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SUMMARY OF QUARTERLY RESULTS 

The first quarter of the year traditionally has the highest revenue and net income. This is primarily due to 
the seasonality of a significant portion of the Fund’s operations, which relate to core drilling, the moving of 
heavy equipment, the transportation of drilling rigs and conductor pipe setting in northern and western 
Canada. The seasonality of the Fund’s business follows the seasonal patterns of western Canada’s oil 
and natural gas exploration which peaks in the winter months and declines during the spring thaw. The 
spring frost comes out of the ground, making roads incapable of supporting heavy equipment and difficult 
to drill for oil and natural gas. As a result, demand for these services is traditionally highest in the first 
quarter and lowest in the second quarter. 

Summary of Quarterly Results 

(Unaudited) 2007 
($ millions except per unit amounts) Q1 Q2 Q3 Q4 
 $ $ $ $ 
Revenue 365.7 218.9 261.3 273.6 
Operating income 86.7 24.7 48.3 49.4 
Income before impairment of goodwill and 

intangible assets 58.3 16.6 38.0 36.7 
Earnings per unit before impairment of goodwill and 

intangible assets 
 

$0.71 
 

$0.21 
 

$0.46 
 

$0.45 
Impairment of goodwill and intangible assets — — — 275.0 
Net income (loss) 58.3 16.6 38.0 (231.6) 
Earnings per unit     
 Basic $0.71 $0.21 $0.46 $(2.85) 
 Diluted $0.71 $0.20 $0.46 $(2.85) 
Funds from operations 81.5 23.3 44.2 44.8 
Funds from operations per unit $0.99 $0.29 $0.54 $0.56 

 

(Unaudited) 2006 
($ millions except per unit amounts) Q1 Q2 Q3 Q4 
 $ $ $   $ 
Revenue 245.9 200.0 273.4 284.0 
Operating income 59.8 34.5 54.5 53.3 
Income before impairment of goodwill and 

intangible assets 
43.1 38.9 32.1 14.0 

Net income 43.1 38.9 32.1 14.0 
Earnings per unit     
 Basic $0.86 $0.64 $0.39 $0.17 
 Diluted $0.85 $0.63 $0.39 $0.17 
Funds from operations 58.3 34.2 51.9 50.9 
Funds from operations per unit $1.16 $0.56 $0.63 $0.62 
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Q4 Consolidated Revenue
($ millions) 2007 2006 Change

$ $ $
Company 156.2        172.3        (16.1)        
Contractors 114.9        108.8        6.1            
Other 2.5            2.9            (0.4)          
Total 273.6      284.0        (10.4)        

The increase in revenue and operating income in the first and second quarter of 2007 was primarily due 
to the acquisitions made in the second quarter of 2006 and increased demand for the Fund’s services in 
the Production Services and Specialized Services businesses, partially offset by the slower demand for 
the Fund’s services that relate to natural gas drilling activity.  The decrease in revenue and operating 
income in the third and fourth quarter was primarily due to the weaker performance in the Drilling Related 
Services businesses, partially offset by the strong demand in the Fund’s Production Services and 
Specialized Services businesses. 

FOURTH QUARTER FINANCIAL RESULTS 

Unaudited 
Three Months ended 

December 31 
 

($ millions, except per unit amounts) 2007 2006 Change 
 $ $ % 
Revenue 273.6 284.0 (3.7) 
Operating income 49.4 53.3 (7.3) 
Income before impairment of goodwill and intangible assets 36.7 14.0 162.1 
Earnings per unit before impairment of goodwill and intangible 

assets $0.45 $0.17 164.7 
Net (loss) income  (231.6) 14.0 (1,754.3) 
Earnings per unit - basic $(2.85) $0.17 (1,764.7) 
Funds from operations 44.8 50.9 (12.0) 
Funds from operations per unit $0.56 $0.62 (9.7) 

Revenue 

Consolidated revenue in the fourth quarter was 
$273.6 million, down $10.4 million or 3.7 
percent from $284.0 million in 2006.  The 
decrease was due to the significant declines in 
revenue experienced by those business units 
tied to natural gas drilling activity in western 
Canada, as revenue in the Drilling Related 
Services businesses declined on a year-over-year basis by $30.7 million for the three months ended 
December 31, 2007.  This decrease was partially offset by the continued strong performance by the 
Fund’s business units in Production Services and Specialized Services, by the acquisitions of Brady in 
November 2006 and Pro North in October 2007 and by higher revenues in the Trucking/Logistics 
segment. 
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Q4 Consolidated Direct Operating Expenses
($ millions) 2007 2006 Change

$ $ $
Company
  Wages and benefits 40.9          44.6          (3.7)          
  Fuel 14.0          12.5          1.5            
  Repairs and maintenance 24.4          28.3          (3.9)          
  Operating supplies 15.9          14.9          1.0            
  Other 9.9            12.2          (2.3)          

105.1        112.5        (7.4)          
Contractors 86.0          85.6          0.4            
Total 191.1        198.1        (7.0)          

Direct Operating Expenses 

Direct operating expenses decreased by $7.0 million to $191.1 million from $198.1 million in 2006.  The 
decrease was primarily related to the decline in costs associated with the decline in revenue experienced 
by those business units tied to natural gas drilling activity in western Canada.  The majority of the direct 

operating costs are variable and 
generally increase or decrease with 
revenue changes.  These costs consist 
of Contractor costs, which are all 
variable, and direct operating costs 
associated with revenue earned by 
Company Equipment, such as wages, 
benefits, repairs and maintenance and 
fuel, which are all variable costs.  
Operating supplies include both variable 
and fixed costs.  Direct operating 

expenses as a percentage of revenue remained constant at 69.8 percent in 2007 and 2006, reflecting the 
variable nature of the expenses and a disciplined approach to cost controls. 

Selling and Administrative Expenses  

S&A expenses increased slightly to $33.1 million from $32.6 million in 2006.  The $0.5 million increase 
was mainly due to the inclusion of S&A expenses of Brady and Pro North and losses on foreign 
exchange.  Salaries and profit share both declined year-over-year due to staff reductions and year-end 
profit share adjustments.  Foreign exchange, which had a $3.1 million realized gain in 2006 due to the 

weakening CDN. dollar in the 
fourth quarter, became a $1.6 
million expense in 2007 as U.S. 
currency received in the third 
quarter of 2007 was 
subsequently converted to cash 
when the CDN. dollar was 
stronger. 

Operating Income 

The operating income decreased by $3.9 million to $49.4 million from $53.3 million in 2006.   Operating 
income, as a percentage of revenue, decreased to 18.1 percent, from 18.8 percent in 2006.   This reflects 
lower margins in the Oilfield Services segment due to decreased activity resulting from relatively low 
natural gas prices, and slightly lower margins in the Trucking/Logistics segment due to foreign exchange 
losses. 

Q4 Consolidated Selling and Administrative Expenses
($ millions) 2007 2006 Change

$ $ $
Wages and benefits 15.9          17.6          (1.7)          
Communications, utilities and general supplies 9.8            9.7            0.1            
Profit share 1.3            3.2            (1.9)          
Foreign exchange 1.6            (3.1)          4.7            
Rent and other 4.5            5.2            (0.7)          
Total 33.1        32.6          0.5            
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Reconciliation of Operating Income to Net Income and Loss 

Unaudited 
Three Months ended 

December 31 
($ millions, except per unit amounts) 2007 2006 
 $ $ 
Operating income 49.4 53.3 
Depreciation on property, plant and equipment (14.9) (12.8) 
Amortization on intangible assets (4.4) (4.2) 
Interest on long-term debt (6.1) (5.1) 
Other interest — (0.1) 
Unrealized gain (loss) on foreign exchange 1.8 (7.5) 
Loss on sale of property, plant and equipment (0.8) (0.2) 
Provision for income taxes 17.6 (9.8) 
Earnings from equity investments 0.8 0.4 
Impairment of goodwill and intangible assets (275.0) — 

Net (loss) income (231.6) 14.0 

Earnings (loss) per unit - basic $(2.85) $0.17 

 

Depreciation on Property, Plant and Equipment 

Depreciation increased from $12.8 million to $14.9 million in 2007.  The $2.1 million increase was mainly 
due to the capital assets assumed in the acquisitions of Brady, EK and Pro North. 

Amortization of Intangible Assets 

Amortization increased slightly from $4.2 million to $4.4 million in 2007 due to the acquisitions of Brady, 
EK and Pro North. 

Unrealized Gains and Losses on Foreign Exchange 

For the quarter ended December 31, 2007, the Fund recorded an unrealized gain on foreign exchange of 
$1.8 million.  This mainly reflected the impact that the strengthening of the CDN. dollar relative to the U.S. 
dollar had on the U.S. dollar denominated Series A, Series B and Series E Senior U.S. Guaranteed 
Unsecured Notes.  The unrealized gain on foreign exchange was net of the unrealized loss on foreign 
exchange in the Fund’s U.S. denominated cash.  For the same period in 2006, the Fund recorded an 
unrealized loss on foreign exchange of $7.5 million reflecting the weakening in the CDN. dollar relative to 
the U.S. dollar on the Series A and Series B Senior U.S. Guaranteed Unsecured Notes. 
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Interest on Long-Term Debt and Other Interest 

Total interest for the three month period ended December 31, 2007 increased to $6.1 million from $5.2 
million in the same period last year.  The increase was due to additional interest from the Senior 
Guaranteed Unsecured Notes issued on September 5, 2007 and additional interest on long-term debt 
assumed in the acquisitions of EK and Pro North.  The increase was partially offset by lower interest on 
U.S. denominated debt as a result of a weaker U.S. dollar compared to the CDN. dollar on a year-over-
year basis. 

Gains and Losses on Sale of Property, Plant and Equipment 

For the quarter ended December 31, 2007, the Fund sold $2.9 million of certain redundant equipment and 
under utilized property, resulting in a net loss of $0.8 million. 

Income Taxes 

  
Three Months ended 

December 31 
($ millions) 2007 2006 
(Loss) income before income taxes and earnings from equity investments  $ (250.0) $ 23.3 
Income tax rate  33%  33% 
Computed expected income tax expense (recovery)  (82.5)  7.7 
Add (less):     

Impairment of goodwill  84.0  — 
Amounts included in Trust income  (11.9)  (1.5) 
Non-deductible unit-based compensation  0.2  0.1 
Reduction of future tax balances to enacted income tax rate changes 

 (11.2)  — 
Non-taxable portion of unrealized foreign exchange (gain) loss  (0.3)  1.2 
Other  4.1  2.2 

Provision for income taxes $ (17.6) $ 9.7 

 
During the fourth quarter of 2007, the Fund recorded a total tax recovery of $17.6 million, compared to a 
total tax expense of $9.7 million in 2006. The $27.3 million year-over-year decrease in income taxes was 
mainly attributable to two factors.  Firstly, there was a reduction of $11.9 million of taxes due to the flow of 
taxable income to the unitholders, as compared to $1.5 million in 2006.  This $10.4 million difference was 
due to the fact that in 2006 the Fund had maximized its tax deductibility of interest on its internal debt by 
the end of September, and therefore had no deduction in the fourth quarter, whereas in 2007 the Fund 
had full tax deductibility of its interest on internal debt.  Secondly, there was a substantial recovery due to 
Federal income tax rate reductions which reduced future income tax liability by $11.2 million in 2007.  
There was no such recovery in the same period in 2006. 
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Earnings from Equity Investments 

Earnings from equity investments in Pe Ben USA amounted to $0.8 million in the three month period 
ended December 31, 2007, an increase of $0.4 million over the same period in 2006.  The increase was 
mainly due to strong demand for Pe Ben USA’s services. 

Impairment of Goodwill and Intangible Assets 

For the quarter ended December 31, 2007, the Fund recorded an impairment of goodwill and intangible 
assets of $250.0 million and $25.0 million, respectively, which relates to the impairment in the Oilfield 
Services segment (See Note 5 and 6 of the 2007 Annuals). 

Net Income and Loss 

The loss for the quarter ended December 31, 2007 amounted to $231.6 million, compared to net income 
of $14.0 million in 2006.  This net loss in the quarter was due to the $275.0 million impairment of goodwill 
and intangible assets.  Earnings (loss) per unit decreased to ($2.85) per unit in 2007 from $0.17 in 2006.  
Income before the impairment of goodwill and intangible assets was $36.7 million, or $0.45 per unit. 

SEGMENTED INFORMATION - QUARTERLY RESULTS 

($ millions) 
Three month period ended 
December 31, 2007 

Oilfield 
Services Trucking/Logistics 

Corporate and 
intersegment 
eliminations Total 

 $ $ $ $ 

Revenue 160.2 113.7 (0.3) 273.6 

Direct operating expenses 108.7 84.8 (2.4) 191.1 

Selling and administrative expenses 20.3 9.8 3.0 33.1 

Operating income 31.2 19.1 (0.9) 49.4 

 

($ millions) 
Three month period ended 
December 31, 2006 

Oilfield 
Services Trucking/Logistics 

Corporate and 
intersegment 
eliminations Total 

 $ $ $ $ 

Revenue 174.7 109.9 (0.6) 284.0 

Direct operating expenses 119.4 81.4 (2.7) 198.1 

Selling and administrative expenses 19.7 9.6 3.3 32.6 

Operating income 35.6 18.9 (1.2) 53.3 
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OILFIELD SERVICES SEGMENT 

Revenue 

This segment generated approximately 58.5 percent of the pre-consolidated revenue in the quarter, down 
from approximately 62.0 percent in 2006.   
Revenue decreased by $14.5 million to $160.2 
million from the prior year’s $174.7 million 
mainly due to increased pricing pressures 
which resulted in revenue in the businesses 
associated with Drilling Related Services 
decreasing on a year-over-year basis by $30.7 
million.  Revenue in the Drilling Services group 

also decreased due to contract work that was delayed until 2008 and less demand for conductor pipe 
setting.  The decreases were somewhat offset by revenue growth in the Production Services group, which 
benefited from both internal growth and from the acquisitions of Brady and Pro North, and by internal 
growth in the Specialized Services group.   

Direct Operating Expenses 

Direct operating expenses decreased by 8.9 percent to $108.7 million from $119.4 million in 2006.  The 
$10.7 million decrease in costs was primarily related to the lower revenue generated in the Drilling 
Related Services and Drilling Services groups.  This decrease was partially offset by increased costs in 

Production Services and Specialized 
Services, which related to their revenue 
increases.  Direct operating costs, as a 
percentage of revenue, decreased 
slightly from 68.3 percent in 2006 to 
67.9 percent in 2007, which equates to 
a gross margin of 32.9 percent in 2007 
compared to 31.7 percent in 2006.  
Direct operating costs are mostly 
variable.  The Contractor costs, which 
are incurred to earn contract revenue, 
are all variable and are based on the 

volume of work.  The segment was able to reduce Contractor costs in the quarter, and also was able to 
minimize the increase in direct operating costs relating to Company Equipment as a percentage of 
revenue. 

Q4 Direct Operating Expenses - Oilfield Services
($ millions) 2007 2006 Change

$ $ $
Company
  Wages and benefits 32.5          35.8          (3.3)          
  Fuel 10.7          8.9            1.8            
  Repairs and maintenance 18.4          22.1          (3.7)          
  Operating supplies 9.2            10.3          (1.1)          
  Other 4.6            7.0            (2.4)          

75.4          84.1          (8.7)          
Contractors 33.3          35.3          (2.0)          
Total 108.7        119.4        (10.7)        

Q4 Revenue - Oilfield Services
($ millions) 2007 2006 Change

$ $ $
Company 114.6        128.9        (14.3)        
Contractors 44.8          44.6          0.2            
Other 0.8            1.2            (0.4)          
Total 160.2        174.7        (14.5)        



 

 
 
 

MULLEN GROUP INCOME FUND 32 2007 ANNUAL FINANCIAL REPORT 

Selling and Administrative Expenses 

 S&A expenses increased slightly 
by $0.6 million to $20.3 million, 
or 12.7 percent of revenue, for 
the three month period ended 
December 31, 2007 from $19.7 
million, or 11.3 percent of 
revenue, in 2006.  The increase 
was due to the new S&A 
expenses by virtue of the acquisitions of Brady and Pro North, increased S&A costs as a result of the 
internal growth experienced by certain business units in Production Services and Specialized Services 
and higher profit share, particularly in the business units associated with Specialized Services.  The 
increase was offset by cost cutting measures undertaken in the Drilling Related Services businesses in 
an effort to streamline processes and increase productivity, which resulted in lower salaries and rent.   

Operating Income 

Operating income decreased by $4.4 million, or 12.1 percent, to $31.2 million, from $35.6 million in 2006.  
The decrease was mainly due to a decline in operating income in the Drilling Related Services group, 
which was partially offset by increased operating income in the Specialized Services and Production 
Services groups.  The operating margin was 19.5 percent of revenue in 2007, down from 20.3 percent in 
2006. 

Capital Expenditures 

For the three month period ended December 31, 2007, the segment invested $8.5 million in net capital 
expenditures, the majority of which was to replace older trucks and trailers.  Gross expenditures were 
$9.3 million which were offset by $0.8 million of dispositions.  

TRUCKING/LOGISTICS SEGMENT 

Revenue 

Revenue in the Trucking/Logistics segment 
was approximately 41.5 percent of pre-
consolidated revenue, up from 38.0 percent in 
2006.   Revenue increased to $113.7 million, 
up 3.5 percent from $109.9 million in 2006.  
The increase was primarily a result of the 
strong demand for transportation services in 
western Canada partially offset by weaker demand in eastern Canada. 

Q4 Revenue - Trucking/Logistics
($ millions) 2007 2006 Change

$ $ $
Company 41.6          43.4          (1.8)          
Contractors 71.8          65.2          6.6            
Other 0.3            1.3            (1.0)          
Total 113.7      109.9        3.8            

Q4 Selling and Administrative Expenses - Oilfield Services
($ millions) 2007 2006 Change

$ $ $
Wages and benefits 9.0            10.5          (1.5)          
Communications, utilities and general supplies 6.3            4.9            1.4            
Profit share 2.6            1.6            1.0            
Rent and other 2.4            2.7            (0.3)          
Total 20.3         19.7          0.6            
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Direct Operating Expenses 

Total direct operating costs increased to $84.8 million, up $3.4 million, or 4.2 percent, from $81.4 million 
in 2006.  The majority of the increase was due to costs associated with the incremental revenue 
increases.  Direct operating costs were 74.6 percent of revenue, up from 74.1 percent in 2006.  The gross 
margin decreased to 25.4 percent from 25.9 percent in 2006.  This decrease in gross margin was a result 

of more Contractors being utilized to 
meet the demand for customers, 
particularly in western Canada, which 
typically generate lower operating 
margins.  Direct operating costs related 
to revenue earned by company owned 
equipment also increased as a 
percentage of revenue due to higher 
operating supplies in the Kleysen 
business. 

Selling and Administrative Expenses 

S&A expenses increased slightly by $0.2 million to $9.8 million, up from $9.6 million in 2006 mainly due to 
a combination of higher 
management fees in the quarter 
and lower profit share, lower 
rent and a lower foreign 
exchange loss.  S&A expenses 
were 8.6 percent of revenue in 
2007, down slightly from 8.7 
percent in 2006. 

Operating Income 

Operating income increased by $0.2 million, or 1.1 percent, to $19.1 million from $18.9 million in 2006.   
As a percentage of revenue, operating margins decreased to 16.8 percent in 2007 from 17.2 percent in 
2006, which reflects the lower gross margin attained in 2007. 

Capital Expenditures 

For the three month period ended December 31, 2007, the segment invested $3.3 million in net capital 
expenditures, which was used to replace trucks and trailers.  Gross expenditures were $5.2 million which 
were offset by $1.9 million of dispositions. 

Q4 Selling and Administrative Expenses - Trucking/Logistics
($ millions) 2007 2006 Change

Wages and benefits 5.8            5.8            -           
Communications, utilities and general supplies 2.8            2.0            0.8            
Profit share 0.9            1.6            (0.7)          
Foreign exchange (0.2)          (0.5)          0.3            
Rent and other 0.5            0.7            (0.2)          
Total 9.8          9.6            0.2            

Q4 Direct Operating Expenses - Trucking/Logistics
($ millions) 2007 2006 Change

$ $ $
Company
  Wages and benefits 8.4            8.8            (0.4)          
  Fuel 3.4            3.5            (0.1)          
  Repairs and maintenance 6.0            6.2            (0.2)          
  Operating supplies 6.7            4.6            2.1            
  Other 6.0            7.1            (1.1)          

30.5          30.2          0.3            
Contractors 54.3          51.2          3.1            
Total 84.8          81.4          3.4            
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CORPORATE 

The corporate head office provides support to the Fund’s business units including payroll services, 
information technology support, accounting services and substantially owns the Fund's land and 
buildings.  In addition, the corporate head office is responsible for all regulatory and public reporting 
expenses.  For the three month period ended December 31, 2007, the corporate head office incurred net 
administrative expenses of $2.2 million and revenue of $1.4 million, mainly related to interest income and 
other miscellaneous revenue, which resulted in a net operating loss of $0.8 million.  For the same period 
in 2006, net corporate administrative expenses amounted to $1.6 million with revenue of $0.4 million for a 
net operating loss of $1.2 million.  The increase in the revenue in 2007 was due to additional interest 
income earned on a higher cash balance.  The increase in net expenses in 2007 was due to an additional 
$2.8 million loss on foreign exchange, offset by a $2.1 million reduction in profit share. 

CAPITAL AND LIQUIDITY - QUARTERLY RESULTS 

Sources and Uses of Cash 
  Three Months ended December 31 

($ millions)   2007   2006 

Cash, beginning of period  $ 111.6  $ 66.5 

Sources of cash:       
 Funds provided from operations   44.8   50.9 
 Changes in non-cash working capital items   7.3   2.2 
 Proceeds of long-term debt   2.0   16.7 
 Proceeds from Trust Unit issuances   0.2   0.2 
 Cash distribution from equity investee   3.1   — 
 Other assets   3.1   — 

Total sources   60.5   70.0 

Uses of cash:       
 Repayment of long-term debt   0.9   3.0 
 Distributions paid   36.7   36.8 
 Acquisitions   9.5   16.9 
 Net property, plant and equipment additions   19.1   30.2 
 Repurchase of Trust Units   19.2   — 
 Purchase of investments   7.5   — 
 Other assets   —   0.2 

Total usage   92.9   87.1 

Decrease in cash   32.4   17.1 

Cash, end of period  $ 79.2  $ 49.4 
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Cash Distributions 

 
 Three Months ended 

December 31 

($ millions)  2007   2006 

Cash distributions declared to unitholders $ 36.6  $ 36.8 

Cash flow from operations after non-cash working capital items  52.1   53.2 

Net (loss) income   (231.6)   14.0 

Excess of cash flow from operating activities over cash distributions 
declared  15.5   16.4 

Deficiency of net (loss) income over cash distributions declared $ (268.2)  $ (22.8) 

The deficiency in net loss over cash distributions declared in 2007 was due to the impairment of goodwill 
and intangible assets totalling $275.0 million.  Income before recording the impairment of goodwill and 
intangible assets was $0.1 million in excess of cash distributions declared.  The deficiency in net income 
over cash distributions declared in 2006 was due to non-cash expenses in the quarter, which included 
future income taxes and unrealized loss on foreign exchange.   

DISCLOSURE AND INTERNAL CONTROLS 

Disclosure Controls 

As of December 31, 2007, the Chief Executive Officer ("CEO"), Co-Chief Executive Officer (“Co-CEO”) 
and the Chief Financial Officer (“CFO”), together with the Fund’s management have evaluated the design 
and effectiveness of the Fund’s disclosure controls and procedures.  They concluded that the Fund’s 
disclosure controls and procedures were adequate and effective in ensuring that material information 
relating to the Fund and its consolidated subsidiaries were accurately and properly disclosed. 

Because of their inherent limitations, disclosure controls and procedures and internal controls over 
financial reporting may not prevent or detect misstatements, errors or fraud.  Control systems, no matter 
how well conceived or operated, can provide only reasonable, not absolute assurance that the objectives 
of the control systems are met. 

Internal Control over Financial Reporting  

The CEO, Co-CEO and CFO are responsible for designing internal control procedures over financial 
reporting, causing them to be designed under their supervision in order to provide reasonable assurance 
regarding the reliability of financial reporting and the preparation of consolidated financial statements for 
external purposes in accordance with GAAP.  The Fund has designed internal controls over financial 
reporting and has conducted an evaluation of those controls.  
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The Fund, due to its corporate structure, decentralized operations and strategy of growth through 
acquisition, does have weaknesses in its internal control over financial reporting. These weaknesses 
include: 

• in certain business units there is a weakness in regards to segregation of duties.  This weakness 
is addressed by management and senior executive overview.  In addition, the Fund will, where 
practicable, make the necessary changes to improve the segregation of duties.  

• the complex structure of the Fund and its decentralized operations raises a risk of misstatements 
due to the handling of complex and non-routine accounting and tax related transactions.  
Management and board reviews are utilized to mitigate these risks but there is no guarantee that 
a material misstatement would be prevented.  The Fund will attempt to remediate this weakness 
by utilizing outside consultants with the appropriate expertise when the need arises or by 
developing in-house expertise or recruiting the necessary personnel with the expertise. 

• the Fund’s inability to design or effect a change to a design of an internal control over financial 
reporting for a company it acquires until after the acquisition has been completed.  This is an 
inherent weakness that exists due to the Fund’s strategy of growth through acquisition.  
Management is aware of this issue and will ensure that, to the extent appropriate and possible, a 
review of the design of the internal control over financing reporting for companies it intends to 
acquire occurs during its due diligence process or within a reasonable period of time after 
acquisition. 

The Fund has not made any changes in its internal control of financial reporting that would materially 
affect, or is reasonably likely to materially affect, the Fund’s internal control of financial reporting. 

CHANGES IN ACCOUNTING POLICIES 

Effective January 1, 2007, the Fund adopted CICA Handbook Sections 1530, "Comprehensive Income", 
Section 3251 "Equity", Section 3855, "Financial Instruments - Recognition and Measurement", Section 
3861, "Financial Instruments - Disclosure and Presentation" and Section 3865, "Hedges".  

Under adoption of these new standards, the Fund designated its accounts receivable as loans and 
receivables, which are measured at amortized cost.  The Fund's bank indebtedness, accounts payable 
and accrued liabilities, long-term debt and capital lease obligations are classified as other financial 
liabilities, which are measured at amortized cost.  The Fund's debt issuance costs in 2006 have been 
netted against the related indebtedness and are amortized using the effective interest rate method. For 
the period ended December 31, 2007, $2.1 million of debt issuance costs were netted against the loan.  
As well, portfolio investments have been categorized as investments held for trading.  Other than this 
change, the adoption of the standard had no material impact on the Fund’s consolidated financial 
statements. 

New CICA Handbook Sections have been issued which will require additional disclosure in the Fund’s 
consolidated financial statements commencing January 1, 2008. Sections 1535 “Capital Disclosures” 
requires the disclosure of qualitative and quantitative information about the Fund’s objectives, policies 
and processes for managing capital. Sections 3862 “Financial Instruments – Disclosures” and 3863 
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“Financial Instruments – Presentation” will replace Section 3861 to prescribe the requirements for 
presentation and disclosure of financial instruments. Handbook section 3031 “Inventories”, which 
prescribes the recognitions, measurement, disclosure and presentation issues related to inventories will 
become effective January 1, 2008.  Section 3865 specifies the circumstances under which hedge 
accounting is permissible and how hedge accounting may be performed.  The Fund believes that the 
adoption of these standards will not have a material impact on the consolidated financial statements. 

TRANSACTIONS WITH RELATED PARTIES 

A summary of transactions with related parties is disclosed in Note 16 of the 2007 Annuals. All 
transactions were undertaken in the normal course of business under the same terms as transactions 
with unrelated entities. 

BUSINESS RISKS  

General 

Certain activities of the Fund are affected by factors that are beyond its control or influence. The 
transportation business and activities of the Fund are directly affected by fluctuations in the general 
economy, including the amount of trade between Canada and the United States, and the value of the 
CDN. dollar as compared to the U.S. dollar. The Oilfield Services segment is directly affected by 
fluctuations in the levels of oil and gas drilling activity, oilsands development and production activity 
carried on by its customers, which in turn is dictated by numerous factors, including world energy prices 
and government policies.  

Oil and Natural Gas Drilling Activity 

A significant portion of the Fund’s revenue and operating profit are related to oil and natural gas drilling 
activity in western Canada.  As a service provider to the oil and gas industry the Fund is highly reliant on 
levels of capital expenditures made by oil and gas producers. Exploration and production companies 
base their capital expenditures on several factors, including but not limited to hydrocarbon prices, 
production levels and access to capital. Oil and gas producers and explorers tend to examine long-term 
fundamentals affecting the foregoing factors before they adjust their capital budgets to reflect those 
factors. In recent years, commodity prices, and therefore, the level of drilling, production and exploration 
activity have been volatile. Any prolonged, substantial reduction in commodity prices will likely affect the 
activity levels of the exploration and production companies and the demand for the Fund’s services. A 
significant, prolonged decline in commodity prices could have a material adverse effect on the Fund’s 
Oilfield Services segment, results of operations and financial condition.  

Cost Escalation 

Cost escalations due to rising costs, effect of inflation, the price of fuel, equipment and other input costs, 
insurance costs, interest rates, fluctuations in customers’ business cycles and national and regional 
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economic conditions are factors over which the Fund has little or no control. Significant increases in fuel 
prices, equipment prices, other input prices, interest rates or insurance costs, to the extent not offset by 
increases in transportation rates or contractual surcharges, or disruptions in fuel supply, would reduce 
profitability and could adversely affect the Fund’s ability to maintain distributions. The Fund cannot predict 
the impact of future economic conditions and there is no assurance that the operations of the Fund will 
continue to be profitable. 

Fuel Prices 

One of the Fund’s largest operating expenses is fuel and as such higher fuel prices could materially affect 
the Fund’s results. The Fund mitigates this exposure to rising costs through the implementation of various 
fuel surcharge programs which pass the majority of the cost increase to its customers. As a result, fuel 
expense as a percentage of revenue, net of fuel surcharge, only increased slightly from 7.3 percent in 
2006 to 7.6 percent in 2007.  

Credit Risk 

Substantial portions of the Fund’s accounts receivable are with customers involved in the oil and gas 
industry, whose revenues may be impacted by fluctuations in commodity prices. Although collection of 
these receivables could be influenced by economic factors affecting this industry, management considers 
the risk of a significant loss to be remote at this time. The Fund’s top ten customers are all well-known, 
publicly-traded companies. 

Competition 

The various business segments in which the Fund participates are highly competitive. The Fund 
competes with several large companies in the transportation and energy services industry that have 
greater financial and other resources than the Fund. There can be no assurance that such competitors 
will not substantially increase the resources devoted to the development and marketing of services that 
compete with those of the Fund or that new competitors will not enter the various markets in which the 
Fund is active. In certain aspects of its business, the Fund has competitive advantages such as lower 
overhead costs and specialized regional strengths. 

Access to Parts, Development of New Technology and Relationships with Key 
Suppliers  

The ability of the Fund to compete and expand will be dependent on the Fund having access, at a 
reasonable cost, to equipment, parts and components, which are at least technologically equivalent to 
those utilized by competitors and to the development and acquisition of new and competitive 
technologies. Although the Fund has individual distribution agreements with various key suppliers, there 
can be no assurance that those sources of equipment, parts, components or relationships with key 
suppliers will be maintained. If these are not maintained, the Fund’s ability to compete may be impaired. 
The Fund is able to access certain distributors and secure discounts on parts and components that would 
not be available if it were not for its relationship with certain key suppliers. Should the relationships with 
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key suppliers cease, the availability and cost of securing certain equipment and parts may be adversely 
affected.  

Changes in Legislation  

There can be no assurance that income tax laws, such as the status of mutual fund trusts and other 
government programs relating to the oil and gas industry, the energy services industry and the 
transportation industry, will not be changed in a manner which adversely affects unitholders (refer to 
Mutual Fund Trust Status).  

There can be no assurance that the laws, regulations or rules governing the Fund's customers will not be 
changed in a manner which adversely affects the Fund's customers and, therefore, the Fund.  During 
2007 such occurred by virtue of the Alberta government's decision to change the royalty regime 
governing the oil and gas industry in Alberta.  This decision could adversely affect drilling activity in 
Alberta in future years. 

Environmental and applicable operating legislation may be changed in a manner which adversely affects 
unitholders. 

Unitholder Limited Liability  

The declaration of trust provides that no unitholder will be subject to any liability in connection with the 
Fund or its obligations and affairs and, in the event that a court determines unitholders are subject to any 
such liabilities, the liabilities will be enforceable only against the Fund, and will be satisfied only out of the 
Fund’s assets. Pursuant to the declaration of trust, the Fund will indemnify and hold harmless each 
unitholder from any costs, damages, liabilities, expenses, charges and losses suffered by a unitholder 
resulting from or arising out of such unitholder not having such limited liability.  

The declaration of trust provides that all written instruments signed by or on behalf of the Fund must 
contain a provision to the effect that obligations under those instruments will not be binding upon 
unitholders personally. Personal liability may however arise in respect of claims against the Fund that do 
not arise under contracts, including claims in tort, claims for taxes and possibly certain other statutory 
liabilities. The possibility of any personal liability of this nature arising is considered unlikely.  

The Income Trusts Liability Act (Alberta) provides that a unitholder will not, as a beneficiary, be liable for 
any act, default, obligation or liability of the Trustee that arises after the legislation came into force. 
However, this legislation has not yet been ruled on by the courts.  

The operations of the Fund will be conducted, upon the advice of counsel, in such a way and in such 
jurisdictions as to avoid as far as possible any material risk of liability to the unitholders for claims against 
the Fund, including by obtaining appropriate insurance, where available and to the extent commercially 
feasible.  
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Mutual Fund Trust Status  

It is intended that the Fund qualify at all times as a mutual fund trust for the purposes of the Tax Act. The 
Fund may not, however, always be able to satisfy any future requirement for the maintenance of mutual 
fund trust status. Should the status of the Fund as a mutual fund trust be lost or successfully challenged 
by a relevant tax authority, certain adverse consequences may arise for the Fund and unitholders. Some 
of the significant consequences of losing mutual fund trust status are as follows:  

• Where at the end of any month a registered retirement savings plan (“RRSP”), registered 
retirement income fund (“RRIF”), registered education savings plan (“RESP”) or deferred profit 
sharing plan (collectively, “Exempt Plans”) holds units that are not qualified investments, the 
Exempt Plan must, in respect of that month, pay a tax under Part XI.1 of the Tax Act equal to 1.0 
percent of the fair market value of the units at the time such units were acquired by the Exempt 
Plan. An RRSP or RRIF holding units that are not qualified investments would become taxable on 
income attributable to the units while they are not qualified investments (including the entire 
amount of any capital gain arising on a disposition of the non-qualified investment). RESPs which 
hold units that are not qualified investments may have their registration revoked by the CRA;  

• the Fund would be required to pay a tax under Part XII.2 of the Tax Act. The payment of Part 
XII.2 tax by the Fund may have adverse income tax consequences for certain unitholders, 
including non-resident persons and residents of Canada who are exempt from Part I tax;  

• the Fund would cease to be eligible for the capital gains refund mechanism available under 
Canadian tax laws; and  

• units would become taxable Canadian property. As a result, non-resident unitholders would be 
subject to Canadian income tax on any gains realized on a disposition of units held by them, 
subject to relief under an applicable tax convention. In addition, the Fund may take certain 
measures in the future to the extent the Fund believes such measures are necessary to ensure 
the Fund maintains its status as a mutual fund trust. These measures could be adverse to certain 
holders of units.  

On June 22, 2007 the Government of Canada enacted a new tax on distributions from SIFT entities.  This 
enactment has triggered the recognition of future income tax assets and liabilities expected to reverse 
after January 1, 2011.  The effect of the income tax increase on the SIFT entity's future income tax 
balances in the Fund has been reflected as a future income tax expense in 2007. 

Non-resident Ownership of Units  

In order for the Fund to maintain its status as a mutual fund trust under the Tax Act, the Fund must not be 
established or maintained primarily for the benefit of non-residents of Canada (“non-residents”) within the 
meaning of the Tax Act. The declaration of trust provides that if at any time the Fund or MGI becomes 
aware that the activities of the Fund and/or ownership of Trust Units by non-residents may threaten the 
status of the Fund under the Tax Act as a “unit trust” or a “mutual fund trust”, the Fund, by or through MGI 
on the Fund’s behalf, is authorized to take such action as may be necessary in the opinion of MGI to 
maintain the status of the Fund as a “unit trust” or a “mutual fund trust”. See “declaration of trust and 
Description of Units – Limitation on Non-Resident Ownership” in the Arrangement Circular.  
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Income Tax Matters  

Generally, income trusts (including the Fund) involve significant amounts of inter-company debt, royalties 
or similar instruments, generating substantial interest expense or other deductions which serve to reduce 
taxable income and income tax payable. Although the Fund is of the view that all expenses to be claimed 
by the Fund, MHT, MCLP and MTI will be reasonable and deductible and that the cost amount and capital 
cost allowance claims of such entities’ depreciable properties will have been correctly determined, there 
can be no assurance that the taxation authorities will not seek to challenge the amount of interest 
expense and other deductions. If such a challenge were to succeed it could materially adversely affect 
the amount of distributions available to the Fund. The Fund and MGI believe that the interest expense 
inherent in the structure of the Fund is supportable and reasonable in light of the terms of the MHT Notes 
and certain debt issued by MTI to MCLP.  

Employees and Labour Relations 

The success of the Fund is dependent upon the Fund’s key personnel. Any loss of the services of such 
persons could have a material adverse effect on the business and operations of the Fund. The ability of 
the Fund to expand its services will be dependent upon the Fund’s ability to attract additional qualified 
employees which is constrained in times of strong industry activity. The failure to attract and retain a 
sufficient number of qualified drivers and owner-operators could also have a material adverse affect on 
the profitability of the Fund. 

The largest components of the Fund’s overall expenses are salary, wages, benefits and costs of 
Contractors. Any significant increase in these expenses could impact the financial results of the Fund. In 
addition, the Fund is at risk if there are any labour disruptions. Some of the Fund’s business units are 
subject to collective agreements with their employees. Any work stoppages or unbudgeted or unexpected 
increases in compensation could have a material adverse affect on the Fund’s profitability and reduce 
cash available for distribution to unitholders.  

The Fund believes that it has fostered a positive working relationship with its employees and Contractors. 
By creating a positive working environment, built on the tenets of quality, and by providing incentive-
based profit share the Fund believes its ability to attract and retain drivers is higher than the rest of the 
industry. 

Environmental Liability Risks 

Certain of the Fund’s subsidiaries routinely deal with natural gas, oil and other petroleum products. The 
Fund has programs to address compliance with current environmental standards and monitors its 
practices concerning the handling of environmentally hazardous materials. However, there can be no 
assurance that the Fund’s procedures will prevent environmental damage occurring from spills of 
materials handled by the Fund or that such damage has not already occurred. 

Canadian laws generally impose potential liability to the present or former owners or occupants of 
properties on which contamination has occurred. Although the Fund is not aware of any contamination 
which, if remediation or clean up were required, would have a material adverse effect on the Fund, there 
can be no assurance that the Fund will not be required, at some future date, to incur significant costs to 
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comply with environmental laws, or that its operations, business, assets or cash flow will not be materially 
adversely affected by current or future environmental laws. 

Potential Operating Risks and Insurance 

The Fund has an insurance and risk management program in place to protect its assets, operations and 
employees. The Fund also has programs in place to address compliance with current safety and 
regulatory standards. The Fund has a health and safety coordinator in each operating subsidiary 
responsible for maintaining and developing policies and monitoring operations vis-à-vis those policies. 
The health and safety coordinators are required to report incidents directly to the Vice President, Safety 
and Loss Prevention of MGI, who reports directly to the Chief Executive Officer of MGI. However, the 
Fund’s Oilfield Services operations are subject to risks inherent in the oil and gas industry, such as 
equipment defects, malfunction, failures and natural disasters. These risks could expose the Fund to 
substantial liability for personal injury, loss of life, business interruption, property damage or destruction, 
pollution and other environmental damages. In addition, the Fund’s transportation operations are subject 
to risks normally inherent in the transportation industry, including potential liability which could result from, 
among other things, personal injury or property damage arising from motor vehicle accidents. 

Although the Fund has obtained insurance against certain of the risks to which it is exposed, such 
insurance is subject to coverage limits and no assurance can be given that such insurance will be 
adequate to cover the Fund’s liabilities or will be generally available in the future or, if available, that 
premiums will be commercially justifiable. If the Fund were to incur substantial liability and such damages 
were not covered by insurance or were in excess of policy limits, or if the Fund were to incur such liability 
at a time when it is not able to obtain liability insurance, its business, results of operations and financial 
condition could be materially adversely affected. 

Capital Expenditures 

The timing and amount of capital expenditures by the Fund will directly affect the amount of cash 
available for distribution to unitholders. 

Reliance on Major Customers 

The top 10 customers of the Fund accounted for approximately 31.7 percent of the Fund’s revenue for the 
year ended December 31, 2007 and the largest customer accounted for approximately 6.8 percent of 
such revenue. There can be no assurance that the Fund’s current customers will continue their 
relationships with the Fund. The loss of one or more major customers, or any significant decrease in 
transportation services or oilfield services provided to a customer, prices paid, or any other changes to 
the terms of service with customers, could have a material adverse effect on the profitability of the Fund, 
and as a result, the amount of cash available for distribution to unitholders. 

Regulation 

Notwithstanding that the transportation industry is largely deregulated in terms of entry into the industry, 
each carrier must obtain a license from, or register with, provincial regulatory authorities in order to carry 
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goods extra-provincially or to transport goods within any province. Licensing is also required from 
regulatory authorities in the United States for the transportation of goods between Canada and the United 
States. Changes in regulations applicable to the Fund could increase operating costs and have a material 
adverse effect on the Fund’s operations and financial condition. 

The right to continue to hold applicable licenses and permits is generally subject to maintaining 
satisfactory compliance with regulatory and safety guidelines, policies and regulations. Although the Fund 
is committed to compliance and safety through its operational excellence initiatives, there is no assurance 
that the Fund will be in full compliance at all times with such policies, guidelines and regulations. 
Consequently, at some future time, the Fund could be required to incur significant costs to maintain or 
improve its compliance record. 

Access to Additional Financing 

The Fund may find it necessary in the future to obtain additional debt or equity financing to support 
ongoing operations, to undertake capital expenditures or to undertake acquisitions or other business 
combination transactions. There can be no assurance that additional financing will be available to the 
Fund when needed or on terms acceptable to the Fund which could limit the Fund’s growth and may have 
a material adverse effect upon the Fund.  

Interest Rates 

At December 31, 2007 most of the Fund's debt was financed at fixed rates for 10 to 12 years which 
protects it from interest rate increases.  However, the Fund's operating facility with its lender has a 
floating interest rate, therefore, to the extent the Fund utilizes this credit facility it has a risk of interest 
rates rising.  

Foreign Exchange 

The Fund faces some foreign exchange risk if the Canadian dollar declines in value against the U.S. 
dollar, as $235.0 million of its debt is repayable in U.S. funds.  This risk is partially offset by the fact that 
the Fund generates surplus U.S. funds in its operations.  

Weather and Seasonality 

Harsh weather conditions can impede the movement of goods and increase the operating costs for the 
materials that can be transported, which can have a material adverse effect on the Fund’s cash flow and, 
as a result, cash available for distribution to unitholders.  

In general, the level of activity in the Canadian oilfield service industry is influenced by seasonal weather 
patterns. Wet weather and the spring thaw may make the ground unstable. Consequently, municipalities 
and provincial transportation departments enforce road bans that restrict the movement of rigs and other 
heavy equipment, thereby reducing activity levels. Additionally, certain oil and gas producing areas are 
only accessible in the winter months because the ground surrounding the drilling sites in these areas 
consists of swampy terrain. Seasonal factors and unexpected weather patterns may lead to declines in 
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the activity levels of exploration and production companies and corresponding declines in the demand for 
the goods and services of the Fund. The Fund mitigates some of this risk by charging standby fees or by 
positioning equipment in strategic locations in order to take advantage of good weather conditions when 
they occur. 

Failure to Realize Anticipated Benefits of Acquisitions and Dispositions 

The Fund makes acquisitions and dispositions of businesses and assets in the ordinary course of 
business. Achieving the benefits of acquisitions depends in part on successfully consolidating functions 
and integrating operations and procedures in a timely and efficient manner. Such integration may require 
substantial management effort, time and resources and may divert management’s focus from other 
strategic opportunities and operational matters. Management continually assesses the value and 
contribution of services provided and assets required to provide such services. In this regard, non-core 
assets will be periodically disposed of so that the Fund can focus its efforts and resources more 
efficiently. Depending on the state of the market such non-core assets, if disposed of, could be expected 
to realize less than their carrying value on the consolidated financial statements of the Fund. 

CRITICAL ACCOUNTING ESTIMATES 

The Fund has to make several critical accounting estimates as detailed below: 

(1) Depreciation 

The method of calculating depreciation expense, as noted in Note 1(d) of the 2007 Annuals, is an 
estimate. The Fund considers its method and rates of depreciation reasonably reflect the annual 
decline in the value of property, plant and equipment. These methods and rates used are 
validated by the fact that net gains or losses on sale of property, plant and equipment over the 
last 10 years have been minimal, which indicates that the net book value of assets approximates 
fair market value over an extended period of time. 

(2) Goodwill and Intangible Assets 

Goodwill is the residual amount that results when the purchase price of an acquired business 
exceeds the sum of the amounts allocated to the assets acquired less liabilities assumed, based 
on their fair values.  As at December 31, 2007, the Fund recorded an impairment of goodwill of 
$250.0 million.  The impairment related to the goodwill acquired with the Producers acquisition, 
whose operating business units are Formula Powell, Swanberg and Withers which are in the 
Oilfield Services segment, where the carrying value of goodwill exceeded its fair value. The 
Fund’s Trucking/Logistics segment had no impairment as the fair values of the segment 
exceeded their carrying values (See Note 5 of the 2007 Annuals). 

Intangible assets are mainly comprised of non-competition agreements and customer 
relationships and are amortized over their estimated life.  As at December 31, 2007, the Fund 
recorded an impairment of intangible assets totalling $25.0 million.  The impairment related to the 
intangible assets acquired with the Producers acquisition whose operating business units are 
Formula Powell, Swanberg and Withers, which are in the Oilfield Services segment, where the 
carrying value of intangible assets exceeded its fair value. There were no indications of 
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impairment in the Fund's other business units as the fair values of those business units exceeded 
their carrying values (See Note 6 of the 2007 Annuals). 

(3) Bad Debt Expense 

The Fund routinely reviews accounts receivables and sets up a reserve for bad debts on a 
customer-by-customer basis. This is an estimate as some of the reserved accounts may 
subsequently be collected whereas some accounts currently deemed collectible, may become 
uncollectible. The Fund considers its reserve at the end of December 31, 2007 to be reasonable. 

(4) Unit-based Compensation (see Notes 1(i), 11 and 12 of the 2007 Annuals.) 

The Fund applied the fair value method of all stock-based or unit-based payments and awards as 
set out in GAAP. 

Financial Instruments 

See Note 17 of the 2007 Annuals. The Fund does not have any other financial instruments other than 
those disclosed in Notes 8, 13 and 16 of the 2007 Annuals. 

GLOSSARY OF TERMS AND  
RECONCILIATION OF NON-GAAP TERMS 

The 2007 Annuals referred to are prepared according to GAAP. References to operating income, funds 
from operations, discretionary funds from operations, distributable cash, and return of invested capital are 
not measures recognized by GAAP and do not have standardized meanings prescribed by GAAP. 
Investors should be cautioned that these indicators should not replace net earnings as an indicator of 
GAAP performance. 

Discretionary Funds from Operations 

Discretionary funds from operations are funds from operations, less property, plant and equipment 
additions, plus proceeds on the sale of property, plant and equipment. 

Calculation of Discretionary Funds from Operations 

($ millions) 
Years ended December 31  2007 2006 

 $ $ 

Funds from operations 193.8 195.3 

Add/(less):   

 Property, plant and equipment additions (96.6) (102.7) 

 Proceeds on sale of property, plant and equipment 16.4 17.4 

Discretionary funds from operations 113.6 110.0 
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Discretionary Funds from Operations per Unit  

Discretionary funds from operations per unit is calculated by dividing discretionary funds from operations 
by the weighted average number of units outstanding during the year. 

($ millions, except per unit and unit  amounts)) 
Years ended December 31  2007 2006 

 $ $ 

Discretionary funds from operations 113.6 110.0 

Weighted average number of units outstanding 81,596,000 68,866,000 

Discretionary funds from operations per unit $1.39 $1.60 

Funds from Operations 

Funds from operations is net income adjusted for changes in non-cash working capital items. 

Reconciliation of Net Income and Loss to Funds from Operations 

($ millions)  
Years ended December 31 2007 2006 
 $ $ 
Net (loss) income  (118.7) 128.1 
Items not involving cash:   
  Depreciation of property, plant and equipment 57.7 41.8 
 Amortization of intangible assets 16.8 10.9 
 Unit-based compensation 3.4 2.6 
 Unrealized (gain) loss on foreign exchange (26.7) 7.5 
 Loss (gain) on sale of property, plant and equipment and investments 0.7 (1.5) 
 Future income taxes (10.8) 6.9 
 Earnings from equity investments (3.6) (1.0) 
 Impairment of goodwill and intangible assets 275.0 — 
Funds from operations 193.8 195.3 

Funds from Operations per Unit 

Funds from operations per unit is calculated by dividing funds from operations by the weighted average 
number of units outstanding during the year. 

($ millions except per unit and unit amounts) 
Years ended December 31 2007 2006 
 $ $ 
Funds from operations 193.8 195.3 
Weighted average number of units outstanding 81,596,000 68,886,000 
Funds from operations per unit $2.38 $2.84 
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Growth Capital Expenditures 

Growth capital expenditures are capital expenditures required to expand the business.  Over an economic 
cycle the Fund expects that the amount of its capital expenditures needed to sustain the business will 
approximate its depreciation.  Capital expenditures required to expand the business are considered to be 
growth capital expenditures.  The Fund does not consider its capital expenditures for long-term assets 
such as land and buildings to be growth capital expenditures since they are not required to maintain or 
grow the business. 

Operating Income 

Operating income is defined as net income before interest, unrealized loss on foreign exchange, income 
taxes, depreciation, amortization, earnings from equity investments, gains on the sale of property, plant 
and equipment and gains on the sale of investments, and impairment of goodwill and intangible assets. 
Operating income is a useful supplemental measure as it provides an indication of the results generated 
by the Fund’s principal business activities prior to depreciation, financing, or taxation in various 
jurisdictions. The Fund’s method of calculating operating income may differ from other companies and 
therefore may not be comparable. 

Reconciliation of Net Income and Loss to Operating Income 

($ millions)     
Years ended December 31  2007  2006 
Net (loss) income  $ (118.7) $ 128.1 
Add:     
 Impairment of goodwill and intangible assets  275.0  — 
 Earnings from equity investments  (3.6)  (1.0) 
 Provision for income taxes (recovery)  (13.2)  2.6 
 Loss (gain) on sale of property, plant and equipment and investments  0.7  (1.4) 
 Unrealized (gain) loss on foreign exchange  (26.7)  7.5 
 Other interest  0.2  0.2 
 Interest on long-term debt  20.9  13.5 
 Depreciation on property, plant and equipment  57.7  41.7 
 Amortization on intangible assets  16.8  10.9 

Operating income $ 209.1 $ 202.1 

Income Before Impairment of Goodwill and Intangible Assets  

Income before impairment of goodwill and intangible assets is net income before recognizing the 
impairment of goodwill and intangible assets and the tax effect of the impairment. 
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Reconciliation of Net Income and Loss to Income Before Impairment of Goodwill 
and Intangible Assets 

($ millions)  
Years ended December 31 2007 2006 
 $ $ 
Net (loss) income  (118.7) 128.1 
Impairment of goodwill and intangible assets 275.0 — 
Future income tax effect on impairment of intangible assets (6.7) — 

Income before impairment of goodwill and intangible assets 149.6 128.1 

Earnings per Unit before Impairment of Goodwill and Intangible Assets 

Earnings per unit before the impairment of goodwill and intangible assets is calculated by dividing income 
before the impairment of goodwill and intangible assets by the weighted average number of units 
outstanding during the year. 

($ millions except per unit and unit amounts) 
Years ended December 31 2007 2006 
 $ $ 
Income before impairment of goodwill and intangible assets 149.6 128.1 
Weighted average number of units outstanding 81,596,000 68,886,000 
Earnings per unit before impairment of goodwill and intangible assets $1.83 $1.86 

Restated Amounts  

(a) Restated amounts or percentages for 2003 (“restated”) reflect the retroactive adoption of the new 
Canadian accounting standards that apply to the fair value method of all stock-based payments 
and awards. 

(b) Certain amounts for the years 2004 and 2003 are restated to account for the effect of converting 
each share to a total of three Trust Units or B Units. 



 

 
 
 

MULLEN GROUP INCOME FUND 49 2007 ANNUAL FINANCIAL REPORT 

OUTLOOK 

We entered 2007 on a cautionary note due to our belief that drilling activity in western Canada would be 
down sharply as compared to the record levels achieved in 2006.  Industry statistics have verified these 
concerns with drilling levels declining by 20.1 percent to 18,367 wells drilling from 22,979 in 2006.  We 
also indicated that the Fund could support the cash distribution of $1.80 per unit for 2007 because of the 
strength of the Fund's diversified business model and strong balance sheet.  And we did. 

As we turn to the future we must be cognizant of the significant challenges facing the overall economy, 
the credit markets and the energy sector, particularly in the Province of Alberta where a new set of 
resource royalties are scheduled to be implemented.  The exact impact of these challenges are difficult to 
measure but the fundamentals that have always supported Mullen remain intact.  We enter 2008 with a 
leaner business, a focused management team, a strong diversified business model and a very nice cash 
position, which we intend to utilize in 2008.  We have several business units that will require growth 
capital due to new business opportunities and we believe there are several acquisition targets that we will 
pursue in the coming year.  Most encouraging is the fact that commodity prices remain high, including 
natural gas which could very well translate into stronger drilling in western Canada later in 2008. 

The longer-term outlook remains quite positive and on balance we believe that the Fund can maintain the 
current annual distribution of $1.80 per unit throughout 2008.  To grow the Fund in the long-term, 
however, the Fund will be required to consider converting from the current Income Fund structure to a 
more traditional corporate structure.  The Government of Canada's announcement dated October 31, 
2006 relating to the taxation of income trusts will require a conversion with the only question being one of 
timing.   The Fund will continue to monitor this situation very carefully. 

February 27, 2008 

 

 

 

 

 

 

 



 

 

Seven Year Selected Financial Data 

Years ended December 31 
($ thousands, unaudited)  2007  2006  2005  2004  

(restated)* 

2003  
(restated)* 

2002  2001 

Revenue $ 1,119,499 $ 1,003,287 $ 591,728 $ 470,860 $ 421,504 $ 302,512 $ 349,582 

               

Expenses               

 Direct operating expenses  764,992  682,132  411,893  328,853  305,060  224,729  246,534 
 Selling and administrative 

expenses  145,377  119,090  67,118  49,932  45,294  35,396  37,794 

  209,130  202,065  112,717  92,075  71,150  42,387  65,254 
 Depreciation and 

amortization  74,445  52,635  22,490  19,871  17,819  13,975  12,937 

 Interest on long-term debt  20,970  13,410  1,853  1,865  1,504  36  158 

 Other interest  194  202  66  157  386  226  44 
 Unrealized foreign exchange 

(gain) loss   (26,641)  7,500  —  —  —  —  — 
 Loss (gain) on sale of 

property, plant and 
equipment  725  (1,256)  (214)  749  (92)  (255)  (325) 

 Gain on sale of investments  (30)  (115)  —  —  (304)  —  — 
 Impairment of goodwill and 

intangible assets  275,000  —  —  —  —  —  — 
 (Loss) income before 

income taxes, earnings 
from equity investments 
and amortization of 
goodwill  (135,533)  129,689  88,522  69,433  51,837  28,405  52,440 

Provision for income taxes               

 Current (recoverable)  (2,390)  (4,311)  14,017  22,041  18,229  10,906  19,624 

 Future (recoverable)  (10,850)  6,866  4,933  1,735  1,520  773  745 

  (13,240)  2,555  18,950  23,776  19,749  11,679  20,369 
Income before earnings from 

equity investments and 
amortization of goodwill  (122,293)  127,134  69,572  45,657  32,088  16,726  32,071 

Earnings from equity 
investments  3,598  998  391  820  332  945  479 

Net (loss) income before 
amortization of goodwill  (118,695)  128,132  69,963  46,477  32,420  17,671  32,550 

Amortization of goodwill  —  —  —  —  —  —  2,040 
Net (loss) income  from 

continuing operations  (118,695)  128,132  69,963  46,477  32,420  17,671  30,510 
Net income from 

discontinued operations  —  —  —  —  —  —  169 

Net (loss) income  $ (118,695) $ 128,132 $ 69,963 $ 46,477 $ 32,420 $ 17,671 $ 30,679 

*2002 and 2003 figures have been restated to account for stock-based compensation. 

 



 

 

 

Years ended December 31  2007(1)  2006  2005  2004  
(restated)* 

2003  
(restated)* 

2002  2001 

Ratios - Operating (1)               

Return on equity  10.6%  14.6%  23.5%  18.9%  15.5%  9.5%  18.3% 
Gross margin - percent of 

revenue  31.7%  32.0%  30.4%  30.2%  27.6%  25.7%  29.5% 
Selling and administrative 

expenses - percent of 
revenue  13.0%  11.9%  11.3%  10.6%  10.7%  11.7%  10.8% 

Operating ratio  88.0%  85.0%  84.7%  84.8%  87.3%  90.5%  85.5% 
Financial Position 
($ thousands except acid test 

and debt-to-equity ratio)               

Acid test $ 2.27 $ 1.48 $ 1.35 $ 1.39 $ 1.57 $ 1.49 $ 2.15 
Net property, plant and 

equipment $ 586,823 $ 558,522 $ 218,357 $ 189,436 $ 187,801 $ 149,160 $ 116,769 

Total assets $ 1,770,490 $ 2,021,245 $ 508,619 $ 400,709 $ 381,643 $ 294,532 $ 231,537 
Long-term debt (including 

current portion) $ 402,409 $ 346,736 $ 51,534 $ 39,176 $ 73,584 $ 30,506 $ 1,038 

Unitholders' equity $ 1,132,132 $ 1,424,066 $ 327,872 $ 267,975 $ 224,333 $ 194,687 $ 176,520 

Debt-to-equity ratio  0.36  0.24  0.22  0.15  0.33  0.20  0.01 

Funds from operations $ 193,783 $ 195,345 $ 100,771 $ 69,967 $ 52,116 $ 32,195 $ 45,428 

Unit Data**(1)               

Funds from operations per unit $ 2.38 $ 2.84 $ 2.18 $ 1.55 $ 1.17 $ 0.73 $ 1.06 

Book value per unit $ 17.34 $ 17.38 $ 6.94 $ 5.93 $ 5.02 $ 4.39 $ 4.07 

Earnings per unit $ 1.83 $ 1.86 $ 1.51 $ 1.03 $ 0.73 $ 0.40 $ 0.71 

Price/earnings ratio  9.6  10.0  21.6  16.1  18.1  24.8  11.7 
Weighted number of units 

outstanding (thousands)  81,596  68,886  46,261  45,024  44,558  43,941  42,939 
Total units outstanding 

(thousands)  80,744  81,490  47,256  45,186  44,721  44,324  43,329 

*2002 and 2003 figures have been restated to account for stock-based compensation. 

**Unit data has been restated to reflect the exchange of Mullen Transportation Inc. shares for Mullen Group income Fund units on a one-for-three basis. 

(1) 2007 operating ratios and unit data are calculated before the effect of the impairment of goodwill and intangible assets. 
Notes: 
1. Return on equity was calculated by dividing net income by average unitholders' equity. 
2. Gross margin was calculated by dividing sales less direct operating costs by sales. 
3. Operating ratio was calculated by dividing the total cost before taxes, interest and unrealized gains and losses on foreign 

exchange, as a percentage of revenue. 
4. Acid test ratio was calculated by dividing cash plus receivables by current liabilities. 
5. Debt-to-equity ratio was calculated by dividing total debt by unitholders' equity. 
6. Funds from operations was calculated as funds from operations before the effect of changes in non-cash working capital items. 
7. Funds from operations per unit was calculated by dividing funds from operations by weighted average number of units outstanding. 
8. Book value per unit was calculated by dividing unitholders' equity by the number of units outstanding. 
9. Earnings per unit was calculated by dividing net income by the weighted average number of units outstanding. 
10. Price/earnings ratio was calculated by dividing year-end closing price by earnings per unit. 
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