For the Three and Six Months Ended June 30, 2007

Ba dg e r Income F u nd A n no u nce s S ec o nd Q ua r t e r 2 0 0 7 Re s u lt s a nd
C o m p l e tio n o f Ac q u isi t io n s
Badger Income Fund (the “Fund” or “Badger”) is pleased to announce its results for the second quarter of
2007. Overall revenues increased by approximately 15 percent to $25.0 million for the three months ended
June 30, 2007 from $21.7 million for the same period in 2006, due to a 7 percent increase in Canadian
revenues and a 34 percent increase in United States revenues. As a result of the increase in revenues,
EBITDA and funds generated from operations also increased over the same period of 2006. Badger’s
EBITDA increased to $6.3 million in the second quarter from $6.1 million in the same quarter of 2006.
Growth of the Fund’s EBITDA was negatively impacted by increases in corporate selling, general and
administrative expenses and by lower-than-expected margins in Canadian corporate operations during
the quarter. Net earnings decreased to $1.5 million or $0.14 per unit in the second quarter of 2007 from
$2.8 million or $0.26 per unit in the same period of 2006. The main reason for the reduction was the
substantive enactment of Bill C-52, the Budget Implementation Act, 2007, which contains legislative
provisions to tax publicly traded income trusts in Canada. The financial effect on Badger of recording the
impact of this legislation was an increase in future income tax expense of $1.6 million or a decrease in net
earnings of $0.15 per unit. Also during the second quarter Badger completed the acquisition of service
rights from three of its Canadian Operating Partners for cash consideration of $4.0 million and finalized
the acquisition of Benko Sewer Service effective April 1, 2007 for cash consideration of $4.1 million.
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F INANCI AL HIG H LIG H TS
($ thousands, except per
unit results and total units
outstanding figures)

Three
Months Ended
June 30, 2007

Three
Months Ended
June 30, 2006

Revenues
25,016
21,696
EBITDA (1)
6,342
6,054
Earnings before income taxes
3,577
3,790
Taxes
   Current
136 	126
   Future
1,901
823
Net earnings
1,540
2,841
Net earnings per unit – diluted ($)
0.14
0.26
(2)
Funds generated from operations
6,509
6,027
Funds generated from
operations per unit – diluted ($)
0.60
0.56
(3)
Maintenance capital expenditures
964 	1,263
Long-term debt repayments
27
27
Cash available for growth
and distribution (4)
5,679
5,164
Cash distributions declared
3,390
3,312
(3)
Growth capital expenditures
2,937
2,908
Total units outstanding,
end of period
10,761,668 	10,752,730

Six
Months Ended
June 30, 2007

Six
Months Ended
June 30, 2006

52,590
47,425
14,191	14,085
8,795
9,706
323
310
2,702	1,534
5,770
7,862
0.54
0.73
14,093	13,777
1.31 	1.28
1,631 	1,898
54
54
12,694 	12,355
6,779
6,470
5,090
7,783
10,761,668	10,752,730

The following financial measures do not have any standardized meaning prescribed by Canadian generally accepted accounting principles (GAAP) and may not be
comparable to similar measures as presented by other funds or entities:
(1) Earnings before interest, taxes, depreciation and amortization (EBITDA) is a measure of the Fund’s operating profitability and is therefore useful to management
and investors. EBITDA provides an indication of the results generated by the Fund’s principal business activities prior to how these activities are financed, assets
are amortized or the results are taxed in various jurisdictions. EBITDA is calculated from the Consolidated Statements of Earnings and Comprehensive Income and
Retained Earnings as gross margin less selling, general and administrative costs and foreign exchange loss (gain).
(2) Funds generated from operations is used to assist management and investors in analyzing operating performance and leverage. It is not intended to represent
operating cash flow or operating profits for the period nor should it be viewed as an alternative to cash flow from operating activities, net earnings or other measures
of financial performance calculated in accordance with GAAP. Funds generated from operations is calculated from the Consolidated Statements of Cash Flows and
is defined as cash provided by operating activities before changes in non-cash working capital.
(3) Maintenance capital expenditures are defined as the amount incurred during the period to keep the Fund’s daylighting fleet at the same number of units, plus any
other capital expenditures required to maintain the existing business. It also includes any costs incurred to enhance the operational life of a daylighting unit. This
amount will fluctuate from period-to-period depending on the number of units retired from the fleet. During the three-month period ended June 30, 2007, Badger
added 18 units to the fleet and removed three from service. As a result, 15 of the units added during the three months ended June 30, 2007 represent growth
capital expenditures, while three of the units added represent maintenance capital expenditures. During the six months ended June 30, 2007 Badger added 33
units to the fleet, of which five have been reflected as maintenance capital expenditures. The economic life of a Badger hydrovac is approximately 10 years. The
average age of the fleet is approximately four years. Growth capital expenditures exclude acquisitions made during the period.
(4) Cash available for growth and distribution is used by management to supplement cash flow as a measure of operating performance and leverage. The objective
of this measure is to calculate the amount which is available for distribution to unitholders. It is defined as funds generated from operations less required debt
repayments and maintenance capital expenditures, plus any proceeds received on the disposal of assets.
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OPERAT IONAL SUMMARY
1. Badger’s Western Canada operations managed to grow revenue in the quarter despite difficulties from
road weight restrictions caused by wet weather during spring break-up. Corporate operations have
now been organized under one manager who will focus on future growth and cost control, which was
weak in the past.
2. In Eastern Canada the results indicated overall growth although there was some negative impact
due to a strike hitting part of the construction sector. Badger now has very good market coverage in
Ontario.
3. The United States operations achieved very good results with the trucks delivered last year contributing
to revenue growth in the second quarter. Badger has continued to add trucks and franchises in 2007.
4. Effective April 1, 2007 Badger purchased Benko Sewer Service for $4.1 million cash. Benko Sewer
Service is a well-managed company in Eastern Canada that provides sewer maintenance and hydrovac
services. The acquisition provides Badger with more complete hydrovac coverage in the southern
Ontario market, an additional service offering to customers in that region and a strong addition to
Badger’s management team.
5. During the second quarter Badger acquired the service rights and certain tangible assets from three of
its Operating Partners in Canada for $4.0 million cash. As a result of these acquisitions Badger will be
providing the hydrovac services directly to its customers in these areas rather than through an agent.
Badger previously indicated it will operate corporate operations in certain geographic areas where it
makes sense for market, development or other business reasons.
6. Revenue per hydrovac truck per month was $25,200 in the second quarter of 2007, compared to
$26,200 for the same period of 2006. Badger budgets an overall fleet average of $25,000 per truck per
month.
7. Badger had 313 daylighting units at the end of the second quarter of 2007, reflecting the addition of
33 units to the fleet to date in 2007 and the retirement of five units. The Fund had 285 units at
December 31, 2006.
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INTERIM MANAGEMENT’S DISCUSSION AND ANALYSIS
This Management’s Discussion and Analysis should be read in conjunction with the attached unaudited
interim consolidated financial statements of Badger Income Fund (the “Fund” or “Badger”). Readers
should also refer to the audited consolidated financial statements and Management’s Discussion and
Analysis included in Badger Income Fund’s 2006 Annual Report. Additional information is also available
on the Fund’s website (www.badgerinc.com) and all previous public filings, including the most recently
filed Annual Information Form, are available through SEDAR (www.sedar.com).
Revenue and expense variance analysis in the Management’s Discussion and Analysis focuses primarily
on the year-over-year changes during the second quarter. However, unless otherwise indicated, yearover-year variances for the six months ended June 30, 2007 and 2006 are explained by the same general
factors, which contributed to the second quarter variance.
This Management’s Discussion and Analysis has been prepared taking into consideration information
available to August 13, 2007.

Disclaimer
This quarterly report contains forward-looking statements subject to various risk factors and uncertainties,
which may cause the actual results, performance or achievements of Badger to be materially different
from any future results, performance or achievements expressed or implied by such forward-looking
statements. Such factors include, but are not limited to: the future tax treatment of income trusts; supplydemand fluctuations for oil and natural gas and related products and services; political and economic
conditions; the demand for services provided by Badger; industry competition; and Badger’s ability to
attract and retain key personnel. The Fund believes that the expectations reflected in these forwardlooking statements are reasonable; however, no assurance can be given that these expectations will
prove to be correct and such forward-looking statements included in the quarterly report should not be
relied upon. In addition, these forward-looking statements relate to the date on which they are made.
Badger disclaims any intention or obligation to update or revise any forward-looking statements, whether
as a result of new information, future events or otherwise, except as required by law.

B u s i n e s s Ac q u i s i t i o n s
During the quarter Badger acquired the service rights and tangible assets including land and buildings
along with certain other equipment from three of its Canadian Operating Partners for approximately $4.0
million cash.
Effective April 1, 2007 Badger purchased Benko Sewer Service for $4.1 million cash. The tangible assets
acquired included three hydrovac units, four sewer maintenance vehicles, three camera units and other
equipment.

Results of Operations
Reve nue s
Revenues of $25.0 million for the three months ended June 30, 2007 were 15 percent higher than the $21.7
million in revenues generated during the comparable period of 2006. This increase is primarily attributable
to the United States business segment where revenues increased to $8.9 million from $6.6 million periodover-period. This 34 percent increase is due to Badger’s continued focus in certain geographical areas
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and market segments, which has resulted in an increased customer base and demand for hydrovac
services. The other major contributing factor was the increased activity related to oil field service in the
United States.
Badger’s average monthly revenue per hydrovac truck during the three months ended June 30, 2007 was
$25,200 versus $26,200 for the three months ended June 30, 2006. This brings the average revenue per
truck per month to $27,500 for the six months ended June 30, 2007 versus $29,500 for the six months
ended June 30, 2006.
Included in revenues is approximately $390,000 of truck placement and franchise fees for the three
months ended June 30, 2007, versus $400,000 of such fees for the three months ended June 30, 2006.

Direct Costs
Direct costs for the quarter ended June 30, 2007 were $16.1 million compared to $13.7 million for the
quarter ended June 30, 2006. This is an increase of 18 percent versus the 15 percent increase in revenues.
The main reason direct costs increased in greater proportion than the increase in revenues was due to
added costs incurred in running certain of the Canadian areas as corporate locations.

G r o s s M ar g i n
Gross margin was 35.7 percent for the quarter ended June 30, 2007 versus 36.9 percent for the quarter
ended June 30, 2006. The main reason for the reduction in gross margin is the added costs incurred in
running certain of the Canadian areas as corporate locations.

A m o r ti z ati o n
Amortization of property, plant and equipment was $2.6 million for the three months ended June 30,
2007, or $0.5 million higher than the $2.1 million for the three months ended June 30, 2006. The increase
reflects a larger number of hydrovac units in the fleet. Included in this figure is approximately $49,000
related to the amortization of the intangible assets acquired with Benko Sewer Service.

I nte r e s t E x p e ns e
Interest expense was $217,000 for the quarter ended June 30, 2007 versus $102,000 for the quarter
ended June 30, 2006. The higher interest expense is attributable to maintaining a higher balance of debt
during the second quarter of 2007 than in the second quarter of 2006. The increased debt was used to
fund growth capital expenditures and business acquisitions.

S e l l i ng , G e ne r al and A d m i ni s tr ati ve
Selling, general and administrative expenses were $2.3 million for the quarter ended June 30, 2007
compared to $1.8 million for the quarter ended June 30, 2006. As a percentage of revenues, selling,
general and administrative expenses were 9.0 percent for the second quarter of 2007 versus 8.5 percent
for the second quarter of 2006. The increase is due to hiring additional personnel to manage growth in
the United States, compensation increases required to retain quality personnel in a competitive labour
environment, additional costs associated with the acquisition of Benko Sewer Service and higher general
office costs to support the growth in business. The amount for the three months ended June 30, 2007
also includes a $138,000 charge for non-cash compensation expense related to unit options granted
versus $27,000 for the comparable period in 2006.
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Fo r e ig n E xc hang e L o s s ( G ai n )
The foreign exchange loss results from converting the balance sheet and earnings statement related to
United States operations into Canadian currency. The foreign exchange loss was $331,000 in the second
quarter of 2007 versus $116,000 in the same period of 2006. The main reason for the period-over-period
increase was the appreciation of the Canadian dollar, which was greater in the second quarter of 2007
compared with the comparable period in 2006.

I nc o m e Ta xe s
Badger recorded a future income tax expense of $1.9 million in the second quarter of 2007. The second
quarter expense reflects the impact of the trust tax legislation (also discussed above).
With the June 2007 substantive enactment of Bill C-52, a new 31.5 percent tax will be applied to
distributions from Canadian public trusts starting in 2011. As a result, Badger recorded an additional
$1.6 million in future income tax expense and a corresponding future income tax liability related to the
differences between the accounting and tax basis of the Fund’s assets. Prior to this legislation, Badger’s
future income taxes reflected only those temporary differences in the Fund’s subsidiaries. While net
earnings in the second quarter of 2007 were reduced significantly by this future tax adjustment, there was
no impact on cash flow provided by operating activities.

Liquidit y
Funds generated from operations for the quarter ended June 30, 2007 increased to $6.5 million from $6.0
million for the comparable period in 2006 due to stronger United States activity levels.
The Fund had working capital of $13.7 million at June 30, 2007 compared to $9.4 million at December
31, 2006. Good levels of cash flow from operations allowed Badger to build new daylighting units while
maintaining a healthy working capital position.
The following table outlines the cash available to fund growth and pay distributions to unitholders for the
three and six months ended June 30, 2007:
		
Three
Six
		 Months Ended Months Ended
		 June 30, 2007
June 30, 2007
Cash provided by operating activities
$ 8,022,908
$ 13,650,591
Add (deduct): net change in non-cash working capital
(1,514,048)		
442,894
Funds generated from operations
6,508,860		 14,093,485
Add: proceeds on disposal of property, plant and equipment
160,697		
285,442
Less: required repayments of long-term debt
(27,192)		
(54,384)
(*)
Less: maintenance capital expenditures
(963,508)		 (1,630,900)
Cash available for growth capital expenditures and distributions
Growth capital expenditures

(*)

Cash distributions declared

$

5,678,857

$ 12,693,643

$

2,937,086

$

5,089,678

$

3,389,604

$

6,778,568

(*) Total maintenance and growth capital expenditures for the three and six months ended June 30, 2007 were $3,900,594 and $6,720,578, respectively.
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The Fund makes regular monthly cash distributions to unitholders. These cash distributions may be
reduced, increased or suspended entirely by the trustees depending on the operations of Badger and
the performance of its assets. The actual cash flow available for distribution to holders of Fund units
is a function of numerous factors, including the Fund’s financial performance; debt covenants and
obligations; maintenance and growth capital expenditure requirements for the purchase of property, plant
and equipment; and number of units outstanding. It may also be impacted by the future tax treatment of
income trusts.
The majority of the cash provided by operating activities was used to finance maintenance and growth
capital expenditures and to pay distributions to unitholders. As outlined in the chart above, cash which
was not distributed to unitholders was used to finance growth capital expenditures.
If maintenance capital expenditures increase in future periods, the Fund’s cash available for growth capital
expenditures and distribution will be negatively affected. Due to Badger’s growth rate in recent years, the
majority of the Fund’s hydrovac units are relatively new, with an average age of approximately four years.
As a result, Badger is currently experiencing relatively low levels of maintenance capital expenditures.
Over time, Badger would expect to incur annual maintenance capital expenditures in an amount that
approximates the amortization expense reported in the year. Badger expects that continued cash provided
by operations will be sufficient to fund the maintenance capital expenditures in the future.
Badger is restricted from declaring distributions and distributing cash if it is in breach of the covenants
under its credit facility. As at the date of this quarterly report the Fund is in compliance with all debt
covenants and is able to fully utilize all existing credit facilities. Badger does not have a stability rating.
In June, the Fund’s extendable, revolving facility was amended to increase the maximum principal
amount to $30 million from $20 million. This facility is used to fund working capital requirements and
finance capital expenditures, of which $19.6 million was used at June 30, 2007. The Fund will maintain an
appropriate mix of flexible debt and equity to finance its maintenance capital expenditures and growth
initiatives.

Capital Resources
The Fund spent $3.9 million on property, plant and equipment for the three months ended June 30, 2007
compared to $4.2 million for the three months ended June 30, 2006. The Fund added 15 hydrovac units
to the fleet in the second quarter of 2007 (excluding the three acquired on the acquisition of Benko Sewer
Service), compared to 14 units in the second quarter of 2006.
During the second quarter Badger also spent $8.1 million in cash on two business acquisitions.
Management believes that the Fund’s healthy balance sheet and unutilized borrowing capacity, combined
with funds generated from operations, will provide sufficient capital to fund ongoing operations and
distributions to unitholders.

N u m b e r of D ayl ig hti ng U ni t s
During the three-month period ended June 30, 2007 Badger added 11 units to the Canadian fleet and
removed three from service, bringing the total to 210 units operating in Canada as at June 30, 2007.
In the United States, Badger added seven units, bringing the total to 103 units in the United States at
June 30, 2007.
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C o ntr ac tual O b l ig ati o ns and C o m m i t te d C a p i ta l I nve s tm e nt
The Fund intends to meet its contractual obligations through funds generated by operating activities.
The Fund’s contractual obligations for the next five years, relating to repayment of long-term debt, are as
follows (assuming the extendable revolving credit facility is not renewed on June 30, 2008):
July 1, 2007 to December 31, 2007
$
54,384
2008		108,768
2009		19,641,894
2010		108,768
2011		108,768
Thereafter		
571,067
Total

$

20,593,649

In addition to the contractual obligations above, as at June 30, 2007 the Fund had committed to certain
capital expenditures totalling approximately $4.2 million. These capital expenditures will be financed with
existing credit facilities and funds generated from operations, as well as alternative sources of financing
as required. There are no set terms for remitting payments for these financial obligations.

U n i t h o l d e r s’ C a p i t a l
Unitholders’ capital increased due to the issue of 3,050 units to the non-management trustees as partial
payment for 2007 trustee fees.
The total units outstanding at June 30, 2007 were 10,761,668. There was no subsequent change to the
balance as of August 13, 2007.

Selected Quar terly Financial Information
Quarter ended
		
Revenues ($)

2007
June 30

2006
Mar. 31

Dec. 31

Sept. 30

25,015,707 27,574,051 25,621,658

2005
June 30

Mar. 31

Dec. 31

Sept. 30

25,324,030 21,696,318 25,728,890 23,093,735 20,471,322

1,539,755

4,229,918

4,659,784

3,974,958

2,841,459

5,020,254

3,468,113

3,547,545

Net earnings
per unit – basic ($)

0.14

0.39

0.43

0.37

0.26

0.47

0.32

0.33

Net earnings
per unit – diluted ($)

0.14

0.39

0.43

0.37

0.26

0.47

0.32

0.33

Net earnings ($)

C h a n g e i n Ac c o u n t i n g Po l i c i e s
As of January 1, 2007, the Fund prospectively adopted CICA Section 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 the new
standards a new financial statement, the Consolidated Statement of Comprehensive Income, has been
introduced that provides for certain gains and losses and other amounts arising from changes in fair
value, to be temporarily recorded outside the income statement. In addition, all financial instruments,
including derivatives, are to be included in the Fund’s Consolidated Balance Sheets and measured, in
most cases, at fair values, and requirements for hedge accounting have been further clarified. There is
no material impact to the Fund’s consolidated financial statements as a result of implementing the new
standards. As required by the new standards, prior periods have not been restated.
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As of January 1, 2007 the Fund adopted revised CICA Section 1506 “Accounting Changes”, which provides
expanded disclosures for changes in accounting policies, accounting estimates and corrections of
errors. Under the new standard, accounting changes should be applied retrospectively unless otherwise
permitted or where impracticable to determine. As well, voluntary changes in accounting policy are made
only when required by a primary source of GAAP or when the change results in more relevant and reliable
information. There is no material impact to the Fund’s consolidated financial statements as a result of
implementing this new standard.
For a detailed discussion about the accounting policies adopted, please refer to note 2 of the interim
consolidated financial statements for the six- and three-month periods ended June 30, 2007.

I n t e r n a l C o n t r o l O ve r F i n a n c i a l R e p o r t i n g
Internal control over financial reporting (“ICFR”) is designed to provide reasonable assurance regarding
the reliability of the Fund’s financial reporting and its compliance with Canadian GAAP in its financial
statements. The President and CEO and the VP Finance and CFO have evaluated whether there were any
changes to the Fund’s ICFR during the three months ended June 30, 2007 that have materially affected
or are reasonably likely to materially affect the ICFR. No such changes were identified through their
evaluation.

B u s i n e s s R i s ks
The Management’s Discussion and Analysis for the year ended December 31, 2006, which is included in
the Fund’s 2006 Annual Report, includes an overview of business risks associated with the Fund. Those
business risks remain in effect and readers are referred to this document. Reference should also be made
to Badger’s 2006 Annual Information Form.
As with the previous fiscal period Badger has decided to continue with self-insuring against any physical
damage it might incur to its Canadian hydrovac units, due to the high cost of insurance premiums. This
decision will be re-evaluated in 2008 as part of the insurance renewal process.

Outlook
With the improved weather in Western Canada, less slowdown due to strikes in Eastern Canada and
improved management of corporate operations in Western Canada Badger expects results in Canada to
improve over the most recent quarter. The United States regions are operating in a favourable business
environment and results there should continue to be strong. The challenge in the United States is to find
additional new franchises and corporate locations so growth can continue.
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UNAUDI TED INTERIM CONSOLIDATED FINANCI AL STATEMENTS
R ev i ew o f I n t e r i m F i n a n c i a l S t a t e m e n t s
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, the statements 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 the Fund have been prepared
by Badger Income Fund’s management.
The Fund’s independent auditor has not performed a review of the accompanying unaudited interim
consolidated 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 Consolidated Balance Sheets
June 30, 2007
$

		
		
ASSETS
Current
Cash
Accounts receivable
Inventories
Prepaid expenses
		

December 31, 2006		
$

1,979,289
23,147,103
1,978,540
815,575
27,920,507

1,319,912
22,873,841
1,399,661
679,675
26,273,089

67,919,783
3,956,343
1,621,000

62,367,823
1,551,336
–

101,417,633

90,192,248

LIABILITIES AND UNITHOLDERS’ EQUITY
Current
Accounts payable and accrued liabilities
Income taxes payable
Distributions payable
Current portion of long-term debt
		
Long-term debt
Future income taxes (note 7)
		

12,892,479
43,151
1,129,975
108,768
14,174,373
20,484,881
12,961,536
47,620,790

14,951,723
671,544
1,129,655
108,768
16,861,690
8,516,284
10,259,536
35,637,510

Unitholders’ equity
Unitholders’ capital (note 4)
Contributed surplus (note 5)
Retained earnings
		

43,538,255
1,174,600
9,083,988
53,796,843

43,488,255
973,600
10,092,883
54,554,738

101,417,633

90,192,248

Property, plant and equipment
Intangible assets (note 3)
Goodwill (note 3)
		

		
See accompanying notes.
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Unaudited Consolidated Statements of
Earnings and Comprehensive Income and
Retained Earnings
Three
Months Ended
June 30, 2007
$

		
		
		
		
Revenues
Direct costs
Gross margin

Three
Six
Months Ended Months Ended
June 30, 2006 June 30, 2007
$
$

25,015,707
21,696,318
16,078,059 	13,680,773
8,937,648
8,015,545

Expenses
Amortization
Loss (gain) on sale of
property, plant and equipment
Interest
   Long-term
   Current
Selling, general and administrative
Foreign exchange loss (gain)
Earnings before income taxes
Income taxes
Current
Future (note 7)

Six
Months Ended
June 30, 2006
$

52,589,758
33,420,430
19,169,328

47,425,208
29,747,874
17,677,334

2,564,165

2,135,229

4,955,996

4,138,875

(16,939)

26,378

(3,820)

70,702

217,029 	17,486
–
84,327
2,264,099 	1,845,846
331,929 	116,175
5,360,283
4,225,441
3,577,365
3,790,104

443,979
–
4,559,954
418,636
10,374,745
8,794,583

33,645
135,736
3,504,929
87,270
7,971,157
9,706,177

136,260 	125,565
1,901,350
823,080
2,037,610
948,645

322,910
310,284
2,702,000
1,534,180
3,024,910	1,844,464

Net earnings and comprehensive
income for the period
1,539,755
Retained earnings,
beginning of period
10,933,837
Cash distributions
(3,389,604)

2,841,459

5,769,673

7,861,713

8,704,898
(3,311,523)

10,092,883
(6,778,568)

6,842,902
(6,469,781)

Retained earnings, end of period

9,083,988

8,234,834

9,083,988

8,234,834

Basic

0.14

0.26

0.54

0.73

Diluted

0.14

0.26

0.54

0.73

Net earnings per unit (note 6)

See accompanying notes.
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Unaudited Consolidated Statements
of Cash Flows
		
		
		
		

Three
Months Ended
June 30, 2007
$

OPERATING ACTIVITIES
Net earnings for the period
Non-cash items:
   Amortization
   Future income taxes
   Unit-based compensation
   Foreign exchange loss (gain)
   Loss (gain) on sale of property,
   plant and equipment
Net change in non-cash
working capital relating to
operating activities

FINANCING ACTIVITIES
Proceeds from long-term debt
Repayment of long-term debt
Distributions to unitholders
Increase (decrease) in
bank indebtedness

INVESTING ACTIVITIES
Purchase of
Benko Sewer Service (note 3)
Purchase of service rights (note 3)
Purchase of property,
plant and equipment
Proceeds on disposal of
property, plant and equipment
Net change in non-cash working
capital relating to investing activities

Increase (decrease) in cash
during the period
Cash, beginning of period
Cash, end of period

Three
Six
Months Ended Months Ended
June 30, 2006 June 30, 2007
$
$

Six
Months Ended
June 30, 2006
$

1,539,755

2,841,459
5,769,673
7,861,713
					
2,564,165
2,135,229
4,955,996
4,138,875
1,901,350
823,080
2,702,000
1,534,180
188,600
84,590
251,000
84,590
331,929 	116,175
418,636
87,270
(16,939)
6,508,860

26,378
6,026,911

(3,820)
14,093,485

70,702
13,777,330

1,514,048 	1,577,129
8,022,908
7,604,040

(442,894)
13,650,591

1,788,833
15,566,163

–
(54,317)		
(6,393,148)

10,161,810
(27,192)
(3,389,284)

–
(27,193)
(3,235,935)

12,022,981
(54,384)
(6,778,248)

–
6,745,334

91,721	
(3,171,407)

–
5,190,349

221,657
(6,225,808)

(4,101,000)
(3,994,007)

–
–

(4,101,000)
(3,994,007)

–
–

(3,900,594)

(4,171,197)

(6,720,578)

(9,681,262)

160,697

427,764

285,442

529,612

(2,712,986)
(14,547,890)

–
(3,743,433)

(3,651,420)
(18,181,563)

–
(9,151,650)

220,352
689,200
1,758,937
689,903
1,979,289 	1,379,103

659,377
1,319,912
1,979,289

(188,705)
1,190,398
1,379,103

See accompanying notes.
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Notes to the Consolidated Financial Statements
(unaudited)

1.

Basis o f Pr es e n t at ion and Summar y o f Signif ic an t Ac coun t ing Policie s
The unaudited interim consolidated financial statements include the accounts of the Fund and its
wholly-owned subsidiaries and have been prepared by management in accordance with Canadian
generally accepted accounting principles (GAAP). These unaudited interim consolidated financial
statements have been prepared following the same accounting policies and methods of application
as the audited consolidated financial statements of the Fund for the fiscal year ended December
31, 2006, except as noted below in note 2. The disclosures provided below are incremental to those
included in the Fund’s annual audited consolidated financial statements. The unaudited interim
consolidated financial statements and the related notes should be read in conjunction with the
audited consolidated financial statements and the related notes in the Fund’s Annual Report for the
year ended December 31, 2006.
Accounting measurements at interim dates inherently involve greater reliance on estimates than at
year-end and the results of operations for the interim periods shown in these statements are not
necessarily indicative of results to be expected for the fiscal year. In the opinion of management,
the accompanying unaudited interim consolidated financial statements include all adjustments (of a
normal recurring nature) necessary to present fairly the consolidated results of the Fund’s operations
and cash flows for the six and three months ended June 30, 2007 and 2006.
Certain comparative figures have been reclassified to conform to the current period’s presentation.

2 . 	Changes in Ac coun t ing Policies
	(a) Goodwill represents the excess of the purchase price over fair value of net assets acquired
and liabilities assumed. Goodwill is not subject to amortization, but is tested for impairment
on an annual basis, or more frequently if events or circumstances indicate the asset may be
impaired. The impairment test for goodwill includes the application of a fair value test, with an
impairment loss recognized as an expense where the carrying amount of the asset exceeds its
fair value. The Fund utilizes the capitalized maintainable earnings in application of the fair value
test. Any goodwill impairment will be recognized as an expense in the period the impairment is
determined.
(b) As of January 1, 2007 the Fund adopted the Canadian Institute of Chartered Accountants
(CICA) Handbook Section 1530 “Comprehensive Income”, Section 3251 “Equity”, Section 3855
“Financial Instruments – Recognition and Measurement”, Section 3861 “Financial Instruments
– Disclosure and Presentation” and Section 3865 “Hedges”. As required by the new standards,
prior periods have not been restated.
The adoption of these standards has had no material impact on the Fund’s net earnings or cash
flows. The other effects of the implementation of the new standards are discussed below.
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C o m p r e he ns i ve I nc o m e
The new standards introduce comprehensive income, which consists of net earnings and other
comprehensive income (OCI). Upon adoption of Section 1530, the Fund revised its “Consolidated
Statements of Earnings and Accumulated Earnings” to include the newly required statement of
comprehensive income by creating a combined statement.
The adoption of comprehensive income has been made in accordance with the applicable transitional
provisions and no amounts have been reclassified to accumulated other comprehensive income.

Fi nanc i al I ns tr u m e nt s
The financial instruments standard establishes the recognition and measurement criteria for
financial assets, financial liabilities and derivatives. All financial instruments are required to be
measured at fair value on initial recognition of the instrument, except for certain related-party
transactions. Measurement in subsequent periods depends on whether the financial instrument
has been classified as “held-for-trading”, “available-for-sale”, “held-to-maturity”, “loans and
receivables”, or “other financial liabilities” as defined by the standard.
Financial assets and financial liabilities “held-for-trading” are measured at fair value with changes in
those fair values recognized in net earnings. Financial assets “available-for-sale” are measured at
fair value, with changes in those fair values recognized in OCI. Financial assets “held-to-maturity”,
“loans and receivables” and “other financial liabilities” are measured at amortized cost using the
effective interest method of amortization. The methods used by the Fund in determining fair value
of financial instruments are unchanged as a result of implementing the new standard.
Accounts receivable is designated as “loans and receivables”. Accounts payable and accrued
liabilities, cash distributions payable and long-term debt are designated as “other liabilities”.
Risk management assets and liabilities are derivative financial instruments classified as “heldfor-trading”.

A c c ou nti ng C hang e s
As of January 1, 2007, the Fund adopted revised CICA Section 1506 “Accounting Changes”,
which provides expanded disclosures for changes in accounting policies, accounting estimates
and corrections of errors. Under the new standard, accounting changes should be applied
retrospectively unless otherwise permitted or where impracticable to determine. As well, voluntary
changes in accounting policy are made only when required by a primary source of GAAP or when
the change results in more relevant and reliable information. There is no material impact to the
Fund’s consolidated financial statements as a result of implementing this new standard.
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3 . 	Acquisit ions
a) Benko Sewer Service
On April 1, 2007 the Fund acquired all of the operating assets and business of Benko Sewer
Service for cash consideration of $4.1 million. Benko Sewer Service is an Ontario-based hydrovac
excavation and sewer maintenance service provider.
The purchase price has been allocated as follows:
					

($)

Property, plant and equipment

		1,500,000

Intangible assets

		

980,000

		1,621,000

Goodwill

			

4,101,000

Intangible assets acquired consist of customer relationships, the trade name and a non-compete
agreement, all of which will be amortized straight-line over their estimated useful lives of five
years.
b) Service Rights Acquired
During the quarter the Fund acquired the service rights and operating assets from three of its
Canadian agents for cash consideration of $4.0 million.
The purchase price has been allocated as follows:

Property, plant and equipment

			

($)

		

2,520,000

Intangible assets (service rights)				

1,474,007

			

3,994,007

Intangible assets acquired consist of service rights, which management has determined have an
indefinite life and therefore are not amortized.

4 . 	U ni t hold e r s’ Capit al
		
December 31, 2006
Units issued to non-management trustees
June 30, 2007

Units

Amount ($)

10,758,618

43,488,255

3,050

50,000

10,761,668

43,538,255

The Fund declared distributions of $0.105 per unit for each of the months of January through
June for a total of $6,778,568 million.
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5. 	U ni t- Bas ed C omp e ns at ion
A summary of the unit option transactions for the six months ended June 30, 2007 is as follows:
		

Six Months Ended

		

June 30, 2007
			

Weighted average

					

exercise price

		

				
Outstanding at beginning of period

Units

$

345,000	17.49

Granted			 295,000	16.41
Exercised			

–

–

Forfeited

(45,000)	17.50

Outstanding at end of period

595,000	16.86
Options Outstanding

		

Weighted

Options Exercisable
Weighted		

Weighted

		

average

average

Number

average

Outstanding at

remaining

exercise

exercisable at

exercise

Range of prices

June 30, 2007

contractual life

price

June 30, 2007

price

$ 17.50

250,000

3.9

$ 17.50

–

–

$ 17.45

50,000

4.1	

$ 17.45

–

–

$ 16.41	

295,000

4.9

$ 16.41	

–

–

In May 2007 the Fund granted 295,000 fund unit options at an exercise price of $16.41 per unit.
The Fund recorded compensation expense, included as part of selling, general and administrative
expenses, of $201,000 with an offsetting increase to contributed surplus for the six months ended
June 30, 2007.
The weighted average estimated fair value at the date of the grant for fund unit options granted for
the six months ended June 30, 2007 was $7.66 per unit option. The fair value of each unit option
grant was estimated on the date of the grant using the Black-Scholes option-pricing model with
the following assumptions:
Six Months Ended
Weighted average assumptions					June 30, 2007
Dividend yield						

7.60%

Discount for forfeiture					

0

Risk-free interest rate					

3.75%

Expected life options					

5 years

Expected volatility factor of the future expected market price of fund units		101.00%
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6 . 	N e t E ar nings p e r U nit
Basic per unit calculations for the six and three months ended June 30, 2007 were based on
the weighted average number of units outstanding of 10,759,258 and 10,759,892, respectively.
Basic per unit calculations for the six and three months ended June 30, 2006 were based on
the weighted average units outstanding of 10,746,081 and 10,751,623, respectively. Diluted
per unit calculations for the six and three months ended June 30, 2007 were based on the
weighted average number of units outstanding of 10,759,258 and 10,759,892, respectively.
Diluted per unit calculations for the six and three months ended June 30, 2006 were based on
the weighted average number of units outstanding of 10,754,913 and 10,760,455, respectively.
The difference between the basic and diluted units was attributable to the dilutive effect of the unit
options outstanding.

7.

Fu t ur e Income Ta xes
On June 12, 2007, Bill C-52, the Budget Implementation Act, 2007 was substantively enacted
by the Canadian federal government. The act contains legislation to tax publicly traded trusts
in Canada. As a result, a new 31.5 percent tax will be applied to distributions from Canadian
public income trusts. The new tax is not expected to apply to Badger until 2011 as a transition
period applies to publicly traded trusts that existed prior to November 1, 2006. As a result of
this substantive enactment of trust taxation, Badger recorded an additional $1.6 million in future
income tax expense and increased its future income tax liability in the second quarter of 2007.
The future income tax adjustment represents the taxable temporary differences of Badger’s Fund
tax-effected at 31.5 percent, which is the rate that will be applicable in 2011 under the current
legislation and Badger’s current corporate structure.

8 . 	S egme n t ed In f or mat ion
The Fund operates in two geographic/reportable segments providing daylighting services to
each of these segments. The following is selected information for the six and three months
ended June 30, 2007 and 2006 based on these geographic segments.
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Three Months Ended June 30, 2007
Canada ($)
USA ($)
Total ($)
Revenues
16,143,373
Direct costs
10,542,604
Selling, general
and administrative 1,357,547
Amortization
1,757,198
Earnings before
income taxes
2,364,492
Capital expenditures 1,556,844

Three Months Ended June 30, 2006
Canada ($)
USA ($)
Total ($)

8,872,334
5,535,455

25,015,707
16,078,059

15,067,376
9,196,411

6,628,942
4,484,362

21,696,318
13,680,773

906,552
806,967

2,264,099
2,564,165

1,305,178
1,571,068

540,668
564,161

1,845,846
2,135,229

1,212,873
2,343,750

3,577,365
3,900,594

2,945,325
446,110

844,779
3,725,087

3,790,104
4,171,197

					
					
Six Months Ended June 30, 2007
Canada ($)
USA ($)
Total ($)
Revenues
34,291,036
Direct costs
21,845,656
Selling, general
and administrative 2,761,004
Amortization
3,418,850
Earnings before
income taxes
5,892,292
Property, plant
and equipment
46,570,532
Intangible assets
3,956,343
Goodwill
1,621,000
Total assets
69,829,998
Capital expenditures 1,835,709

Six Months Ended June 30, 2006
Canada ($)
USA ($)
Total ($)

18,298,722
11,574,774

52,589,758
33,420,430

34,842,071
21,458,070

12,583,137
8,289,804

47,425,208
29,747,874

1,798,950
1,537,146

4,559,954
4,955,996

2,418,602
3,091,524

1,086,327
1,047,351

3,504,929
4,138,875

2,902,291

8,794,583

7,716,273

1,989,904

9,706,177

21,349,251 67,919,783
–
3,956,343
–
1,621,000
31,587,635 101,417,633
4,884,869
6,720,578

41,344,913
–
–
56,900,314
3,935,886

14,387,955
–
–
20,733,661
5,745,376

55,732,868
–
–
77,633,975
9,681,262
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