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The following Management’s Discussion and Analysis (“MD&A”) of the consolidated operating performance and financial condition of Stuart Olson Inc.
(“Stuart Olson”, the “Company”, “we”, “us”, or “our”) for the three and six months ended June 30, 2019, dated August 7, 2019, should be read in
conjunction with the June 30, 2019 Condensed Consolidated Interim Financial Statements and related notes thereto, the December 31, 2018 Audited
Consolidated Annual Financial Statements and related notes thereto, and the December 31, 2018 Annual Report - MD&A. Additional information
relating to Stuart Olson is available under the Company’s SEDAR profile at www.sedar.com and on our website at www.stuartolson.com. Unless
otherwise specified, all amounts are expressed in Canadian dollars. The information presented in this MD&A, including information relating to
comparative periods in 2018 and 2017, is presented in accordance with International Financial Reporting Standards (“IFRS”) unless otherwise noted.
Certain measures in this MD&A do not have any standardized meaning as prescribed by IFRS and, therefore, are considered non-IFRS measures.
These non-IFRS measures are commonly used in the construction industry, and by management of Stuart Olson Inc., as alternative methods for
assessing operating results and to provide a consistent basis of comparison between periods. These measures are not in accordance with IFRS, and
do not have any standardized meaning. Therefore, the non-IFRS measures in this MD&A are unlikely to be comparable to similar measures used by
other entities. Non-IFRS measures include: contract income margin; work-in-hand; backlog; active backlog; book-to-bill ratio; adjusted free cash flow
(“FCF”); adjusted free cash flow per share; adjusted earnings before interest, taxes, depreciation and amortization (“adjusted EBITDA”); adjusted
EBITDA margin; long-term indebtedness; indebtedness to capitalization; net long-term indebtedness to adjusted EBITDA; interest coverage; available
liquidity; additional borrowing capacity; and debt to EBITDA. Further information regarding these measures can be found in the “Non-IFRS Measures”
section of this MD&A.
We encourage readers to read the “Forward-Looking Information” section at the end of this document.
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ABOUT STUART OLSON INC.
Stuart Olson provides public, private and industrial construction services to a diverse range of customers from Ontario
to British Columbia.
The branding of our three operating groups is organized as follows:

Industrial Group
The Industrial Group operates under the general contracting brand of Stuart Olson and under our endorsed brands of
Laird, Tartan, Studon, Northern, Fuller Austin and Sigma Power. The Industrial Group executes projects in a wide range
of industrial sectors including oil and gas, petrochemical, refining, water and wastewater, pulp and paper, mining and
power. With Industrial Group offices and projects across Western Canada, Ontario and the territories, we have developed
a national platform to deliver industrial services.
The Industrial Group increasingly operates as an integrated industrial contractor, capable of self-performing larger
projects in the industrial construction and maintenance, repairs and operations (“MRO”) space. The Industrial Group
provides full-service general contracting, including mechanical, process insulation, metal siding and cladding, heating,
ventilation and air conditioning (“HVAC”), asbestos abatement, electrical and instrumentation, high voltage testing and
commissioning, as well as power line construction and maintenance services.
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Buildings Group
Our Buildings Group provides services to clients in the public and private sectors. It operates offices and executes
projects from Ontario to British Columbia.
Projects undertaken by the Buildings Group include the construction, expansion and renovation of buildings ranging from
schools, post-secondary institutions, hospitals and sports arenas, to high-rise office towers, retail and high technology
facilities. The Buildings Group focuses on alternative methods of project delivery such as construction management and
design-build approaches. These methods provide cost-effective construction solutions for clients as a result of the project
efficiencies we are able to generate during our pre-construction process as well as during the lifecycle of the project.
These approaches also support our ability to deliver on-time and on-budget project completion, assist us in building longterm relationships with clients, reduce project execution risk and improve our contract margins. The group adds value to
projects through its state-of-the-art Centre for Building Performance, which positions the Buildings Group on the cutting
edge of building technology and enables the delivery of value by design.
The majority of revenue generated by the Buildings Group is from repeat clients or arises through pre-qualification
processes and select invitational tenders. The Buildings Group’s business model is primarily to pursue and negotiate
larger contracts on a construction management or design-build basis, as well as to selectively pursue lump sum projects.
The Buildings Group subcontracts approximately 85% of its project work to subcontractors and suppliers and closely
manages the construction process to deliver on its commitments.
Commercial Systems Group
The Commercial Systems Group is one of the largest electrical and data system contractors in Canada, with offices and
projects from Ontario to British Columbia. The group is an industry leader in the provision of complex systems used in
today’s high-tech, high-performance buildings. It not only designs, builds and installs a building’s core electrical
infrastructure, it also provides the services and systems that support information management, building systems
integration, green data centres, security, risk management and lifecycle services. Additionally, the Commercial Systems
Group provides ongoing maintenance and on-call service to customers across Canada, managing regional and national
multi-site installations and roll outs via dedicated service technicians and a contractor partner network in Eastern
Canada.
The Commercial Systems Group focuses primarily on large, complex projects that contain both data and electrical
components, or that require extensive logistical expertise. The group’s strategy is to deliver these services on a tendered
(hard-bid) basis and as part of an integrated project delivery process that includes close involvement with customers
from the earliest stages of design. It is also an industry leader in the use of off-site assembly of pre-fabricated
modularized system components, which significantly improves worksite productivity.
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ADOPTION OF IFRS 16 - LEASES
For fiscal 2019, we have adopted IFRS 16 – Leases on a cumulative catch-up basis, meaning that our 2018 results have
not been restated in this document to reflect IFRS 16 changes in respect of measurement and presentation. Please refer
to the “Changes in Accounting Policies” section of this MD&A, Note 3 of the June 30, 2019 Condensed Consolidated
Interim Financial Statements and our first quarter 2019 MD&A for further details on this change.

SECOND QUARTER 2019 OVERVIEW
Revenue ($ millions)
$246.4

$249.3

$239.5

Net Earnings ($ millions)
$0.5

Adjusted EBITDA ($ millions)
$9.0

$1.1

$6.9

$7.1
Q2 2017

Q2 2017













Q2 2018

Q2 2018

Q2 2019

Q2 2019

Q2 2017

Q2 2018

Q2 2019

$(2.2)

As at June 30, 2019, total backlog increased to $1.7 billion, from $1.6 billion as at December 31, 2018. The current
backlog includes a mix of public, private and industrial projects from Ontario to British Columbia and is predominantly
made up of low-risk contract arrangements.
We added nearly $270.0 million to backlog in the second quarter (“Q2”) of 2019, reflecting a book-to-bill ratio of 1.12
to 1.00. Second quarter additions to backlog include approximately:
o $105.0 million in awards to the Industrial Group, including a mine facility construction project for a new client
in Saskatchewan, an infrastructure project for a mining customer in Ontario, a maintenance and turnaround
master services agreement (“MSA”) extension in Alberta and a facility construction project for a food
company in Manitoba;
o $95.0 million in projects awarded to the Buildings Group, including a new fire hall in Ontario and the
modernization of a seniors care centre in Alberta; and
o $70.0 million of Commercial Systems Group awards composed of numerous projects, including a healthcare
facility and an events centre in Alberta, as well as two agricultural facilities in Ontario and Alberta.
We generated second quarter consolidated revenue of $239.5 million, as compared to $249.3 million in Q2 2018.
The year-over-year change primarily relates to lower Industrial Group revenue, reflecting last year’s completion of
two large construction projects.
We recorded a second quarter 2019 net loss of $2.2 million (diluted loss per share of $0.08), as compared to net
earnings of $1.1 million (diluted earnings per share of $0.04) in the second quarter of 2018. Our earnings results
reflect the year-over-year decrease in adjusted EBITDA outlined below, as well as higher revolving credit facility
(“Revolver”) interest costs associated with increases to the Canadian prime lending rate and an increase in the
amount drawn on our Revolver in 2019.
We generated second quarter adjusted EBITDA of $6.9 million (adjusted EBITDA margin of 2.9%), as compared to
$9.0 million (adjusted EBITDA margin of 3.6%) in the second quarter of 2018. These results primarily reflect last
year’s completion of two major Industrial Group projects that contributed significant close-out margins in Q2 2018.
Adjusted free cash flow was an outflow of $0.2 million (outflow of $0.01 per share) in the second quarter of 2019, as
compared to an adjusted free cash inflow of $3.8 million (inflow of $0.14 per share) in Q2 2018. The year-over-year
change primarily reflects the combination of lower net earnings and a project stage of completion-driven change in
provisions in the quarter, partially offset by a reduction in share-based payments in the 2019 period.
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Our net long-term indebtedness to adjusted EBITDA ratio was 3.6x, or 3.3x on a pro forma basis inclusive of Tartan’s
pre-acquisition last twelve months (“LTM”) adjusted EBITDA as at June 30, 2019. This compares to 2.8x, or 2.6x on
a pro forma basis inclusive of Tartan’s LTM adjusted EBITDA, as at December 31, 2018. This change reflects the
draw on our Revolver to fund working capital requirements, combined with a reduction in LTM adjusted EBITDA.
On August 7, 2019, we announced an investment agreement with Canso Investment Counsel Ltd. (“Canso”),
pursuant to which Canso will purchase, subject to customary closing conditions, including approval of the Company’s
shareholders and the Toronto Stock Exchange, $70.0 million aggregate principal amount of convertible unsecured
subordinated debentures, with an interest rate of 7.0% per annum, conversion price of $4.87 per common share and
a maturity date that is the fifth anniversary of the issue date.
o The conversion price per common share was established at 140% of the 30-day volume weighted average
trading price calculated after the close of trading on August 1, 2019.
o The transaction is expected to close in late September, and is subject to certain conditions, including, without
limitation, the receipt of all necessary regulatory and shareholder approvals.
o We intend to use the net proceeds, together with available cash and a draw on our Revolver, to repay the
outstanding 2014 $80.5 million convertible debentures that mature on December 31, 2019.
o Stuart Olson has entered into voting support agreements with three of its major shareholders, which
collectively represent approximately 33.0% of the outstanding common shares of the Company.
o For further information, please see our August 7, 2019 press release labeled “Stuart Olson Announces a
$70 Million Convertible Debenture Financing”.
On August 7, 2019, we secured an amendment to our Revolver agreement. This amendment is effective June 30,
2019 and reflects changes to a number of terms, including an amendment to the interest coverage ratio covenant.
The amendment was unanimously approved by the lenders and provides that our required interest coverage ratio
shall be not less than 2.00:1.00 until December 31, 2020, increasing to not less than 2.25:1.00 until March 31, 2021,
and increasing to not less than 2.50:1.00 for each quarter thereafter. This amendment also capped the amount
Stuart Olson is able to draw on the Revolver to settle its 2014 $80.5 million convertible debentures at $20.0 million.
On August 7, 2019, our Board of Directors (“Board”) declared a quarterly common share dividend of $0.06 per share.
The dividend is designated as an eligible dividend under the Income Tax Act (Canada) and is payable October 15,
2019 to shareholders of record on September 30, 2019.
Since the introduction of the quarterly dividend in June 2011, we have paid a dividend for 34 consecutive quarters,
including the dividend declared today. This represents $3.90 per share, or $101.2 million in total, returned to
shareholders.
Backlog ($ billions)
$1.6

$1.6

Adjusted EBITDA Margin (%)
$1.7

Net Long-term Indebtedness to
Adjusted EBITDA

3.6%
2.9%

Q2 2018

Q4 2018

Q2 2019

Q2 2017

Q2 2018

3.6x
2.9%

2.9x

2.8x

Q2 2019

Q2 2018

Q4 2018(1)

Q2 2019(1)

Note: (1) Q2 2019 net long-term indebtedness to adjusted EBITDA was 3.3x, while Q4 2018 was 2.6x, on a pro forma basis inclusive of Tartan’s
pre-acquisition LTM adjusted EBITDA.
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STRATEGY
Vision
Our vision is to become a top five construction and services company in Canada. We will have the size, scope and scale
to respond to and withstand market shifts and challenging economic conditions. This will also increase our participation
in the largest and most complex projects in Canada.
As we work towards achieving our vision, we will continue to be a top-tier construction and services provider in the
sectors and geographic regions we serve, both in size and in reputation. We will also continue to attract top talent as a
result of our inspiring, people-first culture, company-wide values and best-in-class safety environment, which are all
rooted in our commitment to our “Promise” to positively impact the businesses we serve, the communities in which we
operate and the lives we touch. We are “People Creating Progress”.
Growth Strategy
Going forward, we will continue to build a business that can adapt to changing market conditions, industry drivers and
client needs, while continuing to diversify geographically. To stay abreast of market conditions and create value for
shareholders, we plan to execute a growth strategy that will target the addition of complementary trade services, such
as mechanical, into either or both of the Industrial Group and the Commercial Systems Group. This initiative is a twopronged approach. In addition to investing internally in the organic growth of services, we have an active corporate
development function that is pursuing the addition of services via accretive acquisitions. Ensuring we are able to
capitalize on the right opportunity to complete our service offerings and increase our competitive advantage is critical to
our growth strategy.
Investment Proposition
Our planned national platform, sector-diversified portfolio and full suite of services, together with a focus on operational
excellence, will provide the size, scope and scale necessary to deliver meaningful adjusted EBITDA growth that is
expected to unlock shareholder value, both through share price appreciation and an attractive quarterly dividend, all
supported by a strong statement of financial position.
Strategic Priorities
Grow the Core and Expand into New Markets






Industrial Group – Integrated Solutions Provider: The Industrial Group is a national MRO service provider and
industrial general contractor. The group plans to drive growth by expanding its market share through the
diversification of its business, including into new sectors and through the addition of complementary trade
services. Progress was achieved on this priority with the acquisition of Tartan in the fourth quarter of 2018.
Buildings Group – Leverage Growth Platform: The Buildings Group is a leading provider of construction
management (“CM”) services for public and private developers from Ontario to British Columbia. The group’s
strategic priorities are focused on increasing market share in existing regions by leveraging its proven expertise
as a leader in CM and design-build delivery methods. In addition, the group plans to grow market access through
a calculated expansion of its delivery models into a dedicated design-build contractor or subcontractor on Public,
Private Partnership (“P3”) projects, and execute a targeted entry into the horizontal infrastructure sector.
Commercial Systems Group – Electrical & Mechanical Contractor: The Commercial Systems Group is a top-tier
provider of electrical services from Ontario to British Columbia. The group’s growth strategies include
strengthening its position in existing core regions, further expanding its geographic reach in its new Ontario
market, and increasing its focus on subsectors in all regions. The group also plans growth through the pairing of
complementary mechanical capabilities with its industry-leading electrical base business, both organically and
through acquisitions.

6 | SECOND QUARTER 2019 MANAGEMENT’S DISCUSSION AND ANALYSIS

OUTLOOK
Stuart Olson Consolidated
We expect 2019 consolidated contract revenue to be meaningfully higher, adjusted EBITDA to be modestly higher and
adjusted EBITDA margin to be stable with 2018 results, based on the outlooks for each of our operating groups below.
Our consolidated outlook has changed from our first quarter 2019 MD&A, primarily as a result of lower-than-expected
award wins for our Industrial Group due to project delays, competitive market conditions and the continued near-term
impacts on capital spending by our integrated oil sands customers as a result of the mandatory Alberta oil production
curtailment policy. Also contributing to the change are lower-than-expected activity levels for our Buildings Group due to
project timing delays, partially offset by reduced Corporate Group costs related to share-based compensation.
We expect capital expenditures for 2019, excluding leased right-of-use assets recognized under IFRS 16, to be between
$5.0 million and $6.0 million.
Industrial Group
Revenue from the Industrial Group is expected to be meaningfully higher, while adjusted EBITDA and adjusted EBITDA
margin are expected to be modestly and significantly lower, respectively, in the 2019 fiscal year as compared to 2018.
The expected decline in adjusted EBITDA margin for the group is due to last year’s completion of two major projects that
contributed significant close-out margins to 2018 results, partially offset by an increase to adjusted EBITDA from the
adoption of IFRS 16. The higher revenue in 2019 reflects a healthy pipeline of construction opportunities for the group,
together with the addition of a full year of results contributed by the recently acquired Tartan business.
We expect to execute approximately $165.0 million of the Industrial Group’s June 30, 2019 backlog in the remainder of
2019. New contract awards and changes in scope are expected to supplement the group’s 2019 revenue for the
remainder of the year.
Buildings Group
The Buildings Group anticipates modestly higher revenue and adjusted EBITDA year-over-year on the basis of projects
moving into higher-activity construction phases and the impact of IFRS 16, paired with a slight decline in adjusted
EBITDA margin. This outlook reflects a greater proportion of projects in higher-activity but lower-margin stages of
completion in 2019.
We expect to execute approximately $225.0 million of the Buildings Group’s June 30, 2019 backlog during the remainder
of 2019. New awards and scope increases on existing projects are expected to supplement revenue from secured
projects in backlog.
Commercial Systems Group
Commercial Systems Group 2019 revenue is expected to be slightly higher than in 2018, while adjusted EBITDA and
adjusted EBITDA margin are expected to be significantly higher as productivity challenges experienced in 2018 are not
expected to repeat in 2019. The group’s adjusted EBITDA results are also expected to benefit from our adoption of IFRS
16.
The Commercial Systems Group expects to execute approximately $100.0 million of its June 30, 2019 backlog during
the balance of 2019. New awards, short-duration projects, building maintenance and tenant improvement work on
existing projects are expected to supplement the secured projects in backlog.
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Corporate Group
We expect Corporate Group adjusted EBITDA to decline meaningfully in 2019 as compared to 2018. This impact relates
primarily to an expected increase in share-based compensation due to the significant 2018 reduction in share-based
compensation expense following a decrease in our share price last year. This effect will be partially offset by the impact
of adopting IFRS 16.
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RESULTS OF OPERATIONS

Consolidated Results

$ millions, except percentages and per share amounts

Three months ended

Six months ended

June 30

June 30

2019

2018

2019

2018

239.5

249.3

460.3

515.1

22.7

25.5

44.1

49.8

9.5%

10.2%

9.6%

9.7%

Administrative costs

22.6

21.8

44.9

42.2

Adjusted EBITDA (1)

6.9

9.0

15.0

17.1

2.9%

3.6%

3.3%

3.3%

(2.2)

1.1

(4.7)

2.7

(0.08)

0.04

(0.17)

0.10

(0.08)

0.04

(0.17)

0.10

0.06

0.12

0.12

0.24

(0.2)

3.8

(4.3)

9.5

(0.01)

0.14

(0.15)

0.35

Contract revenue
Contract income
Contract income margin

(1)

Adjusted EBITDA margin (1)
Net (loss) earnings
(Loss) earnings per share
Basic (loss) earnings per share
Diluted (loss) earnings per share

Dividends declared per share
Adjusted free cash flow (1)
Adjusted free cash flow per share

(1)

$ millions
Backlog (1)

Jun. 30,
2019

Dec. 31,
2018 (3)

1,675.7

1,567.4

(11.7)

(10.9)

Long-term debt (excluding current portion)

48.0

43.1

Convertible debentures (excluding equity portion) (2)

79.4

78.2

645.9

625.3

Working capital

Total assets
Notes:

(1)

“Contract income margin”, “adjusted EBITDA”, “adjusted EBITDA margin”, “adjusted free cash flow”, “adjusted free cash flow per share”
and “backlog” are non-IFRS measures. Please refer to “Non-IFRS Measures” for definitions of these terms.
(2) The convertible debentures issued in 2014 are presented as a current liability of $79.4 million as at June 30, 2019 and as a current liability
of $78.2 million as at December 31, 2018.
(3) We adopted IFRS 16 using the cumulative catch-up approach on January 1, 2019. Please refer to Note 3 of the June 30, 2019 Condensed
Consolidated Interim Financial Statements and our first quarter 2019 MD&A for further information.
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Three-Month Results
For the three months ended June 30, 2019, we generated consolidated contract revenue of $239.5 million, as compared
to $249.3 million in Q2 2018. The year-over-year change was driven primarily by a $12.0 million or 14.4% decrease in
revenue from the Industrial Group and a $3.7 million or 3.3% decrease from the Buildings Group, partially offset by a
revenue increase of $2.1 million or 3.7% in the Commercial Systems Group and intersegment revenue eliminated on
consolidation that was $3.8 million or 84.4% lower year-over-year.
Contract income was $22.7 million in Q2 2019, as compared to $25.5 million in the second quarter of 2018. Contract
income improved by $0.1 million or 1.9% in the Commercial Systems Group, but was offset by declines of $2.2 million
or 21.4% in the Industrial Group and $0.7 million or 7.1% in the Buildings Group.
Administrative costs increased by $0.8 million or 3.7% to $22.6 million in Q2 2019, from $21.8 million in the 2018 period.
Although administrative costs declined by $0.4 million or 10.5% in the Commercial Systems Group and $0.3 million or
6.4% in the Industrial Group, these savings were offset by an increase of $1.5 million or 19.5% in the Corporate Group.
The increase in Corporate Group administrative costs primarily reflects a year-over-year increase in depreciation related
to the centralization of assets in the 2019 period.
For the three months ended June 30, 2019, we generated adjusted EBITDA of $6.9 million, as compared to $9.0 million
in Q2 2018. Second quarter adjusted EBITDA margin was 2.9%, as compared to 3.6% in the quarter last year, primarily
reflecting lower adjusted EBITDA margins from the Industrial Group due to last year’s completion of major projects that
contributed significant close-out margins to 2018 results.
We recorded a consolidated net loss of $2.2 million (diluted loss per share of $0.08) in the second quarter of 2019. This
compares to net earnings of $1.1 million (diluted earnings per share of $0.04) in the same period last year. The $3.3
million decrease in after-tax earnings primarily reflects the decline in adjusted EBITDA, increased interest costs
associated with increases to the Canadian prime lending rate and an increase in the amount drawn on our Revolver in
2019, as well as the amortization of intangible assets recognized for accounting purposes following the Tartan
acquisition.
Adjusted free cash flow was an outflow of $0.2 million (outflow of $0.01 per share) in the second quarter of 2019, as
compared to an adjusted free cash inflow of $3.8 million (inflow of $0.14 per share) in the same period last year. The
year-over-year change was driven primarily by the combination of lower net earnings and a project stage of completiondriven change in provisions in the second quarter of 2019, partially offset by a reduction in share-based payments in the
2019 period.
Six-Month Results
For the six months ended June 30, 2019, we generated consolidated contract revenue of $460.3 million, as compared
to $515.1 million in the same period last year. The revenue decrease was driven by a $42.3 million or 25.3% decrease
in revenue in the Industrial Group, a $20.1 million or 8.4% decrease in revenue in the Buildings Group and a $4.5 million
or 3.7% revenue decrease in the Commercial Systems Group. These decreases were partially offset by a $12.1 million
or 85.2% decrease in intersegment revenue eliminated on consolidation.
Contract income for the first half of 2019 was $44.1 million, as compared to $49.8 million in the same period last year.
Contract income improved by $0.8 million or 4.0% in the Buildings Group, but was offset by decreases of $5.8 million or
31.7% in the Industrial Group and $0.9 million or 7.7% in the Commercial Systems Group.
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Administrative costs increased by $2.7 million or 6.4% to $44.9 million in the first half of 2019, from $42.2 million in the
first half of 2018. Although administrative costs declined by $0.4 million or 3.7% in the Buildings Group and $0.4 million
or 5.6% in the Commercial Systems Group, these savings were offset by an increase of $3.5 million or 23.2% in the
Corporate Group. The increase in Corporate Group costs primarily reflects restructuring costs and investing and other
one-time activities during the first half of 2019, partially offset by a year-over-year decrease in share-based compensation
expense accruals as a result of the decrease in our share price in the first half of 2019.
For the six months ended June 30, 2019, we generated adjusted EBITDA of $15.0 million, as compared to $17.1 million
in the 2018 period. Second quarter adjusted EBITDA margin was stable at 3.3% in both periods.
For the six months ended June 30, 2019, we recognized a consolidated net loss of $4.7 million (diluted loss per share
of $0.17), as compared to net earnings of $2.7 million (diluted earnings per share of $0.10) in the same period last year.
The $7.4 million decrease in after-tax earnings primarily reflects the year-over-year change in adjusted EBITDA,
restructuring costs, investing and other one-time activities during the first half of 2019, an increase in Revolver financing
costs related to both increases in the Canadian prime lending rate and a year-over-year increase in our Revolver balance,
as well as the amortization of intangible assets recognized for accounting purposes following the Tartan acquisition.
Adjusted free cash flow was an outflow of $4.3 million (outflow of $0.15 per share) in the first half of 2019, as compared
to an adjusted free cash inflow of $9.5 million (inflow of $0.35 per share) in the same period last year. The year-overyear change was driven primarily by the combination of lower net earnings and a project stage of completion-driven
change in provisions in the first half of 2019.
Consolidated Backlog
$ millions, except percentages

Jun. 30, 2019

Dec. 31, 2018

Industrial Group

618.1

538.2

Buildings Group

809.0

813.1

Commercial Systems Group

248.6

216.1

1,675.7

1,567.4

Cost-plus

31.0%

32.7%

Construction management

38.8%

39.4%

Consolidated backlog

(1)

Design-build
Tendered (hard-bid)
Note:

(1) “Backlog”

0.7%

0.7%

29.5%

27.2%

is a non-IFRS measure. Please refer to the “Non-IFRS Measures” section of this document for a definition of this term.

Consolidated backlog as at June 30, 2019 grew to $1,675.7 million, an increase of $108.3 million or 6.9% from backlog
of $1,567.4 million as at December 31, 2018. As at June 30, 2019, backlog consisted of work-in-hand of $929.8 million
(December 31, 2018 - $884.0 million) and active backlog of $745.9 million (December 31, 2018 - $683.4 million). The
backlog consists of approximately 31.0% cost-plus arrangements, 38.8% construction management contracts, 0.7%
design-build contracts and 29.5% tendered (hard-bid) work. The majority of our backlog (69.8%) is composed of
construction management and cost-plus arrangements, which are low-risk project delivery methods. Net new contract
awards and increases in contract values aggregating $268.7 million and $568.7 million were added to backlog in the
second quarter and first half of 2019, respectively.
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Our book-to-bill ratio for the second quarter and first half of 2019 was 1.12 to 1.00 and 1.24 to 1.00, respectively. Second
quarter additions, totaling $270.0 million, include approximately:





$105.0 million in awards to the Industrial Group, including a mine facility construction project for a new client in
Saskatchewan, an infrastructure project for a mining customer in Ontario, a maintenance and turnaround MSA
extension in Alberta and a facility construction project for a food company in Manitoba;
$95.0 million in projects awarded to the Buildings Group, including a new fire hall in Ontario and the modernization
of a seniors care centre in Alberta; and
$70.0 million of Commercial Systems Group awards composed of numerous projects, including a healthcare facility
and an events centre in Alberta, as well as two agricultural facilities in Ontario and Alberta.

RESULTS OF OPERATIONS BY GROUP
Industrial Group Results

$ millions, except percentages

Three months ended

Six months ended

June 30

June 30

2019

2018

2019

2018

Contract revenue

71.4

83.4

125.1

167.4

Contract income

8.1

10.3

12.5

18.3

11.3%

12.4%

10.0%

10.9%

4.4

4.7

9.0

9.0

Contract income margin

(1)

Administrative costs
Adjusted EBITDA

(1)

Adjusted EBITDA margin (1)
Earnings before tax (“EBT”)

Backlog (1)
Note:

4.8

7.0

6.4

11.7

6.7%

8.4%

5.1%

7.0%

3.5

5.7

3.3

9.4

2018

2017

Jun. 30 2019

Dec. 31 2018

618.1

538.2

(1)

“Contract income margin”, “adjusted EBITDA”, “adjusted EBITDA margin” and “backlog” are non-IFRS measures. Please refer to the
“Non-IFRS Measures” section of this document for definitions of these terms.

Three-Month Results
For the three months ended June 30, 2019, the Industrial Group generated revenue of $71.4 million, a $12.0 million or
14.4% decrease from the $83.4 million of revenue executed in Q2 2018. The year-over-year change primarily reflects
last year’s completion of two large projects that contributed significant revenue to Q2 2018 results, as well as a reduction
in spring turnaround activity at certain oil sands sites in 2019, reflecting normal plant turnaround cycles and the impact
of Alberta’s oil production curtailment. These impacts were partially offset by additional revenue contributed by Tartan in
the 2019 period.
Second quarter contract income from the Industrial Group was $8.1 million, as compared to $10.3 million in Q2 2018.
Contract income margin was 11.3%, as compared to 12.4% in the second quarter of 2018, with the decrease primarily
due to last year’s completion of two major projects that contributed significant close-out margins to 2018 results.
Second quarter administrative costs were $4.4 million, as compared to $4.7 million in 2018. The 6.4% or $0.3 million
decrease reflects restructuring costs recognized in the 2018 period and related cost savings in the 2019 period, partially
offset by the addition of costs related to Tartan’s operations, including the amortization of acquired intangibles.
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Second quarter adjusted EBITDA from the Industrial Group was $4.8 million, as compared to $7.0 million during the
same period of 2018. The $2.2 million or 31.4% decrease primarily reflects the lower contract income, partially offset by
the conversion of facility rent expense to depreciation and interest as a result of the adoption of IFRS 16 in 2019. The
Industrial Group’s second quarter adjusted EBITDA margin was 6.7%, as compared to 8.4% in Q2 2018.
The Industrial Group reported Q2 2019 earnings before tax of $3.5 million, as compared to earnings before tax of $5.7
million in Q2 2018. The $2.2 million or 38.6% change was driven primarily by the lower adjusted EBITDA.
Six-Month Results
For the six months ended June 30, 2019, the Industrial Group generated revenue of $125.1 million, as compared to
$167.4 million in the same period of 2018. The year-over-year change primarily reflects last year’s completion of two
large projects that contributed significant revenue to first half 2018 results, as well as a reduction in spring turnaround
activity at certain oil sands sites in 2019, reflecting normal plant turnaround cycles and the impact of Alberta’s oil
production curtailment. These impacts were partially offset by additional revenue contributed by Tartan in the 2019
period.
First half contract income from the Industrial Group was $12.5 million, as compared to $18.3 million in the first half last
year. Contract income margin was 10.0%, as compared to 10.9% in the same period of 2018, with the decrease reflecting
a decline in operational leverage as a result of the lower activity levels in 2019 together with last year’s completion of
major projects that contributed significant close-out margins to 2018 results.
Industrial Group administrative costs were $9.0 million in the first half of 2019, in line with costs from the same period in
2018. This result reflects restructuring costs recognized in the 2018 period and related cost savings in the 2019 period,
partially offset by the addition of costs related to Tartan’s operations, including the amortization of acquired intangibles.
Adjusted EBITDA was $6.4 million (5.1% adjusted EBITDA margin) in the first six months of 2019, as compared to $11.7
million (7.0% adjusted EBITDA margin) during the same period of 2018. The $5.3 million decrease primarily reflects the
lower contract income, partially offset by the conversion of facility rent expense to depreciation and interest as a result
of the adoption of IFRS 16 in 2019.
Earnings before tax declined 64.9% to $3.3 million, from $9.4 million in the 2018 period. The $6.1 million decrease
primarily reflects the lower contract income.
Industrial Group Backlog
As at June 30, 2019, Industrial Group backlog grew to $618.1 million, from $538.2 million as at December 31, 2018. The
$79.9 million or 14.8% increase reflects the addition of $205.0 million of new projects to backlog during the first half of
2019 and the execution of $125.1 million of contract revenue. New awards in 2019 have included a number of MSA
awards, including a new bundled services maintenance contract in the petrochemical sector that includes our recently
acquired mechanical maintenance capabilities, as well as a new MSA in the power sector with a repeat customer in
Ontario, a mine facility construction project for a new client in Saskatchewan, an infrastructure project in Ontario for a
mining customer, a maintenance and turnaround MSA extension in Alberta and a facility construction project with a food
company in Manitoba.
As at June 30, 2019, 76.1% of the Industrial Group’s backlog was composed of cost-plus projects and 23.9% was
tendered (hard-bid) projects. The June 30, 2019 backlog consisted of $323.3 million of work-in-hand and $294.8 million
of active backlog, compared to $231.0 million of work-in-hand and $307.2 million of active backlog as at December 31,
2018.
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Buildings Group Results

$ millions, except percentages

Three months ended

Six months ended

June 30

June 30

2019
109.8

Contract revenue
Contract income
Contract income margin (1)
Administrative costs
Adjusted EBITDA

2018

(1)

Adjusted EBITDA margin

(1)

Earnings before tax

2019
218.6

113.5

238.7

9.2

9.9

20.7

19.9

8.4%

8.7%

9.5%

8.3%

5.5

5.5

10.4

10.8

4.2

4.7

11.7

9.8

3.8%

4.1%

5.4%

4.1%

3.8

4.6

10.9

9.6

2018

2017

Jun. 30 2019

Dec. 31 2018

809.0

813.1

Backlog (1)
Note:

2018

(1)

“Contract income margin”, “adjusted EBITDA”, “adjusted EBITDA margin” and “backlog” are non-IFRS measures. Please refer to the
“Non-IFRS Measures” section of this document for definitions of these terms.

Three-Month Results
For the three months ended June 30, 2019, the Buildings Group generated revenue of $109.8 million, as compared to
$113.5 million in the same period of 2018. The $3.7 million or 3.3% decrease primarily reflects a shift in project stage of
completion between the two periods, with projects in Ontario and Alberta in lower activity phases than last year.
Second quarter contract income was $9.2 million (8.4% contract income margin), as compared to $9.9 million (8.7%
contract income margin) during the same period in 2018. The $0.7 million or 7.1% decrease was driven by projects in
Ontario being in earlier stages of completion in the 2019 period, partially offset by increased margins recognized in 2019
as a number of projects reached completion.
Administrative costs of $5.5 million in the second quarter of 2019 were stable year-over-year.
Second quarter adjusted EBITDA was $4.2 million (3.8% adjusted EBITDA margin), compared to $4.7 million (4.1%
adjusted EBITDA margin) last year. The $0.5 million or 10.6% decrease primarily reflects the lower contract income,
partially offset by the conversion of facility rent expense to depreciation and interest as a result of the adoption of IFRS
16 in 2019.
Earnings before tax from the Buildings Group was $3.8 million in the second quarter of 2019, a $0.8 million or 17.4%
decrease from $4.6 million in the same period of 2018. The year-over-year change was driven primarily by the decline
in contract income.
Six-Month Results
For the first half of 2019, the Buildings Group generated revenue of $218.6 million, which compares to $238.7 million in
the same period last year. The $20.1 million or 8.4% decrease primarily reflects projects in Ontario and Alberta moving
into lower activity stages of completion in the first half of 2019.
Notwithstanding the lower revenue, contract income increased 4.0% to $20.7 million (9.5% contract income margin),
from $19.9 million (8.3% contract income margin) in the same period in 2018. The $0.8 million improvement reflects
increased margins recognized as a number of projects neared or reached completion.
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Administrative costs of $10.4 million in the first six months of 2019 were $0.4 million or 3.7% lower than the $10.8 million
reported in the same period in 2018. The administrative savings primarily reflect concerted efforts by the group to reduce
costs.
The Buildings Group increased adjusted EBITDA to $11.7 million (5.4% adjusted EBITDA margin) for the six months
ended June 30, 2019, up $1.9 million from $9.8 million (4.1% adjusted EBITDA margin) in the same period last year.
The 19.4% improvement primarily reflects the higher contract income, combined with administrative savings (before the
impact of depreciation) and the conversion of facility rent expense to depreciation and interest as a result of the adoption
of IFRS 16 in 2019.
Earnings before tax improved to $10.9 million in the 2019 period, up $1.3 million from $9.6 million in the same period of
2018. The 13.5% improvement primarily reflects the combined improvements in contract income and administrative
costs.
Buildings Group Backlog
As at June 30, 2019, the Buildings Group’s backlog was $809.0 million, as compared to $813.1 million as at December
31, 2018. The $4.1 million or 0.5% decrease reflects the group having executed $218.6 million of contract revenue in
the first half of 2019 and adding $214.5 million of new work to backlog. New awards in 2019 include a new fire hall in
Ontario and multiple retirement residences in Alberta.
As at June 30, 2019, 76.1% of the Buildings Group’s backlog was composed of construction management assignments
and 23.9% was tendered (hard-bid) projects. The group’s June 30, 2019 backlog consisted of $396.6 million of work-inhand and $412.4 million of active backlog, compared to $444.1 million of work-in-hand and $369.0 million of active
backlog as at December 31, 2018.

Commercial Systems Group Results

$ millions, except percentages

Three months ended

Six months ended

June 30

June 30

2019

Contract revenue
Contract income
Contract income margin

(1)

Administrative costs
Adjusted EBITDA

(1)

Adjusted EBITDA margin

(1)

Earnings before tax

Backlog
Note:

(1)

2018

2019

2018

59.0

56.9

118.7

123.2

5.4

5.3

10.8

11.7

9.2%

9.3%

9.1%

9.5%

3.4

3.8

6.8

7.2

2.6

2.4

5.4

5.8

4.4%

4.2%

4.5%

4.7%

1.8

1.5

3.8

4.7

2018

2017

Jun. 30 2019

Dec. 31 2018

248.6

216.1

(1)

“Contract income margin”, “adjusted EBITDA”, “adjusted EBITDA margin” and “backlog” are non-IFRS measures. Please refer to the
“Non-IFRS Measures” section of this document for definitions of these terms.

Three-Month Results
For the three months ended June 30, 2019, the Commercial Systems Group increased revenue to $59.0 million, up $2.1
million or 3.7% from revenue of $56.9 million in Q2 2018. Recent significant project awards and a shift in project stage
of completion were the key factors in the revenue increase.
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Second quarter contract income of $5.4 million (contract income margin of 9.2%) was in line with contract income of $5.3
million (contract income margin of 9.3%) in Q2 2018.
Administrative costs were lower at $3.4 million, an improvement of $0.4 million or 10.5%, from $3.8 million in Q2 2018.
The administrative savings were primarily driven by restructuring costs recognized in the 2018 period.
Adjusted EBITDA increased to $2.6 million (4.4% adjusted EBITDA margin) in the second quarter of 2019, from $2.4
million (4.2% adjusted EBITDA margin) in Q2 2018. The $0.2 million or 8.3% improvement primarily reflects the higher
contract income and the conversion of facility rent expense to depreciation and interest as a result of the adoption of
IFRS 16 in 2019.
The Commercial Systems Group also increased second quarter earnings before tax to $1.8 million, from $1.5 million
during the same period in 2018. This $0.3 million or 20.0% improvement was driven primarily by the higher adjusted
EBITDA.
Six-Month Results
For the first half of 2019, the Commercial Systems Group generated revenue of $118.7 million, which compares to
$123.2 million in the same period last year. This $4.5 million or 3.7% decrease was primarily due to a shift in project
stage of completion between the two periods.
Contract income for the first half of 2019 was $10.8 million (contract income margin of 9.1%), as compared to $11.7
million (contract income margin of 9.5%) in the same period in 2018. This $0.9 million or 7.7% decrease was primarily
due to a shift in project stage of completion, with more projects in early stages in the first half of 2019.
Administrative costs decreased to $6.8 million in the first six months of 2019, from $7.2 million in 2018. This $0.4 million
or 5.6% decrease reflects restructuring costs recognized in the 2018 period.
Adjusted EBITDA from the Commercial Systems Group was $5.4 million (4.5% adjusted EBITDA margin) in the first half
of 2019, as compared to $5.8 million (4.7% adjusted EBITDA margin) in the same period last year. The $0.4 million or
6.9% decrease primarily reflects the lower contract income, partially offset by the lower administrative costs and the
conversion of facility rent expense to depreciation and interest as a result of the adoption of IFRS 16 in 2019.
Commercial Systems Group generated year-to-date earnings before tax of $3.8 million, as compared to $4.7 million
during the same period in 2018. The $0.9 million or 19.1% change was mainly due to the lower contract income.
Commercial Systems Group Backlog
As at June 30, 2019, the Commercial Systems Group’s backlog increased to $248.6 million, from $216.1 million as at
December 31, 2018. The $32.5 million or 15.0% increase reflects the group having executed $59.7 million of construction
activity during the first half of 2019 and added $80.4 million of new work to backlog. The new backlog is composed of
numerous projects, including office and residential tower projects, a health care facility, a public school, an events centre
in Alberta, as well as two agricultural facilities in Ontario and Alberta.
As at June 30, 2019, the Commercial Systems Group’s backlog was composed of 20.1% cost-plus projects, 3.8% designbuild projects and 76.1% tendered (hard-bid) projects. The June 30, 2019 backlog consisted of $209.9 million of workin-hand and $38.7 million of active backlog, compared to $208.9 million of work-in-hand and $7.2 million of active backlog
as at December 31, 2018.
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Corporate Group Results
Three months ended

Six months ended

June 30

June 30

2019

$ millions

2018

2019

2018

Administrative costs

9.2

7.7

18.6

15.1

Finance costs

3.1

2.5

6.1

4.7

Adjusted EBITDA

(1)(2)

Loss before tax
Notes:

(4.7)

(5.1)

(8.5)

(10.2)

(11.9)

(10.2)

(24.1)

(19.7)

(1)

“Adjusted EBITDA” is a non-IFRS measure. Please refer to the “Non-IFRS Measures” section of this document for the definition of the
term.
(2) During the fourth quarter of 2018, we changed our definition of adjusted EBITDA to exclude costs related to certain shareholder activities.
This change in definition has not had an impact to the calculations for the quarter ended June 30, 2018. Please refer to the “Non-IFRS
Measures” section of this MD&A for more information on our definition and the calculation.

Three-Month Results
For the three months ended June 30, 2019, Corporate Group administrative costs were $9.2 million, as compared to
$7.7 million in the second quarter of 2018. This $1.5 million or 19.5% increase primarily reflects an increase in
depreciation and other costs related to the centralization of asset management in the 2019 period, as well as higher
restructuring and other one-time costs in the 2019 period. These increases were partially offset by a significant decrease
in share-based compensation expense as a result of a decrease in our share price in the second quarter of 2019.
Second quarter 2019 Corporate Group finance costs were $3.1 million, an increase of $0.6 million or 24.0% from the
$2.5 million incurred during the same period last year. The higher finance costs reflect an increase in our long-term debt
balance, as well as increases to the Canadian prime lending rate, together with the impact of the adoption of IFRS 16.
The Corporate Group recorded a second quarter adjusted EBITDA loss of $4.7 million, which compares to a loss of $5.1
million in Q2 2018. The $0.4 million or 7.8% change primarily reflects the conversion of facility rent expense to
depreciation and interest as a result of the adoption of IFRS 16 in 2019, together with the change in administrative costs,
excluding depreciation, restructuring and other one-time activities recorded as part of administrative costs in Q2 2019,
which are all excluded from adjusted EBITDA.
The Corporate Group incurred a second quarter 2019 loss before tax of $11.9 million, as compared to a loss before tax
of $10.2 million in the comparable period of 2018. The $1.7 million or 16.7% change was primarily due to the increases
in administrative costs and finance costs.
Six-Month Results
For the six months ended June 30, 2019, Corporate Group administrative expenses increased to $18.6 million, from
$15.1 million in the first half of 2018. The $3.5 million or 23.2% increase reflects an increase in depreciation and other
costs related to the centralization of asset management in the 2019 period, as well as higher restructuring and other
one-time costs in the first half of 2019. These increases were partially offset by a significant decrease in share-based
compensation expense as a result of a decrease in our share price in the second quarter of 2019.
Corporate Group finance costs were $6.1 million in the first half of 2019, reflecting an increase of $1.4 million or 29.8%
from the $4.7 million incurred during the same period last year. The year-over-year change reflects an increase in our
long-term debt balance, together with increases to the Canadian prime lending rate in 2019 and the impact of the
adoption of IFRS 16 in 2019.
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For the first half of 2019, Corporate Group adjusted EBITDA was a loss of $8.5 million, which compares to a loss of
$10.2 million in the first half of 2018. The $1.7 million or 16.7% improvement primarily reflects the conversion of facility
rent expense to depreciation and interest as a result of the adoption of IFRS 16 in 2019, together with the change in
administrative costs, excluding depreciation, restructuring and other one-time activities recorded as part of administrative
costs in 2019, which are all excluded from adjusted EBITDA.
For the six months ended June 30, 2019, the Corporate Group incurred a loss before tax of $24.1 million, a decline of
$4.4 million or 22.3% compared to a loss before tax of $19.7 million in the comparable period in 2018. This year-overyear decline primarily reflects the change in administrative and finance costs, partially offset by gains recognized in 2019
as part of our equipment optimization initiative.

LIQUIDITY
Cash and Borrowing Capacity
We monitor our liquidity principally through cash and cash equivalents and available borrowing capacity under our
Revolver.
Current cash and cash equivalents as at June 30, 2019 were $17.0 million, reflecting an $8.9 million reduction from the
$25.9 million held as at December 31, 2018. The change reflects the application of cash held to reduce amounts drawn
under our Revolver, combined with an investment of cash into non-cash working capital in the first half of 2019. Please
refer to the “Capital Resources” section of this MD&A for a detailed explanation of the change in non-cash working
capital.
As at June 30, 2019, we had additional borrowing capacity under the Revolver of $33.2 million, compared to $71.5 million
as at December 31, 2018. This change is related to an increase in long-term indebtedness, which is explained in detail
below, and a $5.7 million decrease in LTM Revolver EBITDA, which differs from our calculation of reported adjusted
EBITDA primarily with respect to the timing of when certain expenses are recognized, the deduction of facility lease
payments recognized as depreciation and interest under IFRS 16 and a $2.5 million ceiling on the amount of restructuring
costs permitted to be excluded from Revolver EBITDA on an LTM basis.
Debt and Capital Structure
Long-term indebtedness, including the current portion of long-term debt and convertible debentures, increased to $138.4
million as at June 30, 2019, from $128.2 million as at December 31, 2018. The $10.2 million change reflects an increase
in our Revolver balance to fund investments in operational working capital in the second quarter of 2019.
Long-term indebtedness consists of $80.5 million (December 31, 2018 - $80.5 million) principal value at maturity of
outstanding convertible debentures, the principal value of long-term debt of $51.0 million (December 31, 2018 - $47.7
million) before the deduction of deferred financing fees for accounting purposes and $6.9 million of lease obligations
associated with equipment and automotive leases (December 31, 2018 – $nil). As at December 31, 2018, lease
obligations associated with equipment and automotive leases were included as part of long-term debt.
The current portion of long-term debt as at June 30, 2019 was $1.3 million (December 31, 2018 - $3.0 million).
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We monitor our capital structure through the use of indebtedness to capitalization and net long-term indebtedness to
adjusted EBITDA metrics. Indebtedness to capitalization as at June 30, 2019 was 41.9%, higher than the 39.0% ratio as
at December 31, 2018 and our long-term targeted range of 20.0% to 40.0%. The slightly higher ratio as compared to
year end reflects the increase in long-term indebtedness.
Actual as at
Jun. 30, 2019

Actual as at
Dec. 31, 2018 (1)

79.4

78.2

Convertible debentures, unamortized accretion and deferred financing fees

1.1

2.3

Construction/automotive equipment lease liability, including current portion

6.9

nil

49.4

46.1

1.6

1.6

Total long-term indebtedness (principal value)

138.4

128.2

Total long-term indebtedness (principal value)

138.4

128.2

Add: Total equity

191.8

200.8

Total capitalization

330.6

329.0

41.9%

39.0%

$ millions, except percentages
Convertible debentures, liability component for accounting purposes

Long-term debt, including current portion
Long-term debt, unamortized deferred financing fees

Indebtedness to capitalization percentage
Note:

(1)

We adopted IFRS 16 using the cumulative catch-up approach on January 1, 2019. Please refer to Note 3 of the June 30, 2019 Condensed
Consolidated Interim Financial Statements and our first quarter 2019 MD&A for further information.

As at June 30, 2019, our net long-term indebtedness to LTM adjusted EBITDA (“net debt to LTM adjusted EBITDA”)
ratio was 3.6x, or 3.3x on a pro forma basis inclusive of Tartan’s pre-acquisition LTM adjusted EBITDA. This compares
to the 2.8x, or 2.6x ratio on a pro forma basis inclusive of Tartan’s LTM adjusted EBITDA, presented as at December
31, 2018. The year-over-year change reflects the draw on our Revolver in order to fund working capital requirements,
as well as a decline in our LTM adjusted EBITDA. Notwithstanding this higher net debt to adjusted EBITDA level as at
December 31, 2018, management is committed to a three-to-five year target range of 2.0x to 3.0x.

$ millions, except ratios

Actual as at
Jun. 30, 2019

Actual as at
Dec. 31, 2018

Total long-term indebtedness (principal value)

138.4

128.2

Less: Cash on hand

(17.0)

(25.9)

Net long-term indebtedness

121.4

102.3

Divided by: LTM adjusted EBITDA

34.0

36.1

Net long-term indebtedness to adjusted EBITDA

3.6x

2.8x

As at June 30, 2019, we were in full compliance with covenants under the Revolver agreement.

Ratio

Covenant

Actual as at
Jun. 30, 2019

Interest coverage

>2.00:1.00

3.08

Debt to EBITDA

<3.25:1.00

2.10
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The outstanding balance under the Revolver fluctuates from quarter-to-quarter as it is drawn to finance working capital
requirements, capital expenditures and acquisitions, and is repaid with funds from operations, dispositions or financing
activities.
New $70.0 Million Convertible Debenture Financing
On August 7, 2019, we announced an investment agreement with Canso, pursuant to which Canso will purchase, subject
to customary closing conditions, including approval of the Company’s shareholders and the Toronto Stock Exchange,
$70.0 million aggregate principal amount of convertible unsecured subordinated debentures, with an interest rate of
7.0% per annum, conversion price of $4.87 per common share and a maturity date that is the fifth anniversary of the
issue date. The conversion price per common share was established at 140% of the 30-day volume weighted average
trading price calculated after the close of trading on August 1, 2019.
The transaction is expected to close in late September, and is subject to certain conditions, including, without limitation,
the receipt of all necessary regulatory and shareholder approvals. We intend to use the net proceeds, together with
available cash and a draw on our Revolver, to repay the outstanding 2014 $80.5 million convertible debentures that
mature on December 31, 2019.
Stuart Olson has entered into voting support agreements with three of its major shareholders, which collectively
represent approximately 33% of the outstanding common shares of the Company. For further information, please see
our August 7, 2019 press release labeled “Stuart Olson Announces a $70 Million Convertible Debenture Financing”.
Revolver Amendments
On August 7, 2019, we secured an amendment to our Revolver agreement. This amendment is effective June 30, 2019
and reflects changes to a number of terms, including an amendment to the interest coverage ratio covenant. The
amendment was unanimously approved by the lenders and provides that our required interest coverage ratio shall be
not less than 2.00:1.00 until December 31, 2020, increasing to not less than 2.25:1.00 until March 31, 2021, and
increasing to not less than 2.50:1.00 for each quarter thereafter. This amendment also capped the amount Stuart Olson
is able to draw on the Revolver to settle its 2014 $80.5 million convertible debentures at $20.0 million.
The amending agreements to the Revolver, containing all of the foregoing changes and certain other non-material
changes, are available under our SEDAR profile at www.sedar.com.
Summary of Cash Flows
Six months ended
June 30
2019

$ millions

2018

Operating activities

(8.5)

(51.8)

Investing activities

(1.5)

(0.9)

1.1

42.7

(8.9)

(10.0)

25.9

31.7

17.0

21.7

Financing activities
Decrease in cash
Cash and cash equivalents, beginning of period
Cash and cash equivalents, end of period
Note:

(1) Cash

(1)

(1)

and cash equivalents includes restricted cash.
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Cash used in operating activities for the first half of 2019 was $8.5 million, as compared to $51.8 million of cash used in
the first half of 2018. The $43.3 million improvement in cash flow from operating activities was driven primarily by a $55.9
million reduction in investment in non-cash working capital, as compared to the larger than usual funding of working
capital in the second quarter of 2018. This improvement was partially offset by lower net earnings and a project stage of
completion-driven change in provisions in the first half of 2019.
Cash used in investing activities in the first six months of 2019 was $1.5 million, as compared to $0.9 million in the 2018
period. The $0.6 million change was due to an increased investment in property and equipment and intangible assets in
the 2019 period, with the investment partially offset by higher proceeds from the disposal of assets as part of our
equipment optimization initiative.
Cash generated from financing activities totalled $1.1 million in the first half of 2019, as compared to $42.7 million
generated from financing activities in the first half of 2018. The $41.6 million year-over-year change reflects the reduced
investment in working capital to support operating activities in 2019. The year-over-year change was also impacted by
the repayment of principal amounts of lease liabilities as a result of adopting IFRS 16 in 2019.
External Factors Impacting Liquidity
Please refer to the “Risks” section of this document for a description of circumstances that could affect our sources of
funding.

CAPITAL RESOURCES
Our objectives in managing capital are to ensure that we have sufficient liquidity to pursue growth objectives, while
maintaining a prudent amount of financial leverage.
Capital is composed of equity and long-term indebtedness, including convertible debentures. Our primary uses of capital
are to finance operations, execute growth strategies and fund capital expenditure programs.
Capital expenditures, including property, equipment and intangible assets, are associated with our need to maintain and
support existing operations. We expect capital expenditures for 2019, excluding leased right-of-use assets recognized
under IFRS 16, primarily related to facilities, to be between $5.0 million and $6.0 million.
Working Capital
Working capital is current assets less current liabilities. As at June 30, 2019, we had negative working capital of $11.7
million, as compared to negative working capital of $10.9 million as at December 31, 2018. The $0.8 million decrease in
working capital is primarily related to the use of cash to repay debt as a result of a decline in operationally required cash
balances, as well as a $4.9 million decrease in working capital as a result of the adoption of IFRS 16 in 2019. Partially
offsetting the negative variance was a current tax recovery recognized year-to-date in 2019 and an investment in noncash working capital as a result of increasing activity levels for our Industrial and Commercial Systems Groups.
The current negative working capital balance is due to the classification of our 2014 $80.5 million convertible debentures
as a current liability in 2019. Management anticipates that working capital will return to a positive balance upon settlement
of the convertible debentures on or before December 31, 2019.
On the basis of current cash and cash equivalents, our ability to generate cash from operations and the undrawn portion
of the Revolver, we believe we have the capital resources and liquidity necessary to meet our commitments, support
operations, finance capital expenditures, support growth strategies and fund declared dividends.
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Contractual Obligations
As at June 30, 2019, the carrying value of our total contractual obligations and commitments was $386.6 million, as
compared to $330.5 million as at December 31, 2018. This increase is primarily due to our January 1, 2019 adoption of
IFRS 16, which resulted in the recognition of lease liabilities that were previously classified as operating leases. These
liabilities were previously reported as operating lease commitments and not recognized on the statement of financial
position. For a reconciliation of our commitments as at December 31, 2018 to our lease liabilities as at January 1, 2019,
please refer to Note 3(a)(ii) of the June 30, 2019 Condensed Consolidated Interim Financial Statements. For further
details on changes in our contractual obligations from December 31, 2018, please refer to the “Liquidity”, “Working
Capital” and “Current Changes in Accounting Standards” sections of this document.
As at June 30, 2019, we had outstanding letters of credit in the amount of $3.6 million in connection with various projects
and joint arrangements (December 31, 2018 - $5.7 million), of which $2.5 million are financial letters of credit (December
31, 2018 - $2.5 million).
Scheduled long-term debt and lease liability principal repayments due within one year of June 30, 2019 were $1.3 million
(December 31, 2018 - $3.0 million) and $9.5 million (December 31, 2018 - $nil), respectively.
Share Data
As at June 30, 2019, we had 27,987,275 common shares issued and outstanding and 1,689,883 options convertible into
common shares (December 31, 2018 - 27,783,097 common shares and 1,689,883 options). Please refer to Note 12 and
Note 13 of the June 30, 2019 Condensed Consolidated Interim Financial Statements for further detail. On July 16, 2019,
we issued 86,227 shares pursuant to our Dividend Reinvestment Plan (“DRIP”). The details pertaining to our DRIP are
available on our website at www.stuartolson.com. As at August 7, 2019, we had 28,073,502 common shares issued and
outstanding and 1,689,883 options convertible into common shares.
The $80.5 million of 6.0% convertible debentures issued in September 2014 are convertible into 5,689,046 common
shares, based on a conversion price of $14.15 per share.
As at June 30, 2019, shareholders’ equity was $191.8 million, compared to $200.8 million as at December 31, 2018.
This $9.0 million decrease primarily reflects $3.4 million of dividends declared, the net loss of $4.7 million, a $1.2 million
defined benefit plan actuarial loss (net of tax) and $0.7 million related to the adoption of IFRS 16 on January 1, 2019.
This effect was partially offset by an increase of $0.9 million related to shares issued pursuant to the DRIP.

DIVIDENDS
Declaration of Common Share Dividend
On August 7, 2019, our Board of Directors declared a quarterly common share dividend of $0.06 per share. The dividend
is designated as an eligible dividend under the Income Tax Act (Canada) and is payable October 15, 2019 to
shareholders of record on September 30, 2019.
We also maintain a DRIP, details of which are available on our website at www.stuartolson.com. Future dividend
payments may vary depending on a variety of factors and conditions, including overall profitability, debt service
requirements, operating costs and other factors affecting cash flow.
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ACQUISITION OF TARTAN
On November 6, 2018, we acquired 100% of the issued and outstanding shares of Tartan Canada Corporation, a
privately held industrial services provider in Western Canada, specializing in providing mechanical maintenance services
to the oil and gas, pulp and paper, petrochemical and power sectors. Industrial Group and Stuart Olson consolidated
results both include Tartan’s results from the acquisition date. For further information on the acquisition of Tartan, please
refer to Note 4 of our June 30, 2019 Condensed Consolidated Interim Financial Statements.

OFF-BALANCE SHEET ARRANGEMENTS
We had no off-balance sheet arrangements in place as at June 30, 2019.

QUARTERLY FINANCIAL INFORMATION
The following table sets out our selected quarterly financial information for the eight most recent quarters:
2019 Quarter
Ended:
$ millions, except per share amounts

Jun. 30

2017 Quarter
Ended:

2018 Quarter Ended:

Mar. 31

Dec. 31

Sep. 30

Jun. 30

Mar. 31

Dec. 31

Sep. 30

239.5

220.9

227.6

223.7

249.3

265.9

282.6

268.1

6.9

8.1

7.2

11.8

9.0

8.1

11.5

11.7

(2.2)

(2.5)

(1.3)

3.9

1.1

1.6

5.7

3.6

Basic (loss) earnings per share

(0.08)

(0.09)

(0.05)

0.14

0.04

0.06

0.21

0.13

Diluted (loss) earnings per share

(0.08)

(0.09)

(0.05)

0.12

0.04

0.06

0.18

0.11

Contract revenue
Adjusted EBITDA

(1)

Net (loss) earnings
Net (loss) earnings per common share

Note:

(1)

Adjusted EBITDA is a non-IFRS measure and is presented as calculated based on our current definition. Please refer to the “Non-IFRS
Measures” section of this document for more information on our definition and the calculation.

Revenue for the fourth quarter of 2017 increased compared to Q3 2017 due to higher building activity levels for our
Industrial Group and Commercial Systems Group. Notwithstanding the improved revenue, adjusted EBITDA declined
slightly as a result of incentive compensation accruals by the Corporate Group, including marking-to-market of sharebased compensation liabilities. Net earnings improved during the quarter with a recovery related to the reversal of the
remaining balance of a 2016 onerous lease provision offsetting the decline in adjusted EBITDA.
Financial results for the first quarter of 2018 decreased compared to the fourth quarter of 2017, primarily reflecting
seasonal activity level decreases for the Industrial Group, changes to project stage of completion for the Buildings Group
and the Commercial Systems Group beginning to work through its significant 2017 project awards, which are in early
stages of completion.
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Revenue decreased in the second quarter of 2018 as compared to the first quarter of 2018 as a result of a shift in project
stage of completion, with an increasing proportion of Buildings Group projects moving into final stages while recent
awards were still in lower-activity early stages. Revenue was also negatively impacted by the Commercial Systems
Group returning to more normal activity levels after record first quarter revenue. Notwithstanding the decline in revenue,
adjusted EBITDA improved quarter-over-quarter as a result of strong project performance by the Industrial Group, with
increased margins recognized on certain projects nearing completion. Net earnings declined in the second quarter of
2018 as a result of the recognition of $1.4 million of restructuring costs spread across all groups.
Third quarter 2018 revenue decreased compared to the second quarter of 2018, reflecting an increasing proportion of
Buildings Group projects in lower-activity early stages, combined with a reduced activity level for the Industrial Group.
The change in Q3 2018 Industrial Group activity was driven by the completion of larger projects in the second quarter,
as well as the completion of seasonal spring turnaround activity that benefitted second quarter results. Adjusted EBITDA
and net earnings increased materially quarter-over-quarter, primarily due to final margins being recognized on the
increasing proportion of projects nearing completion, together with a decrease in share-based compensation expense
as a result of a decrease in our share price in Q3 2018.
Notwithstanding a slight increase in revenue in the fourth quarter of 2018 compared to Q3 2018, adjusted EBITDA and
net earnings decreased quarter-over-quarter, reflecting the recognition of higher margins in the third quarter as a number
of projects neared completion. In addition, administrative costs increased in the fourth quarter, reflecting a lesser benefit
from marking-to-market share-based compensation. Fourth quarter net earnings were also negatively impacted by the
recognition of restructuring, investing, and other one-time costs.
First quarter 2019 revenue and net earnings decreased compared to the fourth quarter of 2018, reflecting reduced activity
levels for the Industrial and Buildings Groups, partially due to the cyclical nature of our businesses as well as the cold
winter experienced across Canada in Q1 2019. Notwithstanding the decline in revenue, adjusted EBITDA increased
primarily due to a number of Buildings Group projects reaching higher-margin later stages in Q1 2019, combined with
the conversion of rent expense to depreciation and interest as a result of the adoption of IFRS 16 on January 1, 2019.
Net earnings and earnings per share declined quarter-over-quarter primarily as a result of higher costs related to
restructuring, investing and other one-time activities in Q1 2019.
Revenue increased quarter-over-quarter in the second quarter of 2019 due primarily to seasonal activity level increases
for our Industrial Group, much of it related to oil sands plant turnarounds which are typically completed in the spring.
Adjusted EBITDA declined quarter-over-quarter primarily as a result of the Buildings Group having recognized higherthan-normal margins in the first quarter of 2019 on later stage projects. Net earnings and earnings per share improved
in the second quarter of 2019 as a result of the recognition of restructuring, investing and other one-time activity costs
in Q1 2019.
For a more detailed discussion and analysis of quarterly results prior to June 30, 2019, please review our 2018 and 2017
annual and quarterly interim MD&As.

24 | SECOND QUARTER 2019 MANAGEMENT’S DISCUSSION AND ANALYSIS

CRITICAL ACCOUNTING ESTIMATES
Our financial statements include estimates and assumptions made by management with respect to operating results,
financial condition, contingencies, commitments and related disclosures. Actual results may vary from these estimates.
The following are, in the opinion of management, the more significant estimates that have an impact on our financial
condition and results of operations:












Convertible debentures;
Income taxes;
Revenue, including the recognition of variable consideration;
Estimated value of right-of-use assets and lease liabilities that are dependent upon estimates of discount rates
and timing of lease payments;
Estimates used to determine costs in excess of billings and contract advances;
Estimates used to determine allowances for doubtful accounts or ongoing litigation;
Measurement of defined benefit pension obligations;
Estimates related to the useful lives and residual value of property and equipment;
Estimates in impairment of right-of-use assets, property and equipment, goodwill and intangible assets;
Estimates in amounts and timing of provisions; and
Assumptions used in share-based payment arrangements.

The key assumptions and basis for the estimates that management has made under IFRS and their impact on the
amounts reported in the Audited Consolidated Annual Financial Statements and notes thereto, are contained in our
December 31, 2018 Annual Report - MD&A.

CHANGES IN ACCOUNTING POLICIES
Current Changes in Accounting Standards
IFRS 16 – Leases
On January 1, 2019, the Company adopted IFRS 16. The standard supersedes IAS 17 – Leases, International Financial
Reporting Interpretations Committee (“IFRIC”) 4 – Determining whether an arrangement contains a lease and related
interpretations. IFRS 16 requires the recognition of a right-of-use asset and lease liability on the statement of financial
position for most leases where the entity is acting as a lessee. For lessees applying IFRS 16, the dual classification
model of leases as either operating or finance leases no longer exists, treating all leases as finance leases. IFRS 16
allows lessors to continue with the dual classification model for recognized leases as either a finance or an operating
lease.
The Company has elected to adopt the standard using the cumulative catch-up approach. Under this approach, the
standard is applied prospectively and prior period financial information has not been restated. The cumulative effect of
applying IFRS 16 to prior periods is recorded as an adjustment to opening retained earnings.
The Company has recognized lease liabilities at the present value of the remaining lease payments, discounted using
the Company’s incremental borrowing rate on January 1, 2019. The incremental borrowing rate applied to each lease
varied with the term of the agreement and ranged from 4.5% to 5.4%. The associated right-of-use assets have been
measured at amounts equal to the lease liabilities, less any amounts previously recognized for onerous contracts.
Existing finance leases related to construction and automotive equipment previously included within property and
equipment and long-term debt are now included as right-of-use assets and lease liabilities, respectively, in the
consolidated statements of financial position.
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On initial adoption, the Company elected to apply the following practical expedients permitted under the standard:






Leases with a remaining term of less than 12 months at January 1, 2019 are accounted for as short-term leases;
Leases where the underlying asset is of a low dollar value are excluded from statement of financial position
recognition and are accounted for as an expense;
Initial measurements of the right-of-use assets have excluded initial direct costs where applicable;
At January 1, 2019, the provision for onerous contracts previously recognized was applied to the value of the
associated right-of-use asset, instead of reassessing the leased assets for impairment; and
Hindsight has been used in determining the lease term where the contract contains terms to extend or terminate
the lease.

The Company has detailed the impact of the adoption of IFRS 16 on its accounting policy for leases below. For the
Company’s previous accounting policy under IAS 17, refer to Note 3(q) of the Company’s annual audited consolidated
financial statements for the year ended December 31, 2018.
(i)

Lessee arrangements

A contract is, or contains, a lease if the contract conveys the right to control the use of an identified asset for a period of
time in exchange for consideration. On the date that the leased asset becomes available for use, the Company
recognizes a right-of-use asset and a corresponding lease liability. Finance costs associated with the lease obligation
are charged to the consolidated statements of (loss) earnings over the lease period with a corresponding increase to the
lease liability. The lease liability is reduced as payments are made against the principal portion of the lease. The rightof-use asset is depreciated over the shorter of the asset’s useful life and the lease term on a straight-line basis.
Depreciation of the right-of-use asset is recognized as part of contract costs or administrative costs, depending on the
nature of the leased asset.
Right-of-use assets and lease liabilities are initially measured on a present value basis. Lease obligations are measured
as the net present value of the lease payments which may include: fixed lease payments, variable lease payments that
are based on an index or a rate, amounts expected to be payable under residual value guarantees, and payments to
exercise an extension or termination option, if the Company is reasonably certain to exercise either of those options.
Right-of-use assets are measured at cost, which is composed of the amount of the initial measurement of the lease
liability, less any incentives received, plus any lease payments made at, or before, the commencement date and initial
direct costs and asset restoration costs, if any. The rate implicit in the lease is used to determine the present value of
the liability and right-of-use asset arising from a lease, unless this rate is not readily determinable, in which case the
Company's incremental borrowing rate is used.
In applying IFRS 16, the Company has applied a number of practical expedients identified in the standard as follows:





Short-term leases and leases of low-value assets are not recognized on the statement of financial position and
lease payments are instead recognized in the financial statements as incurred;
For certain classes of leases, the Company has elected not to separate lease and non-lease components (which
transfer a separate good or service under the same contract) and instead the Company accounts for these
leases as a single lease component; and
Certain leases having similar characteristics are accounted for as a portfolio.
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(ii)

Lessor arrangements

When the Company acts as a lessor, it determines at lease inception whether each lease is a finance lease or an
operating lease. To classify each lease, the Company makes an overall assessment of whether the lease transfers
substantially all of the risks and rewards incidental to ownership of the underlying asset. If this is the case, then the lease
is a finance lease; if not, then it is an operating lease. As part of this assessment, the Company considers certain
indicators, such as whether the lease is for the major part of the economic life of the asset.
When the Company is an intermediate lessor, it accounts for its interests in the head lease and the sublease separately.
It assesses the lease classification of a sublease with reference to the right-of-use asset arising from the head lease, not
with reference to the underlying asset.
Management applies judgment in reviewing each of its contractual arrangements to determine whether the arrangement
contains a lease within the scope of IFRS 16. Leases that are recognized are subject to further management judgment
and estimation in various areas specific to the arrangement. In determining the lease term to be recognized, Management
considers all facts and circumstances that create an economic incentive to exercise an extension option, or not to
exercise a termination option.
Lease liabilities have been estimated using a discount rate equal to the Company-specific incremental borrowing rate.
This rate represents the rate that the Company would incur to obtain the funds necessary to purchase an asset of a
similar value, with similar payment terms and security in a similar economic environment.
Please refer to Note 3 and Note 10 of the June 30, 2019 Condensed Consolidated Interim Financial Statements for
further detail.
Future Changes in Accounting Standards
We have reviewed new and revised accounting pronouncements that have been issued, but are not yet effective. Please
see Note 4(c) and Note 4(d) of the December 31, 2018 Audited Consolidated Annual Financial Statements for further
information. We do not expect any future accounting standard changes to have a material impact on our financial
reporting.

FINANCIAL INSTRUMENTS
Financial instruments consist of recorded amounts of receivables and other like amounts that will result in future cash
receipts, as well as accounts payable, borrowings and any other amounts that will result in future cash outlays. The fair
value of our short-term financial assets and liabilities approximates their respective carrying amounts on the Statements
of Financial Position because of the short-term maturity of those instruments. The fair values of our interest-bearing
financial liabilities also approximate their respective carrying amounts. This is due to the floating rate nature of the
variable-rate interest bearing financial liabilities, including the revolving credit facility and long-term note payable. Further,
the fair value of our fixed rate convertible debentures approximates its carrying value based on their public trading price.
The financial instruments we use expose us to credit, interest rate and liquidity risks. Our Board has overall responsibility
for the establishment and oversight of our risk management framework and reviews corporate policies on an ongoing
basis. We do not actively use financial derivatives, nor do we hold or use any derivative instruments for trading or
speculative purposes. Under our risk management policy, derivative financial instruments are permitted to be used only
for risk management purposes and not for generating trading profits.
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We are exposed to credit risk through accounts receivable. This risk is minimized by the number of customers in diverse
industries and geographical centres. We further mitigate this risk by performing an assessment of our customers as part
of our work procurement process, including an evaluation of financial capacity.
Under IFRS 9, we are required to review impairment of our trade and other receivables at each reporting period and to
review our allowance for doubtful accounts for expected future credit losses. We take into consideration the customer’s
payment history, creditworthiness and the current economic environment in which the customer operates to assess
impairment.
We establish a specific bad debt provision when we consider that the expected recovery will be less than the actual
accounts receivable. The provision for doubtful accounts has been included in administrative costs in the June 30, 2019
Condensed Consolidated Interim Statements of (Loss) Earnings and Comprehensive (Loss) Earnings, and is net of any
recoveries that were provided for in a prior period. Allowance for doubtful accounts as at June 30, 2019 was $0.2 million
(December 31, 2018 - $0.2 million).
In determining the quality of trade receivables, we consider any change in the credit quality of customers from the date
credit was initially granted up to the end of the reporting period. As at June 30, 2019, we had $16.6 million of trade
receivables (December 31, 2018 - $15.4 million) which were greater than 90 days past due, with $16.4 million not
provided for as at June 30, 2019 (December 31, 2018 - $15.2 million). Management is not materially concerned about
the credit quality and collectability of these accounts as our customers are predominantly large in scale and of high
creditworthiness, and the concentration of credit risk is limited due to our sizeable and unrelated customer base.
Interest rate risk is the risk to our earnings that arises from fluctuations in the interest rates and the degree of volatility
of these rates. We do not use derivative instruments to reduce exposure to this risk. On an annualized basis as at June
30, 2019, a change in 100 basis points in interest rates would have increased or decreased equity and profit or loss by
$0.1 million (June 30, 2018 - $0.2 million) related to financial assets and by $0.4 million (June 30, 2018 - $0.4 million)
related to financial liabilities.
Liquidity risk is the risk that we will encounter difficulties in meeting our financial liability obligations. We manage this risk
through cash and debt management. We invest our cash with the objective of maintaining safety of principal and
providing adequate liquidity to meet all current payment obligations. We invest cash and cash equivalents with
counterparties that are of high credit quality as assessed by reputable rating agencies. Given these high credit ratings,
we do not expect any counterparties to fail to meet their obligations. In managing liquidity risk, we have access to
committed short and long-term debt facilities as well as equity markets, the availability of which is dependent on market
conditions.
Please refer to Note 15 of the June 30, 2019 Condensed Consolidated Interim Financial Statements for further detail.
Controls & Procedures
The controls and procedures set out below encompass all legacy Stuart Olson companies and scope out controls for
Tartan, as permitted by National Instrument 52-109 for 365 days following the acquisition.
Disclosure Controls & Procedures
Disclosure controls and procedures are designed to provide reasonable assurance that all relevant information is
gathered and reported to senior management, including our Chief Executive Officer (“CEO”) and Chief Financial Officer
(“CFO”), on a timely basis, so that appropriate decisions can be made regarding public disclosure. The CEO and CFO
together are responsible for establishing and maintaining our disclosure controls and procedures. They are assisted in
this responsibility by the Disclosure Committee, which is composed of members of our senior management team.
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An evaluation of the effectiveness of the design of our disclosure controls and procedures was carried out under the
supervision of management, including our CEO and CFO, with oversight by the Board of Directors and Audit Committee,
as at June 30, 2019. Based on this evaluation, our CEO and CFO have concluded that the design of our disclosure
controls and procedures, as defined in NI 52-109, Certification of Disclosure in Issuers’ Annual and Interim Filings, was
effective as at June 30, 2019.
Internal Controls over Financial Reporting
Internal controls over financial reporting are designed to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with IFRS. Absolute
assurance cannot be provided that all misstatements have been detected because of inherent limitations in all control
systems. Management is responsible for establishing and maintaining adequate internal controls appropriate to the
nature and size of the business, and to provide reasonable assurance regarding the reliability of our financial reporting.
Under the oversight of the Board of Directors and our Audit Committee, Stuart Olson management, including our CEO
and CFO, evaluated the design of our internal controls over financial reporting using the control framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission on Internal Control – Integrated Framework
(2013). The evaluation included documentation review, enquiries, testing and other procedures considered by
management to be appropriate in the circumstances. As at June 30, 2019, our CEO and CFO have concluded that the
design of the internal controls over financial reporting as defined in NI 52-109, Certification of Disclosure in Issuers’
Annual and Interim Filings, was effective.
Material Changes to Internal Controls over Financial Reporting
There were no changes to our internal controls over financial reporting and the environment in which they operated
during the period beginning on January 1, 2019 and ending on June 30, 2019 that have materially affected or are
reasonably likely to materially affect our internal controls over financial reporting.

RISKS
Stuart Olson is subject to certain risks and uncertainties that are common in the construction industry and that may affect
future performance. We operate in a very competitive and ever-changing environment. New risk factors emerge from
time to time and it is not possible for management to predict all such risk factors, nor can we assess the impact of all
such risk factors on our business. Certain risk factors affecting us are described in more detail in our annual 2018 MD&A
and the “Risk Factors” section of Stuart Olson’s Annual Information Form for the year ended December 31, 2018.
Readers are also encouraged to review the “Forward-Looking Information” section of this MD&A.
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NON-IFRS MEASURES
Throughout this MD&A certain measures are used that, while common in the construction industry, are not recognized
measures under IFRS. The measures used are “contract income margin”, “work-in-hand”, “backlog”, “active backlog”,
“book-to-bill ratio”, “adjusted EBITDA”, “adjusted EBITDA margin”, “adjusted free cash flow”, “adjusted free cash flow
per share”, “indebtedness”, “indebtedness to capitalization”, “net long-term indebtedness to adjusted EBITDA”, “interest
coverage”, “additional borrowing capacity”, “available liquidity”, and “debt to EBITDA”. These measures are used by
management to assist in making operating decisions and assessing performance. They are presented in this MD&A to
assist readers in assessing the performance of Stuart Olson and its operating groups. While we calculate these measures
consistently from period to period, they will likely not be directly comparable to similar measures used by other companies
because they do not have standardized meanings prescribed by IFRS. Please review the discussion of these measures
below.
Contract Income Margin
Contract income margin is the percentage derived by dividing contract income by contract revenue. Contract income is
calculated by deducting all associated direct and indirect costs from contract revenue in the period. Management uses
contract income margin as a measure of profitability of the core operations of its operating groups and consolidated
business.
Work-In-Hand, Backlog and Active Backlog
Stuart Olson management uses work-in-hand, backlog and active backlog as measures of the health of the amount of
future work to be completed by our businesses.
Work-in-hand is the unexecuted portion of work that has been contractually awarded to us for construction. It includes
an estimate of the revenue to be generated from MRO contracts during the shorter of: (a) twelve months, or (b) the
remaining life of the contract.
Backlog means the total value of work, including work-in-hand, that has not yet been completed that: (a) is assessed by
us as having a high certainty of being performed by us by either the existence of a contract or work order specifying job
scope, value and timing, or (b) has been awarded to us, as evidenced by an executed binding or non-binding letter of
intent or agreement, describing the general job scope, value and timing of such work, and with the finalization of a formal
contract respecting such work currently assessed by us as being reasonably assured. Our backlog is composed of
remaining performance obligations, which are discussed in Note 3 and Note 33 of our December 31, 2018 Audited
Consolidated Annual Financial Statements, and other backlog projects that do not meet the stringent definition of a
performance obligation in accordance with IFRS. Other backlog includes work in respect of our long-term stable MSA
work that has not yet been issued as a purchase orders by our customers.
Active backlog is the portion of backlog that is not work-in-hand (has not been contractually awarded to us). We provide
no assurance that clients will not choose to defer or cancel their projects in the future.
$ millions

Jun. 30, 2019

Dec. 31, 2018

Work-in-hand

929.8

Active backlog

745.9

458.5

1,675.7

1,567.4

Consolidated backlog
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1,108.9

Book-to-Bill Ratio
Book-to-bill ratio means the ratio of net new projects added to backlog and increases in the scope of existing projects
(book) to revenue (bill), for continuing operations for a specified period of time (excluding the impact of backlog additions
from acquisitions and reductions for divestitures). A book-to-bill ratio above 1.00 implies that backlog additions were
more than revenue for the specified time period, while a ratio below 1.00 implies that revenue exceeded backlog additions
for the period. The following outlines the calculation of our book-to-bill ratio for the current year period.

$ millions, except book-to-bill ratio
Ending June 30, 2019 backlog
Less: Opening period backlog
Plus: Contract revenue
Net backlog additions
Divided by: Contract revenue
Book-to-bill ratio

Three months
ended

Six months
ended

Jun. 30, 2019

Jun. 30, 2019

1,675.7

1,675.7

(1,646.5)

(1,567.4)

239.5

460.3

268.7

568.6

239.5

460.3

1.12

1.24

Adjusted EBITDA and Adjusted EBITDA Margin
We define adjusted EBITDA as net earnings from continuing operations before finance costs, finance income, income
taxes, capital asset depreciation and amortization, impairment charges, costs or recoveries relating to investing activities,
costs related to activist shareholder activities, restructuring costs, equity settled share-based compensation expense
and gains/losses on assets, liabilities and investment dispositions.
EBITDA and adjusted EBITDA are common financial measures used by investors, analysts and lenders as an indicator
of cash operating performance, as well as a valuation metric and as a measure of a company’s ability to incur and service
debt. Our calculation of adjusted EBITDA excludes items that do not reflect cash flows of the business or continuing
operations, including restructuring charges, equity settled share-based compensation and charges related to both
investing decisions and activist shareholder activities, as we believe that these items should not be reflected in a metric
used for valuation and debt servicing evaluation purposes.
While EBITDA and adjusted EBITDA are common financial measures widely used by investors to facilitate an “enterprise
level” valuation of an entity, they do not have a standardized definition prescribed by IFRS and therefore, other issuers
may calculate EBITDA or adjusted EBITDA differently.
Adjusted EBITDA margin is the percentage derived from dividing adjusted EBITDA by contract revenue, and is used by
management as one measure of profitability per dollar of revenue.
Set out on the following pages are reconciliations from our EBT to adjusted EBITDA and adjusted EBITDA margin for
each of the periods presented in this MD&A.
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Consolidated
Three months ended
June 30

$ millions, except percentages

2019

Six months ended
June 30

2018

2019

2018

Net (loss) earnings
Add: Income tax (recovery) expense

(2.2)
(0.5)

1.1
0.5

(4.7)
(1.4)

2.7
1.2

EBT

(2.7)

1.6

(6.1)

3.9

6.2

3.7

11.7

7.5

Add: Depreciation and amortization

3.5

2.5

6.9

4.7

(0.1)

nil

(0.2)

nil

Costs related to investing activities

nil

nil

0.3

nil

Costs related to activist shareholder activities

0.2

nil

0.9

nil

Restructuring costs

0.1

1.4

2.2

1.4

Finance costs
Finance income

nil

0.1

nil

0.1

(0.3)

(0.1)

(0.7)

(0.5)

6.9

9.0

15.0

17.1

Divided by contract revenue

239.5

249.3

460.3

515.1

Adjusted EBITDA margin

2.9%

3.6%

3.3%

3.3%

Equity settled share-based compensation
Gain on asset disposal
Adjusted EBITDA

Industrial Group
Three months ended
June 30

$ millions, except percentages

2019

Six months ended
June 30

2018

2019

2018

EBT

3.5

5.7

3.3

9.4

Add: Depreciation and amortization

1.3

0.9

2.7

1.9

0.1

nil

0.3

nil

(0.1)

0.4

0.1

0.4

4.8

7.0

6.4

11.7

71.4

83.4

125.1

167.4

6.7%

8.4%

5.1%

7.0%

Finance costs
Restructuring (recovery) costs
Adjusted EBITDA
Divided by contract revenue
Adjusted EBITDA margin

Buildings Group
Three months ended
June 30

$ millions, except percentages

2019

EBT

Six months ended
June 30

2018

2019

2018

3.8

4.6

10.9

9.6
0.4

0.5

0.2

1.0

Finance costs

0.1

nil

0.2

nil

Restructuring costs

nil

0.1

nil

0.1

(0.1)

(0.2)

(0.4)

(0.3)

4.2

4.7

11.7

9.8

Divided by contract revenue

109.8

113.5

218.6

238.7

Adjusted EBITDA margin

3.8%

4.1%

5.4%

4.1%

Add: Depreciation and amortization

Gain on asset disposal
Adjusted EBITDA
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Commercial Systems Group
Three months ended
June 30

$ millions, except percentages

2019

EBT

Six months ended
June 30

2018

2019

2018

1.8

1.5

3.8

4.7
0.6

0.7

0.3

1.3

Finance costs

0.1

nil

0.3

nil

Restructuring costs

nil

0.6

nil

0.5

2.6

2.4

5.4

5.8

59.0

56.9

118.7

123.2

4.4%

4.2%

4.5%

4.7%

Add: Depreciation and amortization

Adjusted EBITDA
Divided by contract revenue
Adjusted EBITDA margin

Corporate Group
Three months ended
June 30

$ millions, except percentages

2019

Six months ended
June 30

2018

2019

2018

(11.9)

(10.2)

(24.1)

(19.7)

3.7

2.3

6.6

4.5

Finance costs

3.1

2.5

6.1

4.7

Costs related to investing activities

nil

nil

0.3

nil

Costs related to activist shareholder activities

0.2

nil

0.9

nil

Restructuring costs

0.3

0.3

2.1

0.3

Equity settled share-based compensation

nil

0.1

nil

0.1

(0.1)

(0.1)

(0.4)

(0.1)

(4.7)

(5.1)

(8.5)

(10.2)

EBT
Add: Depreciation and amortization

Gain on asset disposal
Adjusted EBITDA

Adjusted Free Cash Flow
We define adjusted free cash flow as cash generated from/used in operating activities, less cash expenditures on
intangible and property/equipment assets (excluding business acquisitions), adjusted to exclude the impact of changes
in non-cash working capital balances. Adjusted free cash flow per share is calculated as adjusted free cash flow divided
by the basic weighted average number of shares outstanding for each period.
Management uses adjusted free cash flow as a measure of our cash operating performance, reflecting the amount of
cash flow from operations that is available, after capital expenditures, to pay dividends, repay debt, repurchase shares
or reinvest in the business. Adjusted free cash flow is particularly useful to management because it isolates both noncash working capital invested during periods of growth and working capital converted to cash during seasonal declines
in activity.
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The following is a reconciliation of adjusted free cash flow and per share amounts for each of the periods presented in
this MD&A.

$ millions, except per share data and number of shares
Net cash generated from (used in) operating activities
Less: Cash additions to intangible assets

Three months ended

Six months ended

June 30

June 30

2019

2018

2019

2018

1.5

(47.0)

(8.5)

(51.8)

(0.4)

(0.2)

(1.0)

(0.4)

(1.0)

(0.3)

(1.5)

(0.9)

Add: Cash invested in changes in non-cash working capital
balances

(0.3)

51.3

6.7

62.6

Adjusted free cash flow

(0.2)

3.8

(4.3)

9.5

27,974,960

27,532,831

27,933,919

27,488,052

(0.01)

0.14

(0.15)

0.35

Cash additions to property and equipment

Divided by: Basic shares outstanding
Adjusted free cash flow per share

Long-Term Indebtedness
Long-term indebtedness is the gross value of our indebtedness and is used by management in assessing leverage and
our overall capital structure. It is calculated as the principal value of long-term debt (current and non-current amounts
before the deduction of deferred financing fees), the principal value at maturity of convertible debentures and lease
liabilities related to construction and automotive equipment. Please see the “Liquidity” section of this document for the
detailed calculations.
Indebtedness to Capitalization
Indebtedness to capitalization is a percentage metric we use to measure our financial leverage. It is calculated as longterm indebtedness divided by the sum of long-term indebtedness and total equity. Please refer to the “Liquidity” section
of this MD&A for the calculation. Please see the “Liquidity” section of this document for the detailed calculations.
Net Long-Term Indebtedness to Adjusted EBITDA
Net long-term indebtedness to adjusted EBITDA is a ratio used by management to measure financial leverage. It is
calculated as long-term indebtedness less cash and cash equivalents, with the result divided by LTM adjusted EBITDA.
Please refer to the “Liquidity” section of this MD&A for the calculation. Please see the “Liquidity” section of this document
for the detailed calculations.
Interest Coverage
Interest coverage is a Revolver covenant calculated as LTM EBITDA, as defined by the Revolver agreement, divided by
LTM cash interest expense. The Revolver agreement and related amendments, including its prescribed calculation of
this covenant and the definition of EBITDA for covenant purposes, can be found under Stuart Olson’s SEDAR profile at
www.sedar.com.
Debt to EBITDA
Debt to EBITDA is a Revolver covenant calculated as the combined total of the principal value of leases (other than
facility leases), and total debt (excluding convertible debentures), divided by LTM EBITDA, as defined by the Revolver
agreement. The Revolver agreement and related amendments, including its prescribed calculation of this covenant and
the definition of EBITDA for covenant purposes, can be found under Stuart Olson’s SEDAR profile at www.sedar.com.
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Additional Borrowing Capacity and Available Liquidity
Available additional borrowing capacity is calculated as our LTM Revolver EBITDA, as defined by the Revolver
agreement, multiplied by our maximum allowed total debt to EBITDA covenant ratio, less debt as defined by the Revolver
agreement. Available liquidity is calculated as additional borrowing capacity plus cash on hand. The Revolver agreement
and related amendments, including its prescribed calculation of this covenant and the definition of EBITDA for covenant
purposes, can be found under Stuart Olson’s SEDAR profile at www.sedar.com.
Management uses additional borrowing capacity and available liquidity to assess our ability to fund operations, capital
requirements and strategic initiatives, including investments in working capital, organic growth initiatives, capital
expenditures and business acquisitions. Set out below is a reconciliation of the calculation of each metric:

$ millions, except covenant ratios

As at
Jun. 30, 2019

As at
Dec. 31, 2018

28.8

34.6

3.25x

3.25x

93.6

112.5

(60.4)

(41.0)

Additional borrowing capacity on Revolver

33.2

71.5

Add:

17.0

25.9

50.2

97.4

LTM Revolver EBITDA
Total debt to EBITDA covenant
Total borrowing capacity
Less:

Debt per Revolver agreement
Cash on hand

Available liquidity

FORWARD-LOOKING INFORMATION
Certain information contained in this MD&A may constitute forward-looking information. All statements, other than
statements of historical fact, may be forward-looking information. This information relates to future events or our future
performance and includes financial outlook or future-oriented financial information. Any financial outlook or future
oriented financial information in the MD&A has been approved by management of Stuart Olson. Such financial outlook
or future oriented financial information is provided for the purpose of providing information about management’s current
expectations and plans relating to the future. Forward-looking information is often, but not always, identified by the use
of words such as “seek”, “anticipate”, “plan”, “continue”, “estimate”, “expect”, “may", "will”, “see”, “project”, “predict”,
“propose”, “potential”, “targeting”, “intend”, “could”, “might”, “should”, “believe”, “growth”, “momentum” and similar
expressions. This information involves known and unknown risks, uncertainties and other factors that may cause actual
results or events to differ materially from those anticipated in such forward-looking information. No assurance can be
given that the information will prove to be correct and such information should not be unduly relied upon by investors as
actual results may vary significantly. This information speaks only as of the date of this MD&A and is expressly qualified,
in its entirety, by this cautionary statement.
In particular, this MD&A contains forward-looking information, pertaining to the following:





The impacts of IFRS 16;
Our capital expenditure program for 2019;
Our objective to manage our capital resources so as to ensure that we have sufficient liquidity to pursue growth
objectives, while maintaining a prudent amount of financial leverage;
Our belief that we have sufficient capital resources and liquidity, and ability to generate ongoing cash flows to
meet commitments, support operations, finance capital expenditures, support growth strategies and fund
declared dividends;
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The entire section with the heading “Outlook” and our expectations about backlog execution, capital
expenditures, revenue, adjusted EBITDA and adjusted EBITDA margins on a consolidated basis and for each
of our operating groups;
The settlement of our convertible debentures;
The entire section with the heading “Future Accounting Changes” and including whether such changes will be
adopted and the resulting effects therefrom;
The entire section with the heading “Strategy” and our ability to execute on our strategy;
The Board’s confidence in our ability to generate sufficient operating cash flows to support management’s
business plans, including its growth strategy, while providing a certain amount of income to shareholders;
Our expectation that restructuring and cost-cutting initiatives will deliver permanent expense reductions going
forward;
Our expectations as to future general economic conditions and the impact those conditions may have on the
company and our businesses including, without limitation, the reaction of oil sands owners to changes in oil
prices; and
Our projected use of cash resources.

With respect to forward-looking information listed above and contained in this MD&A, we have made assumptions
regarding, among other things:







The expected performance of the global and Canadian economies and the effects thereof on our businesses;
The market conditions across Canada and in particular, in Alberta;
The ability of counterparties with whom we invest cash and equivalents to meet their obligations;
The impact of competition on our businesses;
The global demand for oil and natural gas, its impact on commodity prices and its related effect on capital
investment projects in Western Canada; and
Government policies.

Our actual results could differ materially from those anticipated in this forward-looking information as a result of the risk
factors set forth below:



















Regional concentration;
Access to capital and liquidity;
Potential for non-payment and credit risk and ongoing availability of financing;
Industry and inherent project delivery risks;
Changes in laws and regulations;
Dependence on the public sector;
Client concentration;
Labour matters;
Loss of key management, and the inability to attract and retain management;
Subcontractor performance;
Unanticipated shutdowns;
Maintenance of safe worksites;
Failures of joint venture partners;
Cybersecurity, or other interruptions to information technology systems;
Competition and reputation;
Limitations of insurance;
Litigation risk;
Corporate guarantees and letters of credit;

36 | SECOND QUARTER 2019 MANAGEMENT’S DISCUSSION AND ANALYSIS



















Availability of performance bonds;
Volatility of market trading;
Failure of clients to obtain required permits and licenses;
Declaration and payment of dividends;
Compliance with environmental laws;
Fluctuations in the price of oil, natural gas and other commodities;
Inadequate project execution;
Unpredictable weather conditions;
Erroneous or incorrect cost estimates;
Unexpected adjustments and cancellations of projects;
Adverse outcomes from current or pending disputes;
General global economic and business conditions including the effect, if any, of a slowdown in Canada;
Weak capital and/or credit markets;
Fluctuations in currency and interest rates;
Timing of client’s capital or maintenance projects;
Action or non-action of customers, suppliers and/or partners; and
Those other risk factors described in our most recent Annual Information Form.

The forward-looking information contained in this MD&A is provided as of the date hereof and we undertake no obligation
to update or revise any forward-looking information, whether as a result of new information, future events or otherwise,
unless required by applicable securities laws.
Additional Information
Additional information regarding Stuart Olson, including our current Annual Information Form and other required
securities filings, is available on our website at www.stuartolson.com and under Stuart Olson’s SEDAR profile at
www.sedar.com.
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Condensed Consolidated Interim Financial Statements
For the three and six month periods ended June 30, 2019 and 2018
(unaudited)
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STUART OLSON INC.
Condensed Consolidated Interim Statements of (Loss) Earnings and Comprehensive (Loss) Earnings
For the three and six month periods ended June 30, 2019 and 2018
(in thousands of Canadian dollars, except share and per share amounts)
(unaudited)

Contract revenue
Contract costs
Contract income

Note
6

$

Other income
Finance income
Administrative costs
Finance costs
(Loss) earnings before tax

367
14
(21,794)
(2,492)
1,597

1,404
240
(44,881)
(6,948)
(6,128)

860
37
(42,154)
(4,709)
3,858

(211)
753
542
(2,229)

270
(749)
(479)
1,118

2,296
(893)
1,403
(4,725)

927
(2,082)
(1,155)
2,703

$

(1,325)
337
(988)
(3,217)

$

867
(234)
633
1,751

$

(1,640)
422
(1,218)
(5,943)

$

100
(28)
72
2,775

$
$

(0.08)
(0.08)

$
$

0.04
0.04

$
$

(0.17)
(0.17)

$
$

0.10
0.10

Net (loss) earnings
Other comprehensive (loss) earnings
Items that will not be reclassified to net (loss) earnings
Defined benefit plan actuarial (loss) gain
Deferred tax recovery (expense) on other comprehensive (loss) earnings

(Loss) earnings per share:
Basic (loss) earnings per share
Diluted (loss) earnings per share

8
8

Weighted average common shares:
Basic
Diluted

8
8

Six months ended
June 30,
2018
2019
515,137
460,315 $
465,313
416,258
49,824
44,057

501
114
(22,555)
(3,503)
(2,771)

Income tax recovery (expense)
Current income tax
Deferred income tax

Total comprehensive (loss) earnings

Three months ended
June 30,
2018
2019
249,257 $
239,457 $
223,755
216,785
25,502
22,672

27,974,960
27,974,960

27,532,831
27,884,185

See accompanying notes to the condensed consolidated interim financial statements.
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27,933,919
27,933,919

27,488,052
27,781,144

STUART OLSON INC.
Condensed Consolidated Interim Statements of Financial Position
As at June 30, 2019 and December 31, 2018
(in thousands of Canadian dollars)
(unaudited)

ASSETS
Current assets
Cash and cash equivalents
Trade and other receivables
Inventory
Prepaid expenses
Costs in excess of billings
Income taxes recoverable
Current portion of lease receivables
Long-term receivable and prepaid expenses
Lease receivables
Deferred tax asset
Right-of-use assets
Property and equipment
Goodwill
Intangible assets

$

3, 10

3, 10
3, 10

$
LIABILITIES
Current liabilities
Trade and other payables
Contract advances and unearned income
Current portion of provisions
Income taxes payable
Current portion of lease liabilities
Current portion of long-term debt
Current portion of convertible debentures
Employee benefits
Provisions
Lease liabilities
Long-term debt
Deferred tax liability
Share-based payments liability
Other liabilities
EQUITY
Share capital
Convertible debentures
Share-based payment reserve
Contributed surplus
Retained earnings

$
9
3, 10
11

9
3, 10
11
12

13
12

$
See accompanying notes to the condensed consolidated interim financial statements.
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December 31,
2018

June 30,
2019

Note

17,020
224,701
396
4,460
72,042
4,592
843
324,054
1,500
4,499
13,359
45,226
17,393
214,315
25,533
645,879

200,964
42,453
2,144
9,514
1,333
79,370
335,778

$

$

$

25,905
240,461
391
3,283
61,992
2,928
334,960
1,553
20,439
23,657
214,708
29,991
625,308

196,127
58,048
8,206
2,239
3,012
78,241
345,873

4,858
263
45,022
48,020
14,706
3,465
2,011
454,123

3,290
1,849
43,089
21,427
6,903
2,115
424,546

148,634
4,589
11,542
12,228
14,763
191,756
645,879

147,692
4,589
11,497
12,228
24,756
200,762
625,308

$

STUART OLSON INC.
Condensed Consolidated Interim Statements of Changes in Equity
For the six month periods ended June 30, 2019 and 2018
(in thousands of Canadian dollars)
(unaudited)

$

Share
Capital
147,692

Convertible
Debentures
$
4,589

Share-Based
Payment
Reserve
$
11,497

Contributed
Surplus
$
12,228

$

$

147,692

$

$

$

$

Note
Balance as at December 31, 2018
Impact of adoption of IFRS 16
Balance as at January 1, 2019
Net loss
Other comprehensive loss:
Defined benefit plan actuarial loss, net of tax
Total comprehensive loss
Transactions recorded directly to equity
Share-based compensation expense under stock option plan
Dividends
Balance as at June 30, 2019

3

12
13

Balance as at December 31, 2017
Net earnings
Other comprehensive income:
Defined benefit plan actuarial gain, net of tax
Total comprehensive earnings
Transactions recorded directly to equity
Share-based compensation expense under stock option plan
Dividends
Balance as at June 30, 2018

4,589

11,497

12,228

Retained
Earnings
24,756
(696)
24,060
(4,725)

$
$

(1,218)
(5,943)

(1,218)
(5,943)

(3,354)
14,763

45
(2,412)
191,756

45
$

942
148,634

$

4,589

$

11,542

$

12,228

$

$

144,968

$

4,589

$

11,309

$

12,228

$

33,348
2,703

$

$

72
2,775

12
13
$

$

4,589

$

11,447

See accompanying notes to the condensed consolidated interim financial statements.
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$

12,228

$

(6,601)
29,522

206,442
2,703
72
2,775

138
1,242
146,210

Total
Equity
200,762
(696)
200,066
(4,725)

$

138
(5,359)
203,996

STUART OLSON INC.
Condensed Consolidated Interim Statements of Cash Flow
For the six month periods ended June 30, 2019 and 2018
(in thousands of Canadian dollars)
(unaudited)

OPERATING ACTIVITIES
Net (loss) earnings
Gain on disposal of assets
Depreciation and amortization
Share-based compensation (recovery) expense
Defined benefit pension plan expense
Finance costs
Income tax (recovery) expense
Change in long-term receivable and prepaid expenses
Change in lease receivables
Change in provisions
Change in other long-term liabilities
Change in non-cash working capital balances
Payment of share-based payment liability
Contributions to defined benefit pension plan
Interest paid
Income taxes paid
Net cash used in operating activities

$

12

3, 10
9
14

INVESTING ACTIVITIES
Proceeds on disposal of assets
Additions to intangible assets
Additions to property and equipment
Net cash used in investing activities
FINANCING ACTIVITIES
Proceeds of long-term debt
Repayment of long-term debt
Repayment of principal relating to lease liabilities
Dividend paid
Net cash generated from financing activities
Decrease in cash and cash equivalents during the period

11
11
3, 10
13

Cash and cash equivalents(1), beginning of the period
Cash and cash equivalents(2), end of the period
(1)

$

(4,725)
(799)
11,744
(391)
420
6,948
(1,403)
53
404
(5,671)
(104)
(6,678)
(900)
(496)
(5,450)
(1,404)
(8,452)

Cash and cash equivalents at the end of the period includes restricted cash of $nil (June 30, 2018 – $nil).
See accompanying notes to the condensed consolidated interim financial statements.
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$

2,703
(370)
7,466
2,203
504
4,709
1,155
150
(248)
(162)
(62,562)
(2,976)
(412)
(3,375)
(567)
(51,782)

993
(989)
(1,538)
(1,534)

441
(423)
(881)
(863)

150,000
(139,884)
(4,948)
(4,067)
1,101
(8,885)
25,905
17,020

177,000
(128,971)
(5,337)
42,692
(9,953)
31,651
21,698

Cash and cash equivalents at the beginning of the period includes restricted cash of $nil (December 31, 2017 – $1,225).

(2)

June 30,
2018

June 30,
2019

Note

$

Notes to the Condensed Consolidated Interim Financial Statements
(unaudited)

1. REPORTING ENTITY
Stuart Olson Inc. was incorporated on August 31, 1981 under the Companies Act of Alberta and was continued under
the Business Corporations Act (Alberta) on July 30, 1985. The principal activities of Stuart Olson Inc. and its subsidiaries
(collectively, the “Corporation”) are to provide general contracting and electrical building systems contracting in the public
and private construction markets, as well as general contracting, electrical, mechanical and specialty trades, such as
insulation, cladding and asbestos abatement, in the industrial construction and services market. The Corporation
provides its services to a wide array of clients within Canada.
The Corporation’s head office and its principal address is #600, 4820 Richard Road S.W., Calgary, Alberta, Canada,
T3E 6L1. The registered and records office of the Corporation is located at #3700, 400 – 3rd Avenue, S.W., Calgary,
Alberta, Canada, T2P 4H2.

2. BASIS OF PRESENTATION
These unaudited condensed consolidated interim financial statements (the “financial statements”) have been prepared
in accordance with International Accounting Standard (“IAS”) 34 – Interim Financial Reporting using accounting policies
consistent with International Financial Reporting Standards (“IFRS”) as issued by the International Accounting Standards
Board (“IASB”). These financial statements do not include all of the information and disclosures required by IFRS for
annual financial statements, and should be read in conjunction with the Corporation’s annual audited consolidated
financial statements for the year ended December 31, 2018.
These financial statements have been prepared using the same accounting policies and methods of computation as the
annual audited consolidated financial statements of the Corporation for the year ended December 31, 2018, except as
described in Note 3, and for income taxes. Income taxes on net (loss) earnings in the interim periods are accrued using
the income tax rate that would be applicable to the expected total annual net (loss) earnings.
The preparation of the financial statements in conformity with IFRS requires management to make judgments, estimates
and assumptions that affect the application of accounting policies and the reported amounts of assets, liabilities, income
and expenses. Actual results may differ from these estimates. There have been no significant changes to the use of
estimates or judgments since December 31, 2018, except as described in Note 3.
These financial statements were authorized for issue by the Corporation’s Board of Directors on August 7, 2019.

3. CHANGES IN ACCOUNTING POLICIES AND USE OF JUDGEMENTS AND ESTIMATES
(a) Newly Adopted Accounting Policies
(i) IAS 19 - Employee Benefits
The Corporation adopted amendments to IAS 19 – Employee Benefits effective January 1, 2019. The amendments
clarify the calculation of pension expenses when changes to a defined benefit pension plan occur as a result of an
amendment, curtailment or settlement. The entity will be required to remeasure its net defined benefit obligation or asset
and the updated assumptions from this remeasurement will be used to determine past service cost and net interest for
the remainder of the reporting period after the change(s) to the plan. The amendments also clarify the effect of a plan
amendment, curtailment or settlement on the asset ceiling requirements. The amendments did not have a material
impact on the Corporation’s financial statements for the six month period ended June 30, 2019.
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Notes to the Condensed Consolidated Interim Financial Statements
(unaudited)
(ii) IFRS 16 – Leases
On January 1, 2019, the Corporation adopted IFRS 16. The standard supersedes IAS 17 Leases, International Financial
Reporting Interpretations Committee (“IFRIC”) 4 Determining whether an arrangement contains a lease, and related
interpretations. IFRS 16 requires the recognition of a right-of-use asset and lease liability on the balance sheet for most
leases, where the entity is acting as a lessee. For lessees applying IFRS 16, the dual classification model of leases as
either operating or finance leases no longer exists, treating all leases as finance leases. IFRS 16 allows lessors to
continue with the dual classification model for recognized leases as either a finance or an operating lease.
The Corporation has elected to adopt the standard using the cumulative catch-up approach. Under this approach, the
standard is applied prospectively and prior period financial information has not been restated. The cumulative effect of
applying IFRS 16 to prior periods is recorded as an adjustment to opening retained earnings. The following table details
the impact of the adoption of IFRS 16 on the Corporation's consolidated statements of financial position as at January
1, 2019:
IFRS 16
Adjustments

December 31,
2018
ADJUSTMENTS TO ASSETS
Current portion of lease receivables
Lease receivables
Deferred tax asset
Right-of-use assets
Property and equipment
ADJUSTMENTS TO LIABILITIES & EQUITY
Current portion of provisions
Current portion of lease liabilities
Current portion of long-term debt
Provisions
Lease liabilities
Long-term debt
Retained earnings

$

20,439
23,657

8,206
3,012
1,849
43,089
24,756

$

January 1,
2019

820 $
4,926
258
45,200
(5,913)

820
4,926
20,697
45,200
17,744

(432)
9,246
(3,012)
(1,545)
45,950
(4,221)
(696)

7,774
9,246
304
45,950
38,868
24,060

The Corporation has recognized lease liabilities at the present value of the remaining lease payments, discounted using
the Corporation’s incremental borrowing rate on January 1, 2019. The incremental borrowing rate applied to each lease
varied with the term of the agreement and ranged from 4.5% to 5.4%. The associated right-of-use assets have been
measured at amounts equal to the lease liabilities, less any amounts previously recognized for onerous contracts.
Existing finance leases related to construction and automotive equipment previously included within property and
equipment and long-term debt are now included as right-of-use assets and lease liabilities, respectively, in the
consolidated statements of financial position.
On initial adoption, the Corporation elected to apply the following practical expedients permitted under the standard:


Leases with a remaining term of less than 12 months at January 1, 2019 are accounted for as short-term leases.



Leases where the underlying asset is of a low dollar value are excluded from balance sheet recognition and are
accounted for as an expense.



Initial measurements of the right-of-use assets have excluded initial direct costs where applicable.



At January 1, 2019, the provision for onerous contracts of $1,977 previously recognized was applied to the value
of the associated right-of-use asset, instead of reassessing the leased assets for impairment.
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Hindsight has been used in determining the lease term where the contract contains terms to extend or terminate
the lease.

The following table reconciles the Corporation's operating lease commitments as disclosed in Note 32 of the audited
annual consolidated financial statements for the year ended December 31, 2018, to the Corporation's lease liabilities as
at January 1, 2019:

Operating lease commitments as at December 31, 2018
Operating lease commitments discounted using the incremental borrowing rate as at January 1, 2019
Add: Extension and termination options reasonably certain to be exercised
Add: Finance lease obligations recognized as at December 31, 2018
Less: Recognition exemption for short-term leases and leases of low-value assets
Lease liabilities as at January 1, 2019

January 1,
2019
$
52,881
$

$

43,887
4,323
7,233
(247)
55,196

(b) Updated Significant Accounting Policy
The Corporation has detailed the impact of the adoption of IFRS 16 on its accounting policy for leases below. For the
Corporation’s previous accounting policy under IAS 17, refer to Note 3(q) of the Corporation’s annual audited
consolidated financial statements for the year ended December 31, 2018.
(i)

Lessee arrangements

A contract is, or contains, a lease if the contract conveys the right to control the use of an identified asset for a period of
time in exchange for consideration. On the date that the leased asset becomes available for use, the Corporation
recognizes a right-of-use asset and a corresponding lease liability. Finance costs associated with the lease obligation
are charged to the consolidated statements of (loss) earnings over the lease period with a corresponding increase to the
lease liability. The lease liability is reduced as payments are made against the principal portion of the lease. The rightof-use asset is depreciated over the shorter of the asset’s useful life and the lease term on a straight-line basis.
Depreciation of the right-of-use asset is recognized as part of contract costs or administrative costs, depending on the
nature of the leased asset.
Right-of-use assets and lease liabilities are initially measured on a present value basis. Lease obligations are measured
as the net present value of the lease payments which may include: fixed lease payments, variable lease payments that
are based on an index or a rate, amounts expected to be payable under residual value guarantees, and payments to
exercise an extension or termination option, if the Corporation is reasonably certain to exercise either of those options.
Right-of-use assets are measured at cost, which is composed of the amount of the initial measurement of the lease
liability, less any incentives received, plus any lease payments made at, or before, the commencement date and initial
direct costs and asset restoration costs, if any. The rate implicit in the lease is used to determine the present value of
the liability and right-of-use asset arising from a lease, unless this rate is not readily determinable, in which case the
Corporation's incremental borrowing rate is used.
In applying IFRS 16, the Corporation has applied a number of practical expedients identified in the standard as follows:


Short-term leases and leases of low-value assets are not recognized on the balance sheet and lease payments
are instead recognized in the financial statements as incurred.

45 | SECOND QUARTER 2019 CONDENSED CONSOLIDATED INTERIM FINANCIAL STATEMENTS

Notes to the Condensed Consolidated Interim Financial Statements
(unaudited)


For certain classes of leases, the Corporation has elected not to separate lease and non-lease components
(which transfer a separate good or service under the same contract) and instead the Corporation accounts for
these leases as a single lease component.



Certain leases having similar characteristics are accounted for as a portfolio.

(ii)

Lessor arrangements

When the Corporation acts as a lessor, it determines at lease inception whether each lease is a finance lease or an
operating lease. To classify each lease, the Corporation makes an overall assessment of whether the lease transfers
substantially all of the risks and rewards incidental to ownership of the underlying asset. If this is the case, then the lease
is a finance lease; if not, then it is an operating lease. As part of this assessment, the Corporation considers certain
indicators, such as whether the lease is for the major part of the economic life of the asset.
When the Corporation is an intermediate lessor, it accounts for its interests in the head lease and the sublease
separately. It assesses the lease classification of a sublease with reference to the right-of-use asset arising from the
head lease, not with reference to the underlying asset.
(c) Use of Judgements and Estimates
Management applies judgment in reviewing each of its contractual arrangements to determine whether the arrangement
contains a lease within the scope of IFRS 16. Leases that are recognized are subject to further management judgment
and estimation in various areas specific to the arrangement. In determining the lease term to be recognized,
Management considers all facts and circumstances that create an economic incentive to exercise an extension option,
or not to exercise a termination option. Potential discounted cash outflows of $20,474 have not been included in the
measurement of the Corporation’s lease liabilities as at June 30, 2019 because it is not reasonably certain that leases
will be extended.
Lease liabilities have been estimated using a discount rate equal to the Corporation-specific incremental borrowing rate.
This rate represents the rate that the Corporation would incur to obtain the funds necessary to purchase an asset of a
similar value, with similar payment terms and security in a similar economic environment.

4. ACQUISITION
On November 6, 2018, the Corporation acquired 100% of the issued and outstanding shares of Tartan Canada
Corporation (Tartan), a privately held industrial services provider in Western Canada, specializing in providing
mechanical maintenance services to the oil and gas, pulp and paper, petrochemical and power sectors. This acquisition
aligns with the Corporation’s strategy to expand its market share and service offerings through the addition of
complementary trade services. The acquisition further enhances the Corporation’s ability to service the maintenance,
repair and operations sector of the industry.
The total purchase price of $12,076 is composed of three components, being cash of $9,530, a final adjustment holdback
payable of $546 and a long-term note payable of $2,000. The final adjustment holdback payable is included within trade
and other payables in the consolidated statements of financial position. The long-term note payable is included within
long-term debt in the consolidated statements of financial position. Interest is charged on the note payable at a rate per
annum equal to the Canadian prime rate plus 1%, compounded monthly. The principal amount will be repaid in three
equal amounts, plus interest, on March 6, 2020, July 6, 2020 and November 6, 2020.
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Cost of Acquisition
Cash
Trade and other payables
Long-term note payable

$

$
Identifiable Assets Acquired and Liabilities Assumed
Trade and other receivables
Costs in excess of billings
Other current assets
Property and equipment
Long-term receivable and prepaid expenses
Goodwill
Intangible assets
Trade and other payables
Income taxes payable
Long-term debt
Provisions
Deferred tax liability

$

$

9,530
546
2,000
12,076

10,984
2,567
395
7,481
10
291
1,980
(7,869)
(252)
(1,416)
(901)
(1,194)
12,076

During the six months ended June 30, 2019, measurement period adjustments were made to the purchase price
allocation to reflect new information obtained by management with respect to facts and circumstances that existed as of
November 6, 2018. The impact of these measurement period adjustments was a $769 increase in property and
equipment, a $393 decrease in goodwill, a $230 decrease in intangible assets and a $146 increase in the deferred tax
liability.
The fair value of the assets and liabilities were not finalized by August 7, 2019, and therefore are preliminary figures.
Any future changes in these amounts will affect the recorded cost of the acquisition and assets and liabilities acquired.
Goodwill and intangible assets
The $291 of goodwill recognized as part of the acquisition is mainly attributed to expected revenue growth, future market
development, the assembled workforce and the synergies achieved from the integration of Tartan into the Corporation’s
Industrial Group. These benefits are not recognized separately from goodwill, as the future economic benefits arising
from them cannot be reliably measured. The $1,980 of identifiable intangible assets acquired includes backlog, customer
relationships and tradename.

5. SEGMENTS
The Corporation operates as a construction and maintenance services provider. The Corporation divides its operations
into four reporting segments and reports its results under the categories of: Industrial Group, Buildings Group,
Commercial Systems Group and Corporate Group. The accounting policies and practices for each of the segments are
the same as those described in Note 3 of the audited annual consolidated financial statements for the year ended
December 31, 2018, with the exception of the adoption of IFRS 16 described in Note 3 of these financial statements.
Segment capital expenditures are the total costs incurred during the period to acquire property and equipment and
intangible assets.
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Three month period ended
June 30, 2019
Contract revenue (Note 6)
Costs, with exclusions (1)
Depreciation and amortization
Costs related to investing activities
Costs related to activist shareholder activities
Restructuring costs
Other income
Finance income
Finance costs
(Loss) earnings before tax
Income tax recovery
Net loss
Gain on sale of assets
Goodwill and intangible assets
Capital and intangible expenditures
Total assets
Total liabilities

Three month period ended
June 30, 2018
Contract revenue (Note 6)
Costs, with exclusions (1)
Depreciation and amortization
Restructuring costs
Other income
Finance income
Finance costs
Earnings (loss) before tax
Income tax expense
Net earnings
Gain on sale of assets
Goodwill and intangible assets
Capital and intangible expenditures
Total assets
Total liabilities

$

$

$
$
$
$
$

$

$

$
$
$
$
$

Industrial
Group
71,367 $
66,601
1,297
(185)
(29)
(9)
146
3,546 $

51,878
254,995
56,398

Buildings
Group
109,789 $
105,592
501
(163)
(79)
139
3,799 $

$
$
$
$
$

131 $
115,923 $
$
285,255 $
170,832 $

Industrial
Group
83,433 $
76,459
888
446
(75)
23
5,692 $

Buildings
Group
113,476 $
108,840
189
79
(224)
(4)
3
4,593 $

59
51,841
54
241,127
52,470

$
$
$
$
$

122
117,749
28
296,038
186,201

$
$
$
$
$

Commercial
Systems
Group
59,025 $
56,397
654
(7)
143
1,838 $

61,024
300
158,004
65,145

Corporate
Group
$
4,904
3,744
5
196
305
(302)
(26)
3,075
(11,901) $

$
$
$
$
$

165 $
11,023 $
1,164 $
303,454 $
172,381 $

Commercial
Systems
Group
56,904 $
54,522
327
563
(59)
13
1,538 $

Corporate
Group
$
5,168
2,297
275
(9)
(10)
2,453
(10,174) $

35
64,054
211
147,248
50,966

$
$
$
$
$

(1)

$
12,691 $
218 $
308,478 $
160,915 $

Intersegment
Eliminations
(724) $
(724)
53
(53) $

(355,829)
(10,633)

$
$
$
$
$
$

Intersegment
Eliminations
(4,556) $
(4,556)
52
(52) $

(354,578)
(16,235)

$
$
$
$
$
$

Total
239,457
232,770
6,249
5
196
120
(501)
(114)
3,503
(2,771)
542
(2,229)
296
239,848
1,464
645,879
454,123

Total
249,257
240,433
3,753
1,363
(367)
(14)
2,492
1,597
(479)
1,118
216
246,335
511
638,313
434,317

Costs for the three month period ended June 30, 2019 exclude depreciation, amortization, costs related to investing activities, costs related to activist shareholder activities and restructuring
costs. Costs for the three month period ended June 30, 2018 exclude depreciation, amortization and restructuring costs.
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Six month period ended
June 30, 2019
Contract revenue (Note 6)
Costs, with exclusions (1)
Depreciation and amortization
Costs related to investing activities
Costs related to activist shareholder activities
Restructuring costs
Other income
Finance income
Finance costs
(Loss) earnings before tax
Income tax recovery
Net loss
Gain on sale of assets
Goodwill and intangible assets
Capital and intangible expenditures
Total assets
Total liabilities

Six month period ended
June 30, 2018
Contract revenue (Note 6)
Costs, with exclusions (1)
Depreciation and amortization
Restructuring costs
Other income
Finance income
Finance costs
Earnings (loss) before tax
Income tax expense
Net earnings
Gain on sale of assets
Goodwill and intangible assets
Capital and intangible expenditures
Total assets
Total liabilities

$

$

$
$
$
$
$

$

$

$
$
$
$
$

Industrial
Group
125,064 $
118,742
2,720
32
(85)
(9)
333
3,331 $

42
51,878
254,995
56,398

$
$
$
$
$

Buildings
Group
218,569 $
207,137
1,048
70
(667)
(171)
284
10,868 $

381
115,923
285,255
170,832

$
$
$
$
$

Industrial
Group
167,360 $
155,751
1,866
446
(172)
25
9,444 $

Buildings
Group
238,697 $
229,136
402
79
(488)
(6)
3
9,571 $

$
$
$
$
$

218 $
117,749 $
249 $
296,038 $
186,201 $

113
51,841
79
241,127
52,470

Commercial
Systems
Group
118,704 $
113,398
1,293
(90)
(8)
279
3,832 $

Corporate
Group
$
8,693
6,577
289
939
2,117
(562)
(52)
6,052
(24,053) $

$
$
$
$
$

376 $
11,023 $
2,099 $
303,454 $
172,381 $

Commercial
Systems
Group
123,236 $
117,545
623
563
(169)
13
4,661 $

Corporate
Group
$
10,362
4,470
275
(31)
(31)
4,668
(19,713) $

$
$
$
$
$

$
12,691 $
660 $
308,478 $
160,915 $

61,024
428
158,004
65,145

39
64,054
332
147,248
50,966

Intersegment
Eliminations
(2,022) $
(2,022)
106
(106) $

(355,829)
(10,633)

$
$
$
$
$
$

Intersegment
Eliminations
(14,156) $
(14,156)
105
(105) $

(354,578)
(16,235)

$
$
$
$
$
$

Total
460,315
445,948
11,744
289
939
2,219
(1,404)
(240)
6,948
(6,128)
1,403
(4,725)
799
239,848
2,527
645,879
454,123

Total
515,137
498,638
7,466
1,363
(860)
(37)
4,709
3,858
(1,155)
2,703
370
246,335
1,320
638,313
434,317

(1)

Costs for the six month period ended June 30, 2019 exclude depreciation, amortization, costs related to investing activities, costs related to activist shareholder activities and restructuring
costs. Costs for the six month period ended June 30, 2018 exclude depreciation, amortization and restructuring costs.

A significant customer is one that represents 10% or more of contract revenue earned during the period. For the six
month period ended June 30, 2019, the Corporation had revenue of $55,637 from one significant customer of the
Buildings Group (June 30, 2018 – revenue of $60,549 from one significant customer of the Buildings Group).

6. REVENUE
The Corporation’s revenue streams are as follows:
Three months ended
June 30,
Construction contract revenue
Service contract revenue
Sale of goods
Total revenue

$

$

2019
165,802 $
73,655
239,457 $

2018
188,287 $
60,662
308
249,257 $
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Six months ended
June 30,
2019
328,990 $
130,970
355
460,315 $

2018
409,287
105,087
763
515,137

Notes to the Condensed Consolidated Interim Financial Statements
(unaudited)
Disaggregation of revenue
The Corporation disaggregates revenue from contracts with customers by contract type for each of its operating
segments, as this best depicts how the nature, amount, timing and uncertainty of revenue and cash flows are affected
by economic factors. Refer to Note 5 of these financial statements and Note 8 of the annual audited consolidated financial
statements for the year ended December 31, 2018 for further information on the Corporation’s operating segments.
The following tables present revenue by contract type for each of the Corporation’s operating segments:
Three month period ended
June 30, 2019
Cost-plus and service work
Construction management
Design-build
Tendered (hard-bid)
Segment revenue
Intersegment eliminations
Consolidated revenue

Commercial
Industrial Group Buildings Group Systems Group
$
65,707 $
$
19,649 $
72,525
129
132
5,660
37,135
39,244
$
71,367 $
109,789 $
59,025 $

Three month period ended
June 30, 2018
Cost-plus and service work
Construction management
Design-build
Tendered (hard-bid)
Segment revenue
Intersegment eliminations
Consolidated revenue

Commercial
Industrial Group Buildings Group Systems Group
$
59,936 $
$
7,904 $
84,484
15,547
1,642
23,497
13,445
47,358
$
83,433 $
113,476 $
56,904 $

Six month period ended
June 30, 2019
Cost-plus and service work
Construction management
Design-build
Tendered (hard-bid)
Segment revenue
Intersegment eliminations
Consolidated revenue

Commercial
Industrial Group Buildings Group Systems Group
$
111,926 $
$
44,693 $
140,521
422
300
13,138
77,626
73,711
$
125,064 $
218,569 $
118,704 $

Six month period ended
June 30, 2018
Cost-plus and service work
Construction management
Design-build
Tendered (hard-bid)
Segment revenue
Intersegment eliminations
Consolidated revenue

Commercial
Industrial Group Buildings Group Systems Group
$
105,109 $
$
13,942 $
179,360
35,097
2,559
62,251
24,240
106,735
$
167,360 $
238,697 $
123,236 $

$

$

$
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$

Total
85,356
72,525
261
82,039
240,181
(724)
239,457

Total
67,840
84,484
17,189
84,300
253,813
(4,556)
249,257

Total
156,619
140,521
722
164,475
462,337
(2,022)
460,315

Total
119,051
179,360
37,656
193,226
529,293
(14,156)
515,137

Notes to the Condensed Consolidated Interim Financial Statements
(unaudited)

7. DEPRECIATION AND AMORTIZATION
Included within contract costs is depreciation of property and equipment in the amounts of $491 and $996 for the three
and six month periods ended June 30, 2019, respectively (June 30, 2018 – $247 and $587, respectively). The remaining
depreciation and all amortization costs are included in administrative costs in the consolidated statements of (loss)
earnings.

8. EARNINGS PER SHARE
(a) Basic (loss) earnings per share

Net (loss) earnings - basic

$

Issued common shares, beginning of the period
Effect of shares issued related to Dividend Reinvestment Plan ("DRIP")
Weighted average number of common shares for the period - basic
Basic (loss) earnings per share

Three months ended
June 30,
2019
2018
(2,229) $
1,118 $
27,912,561
62,399
27,974,960

$

(0.08) $

27,457,187
75,644
27,532,831
0.04

Six months ended
June 30,
2019
(4,725) $
27,783,097
150,822
27,933,919

$

2018
2,703

27,370,727
117,325
27,488,052

(0.17) $

0.10

(b) Diluted (loss) earnings per share

Net (loss) earnings - diluted

$

Weighted average number of common shares for the period - basic
Incremental shares - stock options
Weighted average number of common shares for the period - diluted
Diluted (loss) earnings per share

Three months ended
June 30,
2019
2018
(2,229) $
1,118 $
27,974,960
27,974,960

$

(0.08) $

27,532,831
351,354
27,884,185
0.04

Six months ended
June 30,
2019
(4,725) $
27,933,919
27,933,919

$

(0.17) $

2018
2,703

27,488,052
293,092
27,781,144
0.10

For the three and six month periods ended June 30, 2019, 1,689,883 stock options were excluded and no incremental
shares related to convertible debentures were included in the diluted weighted average number of common shares
calculation, as the impact of these potential common shares are considered anti-dilutive when the Corporation is in a
net loss position. As such, the diluted weighted average number of common shares and resulting diluted loss per share
are the same amounts as calculated under basic loss per share.
For the three and six month periods ended June 30, 2018, the number of stock options excluded from the diluted
weighted average number of common shares calculation was 169,924, as their effect would have been anti-dilutive.
There were no incremental shares related to convertible debentures included in the diluted weighted average number of
common shares calculation, as the impact of the normalization of earnings (interest, accretion and amortization addback) outweighed the effect of the related incremental shares and therefore the convertible debentures were anti-dilutive.
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9. PROVISIONS
Provisions are recognized when the Corporation has a settlement amount as a result of a past event, it is probable that
the Corporation will be required to settle the obligation and a reliable estimate of the obligation can be made. Reversals
of provisions are made when new information arises in the period which leads management to conclude that the
provisions are not necessary.

Balance as at December 31, 2018
IFRS 16 adjustment (Note 3)
Balance as at January 1, 2019
Provisions made
Provisions used
Provisions reversed
Balance as at June 30, 2019

$
$

$

Warranties
5,803 $
5,803 $
582
(14)
(5,813)
558 $

Restructuring
Costs
825 $
825 $
(416)
409 $

Claims and
Subcontractor
Disputes
Default
406 $
1,044 $
406 $
1,044 $
990
(55)
(945)
351 $
1,089 $

Onerous
Contracts
1,977 $
(1,977)
$
$

Total
10,055
(1,977)
8,078
1,572
(1,430)
(5,813)
2,407

June 30,
2019
2,144 $
263
2,407 $

December 31,
2018
8,206
1,849
10,055

The provisions are presented in the consolidated statements of financial position as follows:

Current portion of provisions
Long-term provisions
Total provisions

$
$

10. LEASES
(a) Lease receivables
The Corporation subleases certain facilities which have been recognized as finance leases. Income of $72 and $146 for
the three and six month periods ended June 30, 2019, respectively, has been recognized in finance income in the
consolidated statements of (loss) earnings. Related lease receivables are presented in the consolidated statements of
financial position as follows:

Current portion
Long-term portion

$
$

June 30,
2019
843 $
4,499
5,342 $

January 1,
2019
820
4,926
5,746

The following is a detailed maturity analysis of the undiscounted finance lease payments receivable as at June 30, 2019:

Contractual Cash
Carrying Amount
Flows
$
5,342 $
6,352 $

Not Later Than 1
Year
1,103 $

Later Than 1 Year Later Than 3 Years
and Less Than 3
and Less Than 5
Years
Years
3,557 $
1,692
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-
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(b) Right-of-use assets
The following table details the movement in the Corporation’s leased right-of-use assets:

2019
Cost
Balance as at January 1, 2019
Additions
Disposals
Balance as at June 30, 2019

Construction
and Automotive
Equipment

Facilities
$

$

Accumulated depreciation
Balance as at January 1, 2019
Depreciation expense
Disposals
Balance as at June 30, 2019
Carrying amounts as at June 30, 2019

$

$
$

39,287
3,095
42,382

$

2,863
2,863
39,519

$

$

$
$

Total

14,468 $
687
(841)
14,314 $

53,755
3,782
(841)
56,696

8,555 $
717
(665)
8,607 $
5,707 $

8,555
3,580
(665)
11,470
45,226

June 30,
2019
9,514 $
45,022
54,536 $

January 1,
2019
9,246
45,950
55,196

(c) Lease liabilities
Lease liabilities are presented in the consolidated statements of financial position as follows:

Current portion
Long-term portion

$
$

The majority of the Corporation’s lease contracts are effective for periods of one to ten years, but may have extension
options as described in Note 3. The total cash outflow for the repayment of lease liabilities for the six months ended June
30, 2019 is $6,317.
The following is a detailed maturity analysis of the undiscounted cash flows of the Corporation’s lease liabilities, as at
June 30, 2019:

Contractual Cash
Carrying Amount
Flows
65,753 $
$
54,536 $

Not Later Than 1
Year
11,955 $

Later Than 1 Year Later Than 3 Years
and Less Than 3
and Less Than 5
Years
Years Later Than 5 Years
18,906 $
14,744 $
20,148

(d) Amounts recognized in (loss) earnings

Variable payments not included in the measurement of lease liabilities
Expenses related to short-term leases and leases of low-value assets
Finance costs on lease liabilities
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Three months
ended
June 30,
2019
$
218 $
296
666

Six months
ended
June 30,
2019
550
442
1,369

Notes to the Condensed Consolidated Interim Financial Statements
(unaudited)

11. LONG-TERM DEBT
On March 5, 2019, the Corporation negotiated an amendment to improve a number of terms in its credit facility
agreement, including (1) the exclusion of non-cash interest costs from the calculation of the interest coverage ratio
covenant, (2) a change in key covenant definitions to ensure that any potential negative impact from the adoption of
IFRS 16 is minimized, and (3) costs related to certain shareholder activities are excluded from the definition of EBITDA.
The revolving credit facility (“Revolver”) continues to include all other existing terms and conditions, as described in Note
23 of the audited annual consolidated financial statements for the year ended December 31, 2018.
On August 7, 2019, the Corporation secured a further amendment to its Revolver agreement. This amendment is
effective as at June 30, 2019 and reflects changes to a number of terms, including an amendment to the interest
coverage ratio covenant. The amendment was unanimously approved by the lenders and provides that the required
interest coverage ratio shall be not less than 2.00:1.00 until December 31, 2020, increasing to not less than 2.25:1.00
until March 31, 2021 and increasing to not less than 2.50:1.00 for each quarter thereafter. This amendment also capped
the amount that the Corporation is able to draw on the Revolver to settle its 2014 $80.5 million convertible debentures
at $20.0 million.

12. SHARE-BASED PAYMENTS
(a) Stock options
The following table details the movement in stock options during the period:

Outstanding, beginning of the period
Forfeited
Exercised
Expired
Outstanding, end of the period

June 30,
2019
Number of
Weighted
Stock
Average
Options
Exercise Price
1,689,883 $
6.51
1,689,883 $
6.51

December 31,
2018
Number of
Weighted
Stock
Average
Options
Exercise Price
2,173,088 $
6.57
(247,897)
5.92
(27,841)
7.50
(207,467)
7.68
1,689,883 $
6.51

The options outstanding for the six month period ended June 30, 2019 have an exercise price in the range of $5.77 to
$9.94 (December 31, 2018 – $5.77 to $9.94) and lives of between 5 and 10 years (December 31, 2018 – 5 and 10
years).
(b) Restricted Share Units (RSUs) and Performance Share Units (PSUs)
The following table details the movement of RSUs and PSUs during the period:

Outstanding as at December 31, 2018
Adjustment for PSU performance multiplier
Granted
Forfeited
Vested and paid
Outstanding as at June 30, 2019
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RSUs
944,523
715,761
(56,374)
(200,138)
1,403,772

PSUs
519,119
(69,422)
428,092
(31,912)
845,877

Notes to the Condensed Consolidated Interim Financial Statements
(unaudited)
PSUs granted cliff vest at the end of three years and the payout can be 0% to 200% of the vested units, subject to the
achievement of certain corporate objectives as approved by the Board of Directors. Each individual grant of PSUs is
evaluated regularly with regard to vesting and payout assumptions. The vested value of outstanding units as at June 30,
2019 and December 31, 2018 factor in these performance conditions. The reduction in PSUs outstanding for adjustments
in performance multipliers relates to revised estimates of the expected PSU performance multiplier on payout based on
the criteria of each individual grant.
(c) Deferred Share Units (DSUs)
The following table details the movement of DSUs during the period:

Outstanding, beginning of the period
Granted
Settled
Outstanding, end of the period

June 30,
2019
848,012
98,467
(755)
945,724

December 31,
2018
709,143
138,869
848,012

June 30,
2019

December 31,
2018

(d) Share-based payments liability

Carrying amount of liabilities for cash-settled arrangements
Current portion
Long-term portion
Total carrying amount

$

Total intrinsic value of liability for vested benefits

$

$

3,114
3,465
6,579

$

941
6,903
7,844

$

3,936

$

4,223

Included in trade and other payables is the current portion of the RSUs, PSUs and DSUs to be paid out within the next
12 months. The long-term portion of RSUs, PSUs and DSUs of $3,465 as at June 30, 2019 (December 31, 2018 –
$6,903) is classified as a share-based payments liability in the consolidated statements of financial position. The total
intrinsic value reflects all of the outstanding DSUs and vested RSUs and PSUs as at June 30, 2019.
(e) Share-based compensation expense (recovery)

Share-based compensation expense on stock options
Effects of changes in fair value and accretion of RSU and PSU grants
Effects of changes in fair value and grants of DSUs
Share-based compensation expense (recovery)

$

$

Three months ended
June 30,
2018
2019
17 $
61 $
79
638
7
356
103 $
1,055 $

Six months ended
June 30,
2019
45 $
(81)
(355)
(391) $

2018
138
1,199
866
2,203

(f) New share-based payment plan
On May 22, 2019 the Corporation’s shareholders approved a new share-based payment plan, the “New Treasury Based
Plan”. Subject to the adjustment provisions provided for in the New Treasury Based Plan, which are described in the
2019 Management Information Circular, a total of 1,991,671 awards may be granted, with such aggregate number being
comprised of 1,158,178 stock options and 833,493 share units. No grants were awarded under the terms of this new
plan during the six months ended June 30, 2019.
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Notes to the Condensed Consolidated Interim Financial Statements
(unaudited)

13. SHARE CAPITAL
(a) Common shares and preferred shares
The Corporation’s common shares have no par value and the authorized share capital is composed of an unlimited
number of common shares and an unlimited number of preferred shares issuable in series with rights set by the Directors.

Shares
Common Shares
Issued, beginning of the period
Dividend Reinvestment Plan (DRIP)
Issued during the period
Issued, end of the period

27,783,097
204,178
27,987,275

$

$

June 30,
2019
Share Capital

Shares

147,692
942
148,634

27,370,727
384,529
27,841
27,783,097

December 31,
2018
Share Capital
$

$

144,968
2,445
279
147,692

(b) Common shares and dividends
As at June 30, 2019, trade and other payables included $1,679 (December 31, 2018 – $3,334) related to the dividend
payable on July 16, 2019, of which $287 (December 31, 2018 – $642) is to be reinvested in common shares under the
DRIP and the remainder paid in cash.

Dividend payable, beginning of the period
Total dividends declared during the period
Total dividends paid during the period (1)
Dividend payable, end of the period
(1)

$

$

Per Share
0.12 $
0.12
(0.18)
0.06 $

June 30,
2019
Total
3,334 $
3,354
(5,009)
1,679 $

December 31,
2018
Per Share
Total
0.12 $
3,285
0.48
13,253
(0.48)
(13,204)
0.12 $
3,334

Includes DRIP non-cash payments totaling $942 (December 31, 2018 – $2,445) which are recorded through share capital.

14. CHANGE IN NON-CASH WORKING CAPITAL BALANCES RELATING TO OPERATIONS

Trade and other receivables
Inventory
Prepaid expenses
Costs in excess of billings
Trade and other payables
Contract advances and unearned income
Decrease in non-cash working capital balances relating to operations
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$

$

Six months ended
June 30,
2019
15,760 $
(5)
(1,177)
(10,050)
4,389
(15,595)
(6,678) $

2018
(16,850)
47
956
(14,163)
(30,172)
(2,380)
(62,562)

Notes to the Condensed Consolidated Interim Financial Statements
(unaudited)

15. FINANCIAL INSTRUMENTS
(a) Carrying values and fair values
As at June 30, 2019, the Corporation’s financial instruments include cash and cash equivalents, trade and other
receivables, long-term receivable, trade and other payables, long-term debt and the liability component of convertible
debentures. The carrying value of the Corporation’s financial instruments as at June 30, 2019 approximate their fair
values. The Corporation does not account for any financial assets and liabilities at fair value through profit or loss.
(b) Financial risk management
(i) Credit risk
Prior to accepting new customers, the Corporation assesses the customer’s credit quality and establishes the customer’s
credit limit. The Corporation does not hold any collateral over its trade receivable balances. The Corporation reviews
impairment of its trade and other receivables at each reporting period and reviews its allowance for doubtful accounts
for expected future credit losses. The Corporation takes into consideration the customer’s payment history,
creditworthiness and the current economic environment in which the customer operates, to assess impairment.
As at June 30, 2019, the Corporation had $16,593 of trade receivables (December 31, 2018 – $15,362) which were
greater than 90 days past due with $16,376 not provided for (December 31, 2018 – $15,151). The provision for doubtful
accounts has been included in administrative costs in the consolidated statements of (loss) earnings and is net of any
recoveries that were provided for in a prior period.
Management is not materially concerned about the credit quality and collectability of these accounts, as the Corporation’s
customers are predominantly large in scale and of high creditworthiness, and the concentration of credit risk is limited
due to its sizeable and unrelated customer base.
(ii)

Interest rate risk

The Corporation is exposed to interest rate risk on its variable rate financial instruments, which include financial assets
of cash and cash equivalents and financial liabilities consisting of its Revolver and long-term note payable.
On an annualized basis as at June 30, 2019, a change of 100 basis points in interest rates would have increased or
decreased equity and profit or loss by $124 related to financial assets and by $360 related to financial liabilities (June
30, 2018 – $159 and $415, respectively). As at June 30, 2019, the impact to profit or loss from a change in interest rates
related to financial assets would be partially offset by the impact related to financial liabilities.
(iii) Liquidity risk
Liquidity risk is the risk that the Corporation will encounter difficulties in meeting its financial liability obligations. The
Corporation manages this risk through cash and debt management. In managing liquidity risk, the Corporation has
access to committed short and long-term debt facilities as well as equity markets, the availability of which is dependent
on market conditions. Refer to Note 17 of these financial statements for information in respect of the Corporation’s
current convertible debentures, which mature on December 31, 2019. As at June 30, 2019, the Corporation was in
compliance with all of its debt covenants and has total available liquidity of $50,233, consisting of $17,020 in cash and
cash equivalents and $33,213 of available borrowing capacity on the Revolver.
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Notes to the Condensed Consolidated Interim Financial Statements
(unaudited)

16. CONTINGENCIES, COMMITMENTS AND GUARANTEES
The Corporation has made various donations in support of local communities. Over the next three years the Corporation
has committed to pay $137 (December 31, 2018 – $88), of which $51 (December 31, 2018 – $26) is to be paid in the
upcoming 12 month period.
The Corporation has provided several letters of credit in the amount of $3,577 in connection with various projects and
joint arrangements (December 31, 2018 – $5,652), of which $2,500 are financial letters of credit (December 31, 2018 –
$2,500).

17. EVENTS AFTER THE REPORTING PERIOD
On August 7, 2019, the Corporation’s Board of Directors declared a quarterly common share dividend of $0.06 per share.
The dividend is designated as an eligible dividend under the Income Tax Act (Canada) and is payable October 15, 2019
to shareholders of record on September 30, 2019.
On August 7, 2019, the Corporation entered into an investment agreement with Canso Investment Counsel Ltd.
(“Canso”), pursuant to which Canso will purchase, subject to customary closing conditions, including approval of the
Corporation’s shareholders and the Toronto Stock Exchange, $70 million aggregate principal amount of convertible
unsecured subordinated debentures, with an interest rate of 7.0% per annum, conversion price of $4.87 per common
share and a maturity date that is the fifth anniversary of the issue date. The transaction is expected to close in late
September, and is subject to certain conditions, including, without limitation, the receipt of all necessary regulatory and
shareholder approvals. The Corporation intends to use the net proceeds, together with available cash and a draw on the
Revolver, to repay the outstanding 2014 $80.5 million convertible debentures that mature on December 31, 2019.
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