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This management’s discussion and analysis (MD&A) is current to November 6, 2018 and is management’s assessment 

of the operations and financial results, together with the future prospects, of ESI Energy Services Inc. and its 

subsidiaries (“ESI” or the “Company”).  This MD&A should be read in conjunction with our unaudited condensed 

consolidated financial statements and related notes as at and for the three and nine-month periods ended September 

30, 2018 and 2017, and the Audited Consolidated Financial Statements and MD&A as at and for the years ended 

December 31, 2017  prepared in accordance with International Financial Reporting Standards (“IFRS”) as issued by 

the International Accounting Standards Board.  All figures are in Canadian dollars unless stated otherwise. Additional 

information relevant to ESI’s activities, including ESI’s news releases, can be found on SEDAR at www.sedar.com. 

Description of business 
ESI Energy Services Inc. was incorporated as a numbered company under the Business Corporations Act (Alberta) 
("ABCA") on February 22, 2001. The Company's Articles of Incorporation were amended, and the Company changed 
its name to "ESI Energy Services Inc." on September 12, 2001. These consolidated financial statements comprise ESI 
and its subsidiaries, all of which are wholly owned (together referred to as the “Company”).  

The Company currently operates in western Canada and the United States of America.  The Company, through its 
operating subsidiaries, ESI Energy Services Inc. ("ESI") and Ozzie's Pipeline Padder, Inc. ("OPI"), supplies (sells and 
rents) backfill separation machines ("Padding Machines") to mainline pipeline contractors, renewables and utility 
construction contractors, as well as oilfield pipeline and construction contractors.  

On May 17, 2017, The Company entered into an early stage Process Facility and Cobalt Supply Agreement (the 
"Agreement") with Battery Minerals Resources Limited ("BMR") for BMR's cobalt-focused mineral exploration claims 
located in Ontario. BMR is a privately owned Australian multi-commodity battery materials exploration company. 

ESI plans to raise up to $90 million to be used towards construction of the processing facility if constructed, and 
subject to certain other conditions being met (pertaining to the viability of the cobalt resource), the estimated cost 
of which has yet to be determined.  Once BMR has raised additional capital to fund its development drilling program, 
ESI plans to raise an initial $50 million later in 2018 or early in 2019. The balance of $40 million will be raised later 
by ESI as required.  ESI has separately received assurances that the $50 million will be available. 

On July 17, 2018, the Company completed a private placement of 6,666,667 common shares at a price of $1.50 per 
share for aggregate proceeds of $10 million to one subscriber.  Proceeds were used to make a one-time, non-
refundable, subject to certain performance obligations by BMR, payment to BMR for the right to participate in the 
financing, construction and operation of a cobalt processing facility that will be supplied by feedstock mineral mined 
by BMR from its mining properties in northern Ontario. 

The Company maintains its registered corporate and head office at suite 500, 727 – 7th Avenue SW, Calgary, Alberta, 
Canada, T2P 0Z5. 

Performance Overview 

Q3 2018 Highlights 

Revenue for the three-month period ended September 30, 2018 increased by 4 percent to $5,102,000 compared to 
$4,929,000 during the same period in 2017.  Most of this revenue was generated by large padding machine rentals. 
Virtually all the padding revenue was generated in the United States.  Activity levels for padding machines and oilfield 
services in Canada remained slow. This was primarily due to regulatory and environmental impediments to pipeline 
construction. 

Approximately 83 percent of the revenue generated during the three-month period ended September 30, 2018 came 
from padding machine rentals. Activity levels for large padding machines were down slightly from 60 padding months 
during the third quarter of 2017 to 59 padding months during the third quarter of 2018, a decrease of 2 percent.  
Activity levels for small padders were down by 52 percent to 13 padding months during the third quarter of 2018, 
compared with 27 padding months during the same period in 2017.  The activity level for Micro-padders during the 
third quarter of 2018 was 3 padder months, a decrease of 40 percent compared to the same period in 2017.   

http://www.sedar.com/
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Gross margin for the three-month period ended September 30, 2018 decreased by 7 percent to $3,396,000 
compared to $3,661,000 for the same period last year.  This decrease was primarily due to an 8 percent decrease in 
padding machine rental revenue. 

Net income decreased by 28 percent during the third quarter of 2018, down by $558,000 from net income of 
$1,962,000 during the same period in 2017 to net income of $1,404,000.  The decrease in net income during the 
third quarter of 2018 was primarily due to an 8 percent decrease in padding machine rental revenue. 

Funds flow from operations was a $2,510,000 during the three-month period ended September 30, 2018 compared 
with $2,986,000 during the same period in 2017, a decrease of 16 percent. The decrease was primarily due to the 
reason noted above.  

Q3 2018 YTD Highlights 

Revenue for the nine-month period ended September 30, 2018 decreased by 15 percent to $9,724,000 compared 
to $11,406,000 during the same period in 2017.  Consistent with the first six months of 2018, virtually all this revenue 
was generated from large padding revenue in the United States.  Activity levels for padding machines and oilfield 
services in Canada remained slow.  

Over 77 percent of the revenue generated during the nine-month period ended September 30, 2018 came from 
padding machine rentals, most of it from large padding machines. Activity levels for large padding machines were 
down from 130 padding months during the first nine months of 2017 to 101 padding months during the same period 
in 2018, a decrease of 22 percent.  Activity levels for small padders were down by 57 percent to 29 padding months 
during the first nine months of 2018, compared with 67 padding months during the same period in 2017.  

Gross margin for the nine-month period ended September 30, 2018 decreased by 37 percent to $4,839,000 
compared with $7,652,000 during the same period in 2017.  The decrease was primarily due to a 15 percent decrease 
in revenue, primarily from small padding revenue.    

Net loss increased during the first nine months of 2018 from a net income of $1,772,000 during the nine-month 
period ended September 30, 2017 to a net loss of $202,000 during the same period in 2018.  The increase in net loss 
during the nine-month period ended September 30, 2018 was primarily due to a 15 percent decrease in revenue. 

Funds flow from operations was a $2,360,000 during the first nine months of 2018 compared with $5,290,000 during 
the same period in 2017, a decrease of 55 percent. The decrease was primarily due to the reason noted above.  

Working capital decreased by $982,000 to $11,099,000. The decrease in working capital during the first nine months 
of 2018 compared with the same period in 2017 was primarily attributable to increased accounts payable and 
accrued liabilities primarily driven by the financing requirements for capital expenditures and partially offset by an 
increase in inventory as a result of a change in accounting treatment for inventory during 2018.  Long -term debt 
was $184,000 lower at September 30, 2018 compared to December 31, 2017.  

Revenues and earnings were down during the nine-month period ended September 30, 2018 due to a decline in 
both large and small padder activity levels. Large padder rental revenue declined due to delays in mainline pipeline 
construction activity in the United States caused by weather conditions and regulatory issues. Mainline pipeline 
construction activity did not get under way until June. Prospects for mainline pipeline construction activity in Canada 
remain uncertain due to delays caused by regulatory and environmental concerns. Management is continuing to 
explore opportunities in foreign markets for our mini-padding and micro-padding machines with some success.   
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SELECTED FINANCIAL AND OPERATING INFORMATION 

Financial Highlights 
(CAD thousands, except per share amounts) 

 Three Months Ended September 30 Nine Months Ended September 30 

 2018 2017 Change % 2018 2017 Change %  

Revenue  5,102 4,929 173 4 9,724 11,406 (1,682) (15) 

Net income (loss) 1,404 1,962 (558) (28) (202) 1,772 (1,974) (111) 

Earnings (loss) per share – basic 0.03 0.04 (0.01) (25) (0.01) 0.04 (0.05) (125) 

Earnings (loss) per share – diluted 0.03 0.04 (0.01) (25) (0.01) 0.04 (0.05) (125) 

EBITDA(1) 2,455 2,958 (503) (17) 2,239 5,243 (3,004) (57) 

Funds flow(1) 2,510 2,986 (476) (16) 2,360 5,290 (2,930) (55) 

Cash flow from operating 
activities 

 

587 

 

3,860 

 

(3,273) 

 

(85) 

 

(466) 

 

5,776 

 

(6,242) 

 

(108) 

Capital spending         

  Additions (884) (1,314) 430 (33) (2,887) (2,427) (460) 19 

Proceeds of sale 22 424 (402) (95) 389 3,735 (3,346) (90) 

 (1) EBITDA and Funds flow are non-GAAP measures.  See commentary in “Non-Standard and Additional GAAP Items”.   

Operating Highlights  

 

 Three Months Ended September 30, Nine Months Ended September 30, 

 2018 2017 Change %  2018 2017 Change %  

FLEET  Months Months   Months Months   

Large padders 59 60 (1) (2) 101 130 (29) (22) 

 OPP-300 40 27 13 48 71 58 13 22 

 OPP-200 19 33 (14) (42) 30 72 (42) (58) 

         
Small padders  13 27 (14) (52) 29 67 (38) (57) 

   Mini-padders 10 22 (12) (55) 21 57 (36) (63) 

   Micro-padders 3 5 (2) (40) 8 10 (2) (20) 

         
Pipe layers - - - - - 5 - - 

Oilfield services 8 12 (4) (33) 13 27 (14) (52) 

         

UTILIZATION  % %   % %   

Large padders 63 67 (4) (6) 36 48 (12) (25) 

 OPP-300 74 53 21 40 44 38 6 16 

 OPP-200 19 85 (66) (78) 26 62 (36) (58) 

         
Small padders 22 53 (31) (58) 18 46 (28) (61) 

 Mini-padders 22 53 (31) (58) 17 45 (28) (62) 

 Micro-padders 30 57 (27) (47) 24 50 (26) (52) 

         
Oilfield services 17 24 (7) (29) 10 19 (9) (47) 

 

(1) Each machine is billed based on a padder month which typically consists of 24 billing days. 
(2) Due to machine downtime as a result of transport, repairs and maintenance and movement between jobs, it is not possible to achieve a 

100 percent utilization rate. 
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Financial Position 
(CAD thousands, except ratios) 

 September 30, 2018 December 31, 2017 

Working capital 11,099 12,081 

Long-term debt (1) 2,164 2,348 

Total assets 47,238 36,392 

Debt service coverage (2) 3.51:1 8.10:1 

(1) Excludes current portion. 
(2) Debt Service Coverage is the ratio of cash flow available to service debt to interest expense and scheduled principal payments of funded debt. 

This ratio is the covenant under the Company’s lending agreement and must exceed 1.25:1 at all times. Cash flow available to service debt is 
calculated on a rolling 12-month basis as net income (i) plus interest expense, deferred income taxes, depreciation, unrealized foreign currency 
losses, stock-based compensation, and any losses on disposal of fixed assets and (ii) less unrealized foreign currency gains and gains on 
disposal of fixed assets. Funded debt means all outstanding interest- bearing debt including capital leases, debt subject to scheduled 
repayment terms, and credit card debt. See note 9 to the financial statements and the section in this MD&A entitled “Liquidity and Capital 
Resources” for further discussion related to this covenant. 

Cyclical and Seasonal Nature of ESI’s Operations 
The Company’s business is dependent on the expenditures of oil and natural gas producers, pipeline owners and 
pipeline and renewable energy (wind and solar) construction contractors which are primarily driven by the current 
and anticipated prices of oil, natural gas and renewable energy.      

The North American mainline pipeline construction industry is typically seasonal, with pipeline construction 
commencing in the first quarter of the year and peaking during the second and third quarters.  The Canadian mainline 
cross-country pipeline construction season tends to end during the second quarter of the year due to seasonal road 
bans (temporary restrictions on road usage) and restricted access to agricultural lands.  Pipeline construction 
typically recommences in May and continues through until late December when the industry shuts down for 
Christmas break. 

The global pipeline construction industry is influenced by fluctuations in oil and gas prices, weather conditions, and 
demand for oil and gas in emerging markets as well as environmental and regulatory issues. Domestic activity levels 
are also influenced by demand for residential and industrial construction requiring sewer and water pipelines, 
natural gas distribution and fiber optic cable. 

Oil and natural gas markets have been historically volatile, and they are likely to remain so for the foreseeable future.  
Significant fluctuations in oil and natural gas prices may result from relatively minor changes in supply and demand 
factors, geo-political events, environmental factors and other uncertainties.  Significant reductions in commodity 
prices can result in cost pressure on the projects undertaken by the Company’s customers.  This, in turn, can have a 
negative impact on the Company’s profitability in terms of cost pressure and/or cancellation of projects. 

Variability in the weather can also result in uncertainty and unpredictability in equipment activity and utilization 
rates which then can have a material adverse effect on the Company’s business, financial condition, results of 
operations and cash flows. 

Modest increases in utilization rates for padding machines can have a significant positive impact on ESI’s profitability 
due to the Company’s proportionately high fixed cost base. 
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Revenue, Operating Expenses and Gross Margin 
(CAD thousands)  

 Three Months Ended September 30 Nine Months Ended September 30 

 2018 2017 Change %  2018 2017 Change %  

Revenue         

Machine rental         

      Padding machines 4,226 4,578 (352) (8) 7,489 10,359 (2,870) (28) 

      Pipe layers - - - - - 119 (119) (100) 

      Oilfield services               59 87 (28) (32) 103 219 (116) (53) 

Mobilization       368 22 346 1,573 946 66 880 1,333 

Inventory sales 86 163 (77) (47) 228 402 (174) (43) 

Machine sales 287 - 287 - 710 - 710 - 

Other services 76 79 (3) (4) 248 241 7 3 

 5,102 4,929 173 4 9,724 11,406 (1,682) (15) 

Cost of purchase 283 82 201 245 564 220 344 156 

Operating and 
maintenance expenses 

1,423 1,186 237 20 4,321 3,534 787 22 

Gross margin  3,396 3,661 (265) (7) 4,839 7,652 (2,813) (37) 

Depreciation 929 968 (39) (4) 2,735 2,863 (128) (4) 

Gross Profit/(Loss) 2,467 2,693 (226) (8) 2,104 4,789 (2,685) (56) 

 

Three months ended September 30, 2018  

During the third quarter of 2018, revenue increased to $5,102,000 from $4,929,000 in the third quarter of 2017, an 
increase of 4 percent.  The revenue increase was primarily attributable to an increase in revenue from mobilization 
services and machine sales.  

Overall, the utilization rates for large and small padding machines decreased during the third quarter of the year 
compared with the same period in 2017. Utilization rates for oilfield services decreased by 29 percent during the 
third quarter of 2018.   

The utilization rate for large padding machines decreased to 63 percent during the third quarter of 2018, down from 
67 percent during the same period in 2017. The utilization rate for OPP-300 padding machines during the third 
quarter was 74 percent compared with 53 percent during the same period in 2017, while the utilization rate for OPP-
200 padding machines during the third quarter was 19 percent, compared with 85 percent during the same period 
in 2017. Overall the decrease in utilization rates for large padding machines during the three-month period ended 
September 30, 2018 was negligible.  

Utilization rates for small padding machines during the third quarter decreased by 58 percent from 53 percent in 
2017 to 22 percent in 2018. Mini-padder rates decreased by 58 percent from 53 percent in 2017 to 22 percent in 
2018. The micro-padder utilization rate during the third quarter of 2018 was 30 percent compared with 57 percent 
during the same period in 2017. The decrease in small padding machine utilization rates was due to a decrease in 
renewables construction activity in the United States during the third quarter of 2018 compared with the same 
period in 2017.  The decrease in renewables construction activity was likely due to a new US tariff on imported solar 
panels. New US solar tariffs went into effect on February 7, 2018.  The tariff levied on all foreign produced solar 
panels is set initially at 30% for year one with a 5% declining rate per year over the four-year term for which the 
tariffs are in effect. The first 2.5 gigawatts of cells imported each year are exempts from tariffs.    

Revenue from pipeline padding rental decreased to $4,226,000 from $4,578,000 during the third quarter of 2018, a 
decrease of 8 percent. Oilfield services rental revenue during the third quarter of 2018 was down by 32 percent to 
$59,000 compared with $87,000 during the third quarter of 2017.   

Operating and maintenance expenses are primarily fixed with a small variable component.  Operating and 
maintenance expenses were $1,423,000 during the third quarter of 2018 compared to $1,186,000 during the same 
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period in the prior year, an increase of 20 percent. The increase was primarily due to a change in an accounting 
policy in which freight charges are being included in operating and maintenance expense on a gross basis under IFRS 
15 effective from January 1, 2018. Operating and maintenance expense as a percentage of revenue during the third 
quarter of 2018 was 28 percent compared with 24 percent during the same period in 2017 due to the reason stated 
above.  

Gross margin was $3,396,000 during the third quarter of 2018 compared with $3,661,000 during the same period in 
2017, a decrease of 7 percent. Gross margin as a percentage of revenue during the third quarter of 2018 was 67 
percent, compared with 74 percent during the same period in 2017. The decreases in gross margin and gross margin 
as a percentage of revenue were primarily caused by the reason explained above.  

Depreciation expense was $929,000 during the third quarter of 2018 compared with $968,000 during the same 
period of the prior year, a decrease of 4 percent. 

Nine months ended September 30, 2018 

Revenue for the nine-month period ended September 30, 2018 was $9,724,000, compared with $11,406,000 during 
the same period in 2017, a 15 percent decrease. 

The utilization rate for large padders for the nine-month period ended September 30, 2018 was 36 percent 
compared with 48 percent during the same period in 2017, a decrease of 25 percent. The decrease in the utilization 
rate for large padders was caused by a number of startup and regulatory delays for mainline pipeline construction 
projects in the United States. Utilization rates for large padding machines are driven by large diameter mainline 
pipeline construction activity which did not get underway until late in the second quarter of 2018.  There are a 
number of large diameter mainline pipelines in Canada which have been announced but continue to be delayed or 
will not get under way until at least the fourth quarter of 2018, as a result of environmental, regulatory and political 
issues. The decline in commodity prices has also contributed to mainline pipeline construction delays in Canada as 
the economics of a number of these major projects are being revisited.  Large diameter mainline construction is 
currently at full capacity in the United States. The pipeline construction industry is currently struggling with shortages 
of both manpower and equipment. 

The utilization rate for small padders for the nine-month period ended September 30, 2018 was 18 percent, down 
from 46 percent during the same period of the prior year.  Most of this activity was driven by green energy (solar 
and wind-power) projects. Mini-padder rates decreased by 62 percent from 45 percent in 2017 to 17 percent in 
2018. The micro-padder utilization rate during the nine-month period ended September 30, 2018 was 24 percent 
compared with 50 percent during the same period of the prior year. 

Pipe layer utilization was nil for the nine-month period ended September 30, 2018 compared with 5 percent for the 
same period of last year.  This was due to management's decision to dispose of these assets and exit the business.  

The utilization rate for oilfield services equipment was 10 percent during the first nine months of 2018, down from 
19 percent during the same period in 2017. The lower utilization rate for oilfield services is indicative of the 
substantially reduced activity levels for oilfield services in western Canada which was driven by depressed prices for 
oil and gas globally. 

During the nine-month period ended September 30, 2018, revenue from pipeline padding decreased to $7,489,000 
down from $10,359,000 in 2017, a 28 percent decrease.  The decrease was due to weather and regulatory delays in 
the United States.  Revenue from pipe layers dropped by 100 percent to $nil during the nine-month period ended 
September 30, 2018 compared with $119,000 during the same period in 2017 for the reason noted above. Oilfield 
services revenue decreased to $103,000 for the nine-month period ended September 30, 2018, down from $219,000 
in 2017.  

Operating and maintenance expenses as a percentage of revenue during the first nine months of 2018 was 44 
percent versus 31 percent during the same period in 2017. Operating and maintenance expenses increased by 
$787,000 or 22 percent over the same period of the prior year, compared with a decrease in revenue of $1,682,000 
or 15 percent during the first nine months of 2018. The reason for this significant difference in the percentage 
increase in operating costs versus revenue is due to the fact that operating costs are relatively fixed.  
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Gross margin was $4,839,000 during the first nine months of 2018 down from $7,652,000 during the corresponding 
period in 2017, a decrease of 37 percent. Gross margin as a percentage of revenue was 50 percent during the nine-
month period ended September 30, 2018 compared with 67 percent during the same period in 2017. 

Depreciation expense for the nine-month period ended September 30, 2018 was $2,735,000 compared with 
$2,863,000 for the corresponding period in 2017. Lower depreciation for the first nine months of 2018 was primarily 
due to the disposition of certain fixed assets and assets becoming fully depreciated.  

Selling, General and Administrative Expenses 
(CAD thousands)  

 Three Months Ended September 30 Nine Months Ended September 30 

 2018 2017 Change %  2018 2017 Change %  

Selling, general and 
administrative 
expense 

 

 

987 

 

 

850 

 

 

137 

 

 

16 

 

 

2,816 

 

 

2,859 

 

 

(43) 

 

 

(2) 

Selling, general and administrative expense was $987,000 during the third quarter of 2018 compared to $850,000 
during the third quarter of 2017, an increase of 16 percent.   

A provision for expected credit loss on trade receivables in the amount of $106,000 was provided for during the 

nine-month period ended September 30, 2018 in response to a change in accounting policies for receivables effective 

January 1, 2018. During October 2018, all outstanding amounts relating to this provision for losses were collected in 

full. The Company considers trade receivables greater than 90 days as past due. As at September 30, 2018, the 

majority, or 82% of the aged receivables, were less than 90 days old.  Based on a combination of historical 

experience, current information, and management judgment, the Company has a high level of confidence of 

collectability of these receivables and believes that its exposure to this credit risk is limited. 

For the first nine months of 2018, selling, general and administrative expense was $2,816,000 compared with 
$2,859,000 during the same period in 2017. The decrease was primarily due to lower stock-based compensation cost 
in 2018. 

Other Income (Expense) 
(CAD thousands)  

 Three Months Ended September 30 Nine Months Ended September 30 

 2018 2017 Change %  2018 2017 Change %  

Finance expense (34) (36) 2 (6) (106) (133) 27 (20) 
Finance and other 
income 

 
89 

 
64 

 
25 

 
39 

 
227 

 
180 

 
47 

 
26 

Gain (loss) on 
disposal of capital 
assets 

 
 

(28) 

 
 

220 

 
 

(248) 

 
 

(113) 

 
 

222 

 
 

176 

 
 

46 

 
 

26 
Foreign exchange 
gain (loss)- realized 
& unrealized 

 
 

(103) 

 
 

(181) 

 
 

78 

 
 

(43) 

 
 

167 

 
 

(433) 

 
 

600 

 
 

(139) 

Interest and finance charges were $34,000 during the third quarter of 2018, compared to $36,000 during the same 
period in 2017.  For the nine-month period ended September 30, 2018, interest and finance charges decreased by 
20 percent over the same period of the prior year from $133,000 to $106,000 due to lower levels of long-term debt. 

Finance and other income consist primarily of interest income. For the third quarter of the 2018, finance and other 
income was $89,000 compared with $64,000 during the same period in 2017, an increase of 39 percent. On a year 
to date basis, finance and other income increased by 26 percent. Finance and other income for the nine-month 
period ended September 30, 2018 was $227,000 compared with $180,000 during the same period in 2017. 

The Company entered into a “rent to buy” contract, with a customer in May 2018. This contract has been treated as 
a disposition of capital asset and gain on disposition of $283,000 was recorded on this sale in the second quarter of 
2018. The Company recorded a gain on disposal of fixed assets of $222,000 during the first nine months of 2018 
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compared with a gain of $176,000 during the same period in 2017. The net gain includes a gain on sales of two mini-
padders and inventory parts sales which were recorded during the nine-month period ended September 2018. 

The Company recorded a foreign exchange gain of $167,000 during the nine-month period ended September 30, 
2018 compared with loss of $433,000 for the same period in 2017. The foreign exchange gain of $167,000 during 
first nine months of 2018 includes an unrealized foreign exchange gain of $61,000 and a realized foreign exchange 
gain of $106,000. Foreign exchange loss of $433,000 for the same period in 2017 includes an unrealized foreign 
exchange loss of $433,000. Unrealized foreign currency gains and losses are primarily the result of translation of US 
dollar denominated payables, receivables and short-term investments within Canadian entities.  

Net Income, Funds Flow and Cash Flow from Operating Activities 
(CAD thousands)  

 Three Months Ended September 30 Nine Months Ended September 30 

 2018 2017 Change %  2018 2017 Change %  

Net income (loss) 1,404 1,962 (558) (28) (202) 1,772 (1,974) (111) 

Funds flow (1) 2,510 2,986 (476) (16) 2,360 5,290 (2,930) (55) 

Cash flow from 
operating activities 

 

587 

 

3,860 

 

(3,273) 

 

(85) 

 

(466) 

 

5,776 

 

(6,242) 

 

(108) 

(1) Funds flow from operations is a non-GAAP measure.  See commentary in “Non-Standard and Additional GAAP Items”. 

Net income decreased to $1,404,000 for the third quarter of 2018, down from net income of $1,962,000 during the 
third quarter of 2017, a decrease of $558,000 or 28 percent. Net loss was $202,000 during the nine-month period 
ended September 30, 2018 compared with net income of $1,772,000 during the same period in 2017. The net loss 
recorded during the nine-month period ended September 30, 2018 was primarily due to the lower rental revenue 
from padding machines.  

Funds flow from operations was $2,510,000 during the third quarter of 2018, compared with $2,986,000 for the 
same period in 2017, a decrease of 16 percent. Funds flow from operations was $2,360,000 during the first nine 
months of 2018 compared with $5,290,000 during the same period in 2017. The main reason for the decrease in 
funds flow from operations was a 15 percent decrease in revenue during the period. 

Cash flow from operating activities was a $587,000 during the third quarter of 2018 compared with $3,860,000 
during the same period of 2017. Cash flow from operating activities was a deficit of $466,000 during the first nine 
months of 2018 compared with a $5,776,000 during the same period in 2017. The decrease was primarily due to the 
reason noted above. 

Capital Expenditure 
   (CAD thousands)  

 Three Months Ended June 30 Nine Months Ended June 30 

 2018 2017 Change %  2018 2017 Change %  

Padding 
equipment 

 

863 

 

892 

 

(29) 

 

(3) 

 

3,437 

 

2,346 

 

1,091 

 

47 

Other  59 42 17 40 105 42 63 150 

Inventory (38) 380 (418) (110) (655) 39 (694) (1,779) 

 884 1,314 (430) (33) 2,887 2,427 460 19 

Proceeds on 
dispositions 

 

(22) 

 

(424) 

 

402 

 

(95) 

 

(389) 

 

(3,735) 

 

3,346 

 

(90) 

 862 890 (28) (3) 2,498 (1,308) 3,806 (291) 

Cash used for capital expenditures totaled $884,000 during the third quarter of 2018 compared to $1,314,000 for 
the period in 2017, and $2,887,000 on a year to date basis in 2018 compared with $2,427,000 in 2017.  In the first 
nine months of 2018, one padding machine, four loaders and seven Allu buckets were purchased. Other capital 
expenditures for padding machines, in both the three and nine-month periods ended September 30, were related 
to the ongoing retrofitting of large padding machines and the development and construction of Mini and micro-
padder heads.  
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During the nine-month period ended September 30, 2018, the Company sold two mini-padders for combined net 
proceeds of $389,000. 

Standards issued but not yet adopted 
IFRS 16 - Leases 

In January 2016, the IASB issued IFRS 16 – Leases (“IFRS16”), which replaces IAS 17 - Leases ("IAS 17") and related 
interpretations. IFRS 16 provides a single lessee accounting model, requiring the recognition of assets and liabilities 
for all leases, unless the lease term is twelve months or less, or the underlying asset has a low value. IFRS 16 
substantially carries forward the lessor accounting in IAS 17, with the distinction between operating leases and 
finance leases being retained.  

The Company will adopt IFRS 16 on the effective date of January 1, 2019 and has selected the modified retrospective 
transition approach. ESI has also elected to apply the optional exemptions for short-term and low-value leases. ESI 
is currently assessing the impact of this standard and in the process of reviewing and categorizing the Company’s 
contracts to form a database of leases. 

Recently Adopted Accounting Pronouncements 
IFRS 9 – Financial Instruments  

On January 1, 2018, the Company adopted IFRS 9 using the modified retrospective approach. Comparative 
information is not restated and continues to be reported under the previous financial instrument standards in effect 
during those periods. IFRS 9 introduces new requirements for:  

• the classification and measurement of financial assets and financial liabilities, and 

• the recognition and measurement of impairment for financial assets. IFRS 9 introduces a simplified hedge 
accounting model.  

IFRS 15 – Revenue from contracts with customers 

The Company has adopted IFRS 15 Revenue from Contracts with Customers on January 1, 2018 using the modified 
retrospective approach on contracts that were not completed as of January 1, 2018.  

Liquidity and Capital Resources 
(CAD thousands) 

 September 30, 2018 December 31, 2017 

Working capital (1) 11,099 12,081 

Cash and short-term investment 8,930 12,578 

(1) Calculated as current assets less current liabilities. 

Cash and short-term investment balances decreased to $8,930,000 at September 30, 2018 from $12,578,000 at 
December 31, 2017. Available cash was used to finance working capital, capital expenditures and the repayment of 
long-term debt. 

The Company manages its capital structure and makes adjustments in light of changes in economic conditions and 
the risk characteristics of the underlying assets and business of the Company.  In order to maintain or adjust the 
capital structure, the Company may sell assets, reduce capital expenditures or draw on its credit facilities. 

The Company’s objectives when managing capital are: 

• to safeguard the Company’s ability to continue as a going concern, so that it can continue to provide returns for 
shareholders and benefits for other stakeholders; and 

• to augment existing resources in order to meet growth requirements. 

A mortgage on a property located in Phoenix, AZ and term loan were repaid in full during the first and third quarters 
of 2017.  The Company refinanced a mortgage on a property located in Leduc, AB in October of 2017.   
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Share Capital 
The authorized capital of the Company consists of an unlimited number of common shares. There are 51,667,459 
issued and outstanding common shares.  

The Company granted options under its equity incentive plan to acquire 2,230,104 common shares on February 27, 
2017.  Each option is exercisable to purchase one common share at an exercise price of $0.50 per share. The options 
vest over a period of two years and expire on February 27, 2022, five years after the grant date. During the nine 
months ended September 30, 2018, unvested shares of 83,333 were forfeited and vested shares of 166,667 expired 
due to the resignation of a beneficiary.  

On July 17, 2018, the Company issued 6,666,667 shares of common stock at a price of $1.50 per share for aggregate 
proceeds of $10 million to one subscriber.  The proceeds were used to acquire the right to participate in the 
financing, construction and operation of the cobalt processing facility.  

The Company has 1,996,274 warrants outstanding. Each warrant is exercisable to purchase one common share at 
an exercise price of $0.86. The warrants expire on December 1, 2021. 

On October 10, 2018 the Company granted 582,712 stock options to two officers to purchase ESI common shares at 

an exercise price of $0.50 per share.  The options granted vest over a period of two years and expire on October 10, 

2023, five years after the grant date.   

Changes in Contractual Obligations  
The following table reflects the Company’s anticipated payment of contractual obligations related to continuing 
operations as at September 30, 2018. 

   (CAD thousands)  

 2018 2019 2020 2021 2022 

Operating facility and equipment leases 44 173 58 11 - 

Loans and borrowings 401 379 276 276 1,521 

Trade and other payables 1,817 - - - - 

Deferred revenue 283 - - - - 

Income tax payable 58 - - - - 

Total 2,603 552 334 287 1,521 
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Summary of Quarterly Results 

The following table shows key selected quarterly financial information for the Company. 

  (CAD thousands)  

   2018, 2017 and 2016 Three Months Ended 

 Mar.31 Jun. 30 Sept. 30 Dec.31 Total 

2018      

Revenue 1,582 3,040 5,102   

Net Income (loss) (1,348) (258) 1,404   

Earnings (loss) per share-basic and diluted ($) (0.03) (0.01) 0.03   

Funds flow from operations (426) 276 2,510   

Cash flow from operations (636) (417) 587   

2017      

Revenue (Revised) 2,225 4,252 4,929 2,279 13,685 

Net Income (loss) (1,052) 862 1,962 (578) 1,194 

Earnings (loss) per share-basic and diluted ($) (0.02) 0.02 0.04 (0.01) 0.03 

Funds flow from operations (Revised) 313 1,991 2,986 514 5,804 

Cash flow from operations (Revised) 827 1,089 3,860 594 6,370 

2016      

Revenue 1,507 1,401 2,951 2,242 8,101 

Net Income (loss) (1,995) (1,430) (2,377) 678 (5,124) 

Earnings (loss) per share-basic and diluted ($) (0.04) (0.03) (0.05) 0.02 (0.11) 

Funds flow from operations (560) (658) 1,134 613 529 

Cash flow from operations 540 (477) 1,589 7 1,659 

Revenue can be significantly affected by seasonality and the status of projects over which the Company has no 
control.  During the summer of 2016, there was an increase in demand for large machines which drove revenue 
higher partly in the second quarter but primarily in the third and fourth quarters. Subsequently, there was a 
significant increase in demand for large machines which drove revenue higher during the second and third quarters 
of 2017. Subsequently, there was a significant decrease in demand for large machines which drove revenue lower 
during the fourth quarter of 2017 and the first quarter of 2018. Revenue increased during the second and third 
quarters of 2018 as demand for large padding machines started to increase.  

Cash flow from (used in) operating activities is a result of the underlying operations of the Company plus or minus 
net changes in non-cash working capital. The cash flow during the first quarter of 2016 showed the same pattern as 
revenue but the pattern reversed in the second quarter of 2016. In the third quarter of 2016 cash flow increased 
primarily because of higher padding revenue and it was again decreased in the fourth quarter because of lower 
padding revenue and reverse takeover expenses. Cash flow increased steadily during the first, second and third 
quarters of 2017 due to higher padding revenue and declined during the fourth quarter of 2017. Lower revenue also 
resulted in a decrease of cash flow in the first quarters of 2018. Cash flow increased during the second and third 
quarters of 2018 as padding revenue started to increase. 

Net income (loss) is determined by revenue as noted above but also by non-cash items. Various other items such as 
gains and losses on the disposal of capital assets, foreign exchange gains and losses, and provisions for doubtful 
accounts also have an impact on the reported net income (loss). During the first and second quarters of 2016, the 
company recorded net loss primarily due to lower padding revenue. In the third quarter of 2016, the Company 
recorded an impairment charge which increased the loss. In the fourth quarter of 2016, net income increased due 
to reversal of the impairment which was recorded in the third quarter. Higher revenue resulted in a decrease of the 
net loss in the first quarter of 2017 and an increase the net income during the second and third quarters of 2017. 
Net income decreased due to lower padding revenue during the fourth quarter of 2017 and remained low until the 
end of the first quarter of 2018, resulting in a net loss. The net loss decreased during the second quarter of 2018 due 
to an increase in revenue during the second quarter of 2018. Increased revenue resulted in an increase of net income 
for the third quarter of 2018. 
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Non-Standard and Non-GAAP Items 
We reference measures that are not recognized under International Financial Reporting Standards.  These measures 
include EBITDA and funds flow. 

EBITDA 

EBITDA, defined as earnings before finance income and expense, income taxes, depreciation and amortization, gain 
or loss on disposal of property and equipment, and unrealized foreign currency gain or loss, is not a financial measure 
that is recognized under IFRS.  However, management believes that EBITDA is a useful measure as it gives an 
indication of the results from the Company’s principal business activities prior to consideration of how activities are 
financed, and the impact of foreign exchange, taxation and non-cash charges for depreciation and amortization. 
Investors should be cautioned, however, that EBITDA should not be construed as an alternative measure to net 
earnings determined in accordance with GAAP.  ESI’s method of calculating EBITDA may differ from that of other 
organizations and, accordingly, it may not be comparable to that of other companies. The following is a reconciliation 
of net earnings to EBITDA. 

  (CAD thousands)  

 Three Months Ended September 30 Nine Months Ended September 30 

 2018 2017 2018 2017 

Net income (loss) 1,404 1,962 (202) 1,772 

add (deduct):     

   Depreciation 929 968 2,735 2,863 

   Finance cost 34 36 106 133 

   Finance and other income (89) (64) (227) (180) 

   Loss (gains) on disposal of 

   property, plant & equipment 

28 (220) (222) (176) 

   Unrealized foreign currency loss (gains) 121 196 (61) 433 

   Other non-cash items 28 80 110 398 

EBITDA as reported 2,455 2,958 2,239 5,243 

EBITDA for the three months ended September 30, 2018 was $2,455,000 compared to $2,958,000 for the same 
period in the prior year.  EBITDA for the nine months ended September 30, 2018 was $2,239,000 compared with 
$5,243,000 for the same period in 2017. The primary reason for the decrease in EBITDA during nine-month period 
ended September 30, 2018 was the lower level of revenue of $9,724,000, compared with $11,406,000 during the 
same period in 2017. Changes in the levels of revenue are discussed in an earlier section of this MD&A.  ESI’s method 
of calculating EBITDA may differ from that of other organizations and, accordingly, it may not be comparable to that 
of other companies. 

Funds flow from Operations 

Funds from operations is calculated as cash flow from operating activities, as presented in the consolidated 
statement of cash flow, prior to any increases or decreases in working capital. This is not a measure recognized under 
GAAP.   Management believes funds flow is a useful measure as it provides an indication of the funds generated by 
the Company’s principal business and eliminates the impact of seasonal fluctuations and lack of comparability 
between periods of non-cash working capital balances, which consist primarily of highly liquid balances.  However, 
this financial measure should not be construed as an alternative measure to cash flows from operating activities 
determined in accordance with GAAP.  ESI’s method of calculating funds from operations may differ from that of 
other organizations and, accordingly, it may not be comparable to that of other companies. 

The following is a reconciliation of cash flows from operating activities to funds flow from operations. 
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   (CAD thousands)  

 Three Months Ended September 30 Nine Months Ended September 30 

 2018 2017 2018 2017 

Funds flow from operations 2,510 2,986 2,360 5,290 

add (deduct):     

   Changes in non-cash working capital (1,923) 874 (2,826) 486 

Cash flow from (used in) operating 
activities  

587 3,860 (466) 5,776 

Funds flow per share 0.05 0.07 0.05 0.12 

The changes in funds flow reflect the changes in revenue discussed above. 

Forward-Looking Statements   
From time to time, ESI makes forward-looking statements. These statements include, but are not limited to, 
comments regarding ESI’s objectives and strategies, financial condition, results of operations, the outlook for the 
industry and risk management. 

By their nature, these forward-looking statements involve numerous assumptions, inherent risks and uncertainties, 
both general and specific, and the risk that the predictions and other forward-looking statements will not be realized.  
Readers of this MD&A are cautioned not to place undue reliance on these statements as a number of important 
factors could cause actual future results to differ materially from the plans, objectives, estimates and intentions 
expressed in such forward-looking statements. 

Forward-looking statements may be influenced by factors such as: the level of pipeline construction carried on by 
ESI’s customers, world crude oil prices and North American natural gas prices, weather, access to capital markets, 
and government policies.  We caution that the foregoing list of factors is not exhaustive and that investors and others 
should carefully consider the foregoing factors as well as other uncertainties and events prior to making a decision 
to invest in ESI shares.  Except as required by law, the Company does not undertake to update any forward-looking 
statements, whether written or oral, that may be made from time to time by it or on its behalf. 

In particular, under “Cyclical and Season Nature of ESI’s Operations”, it was stated that “This trend in large padding 
machine rentals is projected to be on par with the third quarter of 2018”.  ESI has based this forward-looking 
statement on the fact that the Company worked 59 large padding months and 13 small padding months during the 
three-month period ended September 30, 2018 compared with 60 large padder months and 27 small padder months 
respectively, during the same period in 2017.  As of the date of this statement, the Company had 24 large padding 
machines out on rent compared with 19 large padding machines on rent during the month of September 2017, an 
increase of 26 percent, which the Company sees as continuing through the fourth quarter of 2018.  

Management’s Responsibility for Financial Information  

As at September 30, 2018, management evaluated, under the supervision of the President and Chief Executive 
Officer (the “CEO”) and the Chief Financial Officer (“CFO”), the effectiveness of the Company’s disclosure controls 
and procedures (“DC&P”) as defined under National Instrument 51-109.  Based on that evaluation, the CEO and 
CFO concluded that the Company’s DC&P was effective at September 30, 2018. 
 
No changes were made to the Company’s internal control over financial reporting (“ICFR”) during the quarter ended 
September 30, 2018, that have materially affected, or are reasonably likely to materially affect, the Company’s ICFR. 
 
As in prior quarters, ESI’s Audit Committee has reviewed this document, including the attached interim financial 
statements. 


