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Report to Shareholders

Following the return to profitability in 1984, we
are pleased to report further progress with Net
Earnings in 1985 of $3,612,000 compared to
$1,127,000 for the previous year.

The improvement in economic conditions
which assisted our recovery in 1984 continued
during 1985, resulting in a turnover of
$113,419,000 compared to $102,885,000 for
1984, an increase of 10%.

An important contribution to the increase in
profitcame from the decrease ininterest charges
of $1,500,000 resulting from both lower interest
rates and lower borrowings which followed the
reduction in inventory, property, plant and equip-
ment achieved in 1984.

In the latter part of the year, the Company was
named sole distributor in Manitoba and Ontario
for equipment lines manufactured by Komatsu of
Japan. The initial inventory for this new franchise
and a build-up in anticipation of major sales in
other franchises early in 1986, produced higher
inventory levels at year end. A similar increase in
notes payable reflects inventory financing from
the respective manufacturers.

Although we do not anticipate any improve-
ment in economic conditionsin 1986, we believe
that the range of equipment and parts franchises
now held wil enable the Company to show con-
tinued progress this year.

The Board has given consideration to the dec-
laration of a dividend in respect of 1985 but has
decided not to do so until the Company's debt to
equity ratio has been further reduced and in
order to conserve working capital. Should pro-
gress continue as planned during the year, your
Board would hope to recommend a dividend
payment for 1986.

The Board was pleased to announce at the
Annual General Meeting in May 1985 the
appointment of Mr. Kenneth C. Scobie as a
Director of the Company. Mr. Scobie is Group
Managing Director of Blackwood Hodge p.|.c.

The improvement in the financial performance
would not have been achieved without the
energy and enthusiasm of the management and
staff of your company. On your behalf we express
our sincere thanks to all employees for their
dedication.

By Order of the Board

A. C. Richards, Chairman

FH

F.G. Mundy, President

Toronto, 4th April, 1986

MDWANE ROSS LIBRARY |
0F MARASEWMENT |




BLACKWOOD HODGE (CANADA) LIMITED

(Under the Canada Business Corporations Act)

Consolidated Balance Sheet

($000)
December 31 1985 1984
ASSETS
Current assets:
CBEH snism s o5 i 605 55 6 s N B EH S E RN E R EYSRN SRS S A G R Y $ 72 § 87
Accountsreceivable . . ... ... ... .. 17,667 18,007
Instalment and mortgagesreceivable . . ............ ... L 1,488 2,423
Inventories (NOte 2) . ... . . 29,007 24,550
Due from affiiatedcompany ... ... ... . — 83
TolalCUITENEASSEIS & s s v s v v o655 o560 5§ & CrmEmEEamss % % s s & 6§ 48,234 45150
Mortgages receivable — due afteroneyear ... ... ... ... ... ... ..., 1,467 1,303
Instalment receivables — due afteroneyear. .. ............ ... ... ... 382 191
Property, plantand equipment(Note3) . ........ ... ... .. ... ... ... 15,734 15,007
Bl o o w2 nom i 2.2 0 8 1A 2 B A £ S & $65.817  $62 151

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

J. G. Torrance, Director

See Notes to the Consolidated Financial Statements



December 31

LIABILITIES AND SHAREHOLDERS’ EQUITY

Current liabilities:
Bankindebtedness(Note4) . . ... ... ... .
Notespavablel(Note8Y ... .. i vovvrimme et o sah s s 555853 : 455
Accounts payableand accruedcharges . . . .......... ... . ...,
Taxesotherthanincometaxes . .......... ... ... ... ... ... ...
Bue to'aiifiated COMPAMIES: . i s a5 o 6 50 s s % & v e 0 8
Current portion of long-termdebt (Note€) . . . ... ....... ... ... ...

Totalicurrenti2bites s ¢ i 5 o ssresmnsmmmmoEs s s 5 h s 5538 52755853
Notes payable - due afteroneyear (Note5) . ....... ... ... ... ... ..
Long-termnideDtiiNGIEB)! " s i 8 S 2 h s s 8 R TS E B

TRALIABENEST o5 o v & o eorinmrsmsarme G 6 A% A % s A 5 5

Shareholders' equity:
Shere caplalNBR TN s cemamsu s s 565 s s BB R8s SR EsSE R H 7o 44
Appraisal SUrplus . . . ...
Retained @arnines: i n as S A5 F e A as s s ¥ v R unanE

($000)

1985 1984
$10,849 $13,008
10,427 6,263
8,013 8,727
854 977
815 192
4,689 3,757
35,647 32,924
191 57
10,094 12,897
45,932 45878
5,672 5672
3,672 3,762
10,541 6,839
19,885 16,273
$65,817 $62,151




Consolidated Statement of Earnings
and Retained Earnings

year ended December 31

Salesandrentals . ... ... ...
CostSaNd BXPENSES & ¢ e comsmmmaaenn ek s £ ¢ 2§01 000 Es 5666

Earningsfromoperations . .. ... ... .
Interestearned « .. v o e v s 55 5 % 85 5 w8 F w00 E R

Earnings beforeinterestcharges .. ... ... ... ... L.

Interestcharges—current. . .. ... ...
= |ONGABIM. ovmsrgsmmmn s cugpn s BT 22 F 3 g PI RIS B 2 8 g

Totalinterestcharges . ..... ... .. ... i
Earningsbeforeundernoted . ........ ...l
Lossondisposal of properties oo mema o s v v ns v s e v v in b v eowma o

Earnings before income taxes and extraordinaryitem ... ......... ...
Incometaxes(Note8) ... ... ... ... .. .. ... ...

Earnings before extraordinaryitem . .. ... . L oL

Extraordinary item — reduction of income taxes

onthe application of loss carry-forward (Note8) .. .......... ... ..

Netearningsfortheyear . ...... ... . ... ... . .. ... .. ... .. ... ...
Retained earnings, beginningofyear . ..... ... ... ... ... . ..., .

Appraisal surplus transferred on sale of properties . .............. ..

Retained earnings,endofyear. . . ... ... ..o
Earnings per share before extraordinaryitem . .............. ... ...

Earnings per share after extraordinaryitem . .. .......... ... . .......

($000)
1985 1984

$113,419  $102,885
106,635 96.694

6,784 6191
425 571
7,209 6762
2,181 3.210
1,341 1,840
3,522 5,050
3,687 1,712
_ 75 77
3,612 995
1,629 103
1,983 892
1,629 235
3,612 1,127
6,839 2,978
10,451 £,105
90 1,734

$ 10541 $ 6,839

$ 81 3 .36

$ 148 $ 46

See Notes to the Consolidated Financial Statements



Consolidated Statement of Changes in
Financial Position

yzar ended December 31

VVORKING CAPITAL PROVIDED

From operations
Earnings before extraordinaryitem ... ... .. ... oo
Items not affecting working capital
Depreciationand amortization . . .. ............. o
Ineome tExeB N B o swssmenu s 65 6580586555555 0559580

Provided fromoperations ........ ... ... ... .. ..
Sale of property, plantandequipment . . ... ... ... L
Decreaseininstalmentreceivables . . ............... ... ... ... ...
Decreaseinmortgagereceivables .. .............. ... . .. .
Increaseinnotespayable . ... ... ...

Total ...

WORKING CAPITAL APPLIED

Purchase of property, plantandequipment . . . ......... ... ... ...,
Decreasein nAtes payable . cauvinn vava s nn vussn v s ve s i e e oo
Decreaseinlong-termdebt ......... ... . ... .. .. ... ... ..
Increaseinmortgagesreceivable . .. ... L

TOLAIL e e e M T G B G R R S R B AT E S G RS e R0

Increase inworkingcapital . . ... ...
Working capital, beginningofyear .......... ... ... ... ... ... ..

Working capital, endofyear . . .. ... .

($000)
1985 1984

$ 1983 $ 892
1,407 1,236
1,629 235
5,019 2,363
1,820 4,312
109 851

36 —

134 -
7,118 7,526
3,954 2,170
- 73
2,803 2,784
= 703
6,757 5,730
361 1,796
12,226 10,430
$12,587 $12,226

See Notes to the Consolidated Financial Statements



Notes to the Consolidated Financial Statements

December 31, 1985

1. Significant Accounting Policies

Basis of consolidation

The consolidated financial statements include the
accounts of the company and its wholly-owned subsidi-
ary, 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
transactions. 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 determination of earnings for the year.

Instalment receivables

The profit on 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 (includ-
ing 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
buidings appraised periodically and records the result-
ing values at that time by eliminating accumulated depre-
ciation and adjusting the asset accounts to appraised
value.

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

Buldings ......... ... ... .. .. ... 212%
Equipment . ... ... ... ... ... .. 10% - 20%
Reftal FISEt - . iwn o o 5 s g i o 1490 - 25%
Income taxes

Income taxes are accounted for using the tax-allocation
basis, under which income taxes are provided in the year
transacticns affect net income regardless of when such
transactions are recognized for tax purposes.

2. Inventories
1985 1984

Equipment for resale
andrental. .. ... ..
Parts and supplies . . .

$12,529,000
12,021,000

$24,£50,000

$14,090,000
14,917,000

$29,007,000

3. Property, Plant and Equipment

1985 1984
Land............. $ 3,195,000 $ 3,155,000
Buildings . ......... 8,604,000 8,623,000
Equipment. ... ... .. 6,598,000 6,511,000
Rental Fleet . .. ... .. 8,070,000 8,044,000
Equipment held under
capitallease. . . . .. 1,095,000 725,000
27,562,000 27,058,000
Less accumulated
depreciation and
amortization. . . . .. 11,828,000 12,051,000
$15,734,000 $15,007,000

Land and buildings are recorded at values based upon
appraisals made as of December 31, 1977, with subse-
guent additions at cost. The excess of appraisal value
over depreciated value is included in shareholders’
equity.

4. BankIndebtedness

1985 1984
Current operating
leant: & = s sam 5 $ 1,788,000 $ 4,623,000
Outstanding cheques. 1,061,000 585,000
Bankers'
acceptances . .. .. 8,000,000 8,000,000
$10,849,000 $13,008,000

The current operating loan bears interest at 4% over the
bank prime rate which at December 31, 1935 was
10.0%. Bankers' acceptances outstanding at December
31, 1985 bear interest at 10.2%.

5. Notes Payable

Notes payable are secured by liens on specific items in
the equipment inventory, certain of which are interest free
and others bear interest at rates from 10.4%to 13.75% at
December 31, 1985 and mature within 1 to 24 months.



INotes (Continued)

€. Long-term Debt

1985 1984
Banktermloans. . . .. $10,682,000 $12,914,000
Loans from affiliated
companies. . . . ... 3,333,000 3,466,000
Cbligations under
capital leases.. . . . . 733,000 188,000
Mortgage .. ....... 35,000 86,000
14,783,000 16,654,000
Less portion included
in current liabilities . . 4,689,000 3,757,000
$10,094,000 $12,897,000

Tne bank term loans bear interest at rates from /2%to 1%
over the bank prime rate, which at December 31, 1985
was 10.0%.

The partsinventory and rental fleet have been pledged as
security for the $5,000,000 bank term loan. The remain-
ing bank term loans of $5,682,000, the bankers' accept-
ances of $8,000,000, and the current operating loans of
$1,788,000 are secured under a fixed and floating
charge debenture in the amount of $30,000,000. Secu-
rity under the debenture consists of a first charge against
specific properties of the company and a second charge
on the parts inventory and rental fleet. In addition, these
loans are secured by collateral mortgages on other prop-
erties of the company and a general assignment of book
debts.

The bank term loan of $5,000,000 is subject to certain
restrictive covenants, which preclude repayment of the
loans from affiiated companies.

Lcans from affiliated companies have no fixed terms of
renayment and bear interest at 1% over the bank prime
rae. Interest on these loans amounted to $319,000.
(1984 - $228,000).

Obiligations under capital leases bear interest at rates
frcm 8% to 15% and expire at various dates to December
31.1990.

The mortgage, which is secured by property of the
company, bearsinterest at 734%, and matures on May 1,
1936.

Long-term debt matures as follows:

VOBB cov: ooy iy 5 v s avcimendt s #0s $ 4,689,000
1987 . .. 5,484,000
1988 ... . 1,117,000
1989 . ... .. 124,000
19905 wove wom v 5 ook DOH B 5 o5 36,000
Mofixedterms ..............-. 3,333,000

$14,783,000

7. Share Capital
Authorized:
An unlimited number of no par value common shares.

Iss.ed:
2,445,450 (1984 - 2,445,450) common shares.

8. Income Taxes

The company has a combined federal-pravincial statu-
tory income tax rate of 51.0%. The provision for income
taxes is comprised of the following:

1985 1984

Provision based upon

combined federal-

provincial statutory

FalE: o o 5 womm s v $1,842,000 $512,000
Decrease (increase)

resulting from the

following items:

Inventory allowance 242,000 252,000

Miscellaneous . . . . (29,000) 25,000

1,629,000 235,000

Recovery of prior

years' income

taxes........... — 132,000
Provision for income

tARES o = vun wea v $1,629,000 $103,000

At December 31, 1985 the company had a loss carry-
forward for income tax purposes of approximately
$4,668,000 (1984 - $7,890,000) which expires in 1990.
Income tax reduction with respect to this loss will be
recorded as an extraordinary item when realized. During
the current year, income taxes of $1,629,000 (1984 -
$235,000) were eliminated by the utilization of this loss.

9. Commitments

Operating leases for business premises are in force
extending for periods up to 5 years. Annual rental com-
mitments are as follows:

P98 . -coe o o i T B urin b e s $508,000
V987 = s v o ons g s o5 3 $367,000
TYBB: . v s ot o 0w o sy & i $343,000
AEBE 0 5 e o e o e hag s $297,000
1990 ... $227,000

10. Contingent Liabilities

Contingent liabilities with respect to instalment sales con-
tracts and customers' notes discounted amount to
$843,000 (1984 - $1,256,000).

11. Segmented Information

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

12. Related Party Transactions

Transactions with affiliated companies not otherwise dis-
closed in these financial statements include the purchase
of equipment - $2,400,000.



Auditors’ Report

To the Shareholders of
Blackwood Hodge (Canada) Limited

We have examined the consolidated balance sheet of
Blackwood Hodge (Canada) Limited as at December
31, 1985 and the consolidated statements of earnings
and retained earnings and of changes in financial posi-
tion for the vear then ended. Our examination was made
in accordance with generally accepted auditing stand-
ards, and accordingly included such tests and other
procedures as we considered necessary in the circum-
stances.

Toronto, Ortario
March 4, 1986

In our opinion, these consolidated financial state nents
present fairly the financial position of the company as at
December 31, 1985 and the results of its operations and
the changes in its financial position for the year then
ended in accordance with generally accepted aczount-
ing principles applied on a basis consistent with -hat of
the preceding year.

Deloitte Haskins - Sells
Chartered Accountants

Five Year Financial Review

($000) 1985 1984 1983 1982 1981

SalesandRentals . . ..o i i i oo §113,419  §$102.885 $ 86,242  $100,694  $140,388
Operatingearnings .. ................. $ 6784 $ 6,191 $ 248 % 1,155  $10.830
Interestearmied « = : swn vom wom s 5 pa s 425 571 389 569 1,017
Dividend from affiiated company . ........ = — — — 304
Interestexpense .. ... . ... 3,522 5,050 6,418 10,536 14,398
Loss on disposal of properties . ... ..., ... 75 717 109 = =
Write down of inventories to

estimated netrealizablevalue . . ... ... .. — — 6:523 — -
Write-off of goodwill due to

permanantdeclineinvalue .. ... ........ = — 1,039 — —
Income taxes (recoveryof) ............. 1,629 103 (1,452) (4,580)  (1,820)
Net earnings (loss) before

extraordinaryitem ... .. ... .. L. 1,983 892 (12,000) (4,232) (427)
Extracrdinary item - reduction

OFNCOMETAXES . 5 ov v o e was & mi & o 1,629 235 = = —
Netearnings(loss). . .................. $ 3612 $ 1127 $(12,000) $ (4232) § (427)
Working capital from operations . .. .. ... .. $ 5,019 $ 2363 $(10,309) % (3.402) $ 1,621
Earnings (oss)pershare .. ........... .. 1.48 46 (4.91) (1.73) (17
Dividends .......................... - — — — —
EGUIYDOrshare o o wo sy wos wen 5 00 v g 8.13 6.65 6.19 11.10 12.83
Shareholders'equity .. ................ 19,885 16,273 15,146 27,146 81,378
Workingecapital ... ....... ... .. . 12,587 12,226 10,430 22,772 23,618
Totalassets . . ......... ... .. ... ... .. 65,817 62,151 70,623 93,031 113,762
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Products'

sedarapids
Cedarapids Inc.
£ Raytheon Company
Aggregate processing equipment, Cedarapids
asphalt mixing and paving equipment. Pavernent
planing machines.

Dynapac
Dynapac Ltd.
Sail, rockfill and asphalt compactors.

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

CGiomaco

Giomaco Corporation

Concrete construction equipment.
Pavement planing machines.

Hitachi

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

Fiorest harvesting and handling equipment.

Komatsu

Komatsu Canada Ltd.

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

Terex

Terex Corporation

Dozers, wheel loaders, scrapers and rear
dump 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.

Goodyear

Goodyear Canada Inc.

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

Ingersoll-Rand

Ingersoll-Rand Canada Inc.

Soil and asphalt compactors, pavement milling
machines, landfill compactors, portable air
compressors, rotary 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.
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