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INDUSTRIAL PRODUCTS General Donlee’s industrial products division, General Gear, 
maintains a reputation as a leading supplier of precision ground gears, gearbox assem-
blies, complex components and machine sub-assemblies. These products are supplied to 
major companies in fields ranging from forest products to power generation, chemi-
cals and liquids processing, construction, injection molding systems, extrusion ma-
chinery, metal fabrication, mining, marine, primary manufacturing and transportation. 

General Gear won a four-year contract in 2007 to 
supply landing gear components for the aerospace 
industry, thereby mitigating its dependence on 

industrial products; in 2009, it shipped $2.9 million in sales. This 
trend should continue for 2010. The division also offers expertise 
to reverse-engineer sample gears or complete gearboxes and 
assemblies, plus a complete overhaul service for industrial, single 
and twin-screw extruder gearboxes.

The industrial products industry encompasses a very large and di-
verse segment of the market for precision-machined components, 
and serves both small and large customers, including original 
equipment manufacturers, all with their own quality and product 
requirements. Many of the components supplied to this market are 
complex and difficult to manufacture, since they are designed to 
operate in sophisticated industrial equipment. 

While a number of prime customers in our industrial products 
markets have internal capabilities to manufacture the machined 
components they need, many are finding it less and less economi-
cal to maintain the level of internal competence necessary to 
manufacture their own components. As a result, outsourcing in 
industrial products is growing, and we believe should continue to 
grow into the future. While an increasing number of these prime 
manufacturers appear to be looking directly to offshore sourcing 
for their products rather than pursuing the traditional approach of 
buying from the local supply chain, other customers continued to 
engage General Gear in 2009 due to our expertise. 

Contracts in the industrial products industry are awarded through 
a bidding process, and generally consist of fixed price contracts 
issued to cover short lead-time delivery requirements. Lead-times 
associated with these products range from one to twelve weeks. 

General Gear continues to match its production capacity and 
capabilities to market demands – in 2009, these analyses led to 
participation in a work-sharing program with its employees to 
better match the reduced demand. Management expects the 2010 
production levels in the division to increase somewhat. The landing 
gear contract should continue at levels similar to 2009, allowing 
our industrial products division to participate in the aerospace 
industry alongside our aerospace and power generation division.

In 2010, our industrial products division will continue to focus on 
the key success factors that led to its significant role in General 
Donlee’s growth in previous years, and are expected to lead to its 
improving margins in 2010. Management continues to consider 
longer-term strategic initiatives for the division, and to discuss 
the potential for new applications with current customers. The 
Company will also continue to seek out new opportunities to lever-
age the skills of our unique and talented workforce in meeting the 
needs of new customers.

Given the continuing strength of our primary customer market – 
aerospace – and our range of unique competitive advantages, 
General Donlee will enthusiastically undertake opportunities to 
continue moving forward in 2010.
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(For the year ended December 31, 2009)

Management’s Discussion & Analysis The following is a discussion of the consoli-
dated financial statements of General Donlee Income Fund (the “Fund”) for the year 
ended December 31, 2009. It provides an overview of the results of operations, cash 
flows and the financial condition of the Fund for the year ended December 31, 2009. 
Comparisons are supplied for the year ended December 31, 2008. The information below 
should be read in conjunction with the audited consolidated financial statements for 
the year ended December 31, 2009. The consolidated financial statements have been pre-
pared in accordance with Canadian generally accepted accounting principles (“GAAP”) 
and are reported in Canadian dollars. The effective date of the MD&A is March 5, 2010.

About General Donlee
The General Donlee Income Fund (the “Fund”) holds, directly or indirectly, the shares of General Donlee Limited (“General Donlee” or 
the “Company”). General Donlee is a leading diversified manufacturer of precision-machined products for the military, commercial and 
general aerospace industries, and also is a specialist in the manufacture of precision-machined products for the industrial products and 
power generation industries.

Over the course of its forty-five year history, General Donlee’s reputation as a reliable supplier of consistently high-quality products has 
enabled it to develop strong long-term relationships with customers. The Company has also aligned itself closely with many of its original 
equipment manufacturer customers to jointly develop and manufacture products. We have a diversified revenue base, resulting from sales 
of over 275 products, to over 100 companies, in Canada, the United States, and Europe. 

Our business strategy at General Donlee has allowed us over time to capitalize on both our competitive strengths and industry trends as a 
means of enhancing our leading market position and maximizing our long-term profitable growth. The key elements of this strategy are:

Target niche markets
•	General Donlee actively seeks out markets for products that are aligned with its sophisticated manufacturing capabilities and skilled 

workforce. We believe that General Donlee’s future growth will be enhanced by its ability to leverage these resources into long-term 
contracts for complex machining programs, as these programs typically deliver solid profit margins due to the sophisticated nature of 
the products and the limited number of capable suppliers.

Expand product offerings to existing customers and grow the customer base
•	General Donlee has strong long-term relationships with its existing customers; we intend to further enhance these relationships 

through expanded product offerings. In addition, we plan to actively pursue new customers by strategically targeting new opportunities 
in Canada, the U.S. and Europe.

Increase participation in military and power generation programs
•	We continue to pursue new military programs, particularly in the U.S., and to expand our product offerings in the military retrofit 

market. General Donlee also plans to target retrofit and new high value-added power generation programs throughout Canada, the 
U.S. and Europe.

Maintain and enhance our reputation as a reliable supplier of high quality products
•	We believe that General Donlee’s reputation as a reliable supplier of high quality parts is an important factor in our continued suc-

cess. The markets we serve are highly sensitive to a supplier’s ability to meet stringent quality and delivery requirements; we will con-
tinue to ensure that our production facilities, through prudent capital expenditures and manufacturing processes, produce high quality 
products in a timely manner, keeping a focus on increased productivity.

This strategy, which has delivered growth during vigorous economic times, underpinned General Donlee’s performance in 2009, allow-
ing us to emerge profitably from a year that brought challenges to many economic sectors, including our own. Accordingly, we intend to 
continue to pursue this strategy in 2010.
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Overall Performance
Our overall sales in 2009 were $41.7 million, down by $12.0 million or 22% from the sales delivered in 2008. Sales in our aerospace 
and power generation products division reached $28.0 million, a decrease of $4.5 million, or 14%, from 2008, mainly due to lower 
commercial aerospace sales in 2009, net of the favourable lower Canadian dollar average in 2009. Our industrial products division 
produced 2009 sales of $13.7 million, a decrease of $7.5 million, or 35%, from 2008, mostly due to the slowdown in the economy.

Despite the sluggish economy, we maintained a production backlog valued at $44.9 million at the end of 2009. This backlog, which is 
largely due to the long-term nature of many of our projects, indicates continued demand for our products in the year ahead. 

The Fund has traditionally maintained a conservative payout ratio; 
given its consistent performance in the past, the Trustees elected to 
maintain the current distribution level of $0.09 per month in 2009, 
though the payout ratio exceeded the distributable cash calcula-
tion. Our Unit price closed December 31, 2009 at $6.70, for a 
total annual return to Unitholders of 16.1%, based on an annual 
distribution of $1.08.

Given the anticipated slight reduction in activity in the commercial 
aerospace sector in 2010, we expect our business in that sector to 
see a slight reduction, as well. But while the slowdown in the busi-
ness jet market continues, with the majority of business jet manu-
facturers again scheduling reduced production in 2010, General 
Donlee has not experienced any major order cancellations in the 
aerospace segment. The Canadian dollar is expected to continue 
to strengthen in 2010, which could also have a negative impact 
on the U.S. dollar (“USD”) denominated business. 

The current economic environment continues to negatively influence the sale of components by the industrial products division as busi-
nesses decide to extend the useful life of their capital equipment by refurbishing it, rather than buying new. The erosion in the capital 
equipment markets could continue if the economy does not rebound in the short-term; with an improvement in overall economic condi-
tions, however, our industrial products division could quickly see an uptick in business. 

General Donlee ends 2009 in a good working capital position, with adequate funding to support General Donlee’s ongoing operations. 
The enhancements we have made to our productivity and the current sales order backlog should position us to continue to weather the 
slowdown in our business sectors, and also allow us to respond quickly to production demands when the economy improves.

Selected Annual Information
The following table presents selected annual financial information for General Donlee1 on a consolidated basis for the years ended De-
cember 31, 2009, 2008 and 2007. Reference should be made to the notes accompanying the table.

($000, except per Unit amounts)         2009 2008 2007
Total sales 41,665 53,699 52,059                  
Net income                     6,060                     6,774 9,494                   
Net income per Unit $ 1.124                 $ 1.041           $ 1.124
Total assets 54,118 63,514               84,330               
Total bank debt 4,253                      5,345 8,807
Total debentures 42,900 43,320 45,308                 
Distributable cash2 2,839                    10,147 9,888
Cash distributions paid                                  5,819                      7,398 8,652
Distributable cash2 per Unit              $ 0.526        $ 1.559   $ 1.171
Cash distributions paid per Unit3              $ 1.080               $ 1.160 $ 1.030
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Management’s Discussion and Analysis
(For the year ended December 31, 2009)

Notes:

1. The Fund derives its earnings from its wholly-owned subsidiary, General Donlee Limited. Distributions to the Unitholders, currently made monthly, are entirely 
dependent on the cash flow of General Donlee, which is used to pay interest on the original $82.29 million principal amount of 15.82% unsecured subordinated 
promissory notes, and dividends (if applicable) to the Fund. The interest in 2009, 2008 and 2007 has been adjusted based on the Company’s ability to pay (see 
section on Tax Status of Distributions).

2. Distributable cash is not a defined term under Canadian GAAP, but is determined by the Fund as cash flow from operating activities (adjusted to remove changes 
in non-cash working capital items, derivative contracts, future taxes and employee future benefits), less repayment of long-term bank debt and less the greater 
of purchases of property, plant and equipment (not funded by debt) or any reserve for maintenance capital expenditures, for which Management included $1.25 
million for each of 2009, 2008 and 2007. We believe that this liquidity measure is a useful supplemental measure of performance, as it provides investors with an 
indication of the amount of cash available for distribution to Unitholders. However, investors are cautioned that distributable cash should not be construed as an 
alternative to using net income or the statements of cash flows as a measure of profitability. Further, the Fund’s method of calculating distributable cash may not 
be comparable to measures used by other companies or trusts.

3. Cash distributions paid in the period January 1, 2009 to December 31, 2009 were $1.080 per Unit. The distribution of $0.090 per Unit for December 2009 was 
declared January 15, 2010 and paid on January 29, 2010 to Unitholders of record January 25, 2010, and is not included in the $1.080 total. Distributions paid, 
including the December special distribution, in the period January 1, 2008 to December 31, 2008, were $1.160 per Unit. The distribution of $0.090 per Unit for 
December 2008 was declared January 15, 2009 and paid on January 30, 2009 to Unitholders of record January 27, 2009, and is not included in the $1.160 
total. Cash distributions paid in the period January 1, 2007 to December 31, 2007 were $1.030 per Unit. The distribution of $0.090 per Unit for December 2007 
was declared on January 15, 2008 and paid on January 31, 2008 to Unitholders of record on January 28, 2008 and thus is not included in the $1.030 total. 

Results of Operations
Financial Summary 

The audited consolidated financial statements of the Fund include the operations of the aerospace and power generation products division 
and the industrial products division of General Donlee, and reflect our performance in 2009. 

For the year ended December 31, 2009, General Donlee’s total sales were $41.7 million, down 22% from last year. During the year, the 
Fund had net income of $6.1 million, down $0.7 million from 2008. This reflects the negative impact of the current economic conditions 
affecting both the aerospace and power generation division and the industrial products division, net of:

•	the favourable lower Canadian dollar average in 2009,

•	favourable foreign exchange gain on the USD forward contracts, and 

•	gains on both marketable securities and repurchase of convertible debentures. 

For a summary of financial highlights for the years 2005 to 2009, please see the “Five Year Financial Highlights” on page 43.

Sales

Total sales for the year ended December 31, 2009 were $41.7 million, a decrease of 22% over 2008; this decrease reflects the negative 
impact of the current economic conditions on both divisions, net of the favourable lower Canadian dollar average in 2009.

($ millions) 2009 2008 (Decr) %
Aerospace and power generation products 28.0 32.5        (4.5) (14)    
Industrial products 13.7      21.2         (7.5) (35)     

41.7      53.7        (12.0) (22)       

Aerospace and Power Generation Products Division
Sales results for the year ended December 31, 2009 in the aerospace and power generation products division decreased 14% when com-
pared to last year. Its results can be broken down as follows: 

($ millions) 2009 2008 (Decr)/Incr %
Military aerospace 6.1 4.4        1.7  39   
Commercial aerospace 17.0 23.1 (6.1) (26)  
Industrial 0.5 0.6 (0.1) (17)   
Power generation 4.4      4.4         -      -

28.0   32.5     (4.5)      (14)  

Our decrease in sales volume in the commercial aerospace division in 2009 largely reflects lower demand by aircraft manufacturers in the 
business and regional jet markets; we expect in 2010 this business to remain at a similar level as 2009. The increase in the military sector 
resulted from a slight increase in demand in 2009, reflecting the cyclical nature of business in this sector as it is directly related to government 
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spending. The industrial business in the aerospace division and the power generation sector remained flat when compared to 2008; the power 
generation sector, like its military counterpart, is very cyclical. USD denominated sales were favourably impacted by the average lower Cana-
dian dollar in 2009.

Industrial Products Division

Sales in the industrial products division decreased in 2009 to $13.7 million, as the slowdown in the economy continued to affect its custom-
ers. Included in the total industrial sales were the landing gear aerospace sales which accounted for $2.9 million in 2009 as compared to 
$4.2 million in 2008, reflecting the slowdown in demand from the aerospace industry.

Corporate

The average value of the Canadian dollar as compared to the USD in the year ended December 31, 2009 was 7% lower in 2009, and had 
a favourable impact on 2009 sales. 

Backlog

At December 31, 2009, General Donlee’s production backlog sat at $44.9 million, a decrease from the $50.6 million backlog at the end 
of 2008. This backlog, which results primarily from the long-term nature of many of our projects, is a strong indication of the continued de-
mand for our products in the year ahead. The aerospace and power generation products division accounts for approximately 86% of the to-
tal backlog, as it tends to enter into longer-term contracts, while the industrial products division, which has a shorter product cycle, accounts 
for the balance. The industrial products division’s proportion of the total backlog at December 31, 2009 is consistent with its proportion a 
year earlier, due to the contract for aerospace landing gear components. 

Gross Profit

General Donlee’s total gross profit for the year ended December 31, 2009 was $9.9 million, a decrease of $6.6 million when compared 
to the year ended December 31, 2008. The decrease in gross profit reflects the lower sales volumes in the industrial products division, as 
well as higher production costs resulting from lower production volumes in both divisions, as the percentage of fixed costs increase with the 
decrease in the number of production hours. The rising USD also had some favourable impact on both divisions during this period. 

The gross profit margin of 23.7% for the year ended December 31, 2009 reflected a decrease of 7.0% when compared to the 30.7% 
achieved in the prior year, for the same reasons as above.

2009 2008
($ millions) Gross Profit % Margin Gross Profit % Margin
Year ended December 31 9.9         23.7% 16.5         30.7%

Selling, General and Administrative Expenses

The percentage of sales required to fund selling, general and administrative expenses was higher in 2009 than it had been in 2008, 
although the actual dollar amount of expense decreased by $0.5 million due to lower Fund expenses. For the year ended December 31, 
2009 these expenses were $3.2 million, including Fund costs of $0.6 million, which represents 7.7% of sales. In 2008, selling, general 
and administrative expenses were $3.7 million, including Fund costs of $1.1 million, which represented 6.9% of sales. The increase in the 
percentage of sales required to fund selling, general and administrative expenses in 2009 was attributed to the lower sales volume in that 
year as compared to 2008.

Interest Expense

Interest expense was $0.1 million on the bank credit facility for the year ended December 31, 2009, as compared to $0.3 million in 2008. 
The cost was lower in 2009 due to both reduced borrowing and lower borrowing costs. Interest expense on the convertible debentures was 
$3.8 million in 2009, compared to $4.1 million in 2008, and includes amortization of the issue costs. The lower costs were the result of the 
buy-backs in 2008 and 2009.

Net Realized/Unrealized Losses on Marketable Securities

The Fund has invested in marketable securities which are held for trading and are recognized in net income based on the change in their 
fair value in the period. Favourable conditions in the financial markets in 2009 created a gain in the value of these marketable securities. 
For the year ended December 31, 2009 the Fund recorded a realized loss on securities sold of $0.4 million and an unrealized gain of $0.6 
million, netting to a gain of $0.2 million for the year. At December 31, 2008 the Fund had recorded a realized loss on securities of $1.0 
million and an unrealized loss of $0.4 million, for a combined loss of $1.4 million.



 General Donlee Income Fund 10

Management’s Discussion and Analysis
(For the year ended December 31, 2009)

Foreign Exchange Loss (Gain) 

Foreign exchange gain for the year ended December 31, 2009 mainly reflects the net impact of General Donlee’s foreign exchange 
forward contracts which, when marked-to-market at December 31, 2009, compared to their respective values at December 31, 2008, 
contributed to a foreign exchange gain of $2.4 million. Foreign exchange loss for the previous year was $1.7 million. For current con-
tracts, see “Derivative Contracts” below.

General Donlee enters into foreign exchange forward contracts in an effort to minimize its exposure to fluctuations in foreign currency 
exchange rates. These derivative products are not designated as hedging instruments; therefore, the contracts are recorded on the con-
solidated balance sheet at fair value with a corresponding gain or loss recorded in income. As exchange rates fluctuate, foreign exchange 
gains and losses vary from period to period. The recent rise in the Canadian dollar created the current year gain.

Amortization Expense

($ millions)            2009 2008 Change
Property, plant and equipment (a)    1.8 1.8 -

(a) Amortization is included in cost of sales

Goodwill

At year-end December 31, 2009, the Fund performed its annual impairment test. Based on the results of step one of the annual impair-
ment test, the Company determined that there was no impairment to goodwill at December 31, 2009. As a result, the Fund was not 
required to perform step two of the impairment test.

Income Taxes

The Fund has recorded a net future income tax liability of $0.5 million as at December 31, 2009. The liability relates primarily to tempo-
rary differences associated with the derivative contracts, employee benefits and property, plant and equipment net of acquisition finance 
costs and unutilized non-capital losses. 

Income earned by the Fund that is distributed annually to Unitholders is not subject to taxation in the Fund; instead, it is taxed at the indi-
vidual Unitholder level. 

Net Income 

General Donlee’s net income for 2009 was lower than the comparable measure in 2008. As shown in the table below, net income of the 
Fund for the year ended December 31, 2009 was $6.1 million, whereas for the year ended December 31, 2008, net income was $6.8 
million. The major cause for the difference was the lower gross profit in 2009 as a result of lower sales. The lower gross profit was offset 
somewhat by lower SG&A expenses, as well as favourable gains in the value of General Donlee’s marketable securities, a recovery of 
income taxes and a gain in the USD forward contracts from the rising Canadian dollar.

($ millions) 2009 2008 Incr/(Decr) %
Aerospace and power generation products 9.8 10.5       (0.7)       (7)
Industrial products (0.4)         0.5       (0.9)     (180)
Fund (3.3)  (4.2)                 0.9 21

      6.1        6.8        (0.7)      (10)

EBITDA(1)

The table below is a reconciliation of EBITDA from operations. EBITDA for the year ended December 31, 2009 is $11.5 million, a 
decrease of $1.7 million from 2008. The decrease was created by the reduced net income, as explained above. 

($ millions) 2009 2008
Net income after tax 6.1 6.8
Income taxes   (0.3) 0.1
Amortization expense	 1.8 1.8
Interest expense	 3.9 4.4
EBITDA 11.5 13.1

(1) EBITDA is defined as earnings before interest, income taxes, depreciation and amortization.
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Quarterly Financial Information
Sales for the fourth quarter of 2009 were $8.8 million, down from $14.6 million in 2008. Net income was $1.0 million or $0.192 per 
Unit, lower than the fourth quarter of 2008. The economic downturn, and the rising value of the Canadian dollar in the last part of the 
year, impacted General Donlee’s 2009 performance. Distributable cash was $0.1 million or $0.011 per Unit, as compared to $3.4 million 
or $0.615 per Unit in the fourth quarter of 2008. Cash distributions paid to Unitholders for the fourth quarter 2009 were $1.4 million or 
$0.27 per Unit, compared to $1.9 million or $0.35 per unit for 2008 fir the comparable period of 2008. 

The tables below provide an overview of the Fund’s positive performance over the last two years.

($000, except per Unit amounts) 2009 2009 2009 2009 2009
Fourth Quarter Third Quarter Second Quarter First Quarter Total

Total sales 8,814 8,551 10,502 13,798 41,665
Net income 1,025 212 1,903 2,920 6,060
Net income per Unit - basic $ 0.192(a) $ 0.040(b) $ 0.352(c) $ 0.530(d) $ 1.124
Distributable cash1 59 (642) 868 2,554 2,839
Cash distributions 1,440 1,440 1,455 1,484 5,819

($000, except per Unit amounts) 2008 2008 2008 2008 2008
Fourth Quarter Third Quarter Second Quarter First Quarter Total

Total sales 14,569 13,450 13,298 12,382 53,699
Net income 1,703 1,380 1,860 1,831 6,774
Net income per Unit - basic $ 0.304(e) $ 0.237(f) $ 0.273(g) $ 0.234(h) $ 1.041
Distributable cash1 3,448 2,285 2,107 2,307 10,147
Cash distributions 1,950 1,548 1,792 2,108 7,398

a)	Average daily Units for the fourth quarter of 2009: 5,332,317.

b)	Average daily Units for the third quarter of 2009: 5,332,317.

c)	Purchase and cancellation of 135,600 Units in the second quarter of 2009 reduced the average daily Units to 5,398,973.

d)	Purchase and cancellation of 64,300 Units in the first quarter of 2009 reduced the average daily Units to 5,508,326.

e)	Purchase and cancellation of 158,200 Units in the fourth quarter of 2008 reduced the average daily Units to 5,606,957.

f)	 Purchase and cancellation of 946,684 Units in the third quarter of 2008 reduced the average daily Units to 5,830,392.

g)	Purchase and cancellation of 1,171,253 Units in the second quarter of 2008 reduced the average daily Units to 6,817,294.

h)	Average daily Units for the first quarter of 2008: 7,808,354.

1. See “Distributable Cash and Distributions” section below.

General Donlee’s business operations, especially in the aerospace and power generation products division, are cyclical as Power Gen-
eration spending is directly related to government approvals. As a result, operating results can reflect variations caused by a number of 
factors, the most significant of which are economic conditions, aerospace and business capital spending levels, the level of the Canadian 
dollar versus foreign currencies, reliance on customers’ orders and the time required to manufacture and ship to the customer. The aero-
space and power generation products division has long production cycles, and the industrial division has mostly short production cycles. 
The Company’s products are produced to customer requirements, and sales revenue is recognized only when products are completed and 
shipped. Accordingly, fluctuations in customer demand and the timing of shipments contribute to variability in the Company’s sales.

Derivative Contracts

General Donlee has entered into foreign exchange forward contracts in an effort to reduce exposure to currency rate fluctuations. As at De-
cember 31, 2009, the Company has foreign exchange forward contracts outstanding to sell $6.3 million USD (2008 - $10.8 million USD) 
and to buy Canadian dollars at an average exchange rate of CAD $1.2028 (2008 - $1.0520) per U.S. dollar. These contracts mature from 
January 4, 2010 to December 31, 2010.

Balance Sheet 

The Fund’s working capital at December 31, 2009 is $17.9 million, down from $19.9 million at December 31, 2008, due to the Fund’s 
use of cash to buy back 199,900 Units through a normal course issuer bid as a means of enhancing Unitholder value. The Fund also 
repurchased $1,060,000 of its 7% convertible debentures under a normal course issuer bid. The continuing strength of the Fund’s working 
capital is due in part to the cash proceeds from the convertible debenture completed in June 2007.
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Management’s Discussion and Analysis
(For the year ended December 31, 2009)

Balance Sheet (CONT’D)

The current ratio at December 31, 2009 was 4.5:1, up from 2.8:1 at December 31, 2008. The increase in the ratio is primarily caused 
by the reduction in accounts payable and accrued liabilities and the change in the derivative contracts to an asset in 2009. The long-term 
debt/total capital equity ratio was 0.94:1 at December 31, 2009, up slightly from 0.91:1 at December 31, 2008, as a result of the sub-
stantial issuer bids, which reduced the number of Units outstanding. The long-term debt for December 31, 2009 includes the $3.7 million 
equipment loan and the convertible debentures of $42.9 million.

General Donlee’s balance sheet gives us the latitude to meet capital equipment needs that may be required to satisfy production demands.

7% Convertible Debentures

As of December 31, 2009, the aggregate principal amount of the 2014 convertible debentures issued and outstanding was $46.2 million. 
These debentures are listed for trading on the Toronto Stock Exchange (“TSX”) under the symbol GDI.DB. 

Units Outstanding

On December 31, 2009, the number of Units outstanding was 5,332,317. There have been no options granted on the Fund’s Units. The 
Units are listed for trading on the TSX under the symbol GDI.UN. 

Liquidity

General Donlee’s cash flow is required to fund maintenance capital expenditures and distributions to Unitholders of the Fund, and to pur-
chase Units of the Fund, third-party bank interest and debenture interest, as well as other ongoing operational requirements. We believe 
there is more than adequate working capital to support the Company’s ongoing current operations. The Fund has $0.6 million in cash, 
the long-term debt/total capital equity ratio is low, and the Company has an available revolving operating credit facility of $7.5 million, 
of which $0.5 million was drawn at December 31, 2009. General Donlee can use the remaining $7.0 million to facilitate any working 
capital demands that may result from the business levels it is currently experiencing. The Fund’s current relationship with its bank would 
allow it to seek additional credit should the need arise for increased working capital or the purchase of capital equipment. The Fund does 
not own non-bank asset-backed securities.

Cash Flows From Operating Activities

Cash provided by operating activities in the year ended December 31, 2009 was $9.8 million. This was comprised of cash flows from 
operations of $5.1 million and non-cash working capital items of $4.7 million, reflecting:

•	decreases in work-in-process inventory, accounts receivable and prepaid expenses, 

•	an increase in customer deposits and recoverable income taxes, partially offset by 

•	lower accounts payable. 

The decrease in work-in-process inventory reflects the lower investment in material, labour and overhead which resulted from lower 
production levels in both divisions. Decreased accounts receivable reflects the decreased level of sales. Lower accounts payable reflects the 
reduced liability to vendors for raw materials, while the increase in customer deposits reflects a progress payment which had been received 
from a customer. The decrease in prepaid expenses is the result of a reduction in our prepaid insurance.

For the year ended December 31, 2008, cash provided by operating activities was $8.5 million. This was comprised of cash flows from 
operations of $11.9 million, while non-cash working capital items required $3.4 million, reflecting:

•	increases in work-in-process inventory, accounts receivable, and prepaid expenses, partially offset by; 

•	higher accounts payable and accrued liabilities, and 

•	decreased customer deposits. 

The increase in work-in-process inventory included the investment in material, labour and overhead to satisfy production levels in both di-
visions. Increased accounts receivable reflected the increased sales level. Higher accounts payable were caused by the recording of vendor 
invoices for the additional raw materials, while the decrease in customer deposits reflected the completion and shipment of an order for 
which a progress payment had been received. 
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Distributable Cash1 and Distributions
Distributable Cash1   

For the year ended December 31, 2009, distributable cash1 was $2.8 million or $0.526 per Unit, as compared to the year ended 
December 31, 2008, when distributable cash1 was $10.1 million or $1.559 per Unit.

The decrease in the per Unit value of distributable cash1 in 2009 reflects the reduced operating activities caused by the economic 
slowdown currently being experienced by the business.

The following table shows the calculation of distributable cash1.

 ($000, except per Unit amounts) 2009 2008
Cash provided by operating activities $ 9,757 $ 8,538              
Adjust for net changes in non-cash working capital balances related to operations (4,696) 3,425

Cash provided by operating activities before changes in non-cash working  
  capital balances 5,061  11,963  

Repayment of long-term debt (972) (566)
Reserve for maintenance capital expenditures     (1,250) (1,250)
Distributable cash1 $ 2,839 $ 10,147

Cash distributions paid to Unitholders $ 5,819        $ 7,398        

Net income per Unit $ 1.124 $ 1.041

Distributable cash1 per Unit $ 0.526 $ 1.559

Cash distributions paid per Unit $ 1.080 $ 1.160

Payout ratio2 205% 74%

1.	Distributable cash is not a defined term under Canadian GAAP, but is determined by the Fund as cash flow from operating activities (adjusted to remove changes 
in non-cash working capital items), less repayment of long-term bank debt and less the reserve for maintenance capital expenditures, for which Management in-
cluded $1.25 million for each of 2009 and 2008. We believe that this liquidity measure is a useful supplemental measure of performance, as it provides investors 
with an indication of the amount of cash available for distribution to Unitholders. However, investors are cautioned that distributable cash should not be construed 
as an alternative to using net income or the statements of cash flows as a measure of profitability. Further, the Fund’s method of calculating distributable cash may 
not be comparable to measures used by other companies or trusts.

2.	Payout ratio is not a defined term under Canadian GAAP, but is determined as actual distributions divided by distributable cash. The Fund’s method of calculating 
its payout ratio may not be comparable to measures used by other companies or trusts.
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Cash Distributions (CONT’D)

For the year ended December 31, 2009, cash distributions paid to Unitholders were $5.8 million or $1.080 per Unit. The $0.5 million 
distribution for the month of December 2009 was paid January 29, 2010, and is not included in the cash distributions figure for 2009.

For the year ended December 31, 2008, cash distributions amounted to $7.4 million, or $1.160 per Unit. 

Details of the cash distributions paid for the 12 months ended December 31, 2009 are:

Period Record Date Payment Date Per Unit Total
($000s)

December (08)  January 27 January 30 $ 0.090                $ 497
January (09) February 24 February 27 0.090                494
February March 26 March 31 0.090                493
First quarter sub-total $ 0.270                $ 1,484

March	 April 27 April 30 $ 0.090                $ 488
April May 26 May 29 0.090                487
May  June 25 June 30 0.090                480
Second quarter sub-total $ 0.270                $ 1,455

June July 28 July 31 $ 0.090                $ 480
July	 August 26 August 31 0.090                 480
August September 25 September 30 0.090                480
Third quarter sub-total	 $ 0.270                $ 1,440

September October 27 October 30 $ 0.090                $ 480
October November 25 November 30 0.090                480
November December 22 December 31 0.090                480
Fourth quarter subtotal $ 0.270                $ 1,440

Year-to-date total $ 1.080 $ 5,819

Monthly distributions are usually paid on or about the last business day of the month for the prior month, with a record date typically three 
business days earlier. The Company’s credit facilities have not been, and are not intended to be, used to make distributions.

Tax Status of Cash Distributions 

The Fund is the sole registered holder of $82.29 million of notes, issued by the Company, bearing interest at 15.82% per annum ($13.0 
million annually). The interest earned on the notes is currently the only material source of income to the Fund. Since General Donlee’s 
profitability has been lower than anticipated since the initial public offering in 2002 (impacted by, among other things, the stronger Cana-
dian dollar), the Fund has, during the year 2009, provided a waiver related to the $3.3 million of unpaid interest (2008 - $2.0 million). 

In 2009, the Fund paid distributions of $1.080 per Unit. In 2009, 100% of distributions paid are classed as taxable income. 

Outlook for Future Distributions

On a monthly basis, Management and the Trustees review the performance of the operating company, the outlook for the industry, and 
current economic conditions, among other things, before setting and declaring the monthly level of distribution for the prior month. 
Management and the Trustees of the Fund recognize the negative impact continued economic pressures in the industry have had on 
General Donlee’s recent financial results; as related to distributions, they are particularly aware that the Fund’s payout ratio in 2009 was 
significantly higher than target. Recognizing that the Fund has traditionally maintained a conservative payout ratio, Management and the 
Trustees decided not to reduce the distribution level in 2009 – but will continually monitor the Fund’s results and their potential impact on 
future distributions to Unitholders. 
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Capital Resources
Credit Facilities

At December 31, 2009, there was $0.5 million outstanding against General Donlee’s $7.5 million operating credit facility; our $3.7 mil-
lion lease facility has a 5-year amortization which began June 30, 2008. 

General Donlee has two key financial loan covenants governing its credit facilities: a fixed charge coverage covenant and a senior debt 
covenant. At December 31, 2009, the Company was in compliance with these key financial loan covenants. Details of the Company’s 
credit facility may be viewed at www.sedar.com.

Contractual Obligations

($000) Payment Due by Period
Total Less than 1 Year 1-3 Years 4-5 Years Over 5 Years

Obligations under operating lease 66 25 41 0 0
Equipment lease facility 3,733 1,057 2,202 474 0
Total contractual obligations 3,799 1,082 2,243 474 0

The non-amortizing equipment lease facility bears interest at prime plus one half of one per cent (prime +1/2%).

Additions to Property, Plant and Equipment

General Donlee incurs capital expenditures primarily for two purposes: to maintain its current facilities, and to provide for increased 
profitability by expanding its production capabilities. The amount of required maintenance capital and the timing of purchases vary; the 
Company spent $0.8 million on capital expenditures during 2009. The major item on which the Company took delivery during the year 
was a used gear checker. 

Over the last 10 years, General Donlee has spent an average of approximately $1.9 million per year on both maintenance and growth ini-
tiatives. In 2010, we anticipate that we may have to invest approximately $3.0 million to replace aging equipment, so that we can continue 
to meet our customers’ needs. This investment, if required, will likely be funded by a combination of cash from operations and bank debt.

Employee Future Benefits

The asset relating to employee future benefits represents the unamortized net actuarial loss as determined by the actuarial review com-
pleted as at December 31, 2006. The actuarial valuation at December 31, 2006 highlighted an ongoing surplus of $1.1 million and a 
solvency deficiency of $1.3 million. 

The Company made special payments of $0.1 million in 2009 to finalize the funding of the $1.3 million solvency deficiency, as well as 
make the regular annual contributions of approximately $0.4 million. 

Another actuarial review is required as of December 31, 2009; results of this valuation are expected in the second quarter of 2010. 

For the year ended December 31, 2008, General Donlee contributed $1.0 million to the pension fund, including $0.6 million to partially 
fund the deficiency and $0.4 million for the regular contributions. 

Off-Balance Sheet Arrangements

General Donlee’s employee pension plan constitutes the Fund’s only off-balance sheet arrangement. 

Transactions with Related Parties

A loan in the amount of $0.1 million that was previously extended by the Fund to an employee in 2008 was repaid in full in 2009. There 
have been no other related party transactions during 2009.

Proposed Transactions

From time to time, the Fund explores potential strategic opportunities and transactions. These opportunities and transactions may include stra-
tegic joint venture relationships, significant debt or equity investments in the Fund or the Company by third parties, the acquisition or disposi-
tion of material assets, the development of new products, the sale of the Fund or the Company, and other similar opportunities or transac-
tions. Such activities or transactions may have a significant effect on the price or value of the Fund’s securities. The Fund’s general policy is to 
not publicly disclose the pursuit of a potential strategic opportunity or transaction until a binding definitive agreement has been signed. There 
can be no assurance that investors who buy or sell securities of the Fund are doing so at a time when the Fund is not pursuing a particular 
strategic opportunity or transaction that, if completed, would have a significant effect on the price or value of the Fund’s securities.

The Fund is not in any discussions with any other third party at this time.



 General Donlee Income Fund 16

Management’s Discussion and Analysis
(For the year ended December 31, 2009)

Convertible Debentures

On June 20, 2007, the Fund issued $50.0 million of convertible unsecured subordinated debentures due December 31, 2014, with a 
coupon rate of 7% per annum payable semi-annually on June 30 and December 31, commencing on December 31, 2007. The Fund 
employed the proceeds from the offering to repurchase Units and debentures of the Fund, to repay existing senior bank debt, and for gen-
eral corporate purposes including expansionary capital expenditures. The debentures were issued on June 20, 2007, at which time the fair 
value of the Fund’s obligation to make future payments of principal and interest was $47.5 million, using an estimated 8% discount rate 
for the liability element; the fair value of the holders’ conversion option was $2.5 million. The conversion option is recorded in Unitholders’ 
equity. Debt issue costs were $2.4 million, and will be amortized as interest expense over the term of the debentures.

The Fund may not redeem the debentures prior to June 30, 2010. On or after June 30, 2010, but prior to June 30, 2011, the deben-
tures are redeemable, in whole at any time or in part from time to time, at the option of the Fund on at least 30 days’ prior notice, at a 
price equal to the principal amount thereof, plus accrued and unpaid interest, provided that the current market price preceding the date 
upon which notice of redemption is given is at least 125% of the conversion price of $13.10 per Unit. After June 30, 2011, but prior to 
the maturity date of June 30, 2014, the debentures are redeemable without stipulation. The term “current market price” is defined in the 
indenture to mean the weighted average trading price of the Units on the Toronto Stock Exchange for the twenty (20) consecutive days 
ending on the fifth (5th) trading day preceding the date of notice of redemption or maturity.

On redemption or at maturity on June 30, 2014, the Fund has the option to repay the debentures in either cash or equivalent Units of 
the Fund. The number of Units to be issued will be determined by dividing the principal amount of the debentures by 95% of the current 
market price of the Units.

Based on certain conditions, the debentures are convertible, at the holders’ discretion, at $13.10 per Unit at any time from the date of 
issue to the close of business on the day prior to the maturity date, June 30, 2014. 

The Fund also has the right at any time to purchase debentures in the market, by tender or by private contract, subject to regulatory 
requirements. However, if an event of default has occurred and is continuing, the Fund or any of its affiliates will not have the right to 
purchase the debentures by private contract.

Normal Course Issuer Bids

General Donlee believes that issuer bids can be in the best interests of the Fund and its Unitholders, as they provide an effective use of 
capital given General Donlee’s business and current market valuation, while retaining sufficient working capital to pursue the Fund’s 
growth initiatives. Such purchases increase the proportionate interest of, and may be advantageous to, all remaining Unitholders.

In August 2008, the Fund announced that it had requested of and received from the TSX approval to purchase for cancellation, through 
the facilities of the TSX, a portion of its outstanding Units as a means of enhancing Unitholder value. Under the resulting normal course 
issuer bid, the Fund is permitted to repurchase up to 407,913 Units, representing 10% of the public float of 4,079,126 Units outstanding 
as of August 19, 2008. During the period ended August 19, 2009, the Fund repurchased 199,900 Units at an average cost of $6.03 per 
Unit, for a total cost of $1.2 million. In total under the issuer bid which has now expired, the Fund acquired 358,100 Units at an average 
cost of $5.96 per Unit, for a total cost of $2.1 million.

In January 2009, the Fund announced that it had requested of and received from the TSX approval to purchase for cancellation, 
through the facilities of the TSX, a portion of its convertible unsecured subordinated debentures due 2014. Under the resulting normal 
course issuer bid, the Fund intends to repurchase up to $4.7 million in aggregate principal of its 2014 debentures, representing 10% of 
the public float of $47.0 million in aggregate principal amount of the 2014 convertible debentures that were issued and outstanding. 
During the year ended December 31, 2009, the Fund repurchased $1,060,000 in aggregate principal of its 2014 debentures, for a 
total cost of $0.8 million.

In August 2009, the Fund announced that it had requested of and received from the TSX approval to purchase for cancellation, through 
the facilities of the TSX, a portion of its outstanding Units as a means of enhancing Unitholder value. Under the resulting normal course 
issuer bid, the Fund is permitted to repurchase up to 365,277 Units, representing 10% of the public float of 3,652,765 Units outstanding 
as of August 20, 2009. During the year ended December 31, 2009, the Fund made no repurchases under this normal course issuer bid.

Subsequent Events
There were no Subsequent Events.
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Critical Accounting Assumptions
In preparing financial statements in conformity with Canadian GAAP, Management must make estimates and assumptions that affect the 
reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements, and the 
reported amounts of revenues and expenses during the period. Actual results could differ from those estimates. The major items incorpo-
rating estimates or assumptions by Management are discussed below.

Valuation of Work-in-Process Inventories

Work-in-process is valued on a weighted average cost basis, which involves determining the total labour hours required to arrive at the 
last operation completed. The labour hours are then multiplied by the Company labour and overhead rates to arrive at a dollar cost. All 
purchases of raw material and outside process costs, which have been incurred to reach this stage of completion, are also added to the 
value of the labour and overhead to arrive at the work-in-process inventory value.

Provision for Slow Moving, Scrap or Obsolete Inventories

A review of all inventories on hand is completed annually to identify all parts which may not be categorized as saleable in the im-
mediate future, as a result of being surplus or defective. A realizable value is then determined for the parts, and a provision is taken 
against inventories.

Amortization of Property, Plant and Equipment

Amortization is calculated on a straight-line basis over the estimated useful lives of the assets. General Donlee uses a 10-year life for build-
ings, a 10-year life for production equipment, a 5-year life for office furniture and equipment and a 3-year life for computer equipment.

Amount of Pension Costs Charged to Income

The cost of pension benefits earned by employees is actuarially determined using the projected benefit method pro-rated on service, in 
accordance with the recommendations of the Canadian Institute of Chartered Accountants (“CICA”) and Management’s best estimate of 
expected plan investment performance, salary escalation and retirement ages of employees. For the purposes of calculating the expected 
return on plan assets, those assets are valued at fair value. Past service costs from plan amendments are amortized on a straight-line basis 
over the average remaining service period of employees active at the date of amendment. The excess of the net actuarial gain (loss) over 
10% of the greater of the accrued benefit obligation and the fair value of the plan assets is amortized over the average remaining service 
period of active employees.

Impairment of Intangible and Goodwill Assets

Goodwill is not amortized and is tested annually, or more frequently if required, for impairment in value. To perform this annual impair-
ment test, the Fund estimates the fair value of the divisions using a combination of the present value of future cash flows approach, the 
multiple of income approach and the market capitalization approach.

New Accounting Pronouncements
On January 1, 2009, the Fund adopted CICA Handbook Section 3064, Goodwill and Intangible Assets, which establishes revised 
standards for the recognition, measurement, presentation and disclosure of intangible assets. CICA Handbook Section 1000, Financial 
Statement Concepts, was also amended to provide consistency with this new standard. The adoption of this standard had no impact on 
the Fund’s financial statements.

The Fund adopted the CICA Emerging Issues Committee Abstract 173 (“EIC -173”), Credit Risk and the Fair Value of Financial Assets and 
Financial Liabilities. EIC -173 provides guidance on how to take into account credit risk of an entity and counterparty when determining 
the fair value of financial assets and financial liabilities, including derivative instruments. The adoption of this EIC had no impact on the 
Fund’s financial statements.

In June 2009, the CICA issued amendments to Handbook Section 3862, Financial Instruments — Disclosures, to include additional disclo-
sure requirements with respect to fair value measurement for financial instruments and liquidity risk associated with financial instruments. 
These amendments resulted in enhanced disclosures regarding the fair value measurement of foreign exchange forward contracts and 
marketable securities. The adoption of these amendments had no effect on the Fund’s financial position, operations or cash flows. 

Future Accounting Changes

In January 2009, the CICA issued Section 1582, Business Combinations, which replaces former guidance on business combinations. This 
standard establishes principles and requirements of the acquisition method for business combinations and related disclosures, and ap-
plies prospectively to business combinations for which the acquisition date is on or after the beginning of the first annual reporting period 
beginning on or after January 2011, with earlier adoption permitted.
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Future Accounting Changes (cont’d)

In January 2009, the CICA issued Section 1601, Consolidated Financial Statements, and 1602, Non-controlling Interests, which replace 
existing guidance. Section 1602 provides guidance on accounting for a non-controlling interest in a subsidiary in consolidated financial 
statements subsequent to a business combination. These standards are effective on or after the beginning of the first annual reporting 
period on or after January 2011, with earlier adoption permitted. 

The Fund is assessing the impact of these standards on its financial reporting.

International Financial Reporting Standards (“IFRS”)
The Canadian Accounting Standards Board has confirmed that use of International Financial Reporting Standards (“IFRS”) will be required 
in 2011 for publicly-accountable profit-oriented enterprises. IFRS will replace Canada’s current GAAP for these enterprises. These new 
standards will be effective for the Fund on January 1, 2011 and the Fund has selected this date for the adoption of IFRS. The Fund expects 
that the transition to IFRS will impact its accounting and financial policies, processes and systems. The Fund began its high-level IFRS 
impact study to convert its financial statements to IFRS in fiscal 2008. The CFO of the Fund led the IFRS transition team consisting of vari-
ous members of the finance and operations departments. The IFRS transition team will report directly to the Audit Committee on a more 
frequent basis commencing in fiscal 2010.

The Fund’s IFRS implementation project consists of three phases. The objective of the first phase, which the Fund completed in fiscal 2009, was 
to prepare an IFRS conversion plan based on a gap assessment between the current state and the required future state. It included the following:

•	Completion of a diagnostic assessment, showing the differences between the Fund’s current accounting policies under Canadian 
GAAP and IFRS;

•	Identification of the impact of IFRS on other business functions of the Fund; and

•	Preparation of the project plan.	

The Fund has conducted training sessions and will continue additional education and training on IRFS throughout the project as 
required.

During its initial planning and analysis process, the Fund identified potential significant differences between IFRS and GAAP in the 
following areas:

•	First-time adoption of IFRS

•	Employee benefits

•	Property, plant and equipment

•	Impairment

•	Financial presentation and disclosure.

The second phase of the Fund’s IFRS implementation project, which began in fiscal 2009, is expected to be completed as planned in 2010 
and will result in the comprehensive conversion of the Fund to IFRS and completion of IFRS financial statements. During the second phase, 
General Donlee will:

•	Make policy and disclosure choices required under IFRS

•	Design and implement business and accounting processes that facilitate the collection of data required under IFRS in a timely and 
accurate manner

•	Design and implement internal controls required by the new business and accounting processes

•	Design and implement new financial reports and tax calculations. 

Under IFRS the presentation and disclosure requirements are more robust, and therefore the Fund has continued to assess these require-
ments during the second phase of the implementation project. At this time, the Fund does not believe any significant changes are required 
to the financial systems. The Fund has noted that the adoption of IFRS may affect the non-GAAP measures used to evaluate performance, 
including EBITDA(1), distributable cash, and payout ratio. In addition, the conversion to IFRS is not expected to significantly impact the 
Fund’s debt covenants, nor compensation arrangements. 
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The last phase of the Fund’s IFRS implementation project begins with the adoption of IFRS on January 1, 2011. All new processes, controls 
and reports will be implemented and monitored to ensure that they are effective and sustainable.

Business risks and uncertainties 
Sales 

The Company is dependent on the military, commercial and general aerospace industries. Although new military business remains relatively 
flat, economic conditions within the commercial airline industry have improved significantly. Any downturn in the wide-body aircraft market 
has little effect on General Donlee, as the Company manufactures most of its aerospace components for the business and regional jet and 
narrow-body commercial aircraft and military markets. In most instances, these sales are supported by long-term contracts with a history of 
very few cancellations. The most serious competition comes from the in-house capabilities of General Donlee’s aerospace customers.

The Company is also dependent on industrial manufacturers. A business slowdown could adversely affect General Donlee’s sales to indus-
trial producers. Deterioration in the condition of these customers or the loss of business to in-house manufacturing or to foreign competition 
could affect the Company’s future sales volumes.

Key Customers

Although General Donlee has a reasonably diversified customer base and strong, stable relationships, the loss of a large customer could 
have an adverse effect on the Company. For the year ended December 31, 2009, 83% of the Company’s sales were to 10 of its custom-
ers. One customer from the aerospace and power generation products division represented 26% of total Company sales and one from the 
industrial products division accounted for 12% of total Company sales. In the year ended December 31, 2008, a similar pattern existed, 
with 82% of total sales made to 10 of its customers. In 2008, one customer from the aerospace and power generation products division 
represented 16% of total Company sales and one from the industrial products division accounted for 18% of total Company sales. Termi-
nation or reduction by one or both of these customers of their relationship or volume of business with the Company could have a material 
adverse effect upon its results.  

Raw Material Costs

General Donlee’s business exposes it to potential unrecoverable raw material costs in certain instances. Although some long-term contracts 
allow for materials cost escalation, not all do. In most cases, the raw materials that the Company uses are not available on futures or for-
wards markets. General Donlee attempts to commit with its suppliers to lock in forward pricing on significant items where possible. 

Product Liability

The Company’s businesses expose it to potential product liability risks that are inherent in the development, manufacture and sale of aero-
space, industrial and power generation products. Although General Donlee maintains what Management believes to be suitable product 
liability insurance, there can be no assurance that it will be able to maintain such insurance on acceptable terms or that any such insurance 
will provide adequate protection against potential liabilities. Insufficient insurance coverage in the event of a significant claim could have a 
material adverse effect on the Company’s business, financial condition and results of operations.

Environmental Compliance

General Donlee’s manufacturing facilities underwent a Phase II environmental site assessment in 1999 in which it was determined that the 
Company met the Ontario Ministry of the Environment’s industrial/commercial quality guideline criteria. In 2006, both manufacturing facili-
ties underwent a Phase I environmental site assessment update, which proved to be satisfactory. Management believes that the Company is 
currently in compliance with applicable environmental laws in all material respects.

Bank Financing

General Donlee’s operations are dependent on adequate bank financing. General Donlee’s ability to make repayments of the princi-
pal or interest on, or to refinance, its indebtedness will depend on its future operating performance and cash flow, which are subject to 
prevailing economic conditions, prevailing interest rate levels, and financial, competitive, business and other factors, many of which are 
beyond its control. 

The Company’s credit facility contains two financial covenants that limit General Donlee’s discretion with respect to certain business matters. 
These covenants include a fixed charge covenant, a senior debt covenant and an annual cash distributions covenant. A failure to comply 
with the obligations in the Company’s credit facility could result in an event of default, which could permit acceleration of the relevant 
indebtedness. These covenants place restrictions on, among other things, the Company’s ability to incur additional indebtedness, to pay 
interest to the Fund, to declare and pay distributions, to create liens or other encumbrances, to make payments, investments, loans and 
guarantees, and to sell or otherwise dispose of assets and merge or consolidate with another entity. A copy of the Company’s credit ar-
rangement, and amendments thereto, can be viewed on the Internet at www.sedar.com.
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Foreign Exchange

For the year ended December 31, 2009, approximately 56% of General Donlee’s sales revenue was denominated in U.S. dollars. Man-
agement estimates that a one cent increase in the value of the Canadian dollar, resulting in a weaker U.S. dollar against the Canadian 
dollar, would impact gross profit negatively by approximately $0.1 million per annum. Varying amounts of raw material and service pur-
chases are denominated in U.S. dollars, providing some natural offset in our U.S. dollar exposure. General Donlee also seeks to reduce its 
U.S. dollar exchange exposure by entering into foreign exchange forward contracts. 

Reliance on Key Personnel and Skilled Workforce

General Donlee’s operation is dependent on the abilities, experience and efforts of its Management and highly skilled workforce. While 
General Donlee has entered into employment agreements with certain members of its Management, the business prospects of the Com-
pany could be adversely affected if any of these people were unable or unwilling to continue their employment with General Donlee.

Changes to Income Tax Treatment of Income Trust

On October 31, 2006, the Department of Finance (Canada) announced tax proposals pertaining to the taxation of income distributed by 
publicly-listed income trusts and the tax treatment of trust distributions to their Unitholders. Currently, the Fund does not pay tax on income 
it distributes to its Unitholders. Once enacted, the Department of Finance’s proposals will apply to the Fund effective January 1, 2011, and 
will result in Fund income being subject to a tax at the trust level.

The trust legislation introduced on October 31, 2006 was substantively enacted into law on June 12, 2007, at which time the Fund 
gave accounting recognition to these new tax rules. While the Fund will not be liable for current taxes until January 1, 2011, it must 
give recognition in the financial statements to future income taxes arising from those temporary tax differences expected to reverse 
after January 1, 2011, at the expected tax rates applicable to the Fund. 

Intention to Convert to a Corporation 
The Fund announced today its intention to convert the Fund from an income trust to a publicly listed corporation. The Board of Trustees of 
the Fund has approved a process for the conversion by way of a statutory plan of arrangement under the Canada Business Corporations 
Act. The conversion is subject to completion of the detailed conversion plan and related agreements and is subject to various conditions, 
including the receipt of required consents and approvals, including approval from the Exchange and Unitholders of the Fund. It is antici-
pated that Unitholders will be asked to consider and approve the conversion and other related matters at the annual and special meet-
ing of the Unitholders of the Fund which is expected to be held in June 2010. The conversion is currently expected to be completed on or 
about December 31, 2010. 

The proposed conversion relates to the Canadian federal government’s plan to impose a tax at the trust level on distributions of certain 
income from publicly traded mutual fund trusts, such as the Fund, at rates of tax comparable to the combined federal and provincial 
corporate tax rate, and to treat such distributions as dividends to Unitholders. Following the announcement of this plan by the Minister of 
Finance on October 31, 2006, Management of the Fund reviewed with legal and accounting experts the potential impact of the proposed 
tax changes to the Fund and concluded that it is in the best interests of the Fund and its Unitholders to convert the Fund to a corporation. 

Further information on the conversion will be made available once the detailed plan has been completed and approved by the Board of 
Trustees of the Fund.

Outlook
Despite the economic realities that played out in 2009, General Donlee’s outlook for the year ahead remains, on the whole, positive. Our 
operational efficiency and production volume, although down somewhat from 2008, remain steady – and our sales order backlog, a 
direct indicator of the ongoing demand for our products, remains strong. The Company’s diverse platform of products and customer base 
continue to help mitigate significant decreases in the aerospace industry, which is expected to again decline slightly in the coming year. 

The strategies that have consistently underpinned General Donlee’s business – through markets both vigorous and lean – remain solid, 
and Management is committed to upholding them in the year ahead. At their foundation is the flexibility to respond to changing market 
conditions, and, as it did in 2009, General Donlee will make any ongoing adjustments required in 2010 to ensure its operations continue 
to be appropriate for demand. The Fund has undertaken a search for a new President and Chief Executive Officer to replace Thomas 
Faucette, who retired January 29, 2010.

General Donlee has built a solid reputation in its industry for excellence and performance – and has done so on the strength of its com-
mitment to delivering value for its customers and its Unitholders, in both the near and long terms. We look forward to maintaining that 
standard of excellence in the year ahead.
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Disclosure Controls and Procedures
The Fund’s Chief Financial Officer is responsible for establishing and maintaining disclosure controls and procedures to provide reason-
able assurance that all relevant information is gathered and reported to them on a timely basis, so that appropriate decisions can be made 
regarding public disclosures.

The Chief Financial Officer, after evaluating the effectiveness of disclosure controls and procedures, has concluded that, as at Decem-
ber 31, 2009, disclosure controls and procedures were effective. It should be noted that while the Chief Financial Officer believes that 
the disclosure controls and procedures can provide a reasonable level of assurance and that they are effective, he does not expect that 
the disclosure controls and procedures can prevent all errors and fraud. A control system, no matter how well designed or operated, 
can provide only reasonable, not absolute, assurance that the objectives of the control system are met.

Internal Control Over Financial Reporting 
The Fund’s Chief Financial Officer is responsible for designing, or causing to be designed under his supervision, internal controls over 
financial reporting in order to provide reasonable assurance regarding the reliability of financial reporting and the preparation of the finan-
cial statements for external purposes, in accordance with Canadian GAAP. The Chief Financial Officer has evaluated the effectiveness of the 
Fund’s internal controls over financial reporting based on the Internal Control-Integrated Framework (COSO Framework) published by the 
Committee of Sponsoring Organization of the Treadway Commission.

Due to their inherent limitations, internal controls over financial reporting may not prevent or detect material misstatements. Also, projec-
tions of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in 
conditions, or that the degree of compliance with the policies or procedures may deteriorate. There were no significant changes in internal 
controls over financial reporting that occurred during the year ended December 31, 2009 that have materially affected, or are reasonably 
likely to materially affect, the Fund’s internal control over financial reporting.

As at December 31, 2009, Management assessed the effectiveness of the Fund’s internal controls over financial reporting and concluded 
that they were effective. Management did not identify any material weaknesses in the Fund’s internal controls over financial reporting.

On an ongoing basis, Management continues to analyze its controls and procedures for potential areas of improvement. 

SEDAR Filings

In addition to filing the audited annual and unaudited interim consolidated financial statements (including the notes thereto) on www.sedar.
com, General Donlee Income Fund files its Annual and Interim Management’s Discussion and Analysis, its Annual Information Form and its 
Notice of Annual Meeting and Management Information Circular.

Forward-Looking Information

Certain forward-looking statements are based on information currently available to Management, but are subject to a number of uncer-
tainties and risks that could cause actual results to differ materially from the results discussed in the forward-looking statements. These 
uncertainties and risks include, but are not limited to: dependence on commercial aircraft sales and defence procurement; dependence 
on power generation sales and sales to the industrial sector; production rates; shipping schedules and timing of deliveries; dependence on 
key customers; dependence on third party suppliers and manufacturers; raw material costs; competition; satisfying product specifications; 
product liability and warranty claims; environmental and other government regulation; quality certification requirements; hedging effects; 
interest and foreign exchange rates; leverage and restrictive debt covenants; continued availability of credit facilities; regulatory require-
ments; reliance on key personnel and our skilled workforce; changes in accounting policies; the ability to obtain orders, contract awards 
and terminations; input costs; possible changes to the tax laws affecting income trusts; economic growth and fluctuations (including the 
global credit crisis, and pension performance, funding and expenses); and domestic and international economic conditions. In addition, 
these forward-looking statements relate to the date on which they are made. Although the forward-looking statements contained herein 
are based upon what Management believes to be reasonable assumptions, the Fund cannot assure Unitholders that actual results will be 
consistent with these forward-looking statements, except as required by law, and the Fund disclaims any intention or obligation to update 
or revise any forward-looking statements, whether as a result of new information, future events or otherwise. In formulating the forward-
looking statements herein, Management has assumed that business and economic conditions affecting it will continue substantially in the 
ordinary course, including without limitation with respect to industry conditions, general levels of economic activity, regulation, taxes, foreign 
exchange rates and interest rates, that there will be no unexpected material changes in its facilities, equipment, customer and employee re-
lations, credit arrangements or credit and collections experience, and that the integration of new equipment will proceed relatively smoothly. 
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MANAGEMENT’s report

The accompanying consolidated financial statements of the General Donlee Income Fund (the “Fund”) and all the information in this 
annual report are the responsibility of Management. The consolidated financial statements have been prepared in accordance with 
Canadian generally accepted accounting principles and where appropriate include Management’s best estimates and judgments. Man-
agement has reviewed the financial information presented throughout this report and has ensured it is consistent with the consolidated 
financial statements.

Management maintains a system of internal control designed to provide reasonable assurance that assets are safeguarded from loss or 
unauthorized use, and that financial information is timely and reliable.

The Trustees of the Fund are responsible for ensuring that Management fulfills its responsibilities for financial reporting and are ultimately 
responsible for reviewing and approving the consolidated financial statements. The Trustees carry out this responsibility principally through 
the Audit Committee of the Fund.

The Board of Trustees of the Fund appoints the Audit Committee, and all of its members are independent Trustees. The Audit Committee 
meets periodically with Management and the Fund’s auditors to review internal controls, audit results and accounting principles. Acting on 
the recommendation of the Audit Committee of the Fund, the consolidated financial statements are forwarded to the Trustees of the Fund 
for their approval.

Deloitte & Touche LLP, an independent firm of Chartered Accountants, was retained by the Fund to complete the audit of the consoli-
dated financial statements and to provide an independent professional opinion. Deloitte & Touche LLP has full and free access to the 
Audit Committee.

SIGNED

GERald THAIN 
Chief Financial Officer, 
General Donlee Income Fund 
February 25, 2010
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AUDITORS’ REPORT

To the Unitholders of General Donlee Income Fund

We have audited the consolidated balance sheets of General Donlee Income Fund as at December 31, 2009 and 2008 and the 
consolidated statements of income, comprehensive income and deficit and of cash flows for the years then ended. These financial 
statements are the responsibility of the Fund’s management. Our responsibility is to express an opinion on these financial statements 
based on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those standards require that we plan 
and perform an audit to obtain reasonable assurance whether the financial statements are free of material misstatement. An audit 
includes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall financial 
statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial position of the Fund as at 
December 31, 2009 and 2008 and the results of its operations and its cash flows for the years then ended in accordance with Canadian 
generally accepted accounting principles.

Chartered Accountants 
Licensed Public Accountants 
Toronto, Ontario 
February 25, 2010

DELOITTE & TOUCHE LLP
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($000) 2009 2008
Assets
Current

Cash $ 575 $ 536
Marketable securities 1,770 1,083
Accounts receivable (note 16) 5,406 11,029
Inventories (note 4) 14,016 17,486
Prepaid expenses 148 237
Income taxes recoverable 94 -
Derivative contracts (note 16) 953 -
Future income taxes (note 9) -   530    

22,962 30,901

Property, plant and equipment (note 5) 12,832 13,822
Deposit on equipment - 326    
Employee future benefits (note 6) 1,817 1,958
Goodwill 16,507 16,507

$ 54,118 $ 63,514

Liabilities
Current

Operating loan (note 7) $ 520 $ 640
Accounts payable and accrued liabilities 3,231 7,629
Current portion of long-term debt (note 7) 1,057 972
Customer deposits 6 -
Future income taxes (note 9) 276 -
Derivative contracts (note 16) - 1,756

5,090 10,997

Future income taxes (note 9) 238 1,285
Long-term debt (note 7) 2,676 3,733
Convertible debentures (note 8) 42,900 43,320

50,904 59,335

Contingencies (Note 14)

UnitHolders’ Equity
Trust units (note 10) 49,477 51,332
Contributed surplus (notes 8, 10) 2,781 2,077
Conversion option (note 8) 2,284 2,339
Deficit (51,328) (51,569)

3,214 4,179

$ 54,118 $ 63,514

See accompanying notes

Approved by the Board

CONSOLIDATED BALANCE SHEETS
(As at December 31, 2009 and 2008)

SIGNED

Kenneth chalmers 
Trustee

SIGNED

BRIAN LUBORSKY 
Trustee
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($000, except unit and per unit amounts) 2009 2008
Sales $ 41,665 $ 53,699

Cost of sales 31,782 37,221
Gross profit 9,883 16,478

Expenses (income)
Selling, general and administrative 3,237 3,726
Interest expense on operating loan 13 2
Interest expense on long-term debt 135 312
Interest expense on convertible debentures 3,774 4,061
Investment income (63) (868)
Net realized/unrealized (gain) loss on marketable securities (243) 1,439
Foreign exchange (gain) loss (note 16) (2,401) 1,655
Gain on repurchase of convertible debentures (note 8) (213) (640)    
Gain on disposal of property, plant and equipment (81) (66)

4,158 9,621

Income before income taxes 5,725 6,857
Provision for (recovery of) income taxes (note 9)

Current (94) -
Future (241) 83

(335) 83

Net income and comprehensive income for the year 6,060 6,774

Deficit at beginning of year (51,569) (50,945)

Distributions paid to unitholders (note 12) (5,819) (7,398)
Deficit at end of year $ (51,328) $ (51,569)

Basic income per unit (note 11) $ 1.124 $ 1.041

Diluted income per unit (note 11) $ 1.103 $ 1.041

Weighted average number of units outstanding 5,392,335 6,507,840

See accompanying notes

Consolidated Statements of Income, Comprehensive Income and Deficit
For the Years Ended December 31, 2009 and 2008
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($000) 2009 2008
NET INFLOW (OUTFLOW) OF CASH RELATED TO THE FOLLOWING ACTIVITIES

Operating activities
Net income for the year $ 6,060 $ 6,774
Add (deduct) items not affecting cash

Amortization of property, plant and equipment 1,795 1,837
Accretion of convertible debentures 552 561
Net realized/unrealized (gain) loss on marketable securities (243) 1,439
Gain on disposal of property, plant and equipment (81) (66)
Gain on repurchase of convertible debentures (213)   (640)   
Unrealized loss (gain) on derivative contracts (2,709) 2,365
Employee future benefits 141 (390)
Future income taxes (241) 83

5,061 11,963

Net change in non-cash working capital items related to operating activities (note 18) 4,696 (3,425)
9,757 8,538

Investing activities
Purchase of property, plant and equipment (809) (2,902)
Deposit on equipment 326 (326)
Proceeds from disposal of property, plant and equipment 85 397
Purchase of marketable securities (1,132) (3,388)
Proceeds from sale of marketable securities 688 4,275   

(842) (1,944)

Financing activities
Repurchase of convertible debentures (759) (1,909)    
Repayment of operating loan (120) (3,360)
Advances of long-term debt - 464
Repayment of long-term debt (972) (566)
Distributions paid (note 12) (5,819) (7,398)
Repurchase of trust units pursuant to issuer bids (1,206) (19,460)

(8,876) (32,229)

Change in cash 39 (25,635)

Cash at beginning of year 536 26,171

Cash at end of year $ 575 $ 536

Supplemental cash flow information (note 18)

See accompanying notes

Consolidated Statements of Cash Flows
For the Years Ended December 31, 2009 and 2008
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December 31, 2009 and 2008 (in thousands of dollars, except unit and per unit amounts)

Notes to Consolidated Financial Statements

1. ORGANIZATION AND NATURE OF BUSINESS
General Donlee Income Fund (the “Fund”) is a trust established under the laws of the Province of Ontario by Declaration of Trust made as 
of March 14, 2002. The Fund was created to invest in General Donlee Limited (the “Company”), a diversified manufacturer of precision-
machined cylindrical shafts and gearing products.

2. SIGNIFICANT ACCOUNTING POLICIES
Basis of Presentation

The Fund prepares its financial statements in accordance with Canadian generally accepted accounting principles (“Canadian GAAP”).

The significant accounting policies are summarized as follows:

Principles of Consolidation

The consolidated financial statements include the accounts of the Fund and the Company, a wholly-owned subsidiary. All material inter-
company balances and transactions have been eliminated. 

Cash 

Cash consists of cash with financial institutions. 

Inventories

Inventories are valued at the lower of cost and net realizable value. Cost is determined on a weighted average cost basis. Net realizable 
value for raw materials represents replacement cost.

Property, Plant and Equipment

Property, plant and equipment are recorded at cost less accumulated amortization. Amortization is calculated on a straight-line basis over 
the estimated useful lives of the assets as follows:

Buildings 10 years
Production equipment 10 years
Office furniture and equipment 5 years
Computer equipment 3 years

Management reviews the carrying amount of property, plant and equipment if events or circumstances indicate that the carrying amount 
may not be recoverable. Recoverability is measured by comparing the carrying amounts of the assets to the future undiscounted net cash 
flows expected to be generated by those assets. If the carrying amount is not recoverable, the Fund would recognize an impairment loss 
equal to the amount that the carrying values of the assets exceeds their fair value.

Employee Future Benefits

The Fund maintains defined benefit pension plans for its salaried and hourly employees. The Fund accrues its obligations under both of 
these employee benefit plans and the related costs, net of plan assets. The plans were closed to new employees effective February 10, 2010.

The cost of pension benefits earned by employees is actuarially determined using the projected benefit method pro-rated on service and 
management’s best estimate of expected plan investment performance, salary escalation and retirement ages of employees.

For the purposes of calculating the expected return on plan assets, those assets are valued at fair value.

Past service costs from plan amendments are amortized on a straight-line basis over the average remaining service period of employees 
active at the date of amendment.

The excess of the net actuarial gain (loss) over 10% of the greater of the accrued benefit obligation and the fair value of the plan assets is 
amortized over the average remaining service period of active employees.
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Notes to Consolidated Financial Statements 
December 31, 2009 and 2008 (in thousands of dollars, except unit and per unit amounts)

2. SIGNIFICANT ACCOUNTING POLICIES (cont’d)
Goodwill

Goodwill represents the excess of the cost of an acquired business over the estimated fair value of the identifiable net assets acquired. 
Goodwill is not amortized and is tested for impairment on an annual basis or when an event or circumstance occurs that more likely than 
not reduces the fair value of a reporting unit below its carrying amount. Goodwill impairment is assessed based on a comparison of the 
fair value of a reporting unit to its carrying amount, including goodwill. When the carrying amount of a reporting unit exceeds its fair 
value, the fair value of the reporting unit’s goodwill is compared to its carrying amount to measure the amount of the impairment loss, if 
any. When the carrying amount of the reporting unit goodwill exceeds the fair value of the goodwill, an impairment loss is recognized in 
an amount equal to the excess.

Convertible Debentures

The component parts of convertible debentures issued by the Fund are classified separately as financial liabilities and equity in accordance 
with the substance of the contractual arrangement. At the date of issue, the fair value of the liability and equity components are measured 
separately, and to the extent necessary, are adjusted on a pro rata basis so that the sum of the components equals the amount of the 
instrument as a whole. The liability component is subsequently recognized on an amortized cost basis using the effective interest method 
until extinguished upon conversion or at the maturity date. The equity component is recognized and included in equity, and is not subse-
quently remeasured.

On the early redemption or repurchase of convertible debentures, the Fund allocates the consideration paid on extinguishment to the 
liability and equity elements of the convertible debentures based on their relative fair values at the date of the transaction. Any resulting 
gain or loss relating to the liability element is credited or charged to income and the difference between the carrying amount and the 
amount considered to be settled relating to the holder option elements is treated as a capital transaction.

Income Taxes

The Fund accounts for future income taxes under the asset and liability method, whereby future income tax assets and liabilities are 
recognized for the future tax consequences attributable to differences between the financial statement carrying amounts of existing assets 
and liabilities and their respective tax bases. Future income tax assets and liabilities are measured using enacted or substantively enacted 
tax rates expected to apply to taxable income in the years in which those temporary differences are expected to be recovered or settled. 
The effect on future income tax assets and liabilities of a change in tax rates is recognized in income in the period that includes the 
enactment or substantive enactment date. Future income tax assets are recorded in the financial statements to the extent that realization of 
such benefits is more likely than not.

Revenue Recognition

Revenues are derived from the sale of goods. Such revenues are recognized when persuasive evidence of an arrangement exists, the 
goods have been delivered, there are no uncertainties surrounding product acceptance, the related revenue is fixed or determinable and 
collection is reasonably assured. Sales are reported net of discounts.

Foreign Currency Translation

Monetary assets and liabilities denominated in foreign currencies are translated to Canadian dollars at exchange rates in effect at the bal-
ance sheet date. Non-monetary assets and liabilities are translated at rates of exchange at each transaction date. Revenue and expenses 
are translated at the average rate of exchange for the period. Gains or losses on translation are included in income.

Financial Instruments

All financial assets are classified as either held for trading, held-to-maturity investments, loans and receivables or available-for-sale. All 
financial liabilities are classified as either held for trading or other financial liabilities. All financial instruments are initially recorded on 
the balance sheet at fair value. After initial recognition, financial instruments are measured at their fair values, except for held-to-maturity 
investments, loans and receivables and other liabilities, which are measured at amortized cost.
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The Fund’s financial assets and financial liabilities are classified and measured as follows:

Asset/Liability Classification Measurement
Cash Held for trading Fair value
Marketable securities Held for trading Fair value
Derivative contracts Held for trading Fair value
Accounts receivable Loans and receivables Amortized cost
Accounts payable and accrued liabilities Other financial liabilities Amortized cost
Customer deposits Other financial liabilities Amortized cost
Operating loan and long-term debt Other financial liabilities Amortized cost
Convertible debentures Other financial liabilities Amortized cost

Transaction costs incurred with issuing non-revolving debt are included in the carrying value of the debt to which they relate and are amor-
tized to interest expense using the effective interest method.

Unrealized gains and losses on financial instruments classified as held for trading are recognized in net income based on the change in 
the fair value of the financial instrument in the period.

Derivative Contracts

The Fund enters into foreign exchange forward contracts to minimize its exposure to fluctuations in foreign currency exchange rates. These 
derivative contracts do not qualify for hedge accounting and, therefore, the contracts are recorded on the balance sheet at fair value with 
a corresponding gain or loss recorded in income.

Comprehensive Income

The Fund is required to report comprehensive income and its components in the financial statements. The Fund has no other comprehen-
sive income components and, accordingly, the Fund’s net income equals comprehensive income.

Income Per Unit

The income per unit is based on the weighted average number of units outstanding during the period. Diluted income per unit is com-
puted using the “if-converted” method for convertible debentures.

Use of Estimates

The preparation of financial statements in conformity with Canadian GAAP requires management to make estimates and assumptions that 
affect the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements 
and the reported amount of revenues and expenses during the year. Actual results could differ from those estimates.

Significant areas requiring the use of management estimates relate to the determination of the valuation of work-in-process inventories, 
the determination of the allowance for doubtful accounts and provision for inventory losses, the useful lives of property, plant and equip-
ment for amortization purposes, amounts recorded as accrued liabilities, the values of pension obligations and assets, the amount of 
pension costs charged to income and the impairment of goodwill.

3. ACCOUNTING CHANGES
New Accounting Pronouncements 

On January 1, 2009, the Fund adopted the Canadian Institute of Chartered Accountants (“CICA”) Handbook Section 3064, Goodwill and 
Intangible Assets, which establishes revised standards for the recognition, measurement, presentation and disclosure of intangible assets. 
CICA Handbook Section 1000, Financial Statement Concepts, was also amended to provide consistency with this new standard. The 
adoption of these standards had no impact on the Fund’s financial statements.

The Fund adopted the CICA Emerging Issues Committee Abstract 173 (“EIC -173”), Credit Risk and the Fair Value of Financial Assets and 
Financial Liabilities. EIC -173 provides guidance on how to take into account credit risk of an entity and counterparty when determining 
the fair value of financial assets and financial liabilities, including derivative instruments. The adoption of this EIC had no impact on the 
Fund’s financial statements.

In June 2009, the CICA issued amendments to Handbook Section 3862, Financial Instruments — Disclosures, to include additional disclo-
sure requirements with respect to fair value measurement for financial instruments and liquidity risk associated with financial instruments. 
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Notes to Consolidated Financial Statements 
December 31, 2009 and 2008 (in thousands of dollars, except unit and per unit amounts)

3. ACCOUNTING CHANGES (cont’d)
New Accounting Pronouncements (cont’d)

These amendments resulted in enhanced disclosures regarding the fair value measurement of foreign exchange forward contracts and 
marketable securities. The adoption of these amendments had no effect on the Fund’s financial position, operations or cash flows. The 
Fund has included these additional disclosures in Note 16.

Future Accounting Changes

In January 2009, the CICA issued Section 1582, Business Combinations, which replaces former guidance on business combinations. This 
standard establishes principles and requirements of the acquisition method for business combinations and related disclosures and ap-
plies prospectively to business combinations for which the acquisition date is on or after the beginning of the first annual reporting period 
beginning on or after January 2011 with earlier adoption permitted.

In January 2009, the CICA issued Section 1601, Consolidated Financial Statements, and 1602, Non-controlling Interests, which replace 
existing guidance. Section 1602 provides guidance on accounting for a non-controlling interest in a subsidiary in consolidated financial 
statements subsequent to a business combination. These standards are effective on or after the beginning of the first annual reporting 
period on or after January 2011 with earlier adoption permitted. 

The Fund is assessing the impact of these standards on its financial reporting.

The Canadian Accounting Standards Board has confirmed that International Financial Reporting Standards (“IFRS”) will replace Canadian 
GAAP effective January 1, 2011, including comparatives for 2010, for Canadian publicly accountable enterprises. The Fund has estab-
lished a preliminary timeline for the execution and completion of its IFRS conversion project. The impact of IFRS on the Fund’s financial 
statements is not reasonably determinable at this time.

4. INVENTORIES

2009 2008
Raw materials $ 395 $ 1,987
Work-in-process 11,230 13,896
Finished goods 2,391 1,603

$ 14,016 $ 17,486

At December 31, 2009, inventory of $670 was carried net of reserve of $460 (2008 - $260).  Cost of sales represents the amount of 
inventories expensed during the year.

5. PROPERTY, PLANT AND EQUIPMENT

2009

Cost
Accumulated
Amortization

Net Book
Value

Land $ 1,740 $ -    $ 1,740
Buildings 1,831 1,059 772
Production equipment 20,652 10,339 10,313
Office furniture and equipment 123 116 7
Computer equipment 44 44 -    

$ 24,390 $ 11,558 $ 12,832

2008

Cost
Accumulated
Amortization

Net Book
Value

Land $ 1,740 $ -    $ 1,740
Buildings 1,429 942 487
Production equipment 20,538 8,954 11,584
Office furniture and equipment 120 109 11
Computer equipment 44 44 -

$ 23,871 $ 10,049 $ 13,822
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6. EMPLOYEE FUTURE BENEFITS
The Fund maintains defined benefit pension plans for its salaried and hourly employees. The Fund accrues its obligations under both of 
these employee benefit plans and the related costs, net of plan assets. The plans were closed to new employees effective February 10, 2010.
The plan assets are invested in a diversified fund. Plan assets and the accrued benefit obligation are measured at December 31. The 
most recent actuarial valuation for funding purposes was performed as at December 31, 2006. The next actuarial valuation for funding 
purposes is required as of December 31, 2009 and will be completed by mid-year 2010.

Information about the Fund’s defined benefits pension plans is as follows:

2009 2008
Plan assets

Market value at beginning of year $ 9,178 $ 10,012
Actual return on plan assets 1,241 (1,553)
Employer contributions 487 1,018
Benefits paid (424) (299)
Market value at end of year $ 10,482 $ 9,178

Accrued benefit obligation
Accrued benefit obligation at beginning of year $ 9,296 $ 11,219
Current service cost 270 388
Interest cost 688 611
Actuarial loss (gain) on accrued benefit obligation 2,179 (2,623)
Benefits paid (424) (299)
Accrued benefit obligation at end of year $ 12,009 $ 9,296

Plan deficit $ (1,527) $ (118)
Unamortized transition amount 196 232
Unamortized net actuarial loss 3,148 1,844
Accrued benefit asset $ 1,817 $ 1,958

Defined benefit costs recognized in the year
Current service cost $ 270 $ 388
Interest cost 688 611
Actual return on plan assets (1,241) 1,553
Actuarial loss (gain) 2,179 (2,623)

Elements of defined benefit costs before undernoted items 1,896 (71)

Adjustments to recognize the long-term nature of employee future benefit costs
Difference between expected return and actual return on plan assets for the year 802 (2,046)

Difference between actual and recognized actuarial (gain)/loss for the year on accrued  
  benefit obligation for the year (2,106) 2,709
Amortization of transitional asset 36 36

(1,268) 699

Defined benefit costs recognized as expense $ 628 $ 628

The transitional asset is being amortized on a straight-line basis over the period to 2015.

Plan assets at December 31, 2009 and 2008 consist of:

2009 2008
Equities 59% 48%
Fixed income 41% 52%

100% 100%
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Notes to Consolidated Financial Statements 
December 31, 2009 and 2008 (in thousands of dollars, except unit and per unit amounts)

6. EMPLOYEE FUTURE BENEFITS (cont’d)
The assumed weighted average amounts used to determine the accrued benefit obligation were:

2009 2008
Discount rate at the end of the year 5.85% 7.25%
Rate of compensation increase 2.00% 2.50%

The assumed weighted average amounts used to determine benefit costs for the year were:

2009 2008
Discount rate at the end of the preceding year 7.25% 5.50%
Expected long-term rate of return on plan assets 4.75% 4.75%
Rate of compensation increase 2.00% 2.50%

7. CREDIT FACILITY
The Company has an available credit facility totaling $11,233, which includes a $7,500 revolving operating loan maturing April 28, 2010 
and a $3,733 non-revolving lease facility being amortized over five years maturing in June 2013. The operating loan is reviewed annually.

At December 31, 2009, the Company had drawn $520 from its operating loan and $3,733 from its lease facility for production equip-
ment. Both the operating loan and the lease facility bear interest at prime plus ½%. Interest charges are payable monthly. The credit facility 
is supported by a guarantee by the Fund, and is collateralized by security interests over substantially all of the assets of the Company and 
the Fund. 

At December 31, 2008, the Company’s available credit facility totalled $9,780, which included a $5,000 revolving operating loan, a 
$4,705 non-revolving lease facility and a $75 corporate credit card facility, on which the Company had drawn $640 from the operating 
loan and $4,705 from the lease facility for production equipment.

Under the terms of the credit facility, the Company must maintain certain financial covenants and financial ratios. The Company was in 
compliance with these covenants at December 31, 2009 and December 31, 2008.

Minimum annual payments under the lease facility are as follows:

2010 $ 1,146
2011 1,146
2012 1,146
2013 477

3,915

Less interest at 2.75% 182
3,733

Less current portion 1,057
$ 2,676

8. CONVERTIBLE DEBENTURES
In June 2007, $50,000 of convertible unsecured subordinated debentures were issued with a term of seven years. These debentures bear 
interest at 7% per annum payable semi-annually in arrears on June 30 and December 31 in each year. 

The debentures may not be redeemed by the Fund prior to June 30, 2010. On or after June 30, 2010, but prior to June 30, 2011, the 
debentures are redeemable, in whole at any time or in part from time to time, at the option of the Fund on at least 30 days prior notice at 
a price equal to the principal amount thereof, plus accrued and unpaid interest provided that the current market price preceding the date 
upon which notice of redemption is given is at least 125% of the conversion price of $13.10 per unit. After June 30, 2011, but prior to 
the maturity date of June 30, 2014, the debentures are redeemable without stipulation. The term “current market price” is defined in the 
indenture to mean the weighted average trading price of the units on the Toronto Stock Exchange for the twenty (20) consecutive days end-
ing on the fifth trading day preceding the date of notice of redemption or maturity.
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On redemption or at maturity on June 30, 2014, the Fund has the option to repay the debentures in either cash or equivalent units of 
the Fund. The number of units to be issued will be determined by dividing the principal amount of the debentures by 95% of the current 
market price of the units.

Based on certain conditions, the debentures are convertible, at the holders’ discretion, at $13.10 per unit at any time from the date of 
issue to close of business on the day prior to the maturity date, June 30, 2014.

The Fund also has the right at any time to purchase debentures in the market, by tender or by private contract subject to regulatory 
requirements provided, however, that if an event of default has occurred and is continuing, the Fund or any of its affiliates will not have the 
right to purchase the debentures by private contract.

The principal amount of the debentures was allocated at date of issuance between its liability and equity elements in accordance with 
the substance of the contractual arrangement and classified separately on the balance sheet. Factoring in the value attributed to the 
conversion option and transaction costs, the convertible debentures bear interest at an effective rate of 8.9%.

During the year, the Fund repurchased $1,060 principal amount of convertible debentures ($972 net of related unamortized issuance 
costs and the portion allocated to the conversion option) at a cost of $759, resulting in a gain of $213, which has been included in in-
come and the transfer within unitholders’ equity of $55 from conversion option to contributed surplus.

During 2008, the Fund repurchased $2,778 principal amount of convertible debentures ($2,549 net of related unamortized issuance costs 
and the portion allocated to the conversion option) at a cost of $1,909, resulting in a gain of $640, which has been included in income 
and the transfer within unitholders’ equity of $138 from conversion option to contributed surplus.

The balance of convertible debentures at December 31, 2009 and 2008 consisted of:

2009 2008
Principal balance outstanding $ 46,162 $ 47,222
Less: Unamortized issuance costs (2,260) (2,293)
        Conversion option to Unitholders’equity on outstanding debentures (2,284) (2,339)
        Accretion 1,282 730
Balance, end of year $ 42,900 $ 43,320

9. INCOME TAXES
(i) Future Income Taxes

The tax effects of temporary differences and loss carryforwards that give rise to the future income tax assets and liabilities are summarized below:

2009 2008
Current future income tax assets (liabilities)

Acquisition and finance costs deductible in future periods $ - $ 6
Derivative contracts (276) 544
Other - (20)

Current net future income tax asset (liability) $ (276) $ 530

Long-term future income tax assets (liabilities)
Property, plant and equipment $ (995) $ (756)
Acquisition finance costs deductible in future periods                            126 -
Employee future benefits (455) (529)
Unutilized non-capital losses 1,086 -

Long-term net future income tax liability $ (238) $ (1,285)
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9. INCOME TAXES (cont’d)
(ii) Income Tax Expense

The following table reconciles income taxes calculated at combined Canadian federal/provincial tax rates with the income tax expense in 
the financial statements:

2009 2008
Income before income taxes $ 5,725 $ 6,857
Less: Earnings of Fund 6,720 6,821
Earnings (loss) of subsidiary company (995) 36
Statutory rate 31.00% 33.50%
Expected income tax (recoverable) payable at statutory rate (308) 12
Adjustment for the tax effect of:

Manufacturing and processing credit - (1)
Non-deductible expenses 6 5
Other (33) 67   

Income tax expense (recovery) $ (335) $ 83

The Fund is taxed as a “mutual fund trust” for Canadian income tax purposes. Pursuant to the Declaration of Trust, the trustees are 
required, and intend, to distribute or designate all taxable income earned by the Fund to unitholders of the Fund and to deduct such 
distributions and designations for income tax purposes. The Fund claims the maximum amount of capital cost allowance, eligible capital 
expenditures and other deductions available in determining its income for tax purposes annually. 

On October 31, 2006, the Department of Finance (Canada) announced tax proposals pertaining to the taxation of income distributed by 
publicly listed income trusts and the tax treatment of trust distributions to their unitholders. Currently, the Fund does not pay tax on income 
it distributes to its unitholders. The trust legislation was substantively enacted into law on June 12, 2007, and is applicable to the Fund 
commencing January 1, 2011.

The Fund has non-capital losses carried forward of $3,550 at December 31, 2009 (2008 – nil) which will expire in 2029.

10. UNITHOLDERS’ EQUITY
An unlimited number of units may be issued by the Fund pursuant to the Fund’s declaration of trust. Each unit represents an equal, undi-
vided beneficial interest in the Fund, in any distribution from the Fund, and in any net assets of the Fund in the event of the termination or 
winding-up of the Fund. Each unit confers the right to one vote at any meeting of unitholders. Units are freely transferable and have no 
pre-emptive rights.

Units can be redeemed at any time at the option of the unitholder at an amount equal to the lesser of: (a) 90% of the weighted average 
price per unit on the Toronto Stock Exchange during the ten trading day period commencing immediately following the date on which 
the units were surrendered for redemption; and (b) the closing market price at the date of redemption. The monthly redemption shall not 
exceed $50 and, if needed, the excess will be paid by way of a distribution of securities of the Company held by the Fund.

The following units are outstanding at December 31, 2009 and 2008:

Units Amount
Balance, December 31, 2007 7,808,354 $ 72,455
Units repurchased and cancelled - 2008 (2,276,137) (21,123)
Balance, December 31, 2008 5,532,217 51,332
Units repurchased and cancelled - 2009 (199,900) (1,855)
Balance, December 31, 2009 5,332,317 $ 49,477

During 2009, under the course of a normal course issuer bid that expired in August 2009, the Fund repurchased and cancelled 199,900 
units at a total cost of $1,206, an average of $6.03 per unit. The difference of $649 between the stated capital and the cost of redemption 
was credited to contributed surplus.

In 2008, under the terms of substantial issuer and normal course issuer bids, the Fund repurchased and cancelled a total of 2,276,137 
units at a total cost of $19,460, an average cost of $8.55 per unit. The difference of $1,662 between the stated capital and the cost of 
redemption was credited to contributed surplus.
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11. INCOME PER UNIT
The following table provides a reconciliation between basic and diluted income per unit:

2009 2008
Net income - basic $ 6,060 $ 6,774
Assumed conversion of convertible debentures 3,774 4,061
Net income - diluted $ 9,834 $ 10,835

Units outstanding - basic 5,392,335 6,507,840
Assumed conversion of convertible debentures 3,523,817 3,604,733
Units outstanding - diluted 8,916,152 10,112,573

Income per unit - basic $ 1.124 $ 1.041

Income per unit - diluted $ 1.103 $ 1.041

12. DISTRIBUTIONS
The amount of cash to be distributed to unitholders is based on payments made by the Company to the Fund in respect of interest on 
notes payable, dividends and other distributions, less administrative expenses and other obligations of the Fund, amounts paid by the 
Fund in connection with any cash redemption of units, any other interest expense incurred by the Fund and any amount that the Trustees of 
the Fund consider necessary to provide for payment of costs that have been or are expected to be incurred by the Fund.

Monthly distributions are generally paid to unitholders on the last business day of the following month. Accordingly, these financial state-
ments do not reflect distributions to be paid with respect to the last month of the year, as these distributions are expected to be declared 
and paid subsequent to the year-end.

The Fund is contractually committed to distribute to its unitholders all, or virtually all, of its taxable income and taxable capital gains that 
would otherwise be taxable to it.

2009 2008
Distributions paid

Per trust unit $ 1.080 $ 1.160

Aggregate amount $ 5,819 $ 7,398

Return of capital for income tax purposes
Aggregate amount $ - $ -

13. RELATED PARTY TRANSACTIONS
A loan in the amount of $105 that was previously extended by the Fund to an employee was repaid in full during 2009. This loan was 
non-interest bearing, unsecured and repayable upon demand and was recorded at the exchange amount.

14. CONTINGENCIES
During the ordinary course of business activities, the Fund may be made a party to claims and be contingently liable for various matters. 
Management believes that adequate provisions have been recorded in the accounts where required. Although it is not possible to estimate 
the extent of potential costs and losses, if any, management believes that the ultimate resolution of such contingencies will not have a 
material adverse effect on the financial position of the Fund.

15. MANAGEMENT OF CAPITAL
The Fund maintains a capital (defined as unitholders’ equity and long-term debt) level that enables it to meet the following objectives, namely:

•	Striving for a low percentage of long-term debt to total combined long-term debt and unitholders’ equity (long-term debt/total capital 
ratio); and

•	Giving unitholders sustained growth of unitholder value by providing a return on unitholders’ equity by paying annual distributions 
representing approximately 80% to 90% of distributable cash for the previous fiscal year.
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15. MANAGEMENT OF CAPITAL (cont’d)
During the current year, based on the Fund’s established historical payout ratio, the Trustees decided to maintain the current distribu-
tion level even though the payout ratio was in excess of the distributable cash calculation. The Trustees will continually monitor the Fund’s 
results and their potential impact on future distributions to unitholders. 

In its capital structure, the Fund considers its normal course issuer bid and substantial issuer bid as tools the Fund has used to 
achieve its objectives.

The Fund is subject to capital requirements imposed by its bank. Under the terms of the credit facility with its bank, the Company must 
maintain certain financial covenants and ratios including a senior debt ratio and a fixed charge ratio. 

As at and for the year ended December 31, 2009, the following provides information related to the Fund’s capital management performance:

•	A long-term debt/total capital equity ratio of 0.94:1.00 (0.91:1.00 at December 31, 2008).

•	A return on unitholders’ equity of 16.1% when annualized based on the unit distribution paid in 2009 ($1.08 annualized) and the 
December 31, 2009 unit close price of $6.70.

•	The Fund was compliant with its bank covenants at December 31, 2009.

There were no changes in the Fund’s approach to capital management during the year.

16. FINANCIAL INSTRUMENTS
The Fund’s financial instruments consist of cash, marketable securities, derivative contracts, accounts receivable, accounts payable and 
accrued liabilities, customer deposits, operating loan, long-term debt and convertible debentures.

Fair Value

The carrying values of cash, accounts receivable, accounts payable and accrued liabilities and customer deposits approximate fair values 
due to the relatively short-term maturities of these instruments. Marketable securities are carried at their quoted market values. The unreal-
ized gain of $953 (December 31, 2008 - unrealized loss of $1,756) on the outstanding foreign exchange forward contract is estimated 
from quotes obtained from the Fund’s counterparty for the same or similar financial instruments. The fair value of the convertible deben-
tures, based on quoted market value at December 31, 2009, was $42,007 (2008 - $30,694).

The fair values of the Fund’s operating loan and long-term debt approximate their fair values, as they bear interest at current market rates.

Financial instruments recorded at fair value on the balance sheet are classified using a fair value hierarchy that reflects the significance of 
the inputs used in making the measurements. The fair value hierarchy has the following levels:

Level 1 – valuation based on quoted prices (unadjusted) observed in active markets for identical assets or liabilities

Level 2 – valuation techniques based on inputs that are quoted prices of similar instruments in active markets, inputs other than quoted 
prices used in a valuation model that are observable for that instrument; and inputs that are derived principally from or corroborated by 
observable market data by correlation or other means

Level 3 – valuation techniques with significant unobservable market inputs

For the derivative contracts (foreign exchange forward contracts), the Fund categorizes the fair value measurements in Level 2, as they are 
primarily derived from observable market inputs, that is, foreign exchange rates.

The Fund does not have any Level 3 fair value measurements and thus no continuity schedule has been presented. In addition, there have 
been no significant transfers between levels.

As at December 31, 2009 Level 1 Level 2 Level 3
Total financial  

assets at fair value
Financial assets

Cash $ 575 $ - $ - $ 575
Derivative contracts - 953 - 953
Marketable securities 1,770 - - 1,770
Total financial assets $ 2,345 $ 953 $ - $ 3,298
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Interest Rate Risk

The Fund’s exposure to interest rate fluctuations is with respect to the use of its bank credit facilities (note 7), which bear interest at floating 
rates. The interest rate on the convertible debentures is fixed at 7% until December 31, 2014.

Currency Risk

The Fund is exposed to foreign exchange risk as a portion of its revenues and expenditures are denominated in U.S. dollars (“USD”), and it 
has assets and liabilities that will be settled in U.S. dollars. Foreign exchange risk arises due to fluctuations in foreign currency rates, which 
could affect the Fund’s financial results. The Fund has entered into foreign exchange forward contracts to seek to manage exposure to cur-
rency rate fluctuations. As at December 31, 2009, the Fund has foreign exchange forward contracts outstanding to sell $6,300 USD (2008 
- $10,800 USD) and buy Canadian dollars (“CAD”) at an average exchange rate of CAD $1.2028 (2008 - $1.0520) per USD. Included 
in foreign exchange gain/loss in the statement of income for the year ended December 31, 2009 are gains of $2,709 (2008 - losses of 
$2,365) representing the change in fair value of the outstanding foreign exchange forward contracts during the period.

At December 31, 2009, approximately 35% (2008 - 42%) of cash, 54% (2008 - 40%) of trade accounts receivable, and 43% (2008 - 
58%) of trade accounts payable are denominated in U.S. dollars.

Market Risk

The Fund is exposed to market risk with respect to its marketable securities and derivative contracts. The fair value of these financial instru-
ments will fluctuate due to changes in market prices.

Credit Risk

The Fund is exposed to credit risk associated with its cash, marketable securities, derivative contracts and accounts receivable. Credit risk is 
minimized substantially by ensuring that investments are invested in governments, well-capitalized financial institutions and other credit-
worthy entities. An ongoing review is performed to evaluate the credit status of investments. Credit risk associated with accounts receivable 
is minimized by the fact that the Fund deals with a limited number of mostly blue chip customers, with 83% (2008 – 82%) of the Fund’s 
revenue in the year ended December 31, 2009 coming from its top ten customers. The balance of the revenue is derived mostly from 
smaller regular customers who are monitored regularly and limited to the amount of credit extended when deemed necessary. At Decem-
ber 31, 2009, 80% (2008 – 81%) of the trade accounts receivable are outstanding for 60 days or less. The Fund accounts for a specific 
bad debt provision when management considers that the expected recovery could be less than the actual accounts receivable. The Fund 
increased the allowance for estimated uncollectible receivables from $49 as at December 31, 2008 to $126 as at December 31, 2009 
through a charge to bad debt expense. No write-offs of accounts receivable were charged to bad debt expense in the year. The bad debt 
provision is charged to general and administrative expenses.

At December 31, 2009, two customers represented 30% (2008 - 16%) of the year-end accounts receivable balance and 38% (2008 - 
33%) of the Fund’s sales during the year.

Liquidity Risk

The Fund actively maintains credit facilities to ensure it has sufficient funds to meet current and foreseeable financial requirements at a 
reasonable cost.

Management believes the future cash flows from operations and availability under its existing banking arrangements will be adequate to 
support ongoing financial liabilities.

The existing banking arrangements consist of an operating line of credit and an equipment lease facility.

Based on historic movements and volatilities in market variables, and Management’s current assessment of the financial markets, the Fund 
believes that the following variations are reasonably possible over a 12 month period:

•	Proportional foreign exchange rate variation of -10% (decrease in CAD) and +10% (increase in CAD) against the USD, from a year 
end rate of $1.0510.

•	Proportional valuation of +1%/-1% in the prime interest rates applicable to the Company’s bank borrowings.

If these variations were to occur, the impact on consolidated net earnings and equity at the balance sheet date would be as follows:

•	The foreign exchange rate variation on financial instruments would impact earnings and equity by + or - $230.

•	The interest rate variation on financial instruments would impact earnings and equity by + or - $43.
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Liquidity Risk (CONT’D)

The Fund has financial liabilities with varying financial contractual maturity dates. Total financial liabilities at December 31, 2009 based on 
contractual undiscounted payments are as follows:

 Less than 
1 Year

 Between  
1 & 2  Years

Between 
2 & 5 years

Over  
5 years Total

Operating loan $ 527 $ - $ - $ - $ 527
Accounts payable and accrued liabilities 3,231 - - - 3,231
Long-term debt 1,146 1,146 1,623 - 3,915
Customer deposits 6 - - - 6
Convertible debentures 3,231 3,231 54,240 - 60,702

$ 8,141 $ 4,377 $ 55,863 $ - $ 68,381

17. OBLIGATIONS UNDER OPERATING LEASES

2010 2011 2012 2013 2014 Total
Total lease obligations $ 25 $ 22 $ 15 $ 4 $ - $ 66

18. CONSOLIDATED STATEMENTS OF CASH FLOWS
Net Change in Non-cash Working Capital Balances

2009 2008
Accounts receivable $ 5,623 $ (3,271)
Inventories 3,470 (2,420)
Prepaid expenses 89 (85)
Income taxes recoverable (94) -
Accounts payable and accrued liabilities (4,398) 2,549
Customer deposits 6 (198)
Net change in non-cash working capital balances related to operating activities $ 4,696 $ (3,425)

Cash Interest and Income Taxes

2009 2008
Interest paid $ 3,370 $ 3,814
Interest received $ 63 $ 868
Income taxes paid $ -    $ -    
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19. SEGMENTED INFORMATION
Industry Segments

The Fund operates in two business segments. The aerospace and power generation products division manufactures precision-cylindrical 
components used mainly by customers in the military and commercial aerospace industries, as well as power generation, and the indus-
trial products division manufactures gears, splines and assemblies for use by other manufacturers. The accounting policies of the segments 
are the same as those described in note 2. Inter-segment sales are made at amounts similar to those with external customers related to the 
markets served.

2009 2008
Sales

Aerospace and power generation products
Sales to customers $ 27,944 $ 32,465
Inter-segment sales 57 137

Industrial products
Sales to customers 13,721 21,234
Inter-segment sales 381 806

Elimination of inter-segment sales (438) (943)
$ 41,665 $ 53,699

Interest expense
Aerospace and power generation products $ 145 $ 289
Industrial products 3 25
Fund 3,774 4,061

$ 3,922 $ 4,375

Income tax expense (recovery)
Aerospace and power generation products $ 749   $ (2,200)  
Industrial products (936) 2,283   
Fund (148) -

$ (335)   $ 83   

Net income
Aerospace and power generation products $ 9,816 $ 10,482 
Industrial products (442) 533   
Fund (3,314) (4,241)    

$ 6,060   $ 6,774   

Identifiable assets
Aerospace and power generation products $ 34,442 $ 40,043
Industrial products 17,765 21,850
Fund assets 1,911 1,621

$ 54,118 $ 63,514
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2009 2008
Goodwill

Aerospace and power generation products $ 11,410 $ 11,410
Industrial products 5,097 5,097

$ 16,507 $ 16,507

Capital expenditures
Aerospace and power generation products $ 419 $ 335
Industrial products 390 2,567

$ 809 $ 2,902

Amortization
Aerospace and power generation products $ 900 $ 1,032
Industrial products 895 805

$ 1,795 $ 1,837

Geographic information

2009 2008
Sales

Canada $ 18,503 $ 25,957
U.S. 20,070 23,808
Europe 3,092 3,934

$ 41,665 $ 53,699

All of the Fund’s assets are located in Canada.

The Fund had two (2008 - three) major customers whose sales each comprised 10% or more of total sales. The aerospace and power 
generation products segment had one customer that accounted for 26% of segment sales (2008 - two customers that accounted for 18% 
and 13%, respectively, of segment sales). The industrial products segment had one customer that accounted for 12% of segment sales 
(2008 - one customer that accounted for 16% of segment sales).

19. SEGMENTED INFORMATION (cont’d)
Industry Segments (cont’d)
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Board of Trustees
(General Donlee Income Fund)

George Armoyan Chairman of the Board, member of the Compensation and Corporate Governance Committee
(an independent Trustee).

George Armoyan is president of Geosam Investments Limited. George is an entrepreneur with extensive experience in mergers, acquisitions 
and capitalizing on turn-around opportunities. He has led a number of companies to solid business results over the last 20 years.

Mr. Armoyan also serves on the Board of Royal Host REIT (TSX: RYL.UN). 

Mr. Armoyan holds a B.Eng. (Civil) from Dalhousie University. In 2008, Mr. Armoyan was named Atlantic Canada’s Entrepreneur Of The 
Year® by Ernst & Young.

Kenneth Chalmers Member of the Audit Committee (an independent Trustee).

Mr. Chalmers was the President and Chief Executive Officer of PBB Global Logistics Income Fund until its sale to Livingston International 
Income Fund in January 2006. He was a member of PBB’s board of directors between 1985 and 2006 and held several senior executive 
positions with PBB between 2001 and 2006. Prior to 2001, Mr. Chalmers spent 20 years advising senior management and boards of 
directors on legal and strategic matters as a partner and associate with several Bay Street firms in Toronto. He has LLB and LLM degrees 
from Osgoode Hall Law School.

Michael Bregman Member of the Compensation and Corporate Governance Committee (an independent Trustee).

Mr. Bregman is the President and Chief Executive Officer of Tailwind Capital Inc., a fund that invests in public companies. He earned an 
M.B.A. at Harvard Business School in 1977 after graduating with a B.S.Economics (finance) from the Wharton School at the University of 
Pennsylvania in 1975. He founded mmmuffins inc. in 1979, a leading specialty bakery retailer. He acquired The Second Cup Ltd. in 1988 
and served as its Chairman and Chief Executive Officer until its sale in 2002. Mr. Bregman serves on the Board of Directors of Clairvest 
Group Inc. Michael is an active leader in various community organizations including Mount Sinai Hospital, Rotman School of Business and 
United Jewish Appeal. 

Brian Luborsky Chairman of the Audit Committee and member of the Compensation and Corporate Governance Committee 
(an independent Trustee).

Mr. Luborsky is the President and Chief Executive Officer of Premier Salons, a private company that he founded in 1984. Premier Salons 
operates 900 salons and spas throughout Canada and the United States. Mr. Luborsky has more than 20 years experience and earned 
a Bachelor of Commerce from the University of Toronto. He received his Chartered Accountant designation in 1982 while working at 
Coopers & Lybrand. 

David Wood Member of the Audit Committee and member of the Compensation and Corporate Governance 
(an independent Trustee).

Mr. Wood is the Vice-President Finance and Chief Financial Officer for the Municipal Group of Companies in Bedford, Nova Scotia. Prior 
to joining The Municipal Group in 1988, Mr. Wood worked for the Accounting Firm of Doane Raymond (Grant Thornton) in it’s New 
Glasgow and Halifax offices.

Mr. Wood received a Bachelor of Business Administration degree with a major in accounting from Acadia University in 1984. He received 
his Certified Management Accountant designation in 1994.

Board of Directors
(General Donlee Limited)

The Board of Directors of General Donlee Limited, the major operating subsidiary of General Donlee Income Fund, is comprised of 
Ken Chalmers, an independent director, George Armoyan, an independent director, Michael Bregman, an independent director, Brian 
Luborsky, an independent director and David Wood, an independent director.
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STATEMENT OF CORPORATE GOVERNANCE PRACTICES

The Trustees consider good corporate governance to be central to the effective and efficient operation of the Fund. As a result of the 
structure of the Fund, compliance with the Ontario Securities Commission’s (“OSC”) recommendations is best addressed by the Trustees of 
the Fund together with the Board of Directors of the Company. The Fund is a trust created to hold the securities of the Company, directly 
or indirectly. The Fund does not conduct any active business and the role of the Trustees, pursuant to the Declaration of Trust, is primarily 
to vote on behalf of and represent the Fund as a shareholder and noteholder of the Company, hold title to the assets of the Fund, declare 
distributions from the Fund to the Unitholders and provide certain reports to the Unitholders. The business of the Company is supervised by 
its Board of Directors, directly and through its committees. 

The committees (and the focus of the corporate governance structure) were initially formed at this operating level, closest to the key areas 
requiring decision-making and supervision. In light of emerging regulatory developments, the Fund moved the Audit Committee up to the 
Fund level during 2004. 

In 2005, National Instrument 58-101 “Disclosure of Corporate Governance Practices” “NI 58-101” and National Policy 58-201 
“Corporate Governance Guidelines” came into force. The Fund’s current governance practices are substantially in compliance with those 
governance guidelines. During 2005, the Fund reassessed its governance practices in light of NP 58-201 and NI 58-101 and the required 
disclosure in Form 58-101F1. Since 2005, the composition of the Board of Trustees and Board of Directors has changed. Presently all 
of the Trustees and two of the existing three Directors are considered “independent” as that term is used in NI 58-101. All Committees 
of the Board of Trustees and the Board of Directors are comprised of independent members. The Board continues to monitor regulatory 
developments. The Fund has set out the required disclosure of Corporate Governance Practices in its Management Proxy Circular for the 
Annual General Meeting that will be held on June 14, 2010.
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($000, except per unit amounts) 2009 2008 2007 2006 2005
OPERATING  RESULTS
Sales $  41,665  $ 53,699 $ 52,059  $ 45,724    $ 34,122   
Gross profit 9,883     16,478 14,703      13,321         8,134       
% of sales	 23.7% 30.7%         28.2%    29.1%        23.8     
Net earnings 6,060  6,774       9,494       8,990          3,641        

FINANCIAL POSITION
Working capital 17,872                          19,904        43,701      13,166      12,451     
Current ratio 4.5:1.0        2.8:1.0           5.6:1.0       2.6:1.0      3.3:1.0     
Total assets 54,118         63,514         84,330     50,086      44,089     
Total bank debt (short and long-term)	 4,253         5,345        8,807      13,080      10,495     
Unitholders’ equity 3,214      4,179         24,264  29,398      28,783        
Long-term debt (a) to total capital equity ratio 0.94:1.0 0.91:1.0 0.67:1.0 0.31:1.0 0.27:1.0 

CASH FLOWS AND DISTRIBUTIONS
Cash flow from operations 5,061       11,963     11,138     10,748        5,831
Depreciation and amortization 1,795     1,837        1,801      1,535        2,492       
Capital expenditures                                 809 2,902       5,249      2,827             20
Distributable cash                                    2,839           10,147     9,888       8,748        3,793        
Cash distributions paid                             5,819            7,398     8,652      6,539        2,659        

PER UNIT INFORMATION
Net earnings $ 1.124          $ 1.041 $ 1.124        $ 1.009       $ 0.407        
Distributable cash $ 0.526              $ 1.559       $ 1.171      $ 0.981        $ 0.424
Cash distributions paid $ 1.080        $ 1.160        $ 1.030    $ 0.735        $ 0.297        

(a) Long-term debt/combined long-term debt and Unitholders’ equity.

Five Year Financial Highlights
For the years ended December 31, 2005 to 2009

%
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($000, except per unit amounts) 2009 2008 2007 2006 2005
SALES ANALYSIS
By division:
Aerospace and power generation               $ 27,944    $ 32,465         $ 34,448    $ 28,091  $ 18,404 
Industrial products $ 13,721          $ 21,234         $ 17,611      $ 17,633      $ 15,718    

By segment:
Commercial aerospace             48%             51%           48%             41%         44       
Military  15                       8 15 17 6
Industrial products 27 33 35 40 50
Power generation  10                         8 2 2 -

By geography:
Canada	 45%               49%           40%        41%         50        
United States   48                     44  52          51 43
Europe	  7                         7 8 8 7

UNIT VALUES (TSX)
High $ 7.99          $ 9.10    $ 11.90        $ 7.40           $ 5.00     
Low 4.74       4.00      6.75          4.50              3.15        

Close	 6.70    5.98        8.50          6.80             4.65        

Five Year Financial Highlights (Cont’d)
For the years ended December 31, 2005 to 2009

%

%
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