the debenture consists of a first
charge against specific properties of the company, a second
charge on the parts inventory, collateral mortgages on other
properties of the company and a general assignment of book
debts.

Loans from affiliated companies have no fixed terms of
repayment. Interest on these loans amounted to $239,000in
1986 (1985 $319,000).

Obligations under capital leases bear interest at rates from
8% to 15% and expire at various dates to December 31,
1991.

Long-term debt matures as follows:

_ Total
1087 e e e $ 2,839,000
1BBB  cumvnniem i svianiang snantnaei 7,211,000
1989 i e 202,000
1.2 1= [P R e 81,000
199, i s o snemna s o ihain 19,000
No fixed terms ......coviiviinnennnnn 549,000

$10,901,000

7. Share Capital

Authorized:

An unlimited number of no par value common shares.
Issued:

2,445,450 (1985 - 2,445,450) common shares.

8. Income Taxes

The company has a combined federal-provincial statutory
income tax rate of 52.0%. The provision for income taxes is
comprised of the following:

1986 1985

Provision based upon
combined federal-
provincial statutory rate ..... $2,741,000 $1,842,000

Increase (decrease)
resulting from the
following items:
Inventory allowance ....... (48,000)  (242,000)
Miscellaneous ........... 6,000 29,000

.. $2,699,000 $1,629,000

Provision for income taxes ..

Current year income taxes have been reduced by
$1,816,000 (1985 - $1,629,000), representing the applica-
tion of a loss carry-forward.

9. Commitments

The company is committed under operating leases for busi-
ness premises and the rental fleet for periods up to 5 years.
Annual rental commitments are as follows:

Total
N8BT conmmascmsriia s Sarb e s $1,862,000
1088 1,805,000
1983 et ase s sese e e 1,261,000
1990 ..t e 366,000
TAFY,  grapenemmymensimaser s e eabevery sl e 92,000
$5,386,000

10. Contingent Liabilities

Contingent liabilities with respect to instalment sales con-
tracts and customers’ notes discounted amount to $250,000
(1985 - $843,000).

11. Segmented Information

The dominant business segment is the sale, rental, manufac-
ture and service of heavy equipment in Canada.

12. Prior Period Adjustment

During 1986 the company received a settlement from litiga-
tion relating to a prior year. The $1,175,000 is net of related
legal expenses and has been accounted for as a prior period
adjustment. Accordingly retained earnings at December 31,
1984 has been restated to reflect the above settlement.
Income taxes arising cn the settlement have been eliminated
through the application of a loss carry-forward.

13. Statement of Changes in Financial
Position

The 1986 statement of changes in financial position focuses
on changes in bank indebtedness, whereas the 1985 state-
ment focused on changes in working capital. The 1985
figures presented for purposes of comparison, have been
restated to conform to the 1986 presentation.



Auditors’ Report

To the Shareholders of
Blackwood Hodge (Canada) Limited

We have examined the consolidated balance sheet of Black-
wood Hodge (Canada) Limited as at December 31, 1986
and the consolidated statements of earnings and retained
earnings and of changes in financial position for the year
then ended. Our examination was made in accordance with
generally accepted auditing standards, and accordingly
incluced such tests and other procedures as we considered
necessary ir the circumstances.

Toronto, Ontario
February 27, 1987

In our opinion, these censolidated financial statements pre-
sent fairly the financial position of the company as at
December 31, 1986 and the results of its operations and the
changes in its financial position for the year then ended in
accordance with generally accepted accounting prinziples
applied on a basis consistent with that of the preceding year.

Deloitte Haskins + Sells
Chartered Accountants

Five Year Financial Review

($000) 1986 1985 1984 1983 1082

Sales and Rentals .................. $141,542 §113419 $102885 § 86242 $100,694
Operating earnings .....cvveveeeen.. $ 8153 § 6709 $ 6191 & 248 § 1155
Interestearned ...t 840 425 571 389 569
Interest expense  .....coveevvinneaann 3,721 3,522 5,050 6418 10,536
Loss on disposal of properties ........ — 717 109 —
Write down of inventories to

estimated net realizable value ...... - — 6,523 —
Write-off of goodwill due to

permanent decline in value ........ = — 1,039 —
Income taxes (recovery of) .......... 2,699 1,629 103 (1,452) (4,580)
Net earnings (loss) before

extraordinary tem .. o.oeovecue e o 2,573 1,983 892 (12,000) (4,232)
Extraordinary item - reduction

OF INCOME 1AXES venvvorsain wsum s wiazs sss 1,816 1,629 235 == =
Net earnings (10SS) ................. $ 4389 § 3612 $ 1,127 §$(12000) $ (4.232)
Working capital from (for) operations .. $§ 6,744 $ 5019 $ 2363 $(10309) $ (3,402)
Earnings (loss) per share ............ 179 1.48 0.46 (4.91) (1.73)
Equityper share” ..o v svn svi v s 10.41 8.61 713 6.67 11.58
Shareholders’ equity ................ 25,449 21,080 17,448 16,321 28,321
Working capital ......covvviiiiinn, 20,547 13,762 13,401 11,605 23,947
Totalassels s sen same s v S v 3 79,131 66,920 63,239 71,735 94,091
Lengtermdabl « o s v sn sves swi s 8,062 10,094 12,897 15,681 17,601
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Products

Cedarapids

Cedarapids Inc.

A Raytheon Company

Aggregate processing equipment, Cedarapids
asphalt mixing and paving equipment. Pavement
planing machines.

Dynapac
Dynapac Ltd.
Sail, rockfill and asphalt compactors.

Esco
Esco Limited
Manganese wear parts, buckets, teeth and adapters.

Goodyear

Goodyear Canada Inc.

Plylon and steel cable conveyer belting, total belt
service, air and liquid mine hose.

Gomaco

Gomaco Corporation
Concrete construction equipment.
Pavement planing machines.

Hitachi

Marubeni Construction Machinery Canada Ltd.
Hydraulic excavators and front shovels.

Forest harvesting and handling equipment.

Komatsu

Komatsu Canada Ltd.

Dozers, crawler loaders, wheel loaders, hydraulic
excavators, motor graders, rear dump trucks, and
motor scrapers.

Terex

Terex Corporation

Dozers, wheel loaders, scrapers, rear
dump and articulated trucks.

Wagner Mining

Wagner Mining Equipment Co.

A Division of Paccar Co.

Diesel and electric underground mining and tunnelling
vehicles, Scooptrams, Teletrams, trucks and utility
vehicles.

Champion
Champion Road Machinery Limited
Motor graders.

Eagle

Eagle Iron Works

Specialized washing equipment, sand, stone, clay and
ore processing.

Fiatallis

Fiatallis North America, Inc.

Crawler tractors and loaders, wheel loaders, scrapers,
motor graders, pipelayers and hydraulic excavators.

Gardner-Denver

Cooper Industries (Canada) Inc.
Gardner-Denver Division

Pneumatic and hycraulic drills, portable air
compressors, rotary blasthole drills and rock drill
components.

Ingersoll-Rand

Ingersoll-Rand Canada Inc.

Soil and asphalt compactors, pavement milling
machines, landfill compactors, portable air
compressors, rolary and crawler drills, drifters,
breakers and hammers.

Suntract

Blackwood Hodge Equipment Limited
Manufacturers of stationary and portable crushing and
screening equipment for the aggregate industry,
conveyers and storage silos, bulk material handling
equipment and custom steel fabrication.

Wagner

A Division of Allied Systems Company
Industrial and forest material handling equipment, log
stackers, and steel handling equipment.








