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For the 3 and 9 months ended September 30, 2011 

 

MA N A GE M E N T ’ S  D I S C US S I O N A N D  A N A L Y S I S  

The following Management’s Discussion and Analysis (“MD&A”) of financial condition and results of operation of Empire 
Industries Ltd. (“EIL” or the “Company”) is supplemental to, and should be read in conjunction with, the unaudited 
consolidated financial statements and accompanying notes of the Company for the quarters ended September 30, 2011 and 
September 30, 2010, as well as the audited consolidated financial statements for the fiscal year ended December 31, 2010.  
Reference should also be made to the annual MD&A for the year ended December 31, 2010. 

The unaudited consolidated financial statements and accompanying notes of the Company for the quarter ended 
September 30, 2011 have been prepared in conformity with International Financial Reporting Standards (“IFRS”) and 
require management to make estimates and assumptions that affect amounts reported and disclosed in such financial 
statements and related notes. Unless otherwise indicated, a reference to a year relates to the Company’s fiscal year ended 
December 31.  All amounts are reported in Canadian dollars unless specifically stated to the contrary. 

The Board of Directors, on the recommendation of the Audit Committee, approved the contents of this MD&A on 
November 25, 2011.  Disclosure contained in this document is current to this date, unless otherwise stated. 

Additional information on EIL is available through the System for Electronic Document Analysis and Retrieval (“SEDAR”) at 
www.sedar.com 

BUSINESS DESCRIPTION 

The Company’s operations take place primarily through the following wholly owned operating divisions: 

Division Business 
Dynamic Structures Design and fabrication of premium amusement park rides, complex ride systems, 

telescopes and custom machinery and equipment.  Leased facility is in Port Coquitlam, 
BC. 

Dynamic Attractions Supplier, integrator, and provider of parts and service of amusement park attractions. 

Tornado Hydrovacs Manufacture hydrovac trucks for excavation service providers to the oil and gas industry 
and the municipal market.  Leased facility is in Stettler, AB. 

Ward Industrial Equipment Design and fabrication of bulk material handling equipment and air cleaning equipment.  
Leased facility is in Welland, ON. 

Parr Metal Fabricators Fabrication of tanks, pressure vessels and other specialty carbon and stainless steel 
products. Leased facility is in Winnipeg, MB. 

Empire Iron Works Structural steel fabrication and installation.  Two owned facilities:  one in Winnipeg, MB 
and one west of Edmonton, AB 

Hopkins Steel Works Structural steel fabrication.  Leased facility is in Welland, ON 

KWH Constructors Structural steel installation and related construction services.  Leased facility is in 
Burnaby, BC. 

Somerset Engineering Engineering services, particularly related to complex installation of structural steel.  
Leased facility is in Burnaby, BC. 

 

http://www.sedar.com/
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In addition to these wholly owned businesses, the Company holds significant equity interests in two major business 
enterprises: 

Enterprise Business 
Athabasca Chipewyan 
Empire (ACE) Industrial 
Services Ltd. (49%) 

Steel fabrication and installation, machining, multi-trade industrial construction and 
maintenance services, primarily serving the oil sands market.  Facilities are in Fort 
McMurray, AB.  This is a joint venture between the Athabasca Chipewyan First Nation 
Business Group and Empire Industries Ltd. 

Dongguan Qiguang Dynamic 
Steel Structures, Ltd. (45%) 

Fabrication and installation of complex structural steel projects in China through a joint 
venture Company owned 55% by Guangdong Qiguang Steel Structures Co. Ltd. and 45% by 
Empire Industries Ltd. Incorporation documentation has been submitted to the authorities 
and is expected to be granted in the fourth quarter of 2011 with operations commencing 
at the same time. 

 

EIL maintains its head office in Winnipeg, Manitoba.  The Company’s common shares are listed on the TSX Venture 
Exchange under the trading symbol EIL. 

SIGNIFICANT EVENTS 

In the quarter, the Company  

• Incorporated Dynamic Attractions Ltd. in Canada and Dynamic Attractions Inc. in Texas.  The incorporation of these 
entities was in conjunction with the Company’s increased focus on the amusement park and entertainment 
industry.  Dynamic Attractions will focus on both the amusement park ride and media-based attractions side of the 
industry as well as the supplemental parts and service side of the industry. 
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CONSOLIDATED FINANCIAL RESULTS 

REVENUES AND GROSS MARGIN 

Periods ended September 30 Quarter ended  Nine months ended 
 2011 2010 Variance  2011 2010 Variance 
($000’s, except for percentages) $ $ $  $ $ $ 

Revenues 16,499 16,506 (7)  54,690 52,529 2,161 
Direct cost of sales (12,301) (9,293) (3,008)  (40,127) (29,479) (10,648) 
Direct margin 4,198 7,213 (3,015)  14,563 23,050 (8,487) 
% of revenue 25% 44% (19%)  27% 44% (17%) 
        
Indirect production costs (2,421) (3,382) 961  (6,917) (7,570) 653 
Indirect salaries and wages (1,240) (1,788) 548  (3,837) (5,053) 1,216 
Depreciation expense (342) (391) 49  (1,008) (1,147) 139 
Amortization of intangible assets (38) (38) -  (114) (114) - 
Total indirect  cost of goods expenses (4,041) (5,599) (1,558)  (11,876) (13,884) (2,008) 
        
Gross margin 157 1,614 (1,457)  2,687 9,166 (6,479) 
% of revenue 1% 9.8% (8.8%)  4.9% 17.5% (12.6%) 
 

Revenues in the first nine months of 2011 increased by 4.1% over 2010, and total indirect expenses decreased by $2.0 
million in the same nine month period.  Direct margin as a percentage of revenue was 27% in the nine month period, vs. 
44% in 2010.  This direct margin is partly due to competitive pressures in the steel fabrication business as well as the 
contract loss of $1.2 million recorded by a division of the Company, Empire Iron Works Winnipeg on its Transit Corridor 
Project contract. Without the abovementioned contract loss, direct margin for the nine month period would have been 
approximately 29%.  The direct margin of 44% for the first nine months of 2010 was exceptionally high, due to a particularly 
high margin mix of work that was being processed by the Company at the time. 

Gross margin in the first nine months of 2011 decreased to $2.7 million (4.9% of revenue) over 2010.  This was due to a 
combination of the reduced direct margin, the abovementioned contract loss and a change in the sales mix.  Without the 
contract loss, gross margin for the nine month period would have been 7.1% of revenue.   

Similar analysis applies to the 3 month period. 
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EXPENSES AND OTHER OPERATING INCOME 

Periods ended September 30 Quarter ended  Nine months ended 
 2011 2010 Variance  2011 2010 Variance 
($000’s, except for percentages) $ $ $  $ $ $ 

Selling, General and Administration Expenses (2,570) (3,094) 524  (7,803) (8,824) 1,021 
Other operating income (1) 1,165 (1,166)  130 1,194 (1,064) 
Finance costs (338) (393) 55  (1,030) (1,171) 141 
Share of profit (loss) from an associate 13 51 (38)  (88) 455 (543) 
Fair value changes of derivative instruments (38) 265 (303)  (230) (2,234) 2,004 
Total Expenses and Other operating Income 
(before taxes) 

(2,934) (2,006) (928)  (9,021) (10,580) 1,559 

 

Selling, General and Administration expenses improved by $0.5 million over the third quarter of 2010 and $1.0 million over 
the first nine months of 2010, primarily due to continued planned cost reductions to dovetail with more strategically 
focused operations. 

Other operating income represents a non-recurring gain on disposal of assets. 

Finance costs represent interest on long term debt, notes payable, and revolving bank facility.  The lower interest costs in 
the third quarter of 2011 and through the first nine months are primarily due to permanent reductions in overall debt levels 
in 2010 on continued pay down of existing debt through 2011. 

Share of profit (loss) from an associate represents the Company’s share of the equity earnings (loss) from its investment in 
ACE Industrial Services Ltd. 

Fair value changes of derivative instruments arise from the Company’s foreign exchange hedging strategy.  The Company 
enters into various contracts in U.S. dollars in the normal course of business.  Derivative instruments such as foreign 
exchange forward contracts are used by the Company to reduce its exposure to fluctuations in foreign currency exchange 
rates.  In the normal course, the Company does not hold or issue derivative financial instruments for derivative trading 
purposes.  The Company’s derivatives do not qualify for hedge accounting and are therefore reported in earnings on a 
mark-to-market basis using closing market quotations. 

RECONCILIATION OF OPERATING PROFIT (LOSS) TO EARNINGS BEFORE INTEREST, TAX, DEPRECIATION & 
AMORTIZATION (EBITDA) 

Periods ended September 30 Quarter ended  Nine months ended 
 2011 2010 Variance  2011 2010 Variance 
($000’s, except for per share amounts) $ $ $  $ $ $ 

Operating profit (loss) – continuing 
operations 

(2,414) (315) (2,099)  (4,986) 1,536 (6,522) 

Add: Depreciation and amortization 545 615 (70)  1,606 1,804 (198) 
Add/Deduct: (Gain) loss on disposal of assets 1 (1,165) 1,166  (130) (1,194) 1,064 
Add: non cash stock-based compensation 34 190 (156)  209 289 (80) 
EBITDA – continuing operations (1,834) (675) (1,159)  (3,301) 2,435 (5,736) 
 

EBITDA from continuing operations declined by $1.2 million over the third quarter of 2010 and $5.7 million over the first 
nine months of 2010 due primarily to due reduced direct margins, one specific contract loss the Company’s Empire Iron 
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Works division located in Winnipeg and a change in sales mix.  Without the contract loss, EBITDA for the quarter would 
have been consistent with the third quarter of 2010, while the decline over the first nine months of 2010 would only have 
been $4.5 million. 

NET EARNINGS 

Periods ended September 30 Quarter ended  Nine months ended 
 2011 2010 Variance  2011 2010 Variance 
($000’s, except for per share amounts) $ $ $  $ $ $ 

Net Income (2,828) (1,683) 1,145  (6,417) (5,986) (431) 
Basic Earnings per share (0.02) (0.02) -  (0.04) (0.07) 0.03 
Diluted Earnings per share (0.02) (0.02) -  (0.04) (0.07) 0.03 
 

The change in net income during the period compared to the corresponding period last year is explained by the reasons 
previously disclosed in this section.  

 

SELECTED QUARTERLY FINANCIAL INFORMATION 

Selected Quarterly Financial Information 2011 2011 2011  2010  2010  2010  2010 2009  
For the quarters ended Q3 Q2 Q1 Q4 Q3 Q2 Q1 Q4 
($000’s, except for per share amounts) IFRS IFRS IFRS GAAP IFRS IFRS IFRS GAAP 

Sales 16,499 20,433 17,758 13,743 16,506 18,743 17,280 13,948 
Net income (loss) (2,828) (1,569) (2,020) (4,169) (1,683) (2,580) (1,723) (7,137) 
Earnings (loss) per share         

- Basic (0.02) (0.01) (0.02) (0.05) (0.02) (0.03) (0.02) (0.08) 
- Diluted (0.02) (0.01) (0.02) (0.05) (0.02) (0.03) (0.02) (0.08) 

 

LIQUIDITY AND CAPITAL RESOURCES 

LIQUIDITY 

The Company’s operations in the third quarter used $2.0 million of cash flow, compared with $0.6 million of cash used in 
operations in the same period in 2010 excluding the impact of changes in non-cash working capital amounts.  Through the 
first nine months of 2011, the Company’s operations used $4.1 million of cash, compared with $1.7 million of cash provided 
by operations through the first nine months in 2010 excluding the impact of changes in non-cash working capital amounts.  
This use of cash by operations was more than offset by $4.6 million of cash raised in private placements in the nine month 
period.  The Company expects that its operations will generate sufficient cash on a go forward basis to meet the Company’s 
objectives.   

The Company has a $10.0 million revolving credit facility with Canadian Western Bank, of which $6.4 million was drawn as 
of September 30, 2011.  The Company’s marginable assets at September 30, 2011 were $10.4 million which is $4.0 million 
in excess of the Company’s total draw on the operating line. 
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To ensure adequate liquidity in the short term, the Company has undertaken the following financing initiatives: 

• private placement of common shares and warrants, raising $2.0 million in the first quarter;  

• private placement of convertible debentures, raising $560,000 in the first six months; 

• private placement of common shares and warrants, raising $2.1 million in the first six months; 

• other accredited investors including the Company’s Chinese joint venture partner have undertaken to invest a 
further $1.0 million in Empire Industries for its North American working capital requirements.  

• the Company continues to actively limit its capital spending program to sustaining capital expenditures 

The Company made $0.4 million of scheduled cash principal repayments during the quarter.  Total long-term debt of $11.3 
million (including capital lease obligations of $1.1 million) as at September 30, 2011 consisted of $1.4 million of long term 
debt due within 12 months, $5.9 million of long term debt due beyond 12 months (of which $5.2 million is currently 
classified as short term debt as a result of the Company failing to comply with one of its loan covenants), $0.2 million of 
notes payable $3.4 million of subordinated notes and $0.4 million of subordinated convertible debentures.  Of these 
amounts, $0.2 million in notes payable are due on a demand basis.  The subordinated notes payable are subordinated and 
postponed to the Canadian Western Bank and cannot be repaid while any Canadian Western Bank debt is outstanding. 

SHAREHOLDERS’ EQUITY 

Share capital was unchanged in the quarter.  The retained deficit of $32.7 million at September 30, 2011 was $6.4 million 
higher than the retained deficit at December 31, 2010 due to the net loss in the period.  No dividends were declared or paid 
in the year. 

The Company maintains a stock option plan for the benefit of officers, directors, key employees and consultants of the 
Company.  The Company had 11,876,750 outstanding options at September 30, 2011.  The average exercise price of the 
outstanding options is $0.21 per share.  Of these options, 6,281,750 are currently exercisable at an average exercise price of 
$0.31 per share. 

MARKET CAPITALIZATION 

The market capitalization of the Company’s 173,239,608 issued and outstanding common shares at November 23, 2011 was 
$6.9 million or $0.04 per share compared with the Company’s book value of $0.05 per share at September 30, 2011.  The 
issued and outstanding common shares at November 23, 2011, together with securities convertible into common shares 
are summarized in the table below. 

Fully Diluted Shares   
As at November 23, 2011   

Issued and outstanding common shares   173,239,608 
   
Securities convertible into common shares   

Convertible Debentures  5,600,000  
Finders Options (with attached warrants)  6,400,000  
Warrants  62,000,000  
Stock Options  11,254,000  

Total Securities convertible into common shares   85,254,000 
   
Fully Diluted Shares   258,493,608 
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FINANCIAL RATIOS 

The following information is based on the data disclosed in Note 12 (Capital Disclosures and Management) from the 3rd 
Quarter Financial Statements: 

Financial Ratios 
 

September 
30, 2011 

December 
31, 2010 

   
Bank indebtedness (cash), net 1,545 704 
Bank operating lines 6,391 7,352 
Current portion of long-term debt and notes 
payable 

6,708 7,692 

Long-term debt and notes payable 700 954 
   
Net funded debt 15,344 16,702 
   
Convertible debentures 465 60 
Subordinated notes (Note 16) 3,464 4,004 
Shareholders’ equity 8,018 10,192 
Less:  goodwill and intangibles (57) (224) 
   
Tangible net worth 11,890 14,032 
   
Capitalization 27,234 30,734 
   
Net funded debt : Capitalization 56.3% 54.3% 

 

The Company’s net funded debt of $15.3 million is $1.4 million lower than December 31, 2010 was achieved by a non-
scheduled principal repayment of subordinated notes payable and regular scheduled debt repayments. 

The Company’s leverage ratio (net funded debt to capitalization) may fluctuate from month to month due to underlying 
cyclical and seasonal variations in short-term debt used to finance working capital requirements.  The Company’s leverage 
ratio decreased to 56.3% from 54.3% at December 31, 2010. 

The Company’s current ratio of 0.83 is declined from the December 31, 2010 ratio of 0.86 due to lower working capital 
volumes. The Company was not in compliance with one of its bank covenants as of June 30, 2011.  Under IFRS presentation, 
this results in a re-classification of long term debt to current. 

OTHER MATTERS 

CRITICAL ACCOUNTING ESTIMATES 

The preparation of financial statements in accordance with IFRS necessitates the use of management estimates, 
assumptions and judgment that affect reported amounts of assets, liabilities, revenues and expenses and disclosure of 
contingent assets and liabilities at the date of the financial statements. Although management reviews its estimates on an 
ongoing basis, actual results may differ from these estimates as confirming events occur. The following components of the 
financial statements depend most heavily on such management estimates, assumptions and judgment, any changes in 
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which may have a material impact on the Company’s financial condition or results of operations. For more information 
about certain assumptions and risks that may affect these estimates, assumptions and judgments, please see the “Forward 
Looking Information” section of this MD&A. 

Revenue Recognition – Cost to Complete 

Sales and accounts receivable include the uncertainty inherent in estimating the costs of completing construction projects, 
amounts ultimately realizable on unpriced change orders and therefore estimated margins to completion of the 
construction contract.  Revenues and income from construction contracts are determined on the percentage of completion 
method, based on the ratio of costs incurred to date over estimated total costs.  This method is used because management 
considers expended costs to be the best available measure of progress on these contracts.  Contract costs include all direct 
material and labour costs and those indirect costs relating to contract performance such as indirect labour, supplies, tools 
and maintenance.  Provision is made for anticipated contract losses as soon as they are evident.  Contract revenues and 
costs are adjusted to reflect change orders that have been approved as to both price and scope.  For change orders that 
have not been approved as to price or are unpriced, contract revenues and projected costs to complete are estimated by 
management.  In circumstances where significant advance purchases under a contract, such as materials, would result in a 
materially higher percentage of completion estimate for sales, margin and accounts receivable than indicated by other 
measures such as labour hours, management adjusts the percentage of completion to the lower level indicated by the 
alternative measure. 

Valuation of Long-lived Assets and Asset Impairment 

The Company periodically assesses the recoverability of values assigned to long-lived assets after considering potential 
impairment indicated by such factors as business and market trends, future prospects, current market value and other 
economic factors. In performing its review of recoverability, management estimates the future cash flows expected to 
result from the use of the asset and its eventual disposition. If the sum of the expected future cash flows is less than the 
carrying value of the asset, an impairment loss would be recognized based on the excess of the carrying value of the asset 
over the fair market value calculated using discounted future cash flows. 

Future Income Taxes 

Future income tax assets and liabilities are recognized for the future income tax consequences attributable to temporary 
differences between the financial statement carrying values of assets and liabilities and their respective income tax bases.  
Future income tax assets or liabilities are measured using enacted or substantively enacted income tax rate expected to 
apply to taxable income in the years in which those temporary differences are expected to be recovered or settled.  The 
calculation of current and future income taxes requires management to make estimates and assumptions and to exercise a 
certain amount of judgment concerning the carrying values of assets and liabilities.  The current and future income tax 
assets and liabilities are also impacted by expectations about future operating results and the timing of the reversal of 
temporary differences as well as possible audits of tax filings by regulatory agencies.  Changes or differences in these 
estimates or assumptions may result in changes to the current and future income tax assets and liabilities on the 
Consolidated Balance Sheet and a charge to or recovery of income tax expense. 

As at September 30, 2011, the Company had loss carry-forwards of about $25.8 million (2010 - $19.7 million), expiring 
between 2027 and 2030 and available to reduce income taxes otherwise payable in future years.  Losses subject to expiry 
represent the non-capital losses of the Company including discretionary deductions such as capital cost allowance.   

A future income tax asset of $6.5 million has been recorded as at September 30, 2011 in respect of the Company’s 
unutilized losses.  Management regularly assesses the Company’s ability to realize on loss carry-forwards based on all 
relevant information available including, among other things, historical and projected future earnings, and has concluded 
that a valuation allowance is required in accordance with IFRS.  Accordingly, the Company has recorded a valuation 
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allowance related to these loss carry-forwards of $4.1 million.  If the Company’s projected future earnings materialize to the 
extent required to permit the full realization of these loss carry-forwards, the Company would record an appropriate 
recovery of valuation allowance in the period when such a determination is made.  This would result in an increase to 
reported earnings and a decrease to the Company’s effective tax expense rate in that period. 

CHANGES IN ACCOUNTING POLICIES 

Effective January 1, 2011, the Company adopted International Financial Reporting Standards (IFRS) for financial reporting, 
and using January 1, 2010 as the transition date. The financial statements for the quarter ended June 30, 2011, including 
the corresponding comparative information, have been prepared in accordance with International Accounting Standard 
IFRS 1 "First‐time Adoption of International Financial Reporting Standards", and with International Accounting Standard IAS 
34 "Interim Financial Reporting" as issued by the International Accounting Standard Board ("IASB"). Previously, the 
Corporation prepared its interim and annual consolidated financial statements in accordance with Canadian Generally 
Accepted Accounting Principles ("GAAP"). Unless otherwise noted, fiscal 2011 comparative information has been prepared 
in accordance with IFRS. 

The adoption of IFRS has not had a significant impact on the Company’s operations, strategic decisions and cash flows. 
Further information on the IFRS impacts is provided in Note 21 to the 1st Quarter Consolidated Financial Statements 
(Transition to IFRS). 

RELATED PARTY TRANSACTIONS 

Rent was paid to companies controlled by officers, directors and members of their families in the ordinary course of 
operations and based on fair market value. 

During the quarter, the Company exited the lease and disposed of the surplus equipment related to its discontinued Trapp 
Avenue steel fabrication facility.  At the time of the transaction, one of the principals of the landlord and the purchaser was 
a director of Empire Industries Ltd. 

RISKS AND UNCERTAINTIES 

The reader should take into account the risks and uncertainties, including economic and industry factors, described in the 
December 31, 2010 Annual MD&A.  They could impact on the Company’s ability to fulfill its strategic vision and growth 
objectives. 

FORWARD LOOKING INFORMATION 

This MD&A contains certain “forward-looking statements.” All statements, other than statements of historical fact, that 
address activities, events or developments that the Company believes, expects or anticipates will or may occur in the future 
(including, without limitation, statements regarding financial and business prospects and financial outlook) are forward 
looking statements. These forward-looking statements reflect the current expectations or beliefs of the Company, based on 
information currently available to the Company. Forward-looking statements are subject to a number of risks, uncertainties 
and assumptions that may cause the actual results of the Company to differ materially from those discussed in the forward-
looking statements and, even if such actual results are realized or substantially realized, there can be no assurance that they 
will have the expected consequences to, or effects on the Company. Factors that could cause actual results or events to 
differ materially from current expectations include, among other things, changes in general economic and market 
conditions, changes to regulations affecting the Company’s activities, and uncertainties relating to the availability and costs 
of financing needed in the future. Any forward-looking statement speaks only as at the date on which it is made and, except 
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as may be required by applicable securities laws, the Company disclaims any intent or obligation to update any forward-
looking statement, whether as a result of new information, future events or results or otherwise. Although the Company 
believes that the assumptions inherent in the forward-looking statements are reasonable, forward looking statements are 
not guarantees of future performance and, accordingly, undue reliance should not be put on such statements due to the 
inherent uncertainty therein. 

OUTLOOK 

In addition to other sections of the Company’s report, this section contains forward-looking information and actual 
outcomes may differ materially from those expressed or implied therein.  For more information, see the section titled 
“Forward-Looking Information” in this MD&A. 

The Company's structural fabricated steel unit continues to experience very competitive price pressures due to industry 
capacity exceeding demand, under-absorption of too much plant capacity in Western Canada and operating cost over-runs 
on one particular job all resulting in unacceptable operating losses. The Company is undertaking several specific initiatives 
aimed at solving this problem. The Company continues to direct its focus towards the higher value added engineered 
products segment and the Company continues to reduce its investment in steel fabrication in Canada because the returns 
don’t match the risk and capital required to compete in the steel fabrication business segment. The Company’s investment 
in steel fabrication is redirecting its focus primarily on serving the oil sands maintenance market through our unique 
Aboriginal partnership in the Wood Buffalo Region and in China through our Chinese joint venture, with their low cost, high 
quality fabrication facility located there. 

With respect to the Engineered Products segment, the company's Hydrovac truck unit continues to operate at full capacity 
and has a strong backlog for 2012.  The Company’s incorporated a new Company called Dynamic Attractions and officially 
launched it at the 2011 industry trade show in Orlando. During the past three years, the Company invested heavily in 
producing a world class product line of media based attractions.  The Company expects strong demand for the innovative 
products it has created, based upon a rapidly growing market to purchase media based attractions globally.  Dynamic 
Attractions has also commenced a parts and service business for the theme park market. We expect this division to provide 
a steady and growing profit stream right from the outset. 

The Company’s unique aboriginal partnership with the Athabasca Chipewyan First Nation in Fort McMurray is called ACE 
Industrial Services. ACE provides machine shop, fabrication and erection maintenance services to Alberta’s oil sands 
producers.  Management believes that the outlook for ACE is positive in 2011 and beyond, tied to the steadily growing pace 
of outsourced maintenance services in the oil sands area of Alberta.   

Our Chinese joint venture has commenced the extensive process to eventually enable it to bring fabricated steel into 
western Canada at very attractive prices in further efforts to increase margin and improve competitiveness.  
Notwithstanding this export initiative, China is the largest construction market in the world and we expect strong demand 
for complex fabrication services that are now possible because of the support services provided by Dynamic Structures to 
the joint venture. 

The Company’s backlog continues to grow as the economy strengthens and Empire’s contract awards increase.  For 
example, backlog at December 31, 2010 of $19.5 million increased by $19.7 million to $39.2 million as of September 30, 
2011. 

The Company expects to return to profitability in 2012 largely because of its strategic transformation and realignment of its 
investments into higher value added businesses, each enjoying unique selling propositions concurrent with reducing the 
Company’s investment in domestic steel fabrication capacity. The Company will be in a position to utilize gross tax loss carry 
forwards of $25.8 million. 



 

 

 

 

 

 

3rd Quarter Consolidated Financial Statements 
For the 3 and 9 month periods ending September 30, 2011 

Unaudited 

 

 

 

 

 

 

NOTICE TO READER 

These interim consolidated financial statements have been prepared by the Management of Empire 
Industries Ltd. and have not been audited or reviewed by an external auditor. 

 

 

 



CONSOLIDATED STATEMENTS OF INCOME
(Unaudited)

Three Months Nine Months
For the periods ended September 30 2011 2010 2011 2010
(In $000's CAD, except per-share amounts)                     $                     $                     $                      $

Sales 16,499                16,506                54,690                52,529                

Direct cost of sales (12,301)              (9,293)                (40,127)              (29,479)              
4,198                  7,213                  14,563                23,050                

Indirect production costs (2,421)                (3,382)                (6,917)                (7,570)                
Indirect salaries and wages (1,240)                (1,788)                (3,837)                (5,053)                
Depreciation Expense (342)                   (391)                   (1,008)                (1,147)                
Amortization of intangible assets (38)                     (38)                     (114)                   (114)                   
Gross margin 157                     1,614                  2,687                  9,166                  

Expenses
Selling, general and administrative [note 6[a]] (2,570)                (3,094)                (7,803)                (8,824)                
Gain (loss) on sale of property, plant and equipment (1)                       1,165                  130                     1,194                  

(2,571)                (1,929)                (7,673)                (7,630)                
Operating loss (2,414)                (315)                   (4,986)                1,536                  

Finance costs [note 6[b]] (338)                   (393)                   (1,030)                (1,171)                
Share of profit (loss) from an associate 13                       51                       (88)                     455                     
Fair value changes of derivative instruments (38)                     265                     (230)                   (2,234)                
Result before income taxes from continuing operations (2,777)                (392)                   (6,334)                (1,414)                

Income tax expense
Current (24)                     (197)                   (56)                     (559)                   
Deferred —                       272                     —                       179                     

(24)                     75                       (56)                     (380)                   
Result for the period from continuing operations (2,801)                (317)                   (6,390)                (1,794)                

Result for the period from discontinued operations, after tax [Note 5] (27)                     (1,366)                (27)                     (4,192)                

Result for the period (2,828)                (1,683)                (6,417)                (5,986)                

Earnings per share - basic [note 4] (0.02)                  (0.02)                  (0.04)                  (0.07)                  
Earnings per share - diluted [note 4] (0.02)                  (0.02)                  (0.04)                  (0.07)                  

Earnings per share from continuing operations
Earnings per share - basic [note 4] (0.02)                  -                     (0.04)                  (0.02)                  
Earnings per share - diluted [note 4] (0.02)                  -                     (0.04)                  (0.02)                  

See accompanying notes



CONSOLIDATED STATEMENTS OF FINANCIAL POSITION
(Unaudited)

As at 30-Sep-11 31-Dec-10 01-Jan-10
(In $000's CAD)               $               $               $

ASSETS
Current assets

Cash and cash equivalents —                        40                       2,674                  
Accounts receivable [note 7] 15,507                17,689                16,406                
Receivable from related party —                        191                     644                     
Inventory 5,412                  5,039                  8,071                  
Prepaid expenses and other assets 658                     1,201                  1,006                  
Income taxes receivable 15                       14                       59                       
Foreign currency forward contracts —                        101                     2,233                  

Total current assets 21,592                24,275                31,093                

Non-current assets
Property, plant and equipment, net 15,298                16,458                21,532                
Intangible assets, net 57                       224                     455                     
Other long term assets 132                     146                     40                       
Investment in an associate 1,191                  1,279                  1,196                  
Advances to related party 332                     314                     291                     
Available-for-sale investments 30                       30                       105                     
Deferred tax asset 1,684                  1,684                  2,635                  

Total non-current assets 18,724                20,135                26,254                

Total assets 40,316                44,410                57,347                

LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities

Accounts payable and accrued liabilities 11,135                11,567                9,805                  
Income taxes payable 212                     167                     195                     
Bank indebtedness [note 8] 1,545                  744                     —                        
Bank operating lines [note 8] 6,391                  7,352                  13,739                
Current portion of long-term debt 1,342                  1,549                  1,634                  
Long-term debt classified as current [note 12] 5,166                  5,873                  1,529                  
Current portion of notes payable [note 9] 200                     1,070                  1,997                  
Current portion of convertible debentures [note 10] —                        60                       —                        

Total current liabilities 25,991                28,382                28,899                

Non-current liabilities
Long-term debt 700                     954                     1,738                  
Notes payable [note 9] 3,464                  3,204                  3,811                  
Convertible debentures [note 10] 465                     —                        54                       
Deferred tax liability 1,678                  1,678                  2,520                  

Total non-current liabilities 6,307                  5,836                  8,123                  

Total liabilities 32,298                34,218                37,022                

SHAREHOLDERS' EQUITY
Capital Stock [note 11] 38,659                34,720                34,720                
Equity component of convertible debentures [note 10] 95                       —                        6                         
Contributed surplus 1,962                  1,753                  1,452                  
Retained deficit (32,698)               (26,281)               (15,853)               

Total shareholders' equity 8,018                  10,192                20,325                

Total liabilities and shareholders' equity 40,316                44,410                57,347                

Commitments and contingencies [note 13]
Going concern basis of presentation [note 2]
See accompanying notes to the consolidated financial statements

On behalf of the Board of Directors:

            "Ian Macdonald"                                                 "Guy Nelson"_____  
                Director                                                                Director 



CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS' EQUITY
(Unaudited)

As at September 30, 2011

Share capital

Equity 
component of 

convertible 
debentures

Contributed 
surplus

Retained 
deficit Total equity

(In $000's CAD) $ $ $ $ $

As at December 31, 2010 34,720                 —                        1,753                   (26,281)          10,192                 
Result for the period —                        —                        —                        (6,417)            (6,417)                 
Other comprehensive loss —                        —                        —                        —                   —                        

34,720                 —                        1,753                   (32,698)          3,775                   
Conversion of subordinated debentures [note 10] —                        95                        —                        —                   95                        
Transaction costs —                        —                        —                        —                   —                        
Share capital raised [net of transaction costs of $161] 3,939                   —                        —                        —                   3,939                   
Share-based payment transactions —                        —                        209                      —                   209                      
As at September 30, 2011 38,659                 95                        1,962                   (32,698)          8,018                   

As at September 30, 2010

Share capital

Equity 
component of 

convertible 
debentures

Contributed 
surplus

Retained 
deficit Total equity

(In $000's CAD) $ $ $ $ $

As at January 1, 2010 34,720                 6                          1,452                   (15,853)          20,325                 
Result for the period —                        —                        —                        (5,986)            (5,986)                 
Other comprehensive loss —                        —                        —                        —                   —                        

34,720                 6                          1,452                   (21,839)          14,339                 
Conversion of subordinated debentures [ note 10 ] —                        (3)                        3                          —                   —                        
Transaction costs —                        —                        —                        —                   —                        
Share-based payment transactions —                        —                        289                      —                   289                      
As at September 30, 2010 34,720                 3                          1,744                   (21,839)          14,628                 

As at December 31, 2010

Share capital

Equity 
component of 

convertible 
debentures

Contributed 
surplus

Retained 
deficit Total equity

(In $000's CAD) $ $ $ $ $

As at January 1, 2010 34,720                 6                          1,452                   (15,853)          20,325                 
Result for the period —                        —                        —                        (10,428)          (10,428)               
Other comprehensive loss —                        —                        —                        —                   —                        

34,720                 6                          1,452                   (26,281)          9,897                   
Conversion of subordinated debentures [ note 10 ] —                        (6)                        6                          —                   —                        
Transaction costs —                        —                        —                        —                   —                        
Share-based payment transactions —                        —                        295                      —                   295                      
As at December 31, 2010 34,720                 —                        1,753                   (26,281)          10,192                 

See accompanying notes



CONSOLIDATED STATEMENTS OF CASH FLOWS
(Unaudited)

Three months ended September 30 Nine months ended September 30
(In $000's CAD, except per-share amounts) 2011 2010 2011 2010

                    $                      $

OPERATING ACTIVITIES
Result for the period before income taxes from continuing operations (2,777)                    (392)                       (6,334)                    (1,414)                    
Add (deduct) items not affecting cash
Depreciation and impairment of property, plant and equipment 490                        562                        1,442                     1,641                     
Amortization and impairment of intangible assets 59                          51                          167                        161                        
Gain on sale of property, plant and equipment 1                            (1,165)                    (130)                       (1,194)                    
Income from equity accounted investments (13)                         (51)                         88                          (205)                       
Non-cash component of interest expense 196                        118                        310                        165                        
Stock-based compensation 34                          190                        209                        289                        
Fair value changes on foreign currency forward contracts 39                          (265)                       231                        2,234                     
Deferred income taxes —                           (98)                         —                           (6)                           

(1,971)                    (1,050)                    (4,017)                    1,671                     

Income tax paid (24)                         455                        (56)                         —                           

Cash flow from (used in) continuing operations (1,995)                    (595)                       (4,073)                    1,671                     

Cash flow used in discontinued operations (27)                         (1,473)                    (27)                         (3,681)                    

Net change in non-cash working capital balances related to 
operations 2,578                     1,302                     1,431                     2,835                     

Cash flow from (used in) operating activities 556                        (766)                       (2,669)                    825                        

INVESTING ACTIVITIES
Acquisition of property, plant and equipment (50)                         (40)                         (282)                       (216)                       
Proceeds from sale of property, plant and equipment —                           288                        674                        1,481                     
Proceeds from the sale of intangible assets —                           1,200                     1,200                     
Increase in other long term assets 14                          62                          14                          (96)                         
Increase in advances to related party (5)                           —                           (18)                         —                           
Cash flow from (used in) investing activities (41)                         1,510                     388                        2,369                     

FINANCING ACTIVITIES
Issue of convertible debt —                           —                           560                        —                           
Issue of shares [net of transaction costs of $161] —                           —                           3,939                     —                           
Issue of long-term debt —                           6                            —                           7,506                     
Decrease in bank operating lines (798)                       1,193                     (961)                       (9,578)                    
Non-cash settlement of Note Payable —                           —                           (800)                       —                           
Repayment of long term debt (400)                       (380)                       (1,298)                    (3,531)                    
Repayment of notes payable (145)                       (145)                       
Cash flow from (used in) financing activities (1,198)                    674                        1,440                     (5,748)                    

Net increase (decrease) in cash and equivalents during the period (683)                       1,418                     (841)                       (2,554)                    
Cash and cash equivalents, beginning of period (862)                       (1,298)                    (704)                       2,674                     
Cash and cash equivalents, end of period (1,545)                    120                        (1,545)                    120                        

See accompanying notes
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1. Corporate information 
Empire designs, fabricates, manufactures, erects and sells proprietary engineered products throughout the world. Key customer sectors 
include the entertainment industry, natural resource, manufacturing, and processing industries, excavation industry, and the government 
sector. Empire also provides fabrication and installation services to industrial and infrastructure markets, primarily in western Canada. It 
also participates in the lucrative market for oil sands maintenance services.  
 
The consolidated financial statements were approved by the Board of Directors on November 25, 2011. 
 

2. Basis of presentation 
These financial statements are prepared on the historical cost basis except for derivative financial instruments and available for sale 
financial assets, which are measured at fair value. 
 
Included in these consolidated financial statements are the accounts of Empire and all of its subsidiaries; together, the Group and its 
subsidiaries are referred to as the "Group". 
 
Going concern basis of presentation 
These consolidated financial statements have been prepared by management on a going concern basis in accordance with International 
Financial Reporting Standards ["IFRS"] as issued by the International Accounting Standards Board ["IASB"].  The going concern basis of 
presentation assumes that the Group will continue in operation for the foreseeable future and will be able to realize its assets and 
discharge its liabilities and commitments in the normal course of business as they come due. If the going concern basis of accounting is 
not appropriate for these consolidated financial statements, then adjustments would be necessary in the carrying value of assets and 
liabilities, the reported revenues and expenses and the balance sheet classifications used and such adjustments could be material. 
 
The Group’s debt obligations are subject to financial covenants that are based on recognized assets and liabilities, operating results and 
the amount of the debt obligations outstanding. The Group was not in compliance with one of its financial covenants as at the reporting 
dates presented in these interim financial statements.  As a result, pursuant to IAS 1, the long-term portion of term debt subject to the 
financial covenants has been reclassified to current liabilities.  The Group continues to operate within the standard terms and conditions 
of its lending agreement. 
 
Achieving the operating projections required to comply with the entities financial covenants is dependent upon various factors, some of 
which are outside the control of the Group, including but not limited to, negative cash flow from operations, the possibility of higher 
interest rates, commodity price increases, curtailment in industrial or institutional capital spending, credit losses, access to bonding, or a 
combination of these factors.  Failure to maintain financial covenants under its credit facilities may result in default permitting the lender 
to demand payment of amounts outstanding under the lending agreement. 
 
During the nine months ended September 30, 2011 the group raised $3,939 of equity and an additional $560 in subordinated convertible 
debentures to assist the Group with meeting its current operating projections. 
 

3. Summary of significant accounting policies 
 

These interim unaudited consolidated financial statements are based on accounting principles consistent with those used and described 
in the March 31, 2011 interim unaudited consolidated financial statements which was the first applicable reporting period under IFRS.  
These interim consolidated financial statements should be read in conjunction with the March 31, 2011 unaudited consolidated financial 
statements. 
  

4. Loss per share 
For the three months ended September 30 
 

 2011  2010 

 Net loss 
for the period Shares Per 

Share  Net loss 
for the period Shares Per Share 

            
 
Basic and diluted loss per share 

from continuing operations 

 
 
$ 

 
 

(2,801) 

 
    

173,239,608 $ 

 
 

(0.02)  

 
 
$ (317) 

 
 

91,239,608 

 
 
$ - 

            
Basic and diluted loss per share 

from discontinued operations 
 
$ 

 
(27) 

 
173,239,608 $ 

 
-  

 
$ (1,366) 

 
91,239,608 

 
$ (0.02) 

            
Basic and diluted loss per share $ (2,828) 173,239,608 $ (0.02)  $ (1,683) 91,239,608 $ (0.02) 
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For the nine months ended September 30 
 2011  2010 

 Net loss 
for the period Shares Per 

Share  Net loss 
for the period Shares Per Share 

            
 
Basic and diluted loss per share 

from continuing operations 

 
 
$ 

 
 

(6,390) 

 
    

143,339,608 $ 

 
 

(0.04)  

 
 
$ (1,794) 

 
 

91,239,608 

 
 
$ (0.02) 

            
Basic and diluted loss per share 

from discontinued operations 
 
$ 

 
(27) 

 
143,339,608 $ 

 
-  

 
$ (4,192) 

 
91,239,608 

 
$ (0.05) 

            
Basic and diluted loss per share $ (6,417) 143,339,608 $ (0.04)  $ (5,986) 91,239,608 $ (0.07) 

 

Basic earnings (loss) per share are derived by dividing net the earnings (loss) for the period by the weighted average number of 
common shares outstanding for the period.  The effect of potentially dilutive securities (“in-the-money” executive stock options, “in-the-
money” warrants and convertible debentures) are excluded if they are anti-dilutive. 

5. Discontinued operations 
During 2010, the Group made the decision to cease operating its processing division in Petrofield Industries Ltd, as well it’s steel 
fabrication operation in George Third & Son Ltd. In 2010 (Trapp facility), the Group successfully terminated the lease of its remaining 
manufacturing facility directly related to the processing division and ceased operations in its steel fabrication facility.  As a result, the 
Group has reported the results for the processing division and the steel fabrication facility as discontinued operations in its consolidated 
statement of operations.  The KWH Constructors Inc. field operations included in George Third & Son Ltd is continuing with the core 
operations of the Group. 
 

 Three months ended Nine Months Ended 
Petrofield Industries Ltd. – Processing division September 30, 

2011 
September 30, 

3010 
September 30, 

2011 
September 30, 

2010 
       
Revenue $ 447 9 447  1,173 
Expenses $ (474) (927) (474)  (4,031) 
Net loss from discontinued operations before taxes $ (27) (918) (27)  (2,858) 
Income tax recovery (expense) $ - 74 -  164 
Net loss from discontinued operations, net of tax $ (27) (844) (27)  (2,694) 

 
During 2011, Petrofield continued to liquidate working capital associated with its processing division. 
 

   
 Three months ended Nine months ended 
George Third & Son – Trapp plant September  30, 

2011 
September 30, 

2010 
September 30, 

2011 
September 30, 

2010 
       
Revenue $ - 3,408 -  8,939 
Expenses $ - (4,009) -  (10,644) 
Net loss from discontinued operations before taxes $ - (601) -  (1,705) 
Income tax recovery (expense) $ - 79 -  207 
Net loss from discontinued operations, net of tax $ - (522) -  (1,498) 
       
       
Total net loss from discontinued operations, net of tax $ (27) (1,366) (27)  (4,192) 
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6. Selling, general and administrative expense and finance costs 
 
 Three months ended Nine months ended  
 September 

30, 2011 
September 

30, 2010 
September 

30, 2011 
September
 30, 2010 

 $ $ $ $ 
     
 [a] Selling, general and administrative expenses     

Salaries & wages 1,415 1,750 4,544 5,139 
Stock based compensation 34 190 209 289 
Selling costs 191 212 559 614 
Admin costs 765 756 2,007 2,239 
Depreciation 146 167 433 494 
Amortization of intangible assets 19 19 51 49 

 2,570 3,094 7,803 8,824 
     
[b] Finance costs      

Interest on overdrafts and other finance costs 95 68 284 291 
Interest on debts and borrowings 184 275 583 739 
Interest on convertible debentures 15 2 36 3 
Finance charges payable under finance lease contracts  40 48 123 138 

 338 393 1,030 1,171 
 
 

7. Accounts receivable 
The following table outlines the Group’s trade receivables, construction contract receivables, holdbacks and allowance for doubtful 
accounts: 
 

 September 30, 2011 December 31, 2010 January 1, 2010 
      
Holdbacks $ 2,046  3,360 3,839 
Current  6,470  4,845 5,950 
31 – 60 days  4,447  4,060 3,035 
61 – 90 days  1,212  1,654 827 
Greater than 90 days  1,279  817 871 
      
Billed receivables  15,454  14,736 14,522 
      
Less: Allowance for doubtful accounts  (330)  (230) (450) 
      
Costs incurred, profits and losses on all 
ongoing construction contracts 

  
32,116 

  
67,928 

 
94,355 

      
Less: progress billings  (32,069)  64,980 (92,878) 
      
Unbilled receivables (net)  47  2,948 1,477 
      
Other receivables  336  235 857 
      
Total accounts receivable, net $ 15,507  17,689 16,406 

 

Unbilled receivables includes amounts receivable for contract work completed of $3,012 (December 31, 2010 - $4,056, January 1, 2010 
- $2,767) offset by contract payments received for work not yet completed of $2,965 (December 31, 2010 – $1,108, January 1, 2010 – 
$1,290).  
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8. Bank indebtedness and bank operating lines 
 
The Company’s cash balance of $- (December 31, 2010 - $40, January 1, 2010 - $2,674) represents funds on deposit. The Company’s 
bank indebtedness balance of $1,545 (December 31, 2010 - $744, January 1, 2010 - nil) represents outstanding checks drawn on the 
bank operating line. 

At September 30, 2011, the Company had total draws on its bank operating lines of credit of $6,391 consisting of: 

(i) An overdraft facility with Canadian Western Bank (“CWBank Overdraft Facility”) in the amount of $10,000 of which $6,391 
(December 31, 2010 - $7,352, January 1, 2010 - nil) had been drawn down. Advances on the facility are payable on demand 
and bear interest at prime plus 2.75%.  The CWBank Overdraft Facility is secured by general security agreements providing a 
first security interest in all present and after-acquired property and a $25,000 demand debenture providing the bank with fixed 
and floating charges on all assets of Empire Industries Ltd. and Empire Iron Works Ltd. 

 At January 1, 2010, the Company had total draws on its operating lines of credit of $13,739 consisting of: 

(ii) A line of credit with the Royal Bank of Canada in the amount of $6,000 of which $4,916 had been drawn down.  Advances on 
the line were payable on demand and bore interest at prime plus 4.5%.  The Royal Bank line of credit, and the term facilities 
were secured by a general assignment of inventories and accounts receivable, a $6,000 debenture secured by a floating 
charge on all assets and a fixed charge on all property. On March 4, 2010 the line of credit was fully repaid with the proceeds 
of a re-financing with Canadian Western Bank and the line was cancelled. 
 

(iii) A line of credit with HSBC in the amount of $10,000 of which $8,823 had been drawn down.  Advances on the line were 
payable on demand and bore interest at prime plus 4%.  The HSBC line of credit was secured by a general security 
agreement creating a first fixed charged over any present and after acquired personal property of the borrower and a floating 
charge over all of the borrower’s present and after acquired real property.  In addition, the Company provided an indemnity 
agreement with respect to a master lease agreement.  On March 4, 2010 the line was fully repaid with the proceeds of a re-
financing with Canadian Western Bank and the line was cancelled.  

 

 
9. Notes Payable 

 September 30, 2011 December 31, 2010 January 1, 2010 
      
Vendor notes payable – Third Bros. Industries $ 1,480  2,162 2,058 
Vendor notes payable – KWH Const. Corp.  1,984  1,842 1,753 
Note payable to AMEC – DSL vendor  -  - 1,512 
Other notes payable  200  270 485 
      
  3,664  4,274 5,808 
      
Current portion of notes payable  (200)  (1,070) (1,997) 
      
  3,464  3,204 3,811 
      

The vendor notes payable to the George Third & Son Ltd. vendors were issued on August 31, 2006 as part of the consideration for the 
purchase of the shares of George Third & Son Ltd.  The principal plus accrued interest on these notes was due on April 30, 2011 and is 
secured by a general security agreement over the assets of Empire Iron Works Ltd subordinate to Canadian Western Bank.   Interest 
was compounded quarterly at a rate of 10%.   

The vendor notes payable to the KWH Constructors Corp. vendors were issued on April 30, 2007 as part of the consideration for the 
purchase of the shares of KWH Constructors Corp.  The principal plus accrued interest on these unsecured notes was due on April 30, 
2011.   Interest is compounded quarterly 10%.   

In conjunction with the re-financing, the vendor notes of $3,464 due April 30, 2011, are subordinated and postponed to the CWBank and 
cannot be repaid while the CWBank debt remains outstanding.  Accordingly, the vendor notes are classified as long-term debt. 

The note payable to AMEC was issued on April 16, 2007 as part of the consideration for the purchase of the shares of AMEC Dynamic 
Structures Ltd., subsequently known as Dynamic Structures Ltd.  The note was repaid during 2010. 

Other notes payable bear interest at a rate of 7% are secured by a general security agreement and are payable on demand and as such 
classified as current. 
 
During the nine months, $800 of notes payable to Third Bros. Industries was settled in exchange for assets previously held for sale by 
The Company. 
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10. Convertible debentures 
Convertible debentures relating to acquisition of Petrofield Industries Inc. on November 30, 2007 were settled as planned on June 1, 
2011. 

In February 2011 the Company issued convertible debentures with a face value of $660.  These convertible debentures are unsecured 
and subordinated and are convertible into Empire Industries Ltd. common shares at a conversion price of $0.10.  These convertible 
debentures are set to mature on February 14, 2016 and pay 10% interest annually. On May 31 2011, $100 of the debentures were 
retired by the company to debenture holders who elected rather to participate in the May 31, 2011 private placement (Note 11) 

The fair value of the subordinated convertible debentures at September 30, 2011 was $465.  The balance of $95 is recorded in equity. 

  
September 30, 2011 

 December 31, 
2010 

 
January 1, 2010 

       
Fair value of debentures maturing June 1, 
2011 

$ - $ 60 $ 60 

Fair value of debentures maturing on 
February 14, 2016 

 
$ 

 
465 

 
$ 

 
- 

 
$ 

 
 - 

       
Long-term portion $ 465 $ - $ 60 

 
 

11. Share capital 
 

Common shares 
 

Authorized 
The Company is permitted to issue an unlimited number of common shares without nominal or par value and an unlimited number of 
preferred shares.  The preferred shares may be issued in one or more series, and the Directors are authorized to fix the number of 
shares in each series and to determine the designation, rights, privileges, restrictions and conditions attached to the shares of each 
series. 

  
 

 
September 30, 

2011 
December 31, 

2010 
January 1, 

2010 
    
Common shares (issues and outstanding) 173,239,608 91,239,608 91,239,608 
    
Share capital – opening balance 34,720 34,720 34,720 
Issuance of common shares 3,939 - - 
 38,659 34,720 34,720 

 
 During the first quarter the company closed the private placement of 40,000,000 common shares at a price of $0.05 per share for gross 

proceeds of $2,000. Each common share purchased included one half of a common share purchase warrant.  Each full warrant entitles 
the holder to buy one common share an exercise price of $0.10 per share. 

 
 During the second quarter the company closed the private placement of 42,000,000 common shares at a price of $0.05 per share for 

gross proceeds of $2,100 with $161 of share issue costs for net proceeds of $1,939. Each common share purchased included one 
common share purchase warrant.  Each warrant entitles the holder to buy one common share an exercise price of $0.10 per share. 

 
Warrants 
During the year, warrants were issued in connection with the private placements of shares disclosed above. 40,000,000 of the issued 
shares came with half a warrant attached and the remaining 42,000,000 issued shares came with a full purchase warrant attached. Each 
full warrant allows the holder to purchase a common share of Empire for $0.10, during a period of 24 months following closing.  
 
A summary of the Company's warrants as at September 30, 2011 and December 31, 2010 and changes during the periods then ended 
follows: 
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  September 30 
2011 

  

Weighted 
Average 

Exercise Price 

December 31 
2010 

  

Weighted 
Average 

Exercise Price 
       
Balance, beginning of the period - $ - -  - 
Warrants issued 62,000,000  0.10 -  - 
Warrants expired -  - -  - 
       
Balance, end of the period 62,000,000 $ 0.10 -  - 
       
Exercisable 62,000,000 $ 0.10 - $ - 
       
Weighted remaining average life (years) 1.75   -   

 
 

12. Capital disclosure and management 
The Company’s objective when managing capital is to strive for a long-term manageable level of net funded debt to total capital.     The 
Company sets the amount of capital in proportion to risk.  The Company manages the capital structure and makes adjustments to it in 
light of changes in economic conditions and the risk characteristics of the underlying assets.  In order to maintain or adjust the capital 
structure, the Company may return capital to shareholders, issue new shares or sell redundant or non-core assets to reduce debt. 
 
Net funded debt includes bank indebtedness (net of cash), bank operating lines and non-subordinated debt and notes payable.  
Tangible net worth includes shareholders’ equity, deferred gain on sale and leaseback and subordinated debt such as subordinated 
notes payable and convertible debentures, less the value of goodwill and intangible assets. 
 
The Company’s strategy during the period, which was unchanged from the prior period, was to maintain its ability to secure access to 
financing at a reasonable cost.  There are external restrictions to capital as lending limits are based on asset availability and financing 
agreements are impacted by covenants. 

 
For the periods ended 

 
 September 

30, 2011 
 December 

31, 2010 
 January 1, 

2010 
       
Bank indebtedness (cash), net $ 1,545 $ 704 $ (2,674) 
Bank operating lines  6,391  7,352  13,739 
Current portion of long-term debt and notes payable  6,708  7,692  8,971 
Long-term debt and notes payable  700  954  1,738 
       
Net funded debt  15,344  16,702  21,774 
       
Convertible debentures  465  60  54 
Subordinated notes (Note 9)  3,464  4,004  - 
Shareholders’ equity  8,018  10,192  20,325 
Less:  intangible assets  (57)  (224)  (455) 
       
Tangible net worth  11,890  14,032  19,924 
       
Capitalization $ 27,234 $ 30,734 $ 41,698 
       
Net funded debt : Capitalization  56.3%  54.3%  52.2% 

 
The Group was not in compliance with one of its financial covenants during the periods presented in these interim unaudited 
consolidated financial statements. As a result, the long-term portion of term debt of $5,166 (December 31, 2010 - $5,873, January 1, 
2010 - $1,529) subject to the financial covenants has been reclassified as a current liability. 
 

13. Guarantees and contingencies 
 

Loan guarantees 
The Company is contingently liable under two guarantees given to third-party lenders who have provided certain financing facilities to 
affiliated companies.  As at September 30, 2011, the maximum amount of fixed guarantees provided to a third-party lender on behalf of 
an affiliated company is $312 (2010 - $460).  In addition, the Company has provided an unlimited guarantee on behalf of an equity 
investment over which the Company exercises significant influence. 

 
Director and officer indemnification 
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The Company indemnifies its directors and officers against any and all claims or losses reasonably incurred in the performance of their 
service to the Company to the extent permitted by law.  The Company has acquired and maintains liability insurance for its directors and 
officers as well as those of its wholly-owned subsidiaries and certain affiliated companies. 

 
Other indemnification provisions 
From time to time, the Company enters into agreements in the normal course of operations and in connection with business or asset 
acquisitions and dispositions.  By their nature, these agreements may provide for indemnification of counterparties.  The varying nature 
of these indemnification agreements prevents the Company from making a reasonable estimate of the maximum potential amount it 
could incur.  Historically, the Company has not made any significant payments in connection with these indemnification provisions. 

 
Other contingencies 
The Company is subject to various product liability or general claims and legal proceedings covering matters that arise in the ordinary 
course of business.  All such matters are adequately covered by insurance or by accruals, or are without merit, or of such kinds or 
amounts as would not have a material adverse effect on the financial results of the Company. 
 
 


