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MANAGEMENT’S COMMENTS ON  
UNAUDITED INTERIM CONSOLIDATED FINANCIAL STATEMENTS  

 
 

NOTICE OF NO AUDITOR REVIEW OF INTERIM FINANCIAL STATEMENTS 
 

 
Under National Instrument 51-102, Part 4, subsection 4.3(3)(a), if an auditor has not performed a review of the 
interim financial statements, they must be accompanied by a notice indicating that the financial statements have 
not been reviewed by an auditor. 

 
The accompanying unaudited interim consolidated financial statements of WesternOne Equity Income Fund (the 
“Fund”) have been prepared by and are the responsibility of the Fund’s management. The unaudited interim 
consolidated financial statements are prepared in accordance with accounting principles generally accepted in 
Canada and reflect management’s best estimates and judgment based on information currently available.  
 
The Fund’s independent auditor has not performed a review of these financial statements in accordance with 
standards established by the Canadian Institute of Chartered Accountants for a review of interim financial 
statements by an entity’s auditor. 
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(Unaudited) As at As at
June 30, 2008 December 31, 2007

CURRENT ASSETS
Cash 2,554,013$                    5,514,594$                              
Cash in trust -                                    2,015,000                               
Short term investments 367,601                        2,173,062                               
Accounts receivable 4,219,550                     3,112,105                               
Inventories 1,749,037                     1,340,213                               
Deposits and prepaid expenses 300,442                        247,480                                  

9,190,643                     14,402,454                             
PROPERTY AND EQUIPMENT (Note 4) 29,715,662                   19,758,705                             
INTANGIBLE ASSETS (Note 5) 17,767,134                   13,510,782                             
GOODWILL (Note 6) 5,538,359                     2,725,261                               
FUTURE INCOME TAXES (Note 10) - OUTSTANDING 1,200,430                     1,452,238                               

63,412,228$                  51,849,440$                            

CURRENT LIABILITIES
Operating loans (Note 7) 1,524,668$                    1,515,432$                              
Accounts payable and accrued liabilities 2,877,378                     996,144                                  
Distributions payable 587,593                        587,184                                  
Current portion of equipment financing payable (Note 8) 98,722                          95,770                                    

WesternOne Equity Income Fund

INTERIM CONSOLIDATED BALANCE SHEETS

ASSETS

LIABILITIES AND UNITHOLDERS' EQUITY

See accompanying Notes to the Interim Consolidated Financial Statements
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Current portion of equipment financing payable (Note 8) 98,722                          95,770                                    
Current portion of mortgage payable (Note 9) 15,258                          -                                              
Capital and acquisition loans (Note 7) 15,081,455                   4,338,128                               

20,185,074                   7,532,658                               

EQUIPMENT FINANCING PAYABLE - NON-CURRENT (Note 8) 138,099                        106,652                                  
TERM MORTGAGE - NON-CURRENT (Note 9) 342,646                        -                                              
SERIES A DEBENTURES (Note 11) 8,402,463                     8,238,358                               

29,068,282                15,877,668                             

UNITHOLDERS' EQUITY 34,343,946                   35,971,772                             
63,412,228$                  51,849,440$                            

COMMITMENTS (Note 14)
SUBSEQUENT EVENTS (Note 19)

APPROVED ON BEHALF OF THE BOARD OF TRUSTEES

"Darren Latoski"
Trustee Trustee

"Douglas Scott"

See accompanying Notes to the Interim Consolidated Financial Statements
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(Unaudited)

Contributed
Fund Units Surplus Cumulative Cumulative
(Note 12) (Note 11) earnings distributions Total

BALANCE, June 30, 2007 34,738,700               1,116,250                   2,525,422              (3,293,072)                 35,087,300               

Issuance of units upon exercise of agent options on July 4, 2007 30,187                      30,187                     
Net income for the period 4,377,388              4,377,388                
Distributions declared (3,523,103)                 (3,523,103)               
BALANCE, December 31, 2007 34,768,887               1,116,250                   6,902,810              (6,816,175)                 35,971,772               

Issuance of units upon exercise of agent options on January 16, 2008 8,750                        8,750                       
Issuance of Exchangeable LP Units on February 15, 2008 500,000                    500,000                   
Issuance of units upon exercise of agent options on May 22, 2008 2,625                        2,625                       
Issuance of units upon conversion of Series A Debentures on May 30, 2008 20,740                      (2,235)                         18,505                     
Net income for the period 1,394,950              1,394,950                
Distributions declared (3,552,656)                 (3,552,656)               
BALANCE, June 30, 2008 35,301,002               1,114,015                   8,297,760              (10,368,831)               34,343,946               

WesternOne Equity Income Fund

INTERIM CONSOLIDATED STATEMENT OF UNITHOLDERS' EQUI TY

For the period ended June 30, 2008

See accompanying Notes to the Interim Consolidated Financial Statements
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WesternOne Equity Income Fund

INTERIM CONSOLIDATED STATEMENTS OF INCOME AND COMPREHENSIVE INCOME
(Unaudited) Three-month Three-month Six-month Six-month

period ended period ended period ended period ended
June 30, 2008 June 30, 2007 June 30, 2008 June 30, 2007

REVENUE
Equipment rental 5,003,239$                2,909,984$                9,594,693$                5,275,377$                
Equipment sales 1,484,238                 2,336,634                 2,774,696                 3,176,095                 
Logistical support 450,336                    329,294                    817,095                    587,528                    
Parts and service 969,400                    421,980                    2,027,654                 704,507                    
Interest and other income 44,362                      48,400                      104,589                    50,828                      

7,951,575                 6,046,292                 15,318,727               9,794,335                 

COST OF SALES
Equipment sold 1,241,398                 2,045,869                 2,328,841                 2,719,694                 
Commission 174,876                    216,817                    377,396                    399,258                    
Re-rental 210,228                    52,489                      407,308                    132,519                    
Other 631,517                    134,790                    1,339,018                 194,697                    

2,258,019                 2,449,965                 4,452,563                 3,446,168                 
GROSS INCOME 5,693,556                 3,596,327                 10,866,164               6,348,167                 

70.9% 64.8%
OPERATING EXPENSES

General and administrative 1,286,418                 586,798                    2,288,482                 1,093,825                 
Freight 720,151                    375,066                    1,342,930                 783,707                    
Service 681,558                    533,139                    1,292,513                 1,100,786                 
Sales 651,524                    176,161                    1,179,182                 296,061                    
Interest on Series A Debentures 224,850                    225,000                    449,850                    450,000                    
Interest on operating loans 14,662                      -                               30,053                      
Interest on capital and acquisition loans 216,818                    91,120                      353,943                    191,071                    
Interest relating to amortization of transaction costs 48,432                      -                               86,812                      
Amortization of property and equipment 634,689                    311,373                    1,144,105                 587,162                    
Amortization of intangible assets 497,840                    399,758                    943,414                    793,752                    
Accretion of Series A Debentures 54,221                      53,639                      108,124                    107,278                    

5,031,163                 2,752,054                 9,219,408                 5,403,642                 
INCOME BEFORE PROVISION FOR INCOME TAXES 662,393                    844,273                    1,646,756                 944,525                    

See accompanying Notes to the Interim Consolidated Financial Statements
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INCOME BEFORE PROVISION FOR INCOME TAXES 662,393                    844,273                    1,646,756                 944,525                    

FUTURE INCOME TAXES/(RECOVERIES) 7,057                        -                               251,806                    -                               
-                               

NET AND COMPREHENSIVE INCOME 655,336$                   844,273$                   1,394,950$                944,525$                   

Basic and diluted weighted average income per unit 0.06$                         0.07$                         0.12$                         0.08$                         

Basic weighted average number of units outstanding 11,787,814               11,735,050               11,840,898               11,735,050               
Diluted weighted average number of units outstanding 14,319,546               14,223,145               14,298,861               14,223,145               

See accompanying Notes to the Interim Consolidated Financial Statements
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WesternOne Equity Income Fund

INTERIM CONSOLIDATED STATEMENTS OF CASH FLOWS Three-month Three-month Six-month Six-month
(Unaudited) period ended period ended period ended period ended

June 30, 2008 June 30, 2007 June 30, 2008 June 30, 2007

OPERATING ACTIVITIES
Income 655,336$                 844,273$                 1,394,950$              944,525$                 
Items not affecting cash -

Amortization of property and equipment 634,689                  311,373                  1,144,105               587,162                  
Amortization of intangible assets 497,840                  399,758                  943,414                  793,752                  
Interest expense relating to amortization of transaction costs 48,432                    -                             86,812                    -                             
Accretion of Series A Debentures 54,221                    53,639                    108,124                  107,278                  
Future Income Taxes/(Recoveries) 7,057                      -                             251,806                  -                             
Gain on sale of property and equipment (85,095)                  (121,568)                (128,491)                (205,880)                

1,812,480               1,487,475               3,800,720               2,226,837               
Changes in non-cash working capital balances -

Accounts receivable 972,980                  (30,794)                  1,045,460               124,274                  
Inventories 278,492                  (386,231)                (177,115)                (564,004)                
Deposits and prepaid expenses (63,728)                  129,622                  (22,466)                  148,593                  
Cash held in trust -                             -                             2,015,000               -                             
Accounts payable and accrued liabilities (1,276,961)             (789,114)                529,981                  (69,896)                  

1,723,263               410,958                  7,191,580               1,865,804               

INVESTING ACTIVITIES
Purchase of short term investments (177,501)                (8,416,944)             1,805,461               (8,452,928)             
Purchase of property and equipment (3,129,115)             (1,468,060)             (5,343,438)             (2,844,557)             
Proceeds from the sale of property and equipment 343,854                  1,206,991               927,997                  1,580,691               
Acquisition (Note 14) -                             (8,410,588)             (15,599,454)           (8,410,588)             

(2,962,762)             (17,088,601)           (18,209,434)           (18,127,382)           

FINANCING ACTIVITIES
Distributions paid (1,780,962)             (865,364)                (3,552,246)             (1,778,155)             
Units issued for cash (net of expenses) 3,365                      19,383,023             512,115                  19,383,023             
Floor plan financing payable -                             169,550                  -                             603,339                  

See accompanying Notes to the Interim Consolidated Financial Statements
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Floor plan financing payable -                             169,550                  -                             603,339                  
Term mortgage payable 357,373                  -                             357,373                  -                             
Loans payable 1,293,723               (3,096,516)             10,730,795             (3,316,117)             

(126,501)                15,590,693             8,048,037               14,892,090             

NET CHANGE IN CASH DURING THE PERIOD (1,366,000)             (1,086,950)             (2,969,817)             (1,369,488)             

CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD (NET) 2,395,345               43,263                    3,999,162               325,801                  
CASH AND CASH EQUIVALENTS, END OF PERIOD (NET) 1,029,345$              (1,043,687)$            1,029,345$              (1,043,687)$            

Cash 2,554,013$             391,277$                2,554,013$             391,277$                
Operating Loan (1,524,668)             (1,434,964)             (1,524,668)             (1,434,964)             
Cash and cash equivalents, end of period (net) 1,029,345$             (1,043,687)$            1,029,345$             (1,043,687)$            

Supplemental cash flow information:
Interest received 18,766$                   48,400$                   78,992$                   50,828$                   
Interest paid 456,330                  316,120                  833,845                  641,071                  
Conversion of convertible debentures into fund units 20,000                    -                             20,000                    -                             

See accompanying Notes to the Interim Consolidated Financial Statements
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1. ORGANIZATION AND NATURE OF OPERATIONS 

WesternOne Equity Income Fund (the “Fund”) is an unincorporated, open-ended, limited purpose trust 
created on June 14, 2006 and governed by the declaration of trust governed by the laws of British 
Columbia. The Fund is authorized to issue an unlimited number of units (“Units”) and special voting 
units. Each holder of a unit of the Fund (“Unitholder”) participates pro rata in any distribution of the 
Fund. The Fund was initially established to indirectly acquire the assets of Production Equipment Rentals 
Company and such other investments as the trustees of the Fund (the “Trustees”) may determine. The 
Fund commenced operations on August 15, 2006 when it completed its initial public offering (the 
“Offering”).  

Through its indirectly owned subsidiaries, the Fund operates equipment rental, sale, and service 
businesses and provides logistical support to its customers in British Columbia and Alberta.  

2. BASIS OF PRESENTATION 

The Fund has consolidated the assets, liabilities and equity of all subsidiaries after the elimination of 
inter-entity transactions and balances. The consolidated financial statements include the accounts of the 
Fund, and its wholly owned subsidiaries, WesternOne Equity GP Inc. and WesternOne Equity Operating 
Trust. These two subsidiaries in turn include the accounts of their subsidiaries, WesternOne Equity LP, 
WEQ Production Equipment GP Inc., WEQ Production Equipment LP, WEQ Old Country Rentals GP 
Inc., WEQ Old Country Rentals LP, WEQ C&N Rentals GP Inc., WEQ C&N Rentals LP, WEQ Deerfoot 
Rentals GP Inc., and WEQ Deerfoot Rentals LP. 

These unaudited interim consolidated financial statements do not include all of the disclosures required by 
Canadian generally accepted accounting principles for annual financial statements and, accordingly, 
should be read in conjunction with the Fund’s audited consolidated financial statements and notes for the 
year ended December 31, 2007. These unaudited interim consolidated financial statements follow the 
same accounting policies and methods of computation as used in the 2007 audited consolidated financial 
statements, except as noted below. 

3. ADOPTION OF NEW ACCOUNTING STANDARDS 

Effective January 1, 2008, the Fund adopted the Canadian Institute of Chartered Accountants’ new 
Handbook Sections; 1535 “Capital Disclosures”, 3031, “Inventories” 3862 “Financial Instruments – 
Disclosures” and 3863 “Financial Instruments – Presentation”. Handbook sections 3862 and 3863 replace 
section 3861 “Financial Instruments – Disclosure and Presentation”. These recommendations have been 
incorporated into these unaudited interim consolidated financial statements. 

a) Section 1535 – Capital Disclosures 

This section establishes standards for disclosing information about an entity's capital and how it is 
managed. Under this standard the Fund is required to disclose information that enables users of the 
financial statements to evaluate the Fund’s objectives, policies and processes for managing capital 
(see note 16).  
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b) Section 3031 -  Inventories 

This section requires inventory to be measured at the lower of cost and net realizable value. This 
standard provides additional guidance on the types of costs that can be capitalized and requires the 
reversal and disclosure of previous inventory write-downs if economic circumstances have changed to 
support higher inventory values. The adoption of this standard did not have any impact on the Fund’s 
interim consolidated financial statements. 

c) Section 3862 – Financial Instruments – Disclosures 

This Section requires entities to provide disclosure of quantitative and qualitative information in their 
financial statements that enable users to evaluate (a) the significance of financial instruments for the 
entity's financial position and performance; and (b) the nature and extent of risks arising from 
financial instruments to which the entity is exposed during the period and at the balance sheet date, 
and management’s objectives, policies and procedures for managing such risks (see note 17). 

d) Section 3863 – Financial Instruments – Presentation 

This Section establishes standards for presentation of financial instruments and non-financial 
derivatives. 

e) Future accounting changes 

In February 2008, the CICA issued Handbook Section 3064, "Goodwill and intangible assets," which 
replaces the existing standards. This revised standard establishes guidance for the recognition, 
measurement and disclosure of goodwill and intangible assets, including internally generated 
intangible assets. This standard is effective for 2009. The Fund is currently evaluating the impact of 
adopting this standard on its consolidated financial statements. 

In February 2008, the Accounting Standards Board confirmed the date of changeover from GAAP to 
International Financial Reporting Standards (IFRS). Canadian publicly accountable enterprises must 
adopt IFRS for their interim and annual financial statements relating to fiscal years beginning on or 
after January 1, 2011. The Fund is currently developing its IFRS conversion plan and evaluating the 
effect of the new standards on its consolidated financial statements. 
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4. PROPERTY AND EQUIPMENT  

 June 30, 2008 

 Cost 
Accumulated 
Amortization 

Net Book 
Value 

Rental fleet $  30,368,537 $     2,534,369 $  27,834,168  
Building  235,638 2,805 232,833 
Land  481,133 n/a 481,133 
Tractors and trailers 690,458 95,887 594,571 
Furniture, fixtures and equipment 222,711 30,225 192,486 
Computer equipment and software 222,871 35,653 187,218 
Leasehold improvements 235,716 42,463 193,253 
 $  32,457,064 $     2,741,402  $  29,715,662 
 
 

 December 31, 2007 

 Cost 
Accumulated 
Amortization 

Net Book 
Value 

Rental fleet $  20,657,958 $     1,589,737  $  19,068,221  
Tractors and trailers 497,457 53,248 444,209 
Furniture, fixtures and equipment 79,403 13,767 65,636 
Computer equipment and software 120,759 15,419 105,340 
Leasehold improvements 97,071 21,772 75,299 
 $  21,452,648  $     1,693,943  $  19,758,705 

 
 
5. INTANGIBLE ASSETS 
 

 June 30, 2008 

 Cost 
Accumulated 
Amortization 

Net Book 
Value 

Customer relationships $  17,619,080  $    2,686,680  $  14,932,400  
Brand name 2,075,673 n/a 2,075,673 
Non-competition agreements 617,653 155,015 462,638 
Supplier agreements 296,423 n/a 296,423 
 $  20,608,829 $    2,841,695  $  17,767,134 

 
 

 December 31, 2007 

 Cost 
Accumulated 
Amortization 

Net Book 
Value 

Customer relationships $  13,994,697  $    1,847,726  $  12,146,971  
Brand name 999,348 n/a 999,348 
Non-competition agreements 118,595 50,555 68,040 
Supplier agreements 296,423 n/a 296,423 
 $  15,409,063 $    1,898,281  $  13,510,782 
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6. GOODWILL 
 

June 30, 2008 

Cost Write down 
Net Book 

Value 
$    5,538,359 n/a $    5,538,359 

 
The additions to Goodwill between June 30, 2008 and March 31, 2008 represent the additional of further 
costs associated with the acquisition of C&N Rentals in Comox, British Columbia, and Deerfoot Rentals 
in Calgary, Alberta. 

 
7. CREDIT FACILITIES 
 

The Fund’s credit facilities consist of the following: 
 

   June 30, 2008  December 31, 2007  
Operating loans   $     1,524,668  $     1,515,432  
Capital loans:       
      Non-revolving   2,727,032  2,937,554  
      Revolving    3,172,733  1,400,574  
         5,899,765  4,338,128  
Acquisition loan   9,181,690  -  
Capital and Acquisition loans   15,081,455  4,338,128  
Total Credit Facilities   $   16,606,123  $     5,853,560  
 

A single Canadian chartered bank (the “Bank”) has made the above credit facilities, available to various 
entities indirectly owned by the Fund to finance day-to-day operations, capital expenditures, and future 
acquisitions.  
 
The Bank has provided the operating loans payable upon demand, on an interest only basis. The operating 
loans are at the Bank’s prime rate plus 1.00% per annum and are secured by 50% of inventory and 75% of 
acceptable accounts receivable, minus priority claims. The operating loan has no stated maturity date. 
 
The capital loans and acquisition loan are repayable on demand, and unless and until demanded in 
monthly installments, with interest at the Bank’s prime rate plus 0.65% per annum, or 1.60% and 1.70% 
above banker’s acceptance rate for the capital loans and acquisition loan, respectively. The non-revolving 
capital loan, unless repaid on demand to the Bank, shall be repaid in full by August 31, 2011. The 
revolving capital loan and acquisition loan, unless repaid on demand to the Bank, shall be repaid in full 
on the fifth anniversary of the date of such advance made. The costs of obtaining the capital loans and 
acquisition loan are being amortized over the terms of the respective loan, resulting in an effective interest 
rate of 5.67% (2007 – 6.71%) for the capital loans and 5.89% (2007 - n/a) for the acquisition loan. The 
lending requirements include definitions of the eligibility for assets subject to financing. 
 
The credit facilities have covenants specifying a minimum current ratio 1 of 1.2 to 1.0, a maximum funded 
debt to earnings ratio of 3.0 to 1.0, a minimum debt service coverage ratio of 1.25 to 1.0, a maximum debt 
to tangible net worth ratio of 4.0 to 1.0, and a restriction on distributions to Unitholders that would cause 

                                                   
1 The calculation excludes the portion of the credit facilities that are due longer than one year, unless repaid on demand to the Bank, from 
the Fund’s Current Liabilities. 

December 31, 2007 

Cost Write down 
Net Book 

Value 
$    2,725,261 n/a $    2,725,261 
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any breach of the covenants without the prior written consent of the Bank.  As at June 30, 2008 the Fund 
was in compliance with all bank covenants. Excluding the effect from the accounting treatment adopted 
by the Fund described in note 3 (a)(i) of the Fund’s consolidated financial statements for the year ended 
December 31, 2007, the actual capital and acquisition loan balance outstanding as at June 30, 2008 was 
$15,255,748. 
  
A general security agreement providing a charge over all assets of the Fund has been provided as 
collateral to the Bank. 
 
Assuming that the contractual requirements of the capital loans are met, and the demand feature is not 
exercised by the Bank, the minimum principal repayments required are as follows: 

 
July 1 to December 31, 2008 ………………………………..…….. $  1,031,845 
2009 ..……………………………………………………………......    2,115,045 
2010 …………………………………………………………….…...    2,232,126 
2011 ………..………………………………………………….…….    4,247,155 
2012 ………..………………………………………………….…….    1,780,646 
2013 ………..………………………………………………….……     3,848,931 
                     $ 15,255,748 

8. EQUIPMENT FINANCING PAYABLE 

The Fund, through its wholly-owned indirect subsidiaries, assumed seven capital leases relating to rental 
equipment and operating assets, for a total of $236,821 of equipment financing payable. The equipment 
financing payable amounts require monthly payments ranging from $474 to $2,267 (exclusive of taxes, 
insurance and surcharges), at interest rates ranging from 0% to 3.9% per annum, and have maturity dates 
ranging to November 2, 2011. The current and non-current portions of the total gross payments are as 
follows:  
 

July 1 to December 31, 2008 ………………………………         $      49,361 
2009 ………………………………………………………....               92,031 
2010 …………………………………………………………               67,896 
2011 ……………………………………………………..…..      28,324 
Total gross payment $  237,612 
Less: Imputed interest  (791) 
 236,821 
Less: Current portion (98,722) 
Non-current portion        $    138,099 

 

A security agreement providing a charge over the equipment specifically relating to the financing above 
has been provided as collateral to the financing company.  

As at June 30, 2008, the net book value of the rental equipment and operating assets under equipment 
financing was $261,886. 
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9. TERM MORTGAGE  

The Fund has assumed, through a wholly-owned indirect subsidiary, a term mortgage.  The initial term of 
this mortgage is 4-years, and is being amortized over a period of 15 years.  The fixed nominal interest rate 
of the mortgage is 6.5%, and the effective interest rate, including the amortization of transaction costs is 
7.37%.  This mortgage consists of blended principal and interest payments.  At the end of the initial four-
year term (April 11th, 2012), a principal amount of $303,294 will remain outstanding.  A general security 
agreement providing a charge over all assets of the Fund has been provided as collateral to the lending 
institution.  Excluding the effect from the accounting treatment adopted by the Fund described in note 3 
(a)(i) of the Fund’s consolidated financial statements for the year ended December 31, 2007, the actual 
mortgage balance outstanding as at June 30, 2008 was $367,561.The minimum principal payments of the 
initial term of this mortgage, using the effective interest method are as illustrated: 
 

July 1 to December 31, 2008 .......................................................  $ 7,505 
2009............................................................................................  15,760 
2010............................................................................................  16,816 
2011............................................................................................  17,942 
2012............................................................................................  309,538 
  $ 367,561 

10. FUTURE INCOME TAXES  

The temporary differences comprising the future income tax asset/(liability) are estimated as follows: 
 Jun 30, 2008 December 31, 2007 

Future income tax asset/(liability):   
Issue Costs $        165,584 $        423,249 
Intangible Assets 774,932 895,849 
Property, Plant and Equipment 284,730     147,817 
Others (24,816) (14,677) 
 $      1,200,430    $      1,452,238    

 
Based on a current estimate of the income tax liability at the beginning of 2011, the Fund recognized a 
future income tax asset and corresponding non-cash future tax recovery to net income in 2007. This non-
cash recovery is based on temporary differences between the accounting and tax basis of the Fund’s assets 
and liabilities expected to reverse after January 1, 2011. 

For the three months ended June 30, 2008, the estimated future income tax asset was reduced by $7,057 
based on the temporary differences between the accounting and tax basis of the Fund’s assets and 
liabilities as at June 30, 2008 expected to reverse after January 1, 2011.  

11. SERIES A DEBENTURES 

As part of the Offering, the Fund issued 100,000 5-year 9% senior secured convertible debentures – Series 
A (“Series A Debentures”) at $100 per Series A Debenture, for proceeds of $10,000,000. 

At maturity the Fund shall repay the outstanding principal amount of the Series A Debentures, along with 
any accrued or unpaid interest, or at the Fund’s sole option upon providing not less than 30 days’ notice 
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and not more than 60 days’ notice, the Series A Debentures shall be converted into such number of Units 
as is determined by dividing the principal amount of Series A Debentures plus accrued and unpaid interest 
by the value of Units obtained by calculating 95% of the weighted average trading price of the Units 
during the prior 20 consecutive days that the Units traded on the TSX Venture Exchange or Toronto Stock 
Exchange (collectively the “Exchange”).  

The holders of Series A Debentures are permitted to convert all or any part of the principal of, and 
accrued interest on, the Series A Debentures held by them into Units at the conversion price of $4.20 per 
Unit at any time prior to the maturity of the Series A Debentures except in respect of the 15 days before an 
interest payment date or the maturity date, subject to anti-dilution provisions which provide for adjustment 
to the conversion price in certain circumstances, including a subdivision, redivision, reduction, 
combination or consolidation of units. In order to convert the Series A Debentures, a holder of Series A 
Debentures must present the Series A Debentures to Computershare Trust Company of Canada in 
accordance with the terms of the Series A Debentures. 

The Fund may not redeem the Series A Debentures at any time before August 16, 2008. At any time after 
August 15, 2008, providing not less than 30 days’ notice and not more than 60 days’ notice, the Fund may 
redeem the Series A Debentures at a price equal to the principal amount thereof plus accrued and unpaid 
interest up to but excluding the date of redemption, provided that the Current Market Price (defined as 
“the weighted average trading price of the units on the Exchange for the 20 consecutive trading days 
ending on the fifth trading day preceding such date, of the units of the day preceding the date”) on which 
notice of redemption is given is at least 125% of the conversion price.  

As required by Canadian GAAP, the Fund separated the liability and equity component of the Series A 
Debentures. The Fund determined the fair value of the liability component of the Series A Debentures by 
calculating the present value of the associated cash flows, using a discount rate that reflects the Fund’s 
underlying rate of borrowing. The Fund determined the fair value of the conversion feature at the issue 
date of the Series A debentures using the Black-Scholes pricing model, using the assumptions disclosed in 
note 12, except that the expected life is five years. The resulting pro-rata fair values of the liability 
component of the Series A Debentures and the conversion feature of the Series A Debentures, were 
$8,883,750 and $1,116,250 respectively. The liability component will be accreted through the term of the 
Series A Debentures through the recording of an accretion expense using the effective interest method, 
until such date if or when all underlying Series A Debentures are converted into units. 

Cash financing costs in the amount of $1,060,332 were incurred in the issuance of the Series A 
Debentures. The financing costs were netted against the Series A Debentures and amortized using 
effective interest method. The effective interest rate for the three months ended June 30, 2008 was 12.6% 
(2007 – 12.6%). 
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The following summarizes the face and carrying value of the liability and equity component of the Series 
A Debentures at December 31, 2007 and June 30, 2008: 

 Liability  
Component 

 Equity 
Component 

 Face Value Carrying Value  Carrying Value 
Balance as at December 31, 2007 $  10,000,000 $  8,238,358  $  1,116,250 
Conversion to Units on May 30, 2008 (20,000) (17,767)  (2,235) 
Amortization expense relating to transaction costs  73,748   
Accretion expense  108,124       
Balance as at June 30, 2008 $  9,980,000 $  8,402,463  $  1,114,015 
     

The Series A Debentures rank senior to the Units, pari passu in all respects with any other Series A 
Debentures issued from time to time, and are subordinate to senior security and permitted encumbrances. 

12. FUND UNITS 

An unlimited number of Units may be created and issued by the Fund pursuant to the Declaration of 
Trust. Each Unit is transferable and represents an equal undivided beneficial interest in any distributions 
from the Fund, whether of income, net realized capital gains (other than net realized capital gains 
distributed to redeeming Unitholders) or other amounts and in the net assets of the Fund in the event of 
termination or winding up of the Fund. The Units are not subject to future calls or assessments, and entitle 
the Unitholders thereof to one vote at all meetings of voting Unitholders. 

The Units are redeemable at any time on demand by the holders thereof, subject to certain terms and 
conditions. The total amount payable by the Fund in respect of those Units and all other Units tendered for 
redemption in the same calendar month shall not exceed $50,000, provided that the Trustees of the Fund 
may, in their sole discretion, waive this limitation in respect of all Units tendered for redemption in any 
calendar month. 

Since the Fund’s financial year ended December 31, 2007, the Fund and/or its subsidiaries have issued the 
following units: 

(a) January 16, 2008 new issue pursuant to exercise of agent’s options 

On January 16, 2008, pursuant to the Agents’ Option (described in note 13), the Agents performed a 
partial exercise of their Agents’ Option, whereby 2,500 Units were issued at $3.50 per Unit, for total 
net proceeds of $8,750. 

(b) February 15, 2008 exchangeable unit issuance by Deerfoot LP 

On February 15, 2008, pursuant to the acquisition of the assets of Deerfoot (see note 15), Deerfoot 
LP, an indirect subsidiary of the Fund, issued 125,000 exchangeable units (“Exchangeable LP Units”) 
at $4.00 per unit for net proceeds of $500,000. Under the terms of the exchange agreement dated 
February 15, 2008, the Exchangeable LP Units are convertible to Units of the Fund on a one-for-one 
basis at the option of the holder. The Exchangeable LP Units do not have voting rights, but have 
economic rights equivalent to the Fund’s Units. 
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(c) May 22, 2008 new issue pursuant to exercise of agent’s options 

On May 22, 2008, pursuant to the Agents’ Options (see note 13), the Agents performed a partial 
exercise of their Agents’ Option, whereby 750 Units were issued at $3.50 per Unit, for total net 
proceeds of $2,625. 

(d) May 30, 2008 conversion of Series A Debentures to Units 

On May 30, 2008, pursuant to the terms of the Offering (see note 11, above), a partial exercise of the 
right of conversion was exercised whereby 200 Debentures with a nominal value of $20,000, and 
$743 in accrued interest were exchanged for 4,938 Units at the exercise price of $4.20 per unit. 

During the period from the creation of the Fund on June 14, 2006 to June 30, 2008, a total of 11,751,863 
Units and 125,000 Exchangeable LP Units were issued for $38,867,479 excluding offering costs and 
Agents’ Option (see note 13). 

13. AGENTS’ OPTION 

At closing of the initial public offering, the Agents were granted an option to purchase, for additional 
consideration, that number of Units and principal amount of Series A Debentures equal to 5% of the units 
and principal amount of Series A Debentures issued under the Offering at a price equal to the price under 
the Offering ($3.50 per Unit and $100.00 per Series A Debenture) (the “Agents’ Option”). The Agents’ 
Option will expire on August 14, 2009. 

As required by Canadian GAAP, the Fund determined the fair value of the Agents’ Option using the 
Black-Scholes pricing model. Prior to the changes in accounting policy adopted by the Fund as described 
in Note 3(a)(i) of the Fund’s consolidated financial statements of the year ended December 31, 2007, the 
fair value of the option to purchase Series A Debentures was included in deferred financing costs. 
Effective January 1, 2007, the fair value of the option was charged to opening Fund Units.  

14. COMMITMENTS 

(a) Minimum operating lease commitments  

The Fund, through its indirectly owned subsidiaries, has entered into operating lease agreements for 
its operating assets. The leases require monthly payments ranging from $445 to $2,657 (exclusive of 
taxes, insurance and surcharges) and have maturity dates ranging to June, 2013. The minimum 
operating lease commitments are as follows:  

July 1 to December 31, 2008 ………………………………..……..   $ 256,171 
2009 ..………………………………………………………………...   476,012 
2010 …………………………………………………………….…....   362,550 
2011 …………………………………………………………….…….  199,087 
2012 …………………………………………………………………..    94,073 
 
 
 



WesternOne Equity Income Fund 
 
Notes to the Interim Consolidated Financial Statements 
June 30, 2008 
(Unaudited) 

 

 
 

Page 16 

(b) Minimum rental commitments  

The Fund, through its indirectly owned subsidiaries, has the following minimum rental commitments 
for premises over the next five years: 

July 1 to December 31, 2008 ………………………………..…….     $ 309,309 
2009 ..……………………………………………………………….      662,463 
2010 …………………………………………………………….…..      657,205 
2011 ………………………………………………………………...      629,603 
2012 ………..…………………………………………………….…      503,536 

The Fund periodically rents temporary space on an as required basis. 

15. ACQUISITION 

On January 1, 2008, pursuant to an acquisition agreement dated December 21, 2007, WEQ C&N Rentals 
LP (“C&N LP”), a limited partnership established under the laws of Manitoba on August 27, 2007, and an 
indirect subsidiary of the Fund, purchased the assets of C&N Motors Ltd. (“C&N”) from the shareholders 
of C&N. 

The purchase price was paid in cash, and the acquisition was accounted for using the purchase method. 
The allocation of the purchase price to the estimated fair value of the net assets acquired is as follows: 

Allocation of purchase price:   
      Accounts receivable, net  $         219,403 
      Inventories  203,284 
      Prepaids  16,941 
      Accounts payable  (125,401) 
      Property and equipment  1,097,002 
      Intangible assets  375,692 
      Goodwill  548,880 
  $      2,335,801 
      Cash position at acquisition  600 
  $      2,336,401 

Note - For the purposes of the Consolidated Statements of Cash Flows, the investment has been 
recorded as the net of the consideration of $2,336,401 less the cash position at acquisition of $600. 

Pursuant to the acquisition agreement dated December 21, 2007, an additional $300,000 (the “Earnout 
Provision”) may be paid out to the shareholders of C&N, subject to completion of financial statements for 
C&N LP for the years ended December 31, 2008 and December 31, 2009 with earnings achieved above a 
certain threshold that was agreed upon by both parties. Given the contingent nature of the consideration, 
the Earnout Provision has not been recognized in the purchase price above, or in the Fund’s interim 
consolidated financial statements for the three months ended June 30, 2008. 

On February 15, 2008, pursuant to the acquisition agreement dated February 14, 2008, WEQ Deerfoot 
Rentals LP (“Deerfoot LP”), a limited partnership established under the laws of Manitoba on January 25, 
2008, and an indirect subsidiary of the Fund, purchased the assets of Deerfoot Equipment Rental Inc. 
(“Deerfoot”) from the shareholders of Deerfoot. 
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The purchase price was paid in a combination of cash, debt, and 125,000 Exchangeable LP Units (see note 
12 above). The acquisition was accounted for using the purchase method. The allocation of the purchase 
price to the estimated fair value of the net assets acquired is as follows: 

Allocation of purchase price:   
      Accounts receivable, net  $         1,933,503 
      Inventories  28,424 
      Prepaids  13,554 
      Accounts payable  (1,225,852) 
      Property and equipment  5,407,830 
      Intangible assets  4,824,075 
      Goodwill  2,282,119 
  $      13,263,653 
Consideration:   
      Cash and debt  $        12,763,653 
      Issuance of Exchangeable LP Units (125,000 units @ $4.00/unit)  500,000 
  $      13,263,653 

16. CAPITAL DISCLOSURES 

The Fund’s capital currently consists of cash, short-term investments, credit facilities, debentures and issued 
unit capital.  The Fund’s capital management objectives are to (i) safeguard its ability to continue as a going 
concern; and (ii) ensure liquidity for working capital or other investments required to grow the business, and 
to pay distributions to its Unitholders, after satisfaction of its debt service and provisions for administration 
expenses of the Fund. The Fund manages its capital structure and makes adjustments to it in light of changes 
in economic conditions and the risk characteristics of the underlying assets.  

The Fund’s credit facilities have restrictive covenants relating to debt incurrence and distributions to 
Unitholders. Furthermore, the credit facilities contain financial covenants, as described in note 7 above, that 
also form the bases for the Fund to monitor its capital on an ongoing basis. The Fund closely monitors the 
business performance to evaluate compliance with the covenants. In managing the capital structure, the Fund 
may take such action as adjusting capital spending, adjusting distributions to Unitholders, purchasing Units for 
cancellation pursuant to normal course issuer bids, issuing new Units, issuing new debt or repaying existing 
debt. As at June 30, 2008, the Fund is in compliance with the covenants.  

17. FINANCIAL INSTRUMENTS 

(a) Comparison of fair value to carrying value 

Financial instruments consist of cash, short term investments, accounts receivable, operating loan, 
accounts payable and accrued liabilities, distributions payable, capital and acquisition loans, and 
Series A Debentures. The carrying values of the financial instruments, except for the capital and 
acquisition loans and Series A Debentures, are considered to approximate their fair values due to 
their short term nature. The carrying values of the capital and acquisition loans are considered to 
approximate their fair values as the interest rates flow with the prime rate. The fair value of Series A 
Debenture, as at June 30, 2008, was $11,077,800 (2007 – 10,050,000 for all outstanding debentures). 
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(b) Credit risk 

Credit risk is the risk of financial loss to the Fund if a customer or counterparty to a financial 
instrument fails to meet its contractual obligation. The maximum exposure to credit risk is the full 
carrying value of the financial instrument. 

The Fund is exposed to credit risk with respect to its accounts receivable, particularly from customers 
in the construction industry in British Columbia and Alberta due to its concentration of business in 
that sector. The Fund mitigates the risk by means of a diverse customer base in the construction 
(residential, commercial, and infrastructure) as well as other sectors, in which there was no single 
account receivable balance in excess of 10% of the Fund’s consolidated accounts receivable balance 
as at June 30, 2008. In general, the Fund mitigates the risk by following a program of credit 
evaluations of customers and limits the amount of credit extended when deemed necessary. The Fund 
maintains provisions for potential credit losses, and historical losses, while minimal, have been 
within management’s expectations. 

Aging of receivables is as follows: 

June 30, 
2008

December 31, 
2007

Trade receivables, gross
Outstanding 1 - 30 days 1,868,446$  1,481,236$     
Outstanding 31 - 60 days 1,163,354    812,877         
Outstanding over 60 days 576,653       486,207         

3,608,453    2,780,320      
Allowance for doubtful accounts (74,256)        (81,648)          

Trade receivables, net 3,534,197    2,698,672      
Sales tax and other receivables 685,353       413,433         
Accounts Receivable 4,219,550$  3,112,105$     

The Fund is also exposed to credit risk with respect to its short-term investments. The Fund mitigates 
the risk by only investing in money market securities (GICs and bankers’ acceptances) with major 
financial institutions. 

(c) Liquidity risk 

Liquidity risk is the risk that the Fund will not be able to meet its obligations as they fall due. 

The Fund manages its liquidity risk through cash and debt management. As at June 30, 2008, the 
Fund had available unused approved credit facilities of $11,081,877, accounts receivable of 
$4,219,550, and cash reserve and short-term investments totalled $2,921,614. The Fund believes it 
has sufficient funding to meet foreseeable obligations. 
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The timing of cash outflows relating to financial liabilities are outlined in the table below: 

1 year  2-3 years 4-5 years Beyond Total

5 years

Accounts payable and accrued liabilities 2,877,378$     2,877,378$     
Distributions payable 587,593          587,593          
Equipment financing payable 98,722            126,186      11,913         236,821          
Term Mortgage 15,258            33,649        318,654       367,561          
Capital and acquisition loans 2,076,112       4,465,544   8,714,092    15,255,748      

(d) Interest rate risk 

Interest rate risk is the risk that the fair value or future cash flows of a financial instrument will 
fluctuate because of changes in market interest rates. 

The Fund’s credit facilities bear interest at variable rates. The Fund has the option to enter into fixed 
rate interest arrangements in order to reduce its exposure to interest rate risk. 

For the three-months ended June 30, 2008, the increase or decrease in net earnings for each one 
percent change in interest rates on floating rate debt amounts to $29,271, whereas for the six months 
ended June 30, 2008 this amounts to $44,721. 

The Fund’s Series A Debentures bear a fixed interest rate of 9% throughout the five-year term and 
thus are not exposed to any interest rate risk.   

(e) Foreign exchange risk 

Foreign exchange risk is the risk that the fair value or future cash flow of a financial instrument will 
fluctuate because of changes in foreign exchange rate. 

The Fund’s cash flow exposure to foreign currency is due mainly to purchases of rental equipment 
and replacement parts from suppliers in the United States.  

As at June 30, 2008, the Fund’s consolidated balance sheet included $531,655 of accounts payable 
(2007 - $35,472) and $283,783 of operating loan (2007 – n/a) which were U.S. currency 
denominated. The Fund believes the foreign exchange risks are minimal. 

The Fund does not use hold or issue financial instruments for trading or speculative purposes. At 
June 30, 2008 there were no foreign exchange contracts outstanding. 

18. RELATED PARTY TRANSACTIONS 

The Fund purchased equipment from a company in which a board member has a controlling interest, for 
$107,524 in the three months ended June 30, 2008 ($263,529 for the six months ended June 30, 2008). 
These transactions arose during the normal course of business and have been recorded at exchange 
amount agreed upon by the two parties. 
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19. SUBSEQUENT EVENTS 

(a) Interest rate swap 

On July 2, 2008, the Fund entered into an interest rate swap with the Bank.  This swap exchanged the 
variable-rate acquisition loan, which had an outstanding balance of $9,312,861 as at June 30, 2008 
with a fixed interest rate of 5.78% for a period of three years. 

(b) July 30, 2008 new issue pursuant to exercise of agent’s options 

On July 30, 2008, pursuant to the Agents’ Options (described in note 13), the Agents performed a 
partial exercise of their Agents’ Option, whereby 45,830 Units were issued at $3.50 per Unit, for total 
net proceeds of $160,405. 

(c) July 30, 2008 new Debenture issue pursuant to exercise of agent’s options 

On July 30, 2008, pursuant to the Agents’ Options (described in note 13), the Agents performed a 
partial exercise of their Agents’ Option, whereby 1,159 Debentures were issued at $100 per 
Debenture Unit, for total net proceeds of $115,900. 

(d) Grant of stock options to senior executives, directors, trustees and certain employees 

On July 10, 2008, the Fund announced that the board of trustees had granted options to senior 
executives, directors, trustees and certain employees to purchase, in aggregate, up to 463,000 Units. 
Each option provides the holder with the right for up to ten years to purchase one Unit at an exercise 
price of $4.90. Vesting occurs equally over the next five years. 

(e) Letter of Intent to acquire the assets on Alberta firm 

On July 29, 2008, the Fund announced that it had signed a letter of intent for the purchase of the 
assets of an equipment rental and propane distribution business located in Edmonton, Alberta. 

 


