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PROVI DI N G
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I believe that it’s important to know the answer to that question. It
is important for an individual and it is also important for a company.
When we embarked upon our strategic planning process this
year, it became obvious to me that we really needed to answer
this question as an organization. It was definitely a memorable
challenge for our management team to articulate our vision
statement. (Admittedly, we spent a great deal more time trying to
jumpstart lagging demand due to a slow economy, but that was not a
unique challenge.) At Reko International Group Inc., we manufacture
a variety of products for a wide variety of customers and markets, so
we struggled to find that “common thread” that ties us all together in a
cohesive, passionate purpose.
After several good brainstorming sessions and much debate, here is what
we established as the vision statement for Reko International Group Inc.:
“Strengthening communities by advancing manufacturing”
The desire to strengthen communities has a universal appeal, and Reko, as
a company, has always acknowledged its role in supporting the communities
in which it operates. Since our customers are also manufacturers, we know
that they too, have the opportunity to strengthen the communities in which
they operate. This stems from a central belief that manufacturing is important
for a community’s growth and prosperity. The creativity required to design and
then make something, as well as the intelligence required to design and make
something that is desirable, priced appropriately, delivered on- time and in many
cases is globally competitive, are talents that every community should develop and
possess, to some degree.

RE K O I N TER N ATI O N A L GR O U P I N C .

The passion of
the people I work
with inspires me to
come to work each
day, and for that,
I am truly grateful.

Chief Executive Officer’s Message

When you are waking up from a great sleep to go to work,
do you think about why you do what you do? Beyond the
simple answer of “to get paid ”, is there something more that
drives you to create something of quality, satisfy a customer,
hit a deadline, or to get enough done to feel like it has been a
successful day?
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Beyond the obvious financial contributions such as
earning income (and thus paying taxes) as well as
providing jobs (and thus having employees and vendors
paying taxes and spending in our community, too) Reko
also provided support in other ways. We made donations
to local charities. We contributed to customer events that
resulted in donations to their local charities, too.
Reko hosted tours for students and teachers of our
facilities, both on “Manufacturing Day” (www.mfgday.com)
and throughout the year, to allow a new generation to learn
why they should consider a career in manufacturing. After all,
we can’t ensure that manufacturing continues to thrive in our
communities if we don’t have people to drive that continued
success! Reko also acted as a sponsor to the inaugural
Windsor Essex Great Lakes FIRST Robotics competition
(www.usfirst.org), where hundreds of passionate participants and
volunteers got together to show what is possible when a group of
dedicated and creative people combine their talents! There were
some fantastic examples of teamwork, “gracious professionalism”,
and innovation, showing that we DO have what it takes to keep
North American manufacturing strong.

Even with the challenge of a lower than normal workload that we faced during
the year, we were able to keep our balance sheet strong and were ultimately

There were a number of ways that we, at Reko International Group, contributed to the advancement
of manufacturing during 2014.
We worked, under the direction of Harbour Results, to find ways to streamline our process for
designing and building moulds and to improve our throughput. While this may not seem like an
obvious way to advance manufacturing, the reality is that with growing demand for North Americanbuilt moulds, the faster we can supply quality tooling, the faster our manufacturing customers can
produce parts and assemblies that will get new and updated models to market. Each innovation
helps to reduce the gap between capacity and demand.
With new equipment and new software, we also advanced manufacturing by finding better and better
ways to utilize them. The change of a cutter or a programming strategy can make a big difference in
speed and quality, and the willingness to experiment and confirm the best method is a great way to
advance manufacturing. At Reko we have a history of finding new ways to use existing technology and
this tradition continues today. It’s an important part of who we are and fits perfectly with our vision.
We also help to advance manufacturing every time we develop a proposal to meet our customer
needs. Whenever we can find that optimal blend of pricing, quality and delivery to satisfy a
customer, we are, in fact, advancing manufacturing. Sometimes we have to be extremely creative in
our design or in our process in order to meet our customers’ needs in a way that is still profitable for
us, but each challenge makes us better at finding a better way.
They say that a vision is sometimes unattainable or an idealized state that is likely never attained.
Knowing the people at Reko, and knowing what happens here every day, it is clear to me that we
have been living our vision for many years. The passion of the people I work with inspires me to
come to work each day, and for that, I am truly grateful. With the assistance of our customers,
lenders, vendors, directors and shareholders, we can continue to live this vision for many years to
come. For this reason, I want to express my appreciation to all of you!

“Diane Reko, B . C o m m ”
Chief Executive Officer

RE K O I N TER N ATI O N A L GR O U P I N C .

There will undoubtedly be new and evolving ways that we can
strengthen communities, yet we must always keep in mind the advice
of every flight attendant which is to “ensure that our own oxygen
mask is in position before we help someone else”. In other words,
Reko International Group Inc. must continue to be a strong company
in order to continue to provide strength to communities. We realize the
importance of this fact. Throughout the year, we worked diligently to
find sales opportunities. For most of the year, that took great discipline,
as we were not seeing the results of all the effort expended. Finally, in the
third and fourth quarters we started to see demand strengthening in all
areas of our business, resulting in strong annual earnings, following three
rather dismal quarters. While we are pleased with the improvement in the
demand for our products and services, we will not become complacent, but
will continue to strengthen our sales team and our product offerings.

able to increase our book value over fiscal 2013. It’s important to realize that many employees were
responsible for achieving this goal- those who agreed to take time off without pay when the workload
was very quiet; those who persistently inquired with customers about work that we could do; those
who found ways to do more in less time or with better value materials; those who discovered ways to
maximize the performance of both our new and our existing equipment; and all of those who remained
hopeful, with me, that things would improve. I’m confident that this same team of creative and
intelligent people will be able to handle the challenges that a large workload now bestows upon us!

Chief Executive Officer’s Message

How did we strengthen communities in fiscal 2014?
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This MD&A has been prepared by reference to the MD&A disclosure requirements established under
National Instrument 51-102 “Continuous Disclosure Obligations” (“NI 51-102”) of the Canadian Securities
Administrators. Additional information regarding Reko International Group Inc., including copies of our
continuous disclosure materials, is available on our website at www.rekointl.com or through the SEDAR
website at www.sedar.com.

All amounts in this MD&A are expressed in 000’s of Canadian dollars, except per share amounts and where
otherwise indicated.
This MD&A is current to October 2, 2014.

(in 000’s, except for per share amounts)

In this MD&A, reference is made to earned revenue, which is not a measure of financial performance
under IFRS. The Company calculates earned revenue as sales less materials, sub-contracting and inventory
adjustments. The Company included information concerning this measure because it is used by management
as a measure of performance, and management believes it is used by certain investors and analysts as a
measure of the Company’s financial performance. This measure is not necessarily comparable to a similarly
titled measure used by other companies.

M A N AGE M E N T ’ S D IS C USSI O N A N D A N A L Y SIS

The following is management’s discussion and analysis of operations and financial position (“MD&A”)
and should be read in conjunction with the audited consolidated financial statements for the year ended July
31, 2014 and the audited consolidated financial statements and MD&A for the year ended July 31, 2013
included in our 2013 Annual Report to Shareholders. The audited consolidated financial statements for
the year ended July 31, 2014 have been prepared in accordance with International Financial Reporting
Standards (“IFRS”). When we use the terms “we”, “us”, “our”, “Reko”, or “Company”, we are referring to
Reko International Group Inc. and its subsidiaries.

RE K O I N TER N ATI O N A L GR O U P I N C .
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Reko designs and manufactures a variety of engineered products and services for original equipment
manufacturers (“OEMs”) and their Tier 1 suppliers. These products include custom machining
of very large castings and assemblies to high precision tolerances, specialty machines and lean cell
factory automation, compression molds, hydroform dies, plastic injection molds, fixtures and gauges.
Customers are typically OEMs or their Tier 1 suppliers and are predominantly in the automotive
market. Divisions of Reko are generally invited to bid upon programmes comprised of a number of
custom products used by the customer to produce a complete assembly or product.

Our design and manufacturing operations are carried on in two manufacturing plants located in
Lakeshore, Ontario a suburb of the City of Windsor in Southwestern Ontario.

INDUSTRY TRENDS AND RISKS
Our sales levels have been primarily dependent upon the levels of new model releases of cars
and light trucks by North American OEMs and our ability to secure moulding and automation
programmes from them. OEM new model releases can be impacted by many factors, including
general economic and political conditions, interest rates, energy and fuel prices, labour relation issues,
regulatory requirements, infrastructure, legislative changes, environmental emissions and safety issues.

O P E R ATI O N A L R IS K

Current outsourcing and in-sourcing trends could materially impact our profitability and financial condition
During periods of weakened demand, our customers traditionally revisit outsourcing decisions as a
method of maintaining their employment levels. Then during periods of strong demand, they return
to previous levels of outsourcing. As a result of this and other factors, our demand levels will swing
with general economic activity related to the industries we serve. Depending upon the depth and
breadth of the current economic climate, Reko may experience reductions in outsourced work orders.

RE K O I N TER N ATI O N A L GR O U P I N C .

The following additional risk factors, as well as the other information contained in this MD&A, for
the year ended July 31, 2014 or otherwise incorporated herein by reference, should be considered
carefully. These risk factors could materially and adversely affect the Company’s future operating
results and could cause actual events to differ materially from those described in forward-looking
statements related to the Company.

(in 000’s, except for per share amounts)

For the automotive industry, the Company conceptualizes designs and builds innovative solutions
to manufacturing challenges, including specialty machines for gas tank assembly lines, work cell
solutions for compression molds, repair of CNC machines, plastic secondaries, as well as compression
molds, hydroform dies, two shot molds and plastic injection molds. Reko has extensive experience
and knowledge in mold design and material flow and the impact of pressure on segments of the
mold/die. For the transportation and oil and gas industry, the Company machines customer supplied
metal castings and weldments to customer indicated specifications.

M A N AGE M E N T ’ S D IS C USSI O N A N D A N A L Y SIS

OVERVIEW
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The increasing pressure from our customers to launch new awards without adequate design support
could materially impact our profitability and financial condition

Like our Tier 1 customers, we continue to invest in technologies and innovations, which the
Company believes are critical to its long-term growth. Our ability to anticipate changes in
technology and to successfully develop and introduce new and enhanced products on a timely basis
using such technologies will be a significant factor in our ability to remain competitive. If there is
a shift away from the use of such technologies, our costs may not be fully recovered. In addition, if
other technologies in which our investment is not as great or our expertise is not as fully developed
emerge as the industry-leading technologies, we may be placed at a competitive disadvantage, which
could have a material adverse effect on our profitability and financial condition.

As the automotive industry rushed to restructure its operations, our OEM and Tier 1 customers
substantially reduced the design support offered to new vehicle launches. Without an adequate
level of support, the quality of information provided to tool builders to begin their work dropped
significantly. In addition, tool builders’ ability to manipulate poor quality information is limited as
the appropriate resources to approve the manipulations are not available from the OEM or Tier 1.
This introduced significant inefficiencies to the process and impaired the ability of the tool builder to
manufacture molds at the same profitability as in the past.

Inability to diversify our sales could have an adverse effect on our profitability and financial condition

We may not be able to successfully compete against suppliers with operations in developing markets, which
could have an adverse effect on our profitability and financial condition

The consequences of the automotive industry’s dependence on consumer spending and general economic
conditions could materially impact our profitability and financial condition
The global automotive industry is cyclical and largely tied to general economic conditions. As our
customers revisit their business models and make design changes to existing models and new vehicle
introductions, the market for tooling and factory automation may decline.
The financial viability of our supply base could materially impact our profitability and financial condition
While our exposure to individual entities in our supply chain is largely limited to steel suppliers and
mold grainers, both of which tend to be mandated by our customers, we are still exposed to multiple
relatively small niche market players whose declining financial viability may present challenges for
securing the necessary inputs to our build process.

The consequences of shifting market shares among vehicle or automobile manufacturers could materially
impact our profitability and financial condition
Although we supply tooling, secondary automation and manufacturing work cells to almost all of the
leading automotive manufacturers, a significant majority of our sales are to the Detroit 3. We are
attempting to further diversify our customer base, particularly to increase our business with Asianbased and European-based automotive manufacturers. In the short-term, we remain constrained to
our exposure with the Detroit 3.
The consequences of a decrease in the world’s energy reduction programs could materially impact our
profitability and financial condition
Certain of our activities are tied to machining of energy efficient locomotive engines. An adverse
change in the current worldwide economic demand for energy efficient locomotive engines could
result in reduction in the demand for our machining operations.
Our dependence upon key personnel could materially impact our profitability and financial condition
The success of Reko is dependent on our design engineers, control engineers, machinists and our
management team. The experience and talents of these individuals is a significant factor in the
Company’s continued growth and success. The loss of one or more of these individuals without
adequate replacement could have a material adverse effect on the Company’s operations and
business prospects.

RE K O I N TER N ATI O N A L GR O U P I N C .

Many of our customers have sought, and will likely continue to seek to take advantage of lower
operating costs in China, India, Brazil, Indonesia, Russia, Mexico and other developing markets.
While we continue to expand our manufacturing sources, with a view to taking advantage of these
lower cost countries, we cannot guarantee that we will be able to fully realize such opportunities.
The inability to quickly adjust our manufacturing sources to take advantage of opportunities in these
markets could harm our ability to compete with our suppliers operating in or from such markets,
which could have an adverse effect on our profitability and financial condition.

The global automotive industry is cyclical and consumer demand for automobiles is sensitive to
changes in economic and political conditions, including interest rates, energy prices, employment
levels and international conflicts, including acts of terrorism. Automotive production and more
importantly for Reko, the frequency of automotive model changes, is affected by consumer demand
and may be affected by macro-economic factors. As a result of these and other factors, some of our
customers are currently experiencing, and/or may experience in the future, reduced consumer demand
for all or a portion of their vehicles, leading to reduced product offerings.

(in 000’s, except for per share amounts)

Although we supply molds, gauges, fixtures and factory automation to all of the leading automobile
manufacturers, a significant majority of our sales are to the Detroit 3. While we have diversified our
customer base in recent years and continue to attempt to further diversify, particularly to increase our
business with European and Asian-based automobile manufacturers, there is no assurance we will be
successful. Inability to successfully grow our sales to non-traditional customers could have an adverse
effect on our profitability and financial condition.

Changes in consumer demand for specific vehicles could materially impact our profitability
and financial condition

M A N AGE M E N T ’ S D IS C USSI O N A N D A N A L Y SIS

A shift away from technologies in which the Company is investing could have a material adverse effect
on our profitability and financial condition

15

Continued support of our lenders could have a material impact on our profitability, financial condition and
continued sustainability

While we have not completed an acquisition in a number of years, we may do so in the future. In
those product areas in which we identified acquisitions as critical to our business strategy, we may not
be able to identify suitable acquisition targets or successfully acquire any suitable targets, which we
identify. Additionally, we may not be able to successfully integrate or achieve anticipated synergies
from those acquisitions, which we do complete.

The Company operates in a capital-intensive business, has significant financing requirements placed
on it by its customers and its financial resources are less than the financial resources of our customer
base. There can be no assurance that, if, as and when the Company seeks additional equity or debt
financing, it will be able to obtain the additional financial resources required to successfully compete
in its markets on favourable commercial terms or at all. Additional equity financings may result in
dilution to existing shareholders.

Our manufacturing facilities are subject to risks which could materially impact our profitability
and financial condition

FI N A N C I A L A N D C A P ITA L M A N AG E M E N T R IS K

Continued uncertain economic conditions could have a material adverse effect on our profitability
and financial condition
While a number of world regions appear to have recovered from the 2008-2009 global recession,
uncertainty remains about the strength of the recovery in some regions, such as North America and
Asia, while other regions such as Europe and Russia are currently experiencing an economic downturn.
The continuation of economic uncertainty or deterioration of the global economy for an extended
period of time could have a material adverse effect on our profitability and financial condition.
The continuation or intensification of pricing pressures and pressure to absorb additional costs could have an
adverse effect on our profitability

The increasing pressure from our customers to absorb their traditional overhead costs, including program
management and design feasibility, could materially impact our profitability and financial condition
As the automotive industry rushed to restructure its operations, services typically provided by our
Tier 1 customers in the areas of program management and design feasibility were abandoned to meet
internal financial targets. As this layer of oversight and engineering disappeared from our customers,
Reko was expected to fill the void. To date, Reko has been able to meet this challenge using internal
resources. Increased pressure to fill this void may result in the need for Reko to increase its overhead
to fulfill this role.

The consequences of a decrease in demand after locomotive engine emission standards are changed could
materially impact our profitability and financial condition
Certain of our activities are tied to machining of locomotive engines that meet Tier III emission
standards in North America. Market expectations are that demand will continue at an artificial
level up to the date of implementation of Tier IV emission standards in North America. Thereafter
demand is expected to fall. Depending on the sourcing decisions made by our customers on
implementation of the Tier IV emission standards and the impacts on demand thereafter our
profitability and financial condition could be materially impacted.
We could record impairment charges in the future, which could materially impact our profitability and
financial condition
Annually, we must test our capital assets, future income taxes and any other long-lived assets for
impairment or whenever indicators of impairment exist. The bankruptcy of a significant customer
could be an indicator of impairment. In addition, to the extent that forward-looking assumptions
regarding the impact of improvement plans on current operations, outsourcing and other new
business opportunities are not met, impairment charges could occur.

RE K O I N TER N ATI O N A L GR O U P I N C .

We face significant pricing pressure, as well as pressure to absorb costs related to tooling design and
machine design, as well as other items previously paid for directly by automobile manufacturers.
These pressures are expected to continue, even as the industry solidifies its recovery. The
continuation or intensification of these pricing pressures and pressure to absorb additional costs
could have an adverse effect on our profitability and financial condition.

Although, our financial results are reported in Canadian dollars, a significant portion of our sales
are realized in U.S. dollars. Our profitability is affected by movements in the U.S. dollar against
the Canadian dollar. As a result of our hedging program, foreign currency transactions are not
fully impacted by movements in exchange rates. Our hedging program is designed to hedge our
accounting risk (the risk associated with our foreign exchange balances on our balance sheet at any
point in time) but does not hedge our economic risk (the risk associated with all of our foreign
exchange balances and potential balances regardless of whether those balances and potential balances
are on our balance sheet at any one particular time). Despite these measures, significant long-term
fluctuations in relative currency values could have an adverse effect on our profitability and financial
condition and any sustained change could adversely impact our competitiveness.

(in 000’s, except for per share amounts)

Our manufacturing facilities are subject to risks associated with natural disasters, including fires and
floods. The occurrence of any of these natural disasters could cause the total or partial destruction of
a manufacturing facility, thus preventing us from supplying products to our customers and disrupting
production at their facilities for an indeterminate period of time. The inability to promptly resume
the supply of products following a natural disaster at a manufacturing facility could have a material
adverse effect on our operations, profitability and financial condition.

Significant long-term fluctuations in relative currency values could have an adverse effect on our profitability
and financial condition

M A N AGE M E N T ’ S D IS C USSI O N A N D A N A L Y SIS

Our failure to successfully identify, complete, and integrate acquisitions could materially impact profitability
and financial condition
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We incurred tax losses in both Canada and the United States, which we may not be able to fully or
partially offset against future income in those countries. In the case of the United States, we may not
be able to utilize these losses at all if we cannot generate profits in the United States.
Potential volatility of Reko’s share prices could materially impact the financial returns earned
by our shareholders

Interest of the majority and minority shareholders may be in conflict with the interests of the Company
As of the date of this MD&A, The Reko Family Corporation and Shirley Reko own directly or
indirectly 54.8% of the outstanding shares of the Company. As such, The Reko Family Corporation
will be able to elect or remove the directors of the Company and to exercise control in certain respects
over the Company’s affairs.

UNUSUAL ITEMS
SA L E O F R E D U N DA N T C A P ITA L A SS E TS

During the year, the Company disposed of its last remaining redundant real estate property from its
business transformation project. The property had a net book value of $434. Net proceeds of $594
were received, resulting in a gain on sale of capital assets of $160. All of the net proceeds were used
to reduce the Company’s bank indebtedness.
EQ U I P M E N T FI N A N C I N G – T E R M LOA N

During the year, the Company obtained equipment financing in the amount of $1,100 USD ($1,150
CDN) bearing interest at our lender’s U.S. Base Rate plus 275 basis points. The financing is based
on a 5-year amortization period. However, the Company is able to make annual pre-payments, in
the amount of 10% of the remaining balance of the loan, on each anniversary date of the loan. The
Company provided a first charge on the equipment as security. The Company agreed to a minimum
Working Capital covenant, which is no more restrictive than its other Working Capital covenants, as
part of the transaction.
R ECOV E RY O F D E F E R R E D TA X A SS E T

Significant changes in law, government regulations or accounting regulations could materially impact our
profitability and financial condition
A significant change in the current regulatory environment in our principal markets could impact
future profitability. In particular, our profitability could be adversely impacted by significant changes
in the tariffs and duties imposed on our products. In addition, we could be affected by changes in
tax or other laws, which impose additional costs on automobile manufacturers or consumers, or more
stringent fuel economy requirements on manufacturers, of sport-utility vehicles, light trucks and
other vehicles from which we derive some of our sales.

FOREIGN EXCHANGE AND OTHER FINANCIAL INSTRUMENTS

Environmental laws and regulations could materially impact our profitability and financial condition
We are subject to a wide range of environmental laws and regulations relating to air emissions,
wastewater discharge, waste management and storage of hazardous substances. We are also subject
to environmental laws requiring investigation and clean-up of environmental contamination.
Estimating environmental clean-up liabilities is complex and heavily dependent on the nature and
extent of historical information and physical data relating to the contaminated sites, the complexity
of contamination, the uncertainty of which remedy to apply, and the outcome of discussions with

Under IFRS, Reko maintains deferred income tax asset accounts by jurisdiction. Each reporting
period Reko assesses the probable net recovery of its Canadian non-capital losses and SR&ED
tax credits and its U.S. net operating losses. As a result of the assessment at July 31, 2014, Reko
determined that it was probable that its expected recovery of its Canadian non-capital losses and
SR&ED tax credits had increased by $1,317, which resulted in Reko recording $1,000 income tax
recovery in the Company’s fourth quarter.

Reko is exposed to the impacts of changes in the foreign exchange rate between Canadian and
United States (“U.S.”) dollars. More specifically, approximately 80% of the Company’s sales and 20%
of its costs are incurred in U.S. dollars. In addition, the Company maintains certain working capital
in the U.S. and holds a 50% membership interest in an Alabama Limited Liability Company, where
it maintains an out-sourcing business and working capital.
In order to minimize our exposure to the impacts of changes in the foreign exchange rate, the
Company maintains a forward foreign exchange hedging programme (“Programme”). Reko’s

RE K O I N TER N ATI O N A L GR O U P I N C .

R EG U L ATO RY R IS K

(in 000’s, except for per share amounts)

The market price of the Company’s common shares has been, and will likely continue to be, subject
to fluctuations in response to a variety of factors, many of which are beyond the Company’s control.
These fluctuations may be exaggerated if the trading volume of the common shares remains low.
In addition, due to the evolving nature of its business, the market price of the common shares
may fall dramatically in response to a variety of factors, including quarter-to-quarter variations in
operating profits, announcements of technological or competitive developments by the Company
or its competitors, large short-term fluctuations in foreign exchange rates, acquisitions or entry into
strategic alliances by the Company or its competitors, the industry or its customer’s industry and
general market and economic conditions.

regulatory authorities relating to the contamination. In addition, these environmental laws and
regulations are complex, change frequently and have tended to become more stringent and expensive
over time. Therefore, we may not have been, and in the future may not be, in complete compliance
with all such laws and regulations, and we may incur material costs or liabilities as a result of such
laws and regulations significantly in excess of amounts we have reserved.

M A N AGE M E N T ’ S D IS C USSI O N A N D A N A L Y SIS

Our inability to utilize tax losses could materially impact our profitability and financial condition

19

During each of the last four quarters, the Company’s month-end exposure to the U.S. dollar has been:
Total U.S.
exposure before
hedging programme

Fiscal Period

Forward
foreign exchange
contracts booked

Net exposure
to the U.S. dollar

$

11,350

$

9,500

$

1,850

Q3 – 2014

$

9,847

$

8,500

$

1,347

Q2 – 2014

$

8,611

$

10,000

$

(1,389)

Q1 - 2014

$

10,579

$

11,000

$

(421)

For the three months ended July 31,
2014
Actual

U.S.
Dollar
equals
Canadian
Dollar

2013

Reko
effective
rate

Actual

Contract value
booked (000’s)

Effective
average rate

Q4 – 2014

$ 9,500

1.0883

Q1 – 2015

$ 3,000

1.0760

Fiscal Period

The Company notes that at current levels of FFECs and U.S. dollar denominated assets and
liabilities, an increase in the value of the U.S. dollar against the Canadian dollar results in the
Company recording gains and an increase in the value of the Canadian dollar against the U.S. dollar
results in financial losses for the Company.
Foreign currency transactions are recorded at rates in effect at the time of the transaction. Forward
exchange contracts are recorded at month-end at their fair value, with unrealized holding gains and
losses recorded in foreign exchange gain (loss).
Additional information with respect to financial instruments is provided in Note 1, Note 3 and Note 5 to
Reko’s audited consolidated financial statements, which by this reference are hereby incorporated herein.

RECONCILIATION OF NON-IFRS MEASURES
The reconciliation of earned revenue to sales in accordance with IFRS is provided in the following table:

For the year ended July 31,
2014

Reko
effective
rate

The following table outlines the level of FFECs presently maintained and the average effective rate
of these contracts:

Actual

2014

2013

Reko
effective
rate

Actual

Reko
effective
rate

Sales

$

Less: Material
Subcontracting

1.0823

1.0907

1.0288

1.0172

1.0732

1.0611

1.0062

1.0072

Inventory adjustments

38,894

2013
$

9,242

7,850

2,954

7,566

(482)
$

40,674

27,180  

244
$

25,014

RE K O I N TER N ATI O N A L GR O U P I N C .

As a result of the Company’s purchase of forward foreign exchange contracts (“FFECs”), the
Company is subject to changes in foreign exchange rates that may not be consistent with changes in
the current quoted foreign exchange rates. More specifically, the Company’s foreign exchange risk
is split such that its net exposure to the U.S. dollar, as detailed above, is subject to change in market
foreign exchange rates on a monthly basis and the remainder of its U.S. dollar exposure is subject to
foreign exchange risks based on the specific foreign exchange rate contained in its FFECs. The table
below presents a comparison between actual foreign exchange rates and Reko’s effective rate on its
booked FFECs.

At the end of the year, we held FFECs of $9,500 compared to $15,000 at the end of the prior year.
During fiscal 2014, on average, we held FFECs of $10,200, compared to $13,000 during the prior year.

(in 000’s, except for per share amounts)

Q4 – 2014

The Company’s FFECs represent agreements with an intermediary to trade a specific amount of U.S.
dollars for Canadian dollars at a specific rate on a specific date. Currently, the date is between one
(1) and six (6) months after the date on which the FFEC is booked. The specific rate entered into is
not necessarily indicative of what either the intermediary or Reko believes the foreign exchange rate
will be on the date the settlement of the trade occurs, rather it is a rate set by the intermediary which
Reko can either accept or reject.

M A N AGE M E N T ’ S D IS C USSI O N A N D A N A L Y SIS

Programme is based on maintaining our net exposure to the U.S. dollar (total U.S. exposure less
forward foreign exchange contracts) between positive and negative $2,000. This Programme is
designed to minimize the Company’s exposure to foreign exchange risks over the mid-term. As
a consequence of this mid-term exposure protection, the Company is subject to short-term paper
gains and losses on its net exposure to the U.S. dollar, most particularly during periods when our
net exposure to the U.S. dollar is outside of our target exposure. During periods of rapid fluctuation
in the foreign exchange rate between the Canadian dollar and the U.S. dollar, regardless of our
net exposure to the U.S. dollar, the Company can generate significant gains or losses, which will
materially impact financial results. These significant gains or losses are entirely related to mark-tomarket accounting rules and represent the product of our net exposure to the U.S. dollar and the
change during any given month of the value of the U.S. dollar in relation to the Canadian dollar.
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−

Sales

Sales for the year ended July 31, 2014 decreased $1,780, or 4.4%, to $38,894 compared to $40,674 in
the prior year.
The decrease in sales was largely related to:
−

Decreases in demand throughout the entire year for goods in the automotive industry; and,

−

Decreases in demand in the first two quarters for goods in the capital equipment industry.

Earned revenue

The earned revenue for the year ended July 31, 2014, increased $2,166 to $27,180, compared to
$25,014 in the prior year.
The increase in earned revenue was largely related to:

Price increases achieved throughout the year.

Items offsetting the increase in earned revenue included:
−	Weaker demand in the automotive industry, resulting in fewer costs incurred for materials
and subcontracting.
Gross profit

The gross profit for the year ended July 31, 2014 increased $657 to $7,123 or 18.3% of sales,
compared to $6,466, or 15.9% of sales, in the previous fiscal year.
The increase in gross profit was largely related to:
−

Increased levels of earned revenue during the year.

−

Higher fixed overhead costs during the year, particularly related to shop supplies; and,

−	Increased amortization at our injection moulding facility, as we revised the expected useful
life of several of our older CNC machines.
Selling and administration

Selling and administration expenses (“S,G&A”) increased by $423, or 9.8%, to $4,730, or 12.2% of
sales for the year ended July 31, 2014, compared to $4,307, or 10.6% of sales in the prior year. The
increase in S,G&A was a result of:
−	Increased office employee headcount at our precision machining facility to handle its
increased level of demand;
−

Increased professional fees related to changes in certain United States state taxes; and,

−

Recovery of less previously written off doubtful accounts than the prior year.

−	Reductions in accounts receivable insurance premiums, consistent with our decrease in sales
during the year.
Earnings overview

The net income for the year ended July 31, 2014 was $2,298, or $0.36 per share, compared to a net
income of $1,673, or $0.26 per share, in the prior year.

LIQUIDITY AND CAPITAL RESOURCES
Cash flow from operations decreased from cash provided by operations of $6,896 in the prior year to
$356 in the current year.
The decrease in cash flow from operations is primarily a result of:
−	Decreased billings to our customers as more of the work we previously completed was
delayed in reaching its Pre-Production Approval Process milestone;
−	Decreased investment in operational projects, consistent with the slow-down in new order
kick-offs in the automotive industry in the last six months of our fiscal year; and,
−	Reduced accounts payable owing to our suppliers as we purchased fewer items for projects
in the fourth quarter due to reduced demand in the automotive industry.
Items offsetting the decrease in cash flow from operations included:
−	Reduced investment in new projects as demand has slowed at our manufacturing facility; and,
−

Increased billings to customers in the capital equipment industry.

During the year, the Company obtained equipment financing in the amount of $1,100 USD
($1,150 CDN) bearing interest at our lender’s U.S. Base Rate plus 275 basis points. The financing is
based on a 5-year amortization period; however, the Company is able to make annual pre-payments,
in the amount of 10% of the remaining balance of the loan, on each anniversary date of the loan.
The Company provided a first charge on the equipment as security. As part of the transaction, the
Company agreed to a minimum Working Capital covenant, which is no more restrictive than its
other Working Capital covenants.
Financial covenants
The Company met its financial covenants at all times during the year.
The Company believes it has sufficient operating room with respect to its financial covenants for the next
fiscal year and does not anticipate being in breach of any of its financial covenants during this period.
Capital assets and investment spending

For the year ended July 31, 2014, the Company invested $3,089 in capital assets. The total capital
asset investment is comprised of $2,429 related to growth CAPEX and $660 related to maintenance
CAPEX spending.

RE K O I N TER N ATI O N A L GR O U P I N C .

Items offsetting the increase in gross profit included:

Reductions in commissions, consistent with our decrease in sales during the year; and,

(in 000’s, except for per share amounts)

−	Earned revenue from the capital equipment industry received without incurring costs for
materials and sub-contracting, during the year, which earned revenue represented a greater
proportion of our total sales than in the prior year; and,
−

Items offsetting the increase in selling and administration included:

M A N AGE M E N T ’ S D IS C USSI O N A N D A N A L Y SIS
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CRITICAL ACCOUNTING ESTIMATES

As at July 31, 2014, Reko had borrowed $8,560 on its revolving line of credit, net of its cash on
hand, compared to $6,866 at July 31, 2013 and $9,127 at April 30, 2014. The revolver borrowings
decreased by $567 in the quarter and increased approximately $1,694 for the year. Over the next six
months, we anticipate investing more on new projects and capital assets than we will be collecting
from customers. Accordingly, we expect borrowings to display an increasing trend over this period.
Reko has a $20,000 revolver available. However, based on our current lender defined margining
capabilities, our borrowings are limited to $15,090, of which approximately $6,530 was unused and
available at the end of the year. Under the terms of our credit facilities, Reko must achieve certain
financial covenants including a maximum Total Debt to Tangible Net Worth, a minimum Current
Ratio and a minimum Debt Service Coverage Ratio. As previously discussed, Reko is confident
about its ability to meet these financial covenants over the next fiscal year.
Contractual obligations and off-balance sheet financing
Contractual obligations
Long-term debt

Total

Less than 1
year

$ 6,634

$ 901

$ 1,929

$ 3,804

--

52

10

21

21

--

$ 6,686

$ 911

$ 1,950

$ 3,825

--

1 – 3 years 4 – 5 years

After 5
years

Management believes the following critical accounting policies affect the more significant judgments
and estimates used in the preparation of the consolidated financial statements of the Company.
Management has discussed the development and selection of the following critical accounting
policies with the Audit Committee of the Board of Directors and the Audit Committee has reviewed
its disclosure relating to critical accounting estimates in this MD&A.
Allowances for doubtful accounts receivable

Except as disclosed elsewhere in this MD&A, there have been no material changes with respect to
the contractual obligations of the Company during the year.

In order for management to establish appropriate allowances for doubtful accounts receivable,
estimates are made with regard to economic conditions, potential recoverability through our accounts
receivable insurer, and the probability of default by individual customers. The failure to estimate
correctly could result in bad debts being either higher or lower than the determined provision as of
the date of the balance sheet.

Reko does not maintain any off-balance sheet financing.

Revenue recognition and tooling and machinery contracts

Share capital

Revenue from tooling and machinery contracts is recognized on the percentage of completion
basis. The percentage of completion basis recognizes revenue and cost of sales on a progressive basis
throughout the completion of the tooling or machinery.

Operating leases
Total contractual obligations

Outstanding share data

Designation of security
Common Shares

Maximum number
issuable if convertible,
exercisable or
exchangeable for
Number outstanding
common shares
6,429,920

Stock options issued

55,000

Stock options exercisable

27,000

Total (maximum) number of common shares

Tooling and machinery contracts are generally fixed; however, price changes, change orders
and program cancellation may affect the ultimate amount of revenue recorded with respect to a
contract. Contract costs are estimated at the time of signing the contract and are reviewed at each
reporting date. Adjustments to the original estimates of total contract costs are often required as
work progresses under the contract. When the current estimates of total contract revenue and total
contract costs indicate a loss, an allowance for the entire loss on the contract is made. Factors that are
considered in arriving at the forecasted profit or loss on a contract include, amongst other items, cost
overruns, non-reimbursable costs, change orders and potential price changes.
Impairment of long-lived assets

6,484,920

Management evaluates capital assets for impairment whenever indicators of impairment exist and
considers reversal of impairment at each reporting date. Indicators of impairment include prolonged
operating losses or a decision to dispose of, or otherwise change the use of, an existing capital asset.
If the sum of the discounted future cash flows expected to result from the asset, without interest
charges, is less than the carrying value of the asset, asset impairment must be recognized in the

RE K O I N TER N ATI O N A L GR O U P I N C .

The Company had 6,429,920 common shares outstanding at July 31, 2014. During the year, the
Company granted 35,000 options to employees, 5,000 options to Ms. Reko, who is both an employee
and a director, and 15,000 options to directors. During the year, 9,000 options, from a previous
option award, were exercised, all by directors.

(in 000’s, except for per share amounts)

Payments due by period

The Company’s discussion and analysis of its results of operations and financial position is based
upon the consolidated financial statements, which have been prepared in accordance with IFRS.
The preparation of the consolidated financial statements requires management to make estimates
and judgments that affect the reported amounts of assets, liabilities, revenues and expenses, and the
related disclosure of contingent assets and liabilities. Management bases its estimates on historical
experience and various other assumptions that are believed to be reasonable in the circumstances, the
results of which form the basis for making judgments about the carrying value of assets and liabilities.
On an ongoing basis, management evaluates these estimates. However, actual results differ from
these estimates under different assumptions or conditions.

M A N AGE M E N T ’ S D IS C USSI O N A N D A N A L Y SIS

Cash resources/working capital requirements
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Management believes that accounting estimates related to capital assets are ‘critical accounting
estimates’ because: (i) they are subject to significant measurement uncertainty and are susceptible
to change as management is required to make forward-looking assumptions regarding their impact
on current operations; and (ii) any resulting impairment loss could have a material impact on the
consolidated net income and on the amount of assets reported on the Company’s consolidated
balance sheet.
Future income taxes

Provisions

QUARTERLY RESULTS
The following table sets out certain unaudited financial information for each of the eight fiscal
quarters up to and including the fourth quarter of fiscal 2014, ended July 31, 2014. The information
has been derived from the Company’s unaudited condensed consolidated financial statements, which
in management’s opinion, have been prepared on a basis consistent with the audited consolidated
financial statements contained elsewhere in this Annual Report and include all adjustments necessary
for a fair presentation of the information presented. Past performance is not a guarantee of future
performance and this information is not necessarily indicative of results for any future period.
Oct/12

Jan/13

Apr/13

$    10,737

$   10,504

$    10,871

Net loss

751

212

224

498

Loss per share: Basic

0.12

0.03

0.03

0.08

0.12

0.03

0.03

0.08

Oct/13

Jan/14

Apr/14

July/14

Sales

Management estimates the costs associated with provisions based on management’s expectations of
amounts payable and the likelihood of the payment occurring.

Diluted

Sales

CONTROLS AND PROCEDURES

Our management used the Committee of Sponsoring Organizations of the Treadway Commission
(COSO) framework to evaluate the effectiveness of internal controls over financial reporting. We
carried out an evaluation of the effectiveness of the design and operation of our disclosure controls
and procedures during fiscal 2014, and concluded that Reko’s controls and procedures are operating
effectively to ensure that the information required to be disclosed is accumulated and communicated
to management including the Chief Executive Officer and the Chief Financial Officer. A similar
evaluation will be performed throughout fiscal 2015.

Net income
Earnings per share: Basic
Diluted

8,469

$

9,298

$

10,561

$

$

8,562

10,566

42

54

151

2,051

0.01

0.01

0.02

0.32

0.01

0.01

0.02

0.32

RE K O I N TER N ATI O N A L GR O U P I N C .

Management is responsible for implementing, maintaining and testing the operating effectiveness
of adequate systems of disclosure controls and procedures. There are inherent limitations to the
effectiveness of any system of disclosure including the possibility of human error and circumvention
or overriding of the controls and procedures. Accordingly, even effective controls and procedures can
only provide reasonable assurance of achieving their corporate objectives.

$

July/13

(in 000’s, except for per share amounts)

Future tax assets in respect of loss carry forwards and scientific research and experimental design
credits relate primarily to legal entities in Canada and the United States. The Company evaluates
the realization of its future tax assets by assessing the likelihood of realization. The facts used to
assess the likelihood of realization are a forecast of future taxable income and available tax planning
strategies that could be implemented to realize the future tax assets. The Company has, and
continues to use, tax planning strategies to realize future tax assets in order to avoid the potential loss
of benefits.

Based on these evaluations, the Chief Executive Officer and the Chief Financial Officer concluded
that Reko’s disclosure controls and procedures and internal controls over financial reporting do not
include any material weaknesses and that they were effective in recording, processing, summarizing
and reporting information required to be disclosed within the time period specified in the Canadian
Securities Administrators (CSA) rules.
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financial statements. The amount of impairment to be recognized is calculated by subtracting the
recoverable amount of the asset from the carrying value of the asset. The recoverable amount is
defined as the higher of: its fair value less its costs to sell; and, its value-in-use.
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NORMAL COURSE ISSUER BID
The Company does not currently have an open Normal Course Issuer Bid.

This MD&A contains forward-looking information and forward-looking statements within the meaning
of applicable securities laws. We use words such as “anticipate”, “plan”, “may”, “will”, “should”, expect”,
“believe”, “estimate” and similar expressions to identify forward-looking information and statements.
Such forward-looking information and statements are based on assumptions and analyses made by us
in light of our experience and our perception of historical trends, current conditions and expected future
developments, as well as other factors we believe to be relevant and appropriate in the circumstances.
Readers are cautioned not to place undue reliance on forward-looking information and statements, as there
can be no assurance that the assumptions, plans, intentions or expectations upon which such statements are
based will occur. Forward-looking information and statements are subject to known and unknown risks,
uncertainties, assumptions and other factors which may cause actual results, performance or achievements
to be materially different from any future results, performance or achievements expressed, implied or
anticipated by such information and statements. These risks are described in the Company’s MD&A and,
from time to time, in other reports and filings made by the Company with securities regulators. While the
Company believes that the expectations expressed by such forward-looking information and statements
are reasonable, there can be no assurance that such expectations and assumptions will prove to be correct.
In evaluating forward-looking information and statements, readers should carefully consider the various
factors, which could cause actual results or events to differ materially from those, indicated in the forwardlooking information and statements. Readers are cautioned that the foregoing list of important factors
is not exhaustive. Furthermore, the Company disclaims any obligations to update publicly or otherwise
revise any such factors of any of the forward-looking information or statements contained herein to reflect
subsequent information, events or developments, changes in risk factors or otherwise.

RE K O I N TER N ATI O N A L GR O U P I N C .
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D E TAI LED
PR ECISIO N

TOGETHER

we are

Management is responsible for the consolidated financial statements and believes that they
fairly present the Company’s financial condition and results of operation in conformity with
International Financial Reporting Standards. Management has included in the Company’s
consolidated financial statements amounts based on estimates and judgments that it believes
are reasonable, under the circumstances.
To discharge its responsibilities for financial reporting and safeguarding of assets, management
believes that it has established appropriate systems of internal accounting control which provide
reasonable assurance that the financial records are reliable and form a proper basis for the timely
and accurate preparation of financial statements. Consistent with the concept of reasonable
assurance, the Company recognizes that the relative cost of maintaining these controls should not
exceed their expected benefits. Management further assures the quality of the financial records
through careful selection and training of personnel and through the adoption and communication
of financial and other relevant policies.
These financial statements have been audited by the shareholders’ auditors, PricewaterhouseCoopers
LLP, and their report is presented herein.

“Diane Reko, B . C o m m ”			

“Carl A. Merton,

C h i e f E x e c u t i v e O f f i c e r 			

Chief Financial Officer

October 2, 2014

C PA , C A , F C B V ”

M A N AGE M E N T ’ S RES P O N SI B I L IT Y F O R THE C O N S O L I D ATE D FI N A N C IA L STATE M E N TS

The accompanying consolidated financial statements and other financial information in this
annual report were prepared by management of Reko International Group Inc., reviewed by
the Audit Committee and approved by the Board of Directors.

RE K O I N TER N ATI O N A L GR O U P I N C .
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To t h e S h are h older s o f R eko Internat i onal Group Inc .

We have audited the accompanying consolidated financial statements of Reko International Group
Inc. and its subsidiaries which comprise the consolidated balance sheets as at July 31, 2014 and July
31, 2013 and the consolidated statements of income and comprehensive income, changes in equity
and cash flows for the years then ended, and the related notes, which comprise a summary
of significant accounting policies and other explanatory information.

As at July 31
(in 000’s, except for per share amounts)
2014
ASSETS (Notes 9 and 10)
Current
$

Cash
Accounts receivable
Work-in-progress (Note 6)

Management’s responsibility for the consolidated financial statements

Management is responsible for the preparation and fair presentation of these consolidated financial
statements in accordance with International Financial Reporting Standards, and for such internal
control as management determines is necessary to enable the preparation of consolidated financial
statements that are free from material misstatement, whether due to fraud or error.

Prepaid expenses and other current assets
Assets held for sale (Notes 7 and 8)

Aud itor ’ s re s pon s i b i l ity

Capital assets (Note 7)

Our responsibility is to express an opinion on these consolidated financial statements based on our
audits. We conducted our audits in accordance with Canadian generally accepted auditing standards.
Those standards require that we comply with ethical requirements and plan and perform the audit
to obtain reasonable assurance about whether the consolidated financial statements are free from
material misstatement.

Deferred income taxes (Note 4)

1,720

$

2,334

14,281

8,879

8,831

11,294

420

527

--

437

25,252

23,471

18,932

18,509

6,668

5,861

$

50,852

$

47,841

$

10,280

$

9,200

LIABILITIES
Current
Bank indebtedness (Note 9)

Deferred income taxes (Note 4)

We believe that the audit evidence we have obtained in our audits is sufficient and appropriate to
provide a basis for our audit opinion.

SHAREHOLDERS’ EQUITY

3,760

4,397

Provisions payable (Note 16)

40

190

Non-hedging financial derivatives (Note 5)

33

29

Unearned revenue on work-in-progress (Note 6)

142

198

Current portion of long-term debt (Note 10)

794

521

15,049

14,535

5,754

5,594

--

7

18,784

18,772

Accounts payable and accrued liabilities

Long-term debt (Note 10)

O p i n i on

Contributed surplus (Note 12)

1,792

1,758

In our opinion, the consolidated financial statements present fairly, in all material respects, the
financial position of Reko International Group Inc. and its subsidiaries as at July 31, 2014 and
July 31, 2013 and its financial performance and its cash flows for the years then ended in accordance
with International Financial Reporting Standards.

Retained earnings

9,473

7,175

30,049

27,705

“PricewaterhouseCoopers LLP”
C h a r t e r e d P r o f e s s i o n a l A cc o u n t a n t s , L i c e n s e d P u b l i c A cc o u n t a n t s

Windsor, Ontario
October 2, 2014

$

Contingencies (Note 20)

50,852

$

On behalf of the Board

The accompanying notes are an integral part
of these consolidated financial statements
“Diane Reko”

“Andrew J. Szonyi”

Director

Director

47,841
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An audit involves performing procedures to obtain audit evidence about the amounts and disclosures
in the consolidated financial statements. The procedures selected depend on the auditor’s judgment,
including the assessment of the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error. In making those risk assessments, the auditor considers
internal control relevant to the entity’s preparation and fair presentation of the consolidated financial
statements in order to design audit procedures that are appropriate in the circumstances, but not for
the purpose of expressing an opinion on the effectiveness of the entity’s internal control. An audit
also includes evaluating the appropriateness of accounting policies used and the reasonableness of
accounting estimates made by management, as well as evaluating the overall presentation of the
consolidated financial statements.

Share capital (Note 11)

34

2013

C O N S O L I D ATE D B A L A N C E SHEET

Ind e p e nd e n t A u d i t o r ’ s R e po r t

Independent Auditor’s Report
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As at July 31
(in 000’s, except for per share amounts)

Share Contributed
capital
surplus
Balance at July 31, 2012

$

18,772

$

1,758

Accumulated
other
Retained comprehensive
earnings
income Total equity
$

5,502

$

--

$

--

--

--

--

--

Net income

--

--

1,673

--

1,673

Balance at July 31, 2013

$

18,772

$

1,758

$

7,175

$

--

$

27,705

Balance at July 31, 2013

$

18,772

$

1,758

$

7,175

$

--

$

27,705

Share issuance

12

--

--

--

12

Share-based payments

--

34

--

--

34

Net income

--

--

2,298

--

2,298

$

18,784

$

1,792

$

9,473

$

--

$

Sales

26,032

Share-based payments

Balance at July 31, 2014

2014

30,049

$

38,894

2013
$

40,674

Costs and expenses
Cost of sales

29,101

32,422

Amortization

2,670

1,786

31,771

34,208

Gross profit

7,123

6,466

Selling and administrative (Note 15)

4,730

4,307

Income before the following items

2,393

2,159

Foreign exchange (gain) loss
Other income

547

(81)

(398)

(297)

--

Business transformation expenses

130

(160)

(203)

Interest on long-term debt

379

456

Interest on other interest-bearing obligations

497

630

865

635

1,528

1,524

Gain on sale of capital assets

Income before income taxes

(770)

Deferred income tax recovery (Note 4)

(149)

2,298

$

1,673

Basic

$

0.36

$

0.26

Diluted

$

0.36

$

0.26

Earnings per common share (Note 13)

36
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$

Net income and comprehensive income

C O N S O L I D ATE D STATE M E N T O F I N C O M E A N D C O M P REHE N SIVE I N C O M E

C O N S O L I D ATE D STATE M E N T O F C HA N GES I N E Q UIT Y

As at July 31
(in 000’s, except for per share amounts)
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1. SIGNIFICANT ACCOUNTING POLICIES
2014

2013

OPERATING ACTIVITIES
Net income for the year

$

2,298

$

1,673

Adjustments for:
2,670

Amortization

1,786

(770)

Income tax recovery

(149)

876

Interest expense

1,086

(160)

Gain on sale of capital assets
Stock compensation

Net change in non-cash working capital (Note 18)

(203)

4,948

4,193

The policies applied in these consolidated financial statements are based on International Financial
Reporting Standards (“IFRS”) as issued by the International Accounting Standards Board (“IASB”).

(3,690)

3,819

The consolidated financial statements were approved by the Board of Directors on October 2, 2014.

(1,100)
(16)

356

6,896

FINANCING ACTIVITIES
1,080

Net proceeds from bank indebtedness
Proceeds from issuance of capital stock
Proceeds from long-term debt
Unrealized foreign exchange loss

(3,100)

12

--

1,150

5,600

45

--

(762)

Payments on long-term debt
Cash provided by (used in) financing activities

(9,551)
(7,051)

(3,089)

(1,546)

594

Proceeds on sale of capital assets
Cash (used in) provided by investing activities
Net change in cash

38

(2,495)

1,276

(614)

1,121

2,334

Cash, beginning of year
Cash, end of year

2,822

$

1,720

1,213
$

2,334

Basis of measurement
These consolidated financial statements were prepared on a going concern basis, under the historical
cost convention, as modified by the revaluation of financial assets and financial liabilities (including
derivative instruments) at fair value.
Basis of consolidation
Subsidiaries are entities controlled by the Company. Control exists when the Company has
the power, directly or indirectly, to govern the financial and operating policies of an entity and
be exposed to the variable returns from its activities. The financial statements of subsidiaries are
included in the consolidated financial statements from the date that control commences until the
date that control ceases.
Joint operations are those entities over whose activity the Company has joint control, established
by contractual agreement and for which the joint operation’s exposure to demand, inventory or
credit risk is substantially minimized. The consolidated financial statements include the Company’s
proportionate share of the joint operation’s assets, liabilities, revenue and expenses with items of a
similar nature on a line-by-line basis, from the date that joint control commences until the date that
joint control ceases.
Intragroup balances, and any unrealized gains and losses or income and expenses arising from
intragroup transactions, are eliminated in preparing the consolidated financial statements. Unrealized
gains arising from transactions with jointly controlled entities are eliminated to the extent of the
Company’s interest in the entity. Unrealized losses are eliminated in the same way as unrealized
gains, but only to the extent that there is no evidence of impairment.

RE K O I N TER N ATI O N A L GR O U P I N C .

1,525

INVESTING ACTIVITIES
Investment in capital assets

Statement of compliance

(in $000’s, except for per share amounts)

Cash provided by operating activities

The Company’s revenue is generated from the sales of large custom machining, factory automation
and manufacturing moulds, primarily for the automotive sector.

--

--

Income tax paid

The Company, incorporated under the laws of Ontario, has several subsidiaries, which operate or
exist in the Province of Ontario in Canada, the State of Michigan and the State of Alabama in the
United States. The registered head office is located at 469 Silver Creek Industrial Drive, Lakeshore,
Ontario, Canada.

34

(902)

Interest paid

Nature of operations

N O TES T O C O N S O L I D ATE D FI N A N C IA L STATE M E N TS

C O N S O L I D ATE D STATE M E N T O F C ASH F L O W S

Years ended July 31
(in 000’s, except for per share amounts)
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Location

Percentage
ownership

Consolidation

Concorde Precision Machining Inc.

Ontario

100%

Full

Reko Manufacturing Group Inc.

Ontario

100%

Full

Reko International Holdings Inc.

Michigan

100%

Full

Reko International Sales Inc.

Michigan

100%

Full

Reko Global Services, LLC

Alabama

50%

Share of assets,
liabilities and equity

Subsidiary

Changes in accounting policy

Foreign currency translation

The financial statements of U.S. subsidiaries, whose functional currency has been determined to
be Canadian dollars, are translated such that monetary assets and liabilities are translated at the
exchange rates in effect at the balance sheet date. Revenues and expenses are translated at average
rates for the year. Translation gains or losses are included in income.

Classification
Cash

Fair value through profit or loss (“FVTPL”)

Non-hedging financial derivatives

FVTPL

Accounts receivable

Loans and receivables

Bank indebtedness

Other financial liabilities

Accounts payable and accrued liabilities

Other financial liabilities

Long-term debt

Other financial liabilities

		Fi nanc i al a s s ets and fi nanc i al l i ab i l iti e s at FV T P L

		Financial assets designated as FVTPL are financial assets typically held for trading or that are
designated as FVTPL. They are measured at fair value at the balance sheet date. Fair value
fluctuations including interest earned, interest accrued, gains and losses realized on disposal and
unrealized gains and losses are included in non-operating items. Financial liabilities designated
as FVTPL are those non-derivative financial liabilities that the Company elects to designate on
initial recognition as instruments that it will measure at fair value through profit or loss. These
are accounted for in the same manner as FVTPL assets.
		Held -to - matur ity

		Held-to-maturity financial assets are non-derivative financial assets with fixed or determinable
payments and a fixed maturity, other than loans and receivables that an entity has the positive
intention and ability to hold to maturity. These financial assets are measured at amortized cost
using the effective interest method. The Company has not designated any financial assets as
held to maturity.

RE K O I N TER N ATI O N A L GR O U P I N C .

The reporting currency of the reporting entity is Canadian dollars. Transactions in foreign currencies
are translated at the foreign exchange rate in effect at the date of the transaction. The Company
translates monetary assets and liabilities denominated in foreign currencies at the exchange rate as at
the balance sheet date. Foreign exchange differences arising on translation are recognized in profit or
loss. Revenues and expenses are translated at rates prevailing on the date of the transaction. Nonmonetary assets and liabilities that are measured in terms of historical cost in a foreign currency are
translated using the exchange rate at the date of the transaction. Non-monetary assets and liabilities
denominated in foreign currencies that are stated at fair value are translated at foreign exchange rates
at the dates the fair value was determined. For the year ended July 31, 2014, the Company reported a
foreign exchange loss of $547 (2013 – gain of $81).

Financial assets and financial liabilities are initially recognized at fair value. Subsequent to initial
recognition, financial instruments are stated at fair value and their remeasurement is dependent on
their classification as described below. Their classification depends on the purpose, for which the
financial instruments were acquired or issued, their characteristics and the Company’s designation
of such instruments. Settlement date accounting is used. The gain or loss on remeasurement to fair
value is recognized immediately in profit or loss.

(in $000’s, except for per share amounts)

Effective August 1, 2013, the Company adopted the new suite of IFRS, including IFRS 7 Financial
Instruments: Disclosure, IFRS 10 Consolidated Financial Statements, IFRS 11 Joint Arrangements,
IFRS 12 Disclosures of Interest in Other Entities and IFRS 13 Fair Value Measurement. The
adoption of the suite of IFRS did not cause a material retrospective restatement or reclassification
and therefore an opening statement of financial position has not been presented. As a result of
adoption of the suite of IFRS consolidation standards, the accounting policy for treatment of
the Company’s interest in Reko Global Services, LLC has been changed from proportionate
consolidation to accounting for the assets, liabilities and equity of the entity consistent with the
Company’s ownership interest. The quantitative impact of this change is nil.

The Company utilizes financial instruments in the management of its foreign currency exposure
by economically hedging its foreign exchange exposure on anticipated net cash inflows in U.S.
dollars through the use of U.S. dollar denominated debt and forward foreign exchange contracts.
In accordance with its treasury policy, the Company does not hold or issue derivative financial
instruments for trading or speculative purposes.
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Financial instruments

The Company’s subsidiaries and joint operations are as follows:
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		Available-for-sale financial assets are those non-derivative financial assets that are designated as
available-for-sale, or that are not classified as loans and receivables, held-to-maturity or held-fortrading investments. Available-for-sale financial assets are carried at fair value with unrealized
gains and losses included in accumulated other comprehensive income until realized when the
cumulative gain or loss is transferred to earnings. Interest on interest-bearing available-for-sale
financial assets is calculated using the effective interest method. The Company does not have any
non-derivative financial assets classified as available for sale.
		Loan s and rece i vable s

Loans and receivables are accounted for at amortized cost using the effective interest method.
		Ot h er fi nanc i al l i ab i l iti e s

	Other financial liabilities are recorded at amortized cost using the effective interest method and
include all financial liabilities, other than derivative instruments.
		 T ran sact i on co s ts

		 E f f ect i v e i ntere s t met h od

	The Company uses the effective interest method to recognize interest income or expense,
which includes transaction costs or fees, premiums or discounts, earned or incurred for financial
instruments.

		The Company derecognizes a financial liability when its contractual obligations are discharged,
cancelled or expired.
Use of significant accounting estimates and judgments
The preparation of financial statements in conformity with IFRS requires management to make
estimates, judgments and assumptions that affect the reported amounts of assets and liabilities and
disclosures of contingent assets and liabilities at the dates of the financial statements and the reported
amounts of revenues and expenses during the reporting periods. These estimates are made on the
assumption the Company will continue as a going concern and are based on information available at
the time of preparation. Estimates may be revised where the circumstances on which they are based
change or where new information becomes available.

Estimates are used when estimating the useful lives of long-lived assets for the purposes of
quantifying amortization, when accounting for or measuring such items as allowance for uncollectible
accounts, allowances for provisions on loss contracts, realizable value of tax losses and other tax
credits, assessing the percent complete of work-in progress, certain fair value measures including
those related to share based payments and financial instruments, and when testing long-lived assets
for impairment. Actual results could differ from these estimates.
Estimates and underlying assumptions are reviewed on an on-going basis. Revisions to
accounting estimates are recognized in the period in which the estimates are revised and in
any future periods affected.
Revenue recognition
The Company deals primarily in contracts with a period of completion over several months. Revenue
is recognized based on the percentage of completion method, provided the contract has progressed to
the point where total costs can be reasonably estimated. The Company considers all jobs, which have
completed all aspects of engineering and design to have progressed to the point where total costs can
be reasonably estimated. Historically, this occurs somewhere between 15% and 25%, depending on
the complexity of the job. The percentage of completion is determined by relating the actual cost of
work performed to date to the current estimated total cost for each contract. Any projected loss is
recognized immediately.
Operating lease payments
Payments made under operating leases are recognized in profit or loss on a straight-line basis over the
term of the lease. Lease incentives received are recognized in profit or loss as an integral part of the
total lease expense.
Finance lease payments
Minimum lease payments are apportioned between the finance charge and the reduction of the
outstanding liability. The finance charge is allocated to each period during the lease term so as to
produce a constant periodic rate of interest on the remaining balance of the liability.
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		The Company derecognizes a financial asset when the contractual rights to the cash flows
from the asset expire, or it transfers the right to receive the contractual cash flows on the
inancial asset in a transaction in which substantially all the risks and rewards of the financial
asset are transferred.

The Company has applied judgment in its use of the going concern assumption, identifying cash
generating units, identifying indicators for impairment of long-lived assets and deferred taxes
and assessing the Company’s functional currency. In the absence of standards or interpretations
applicable to a specific transaction, management uses its judgment to define and apply accounting
policies that provide relevant and reliable information in the context of the preparation of the
financial statements.

(in $000’s, except for per share amounts)

	Transaction costs related to FVTPL financial assets are expensed as incurred. Transaction costs
related to available-for-sale financial assets, held-to-maturity financial assets, other financial
liabilities and loans and receivables are netted against the carrying value of the asset or liability and
are then recognized over the expected life of the instrument using the effective interest method.

Judgment is commonly used in determining whether a balance or transaction should be recognized
in the consolidated financial statements and estimates and assumptions are more commonly used
in determining the measurement of recognized transactions and balances. However, judgment and
estimates are often interrelated.
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		Ava i lable- for-sale
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		Sub s equent co s ts

Cash includes cash on hand and balances with maturities less than 90 days.

	The Company recognizes in the carrying amount of a capital asset the cost of replacing part
of such an item when that cost is incurred if it is probable that the future economic benefits
embodied within the item will flow to the Company and the cost of the item can be measured
reliably. All other costs are recognized in profit or loss as an expense as incurred.

Accounts receivable
Accounts receivable are stated at their cost less allowance for doubtful accounts. The allowance for
doubtful accounts is determined by taking into consideration the age of receivables, the Company’s
prior experience with the customer including their ability to pay and/or an assessment of the current
economic conditions. Accounts receivable and allowance for doubtful accounts are written off when
the balance is no longer considered to be collectible.

		 A mortiz at i on

	Amortization is charged to profit or loss on a straight-line basis over the estimated useful lives of
each capital asset. Land is not amortized. The estimated useful lives are as follows:
•

Buildings				

25 years

		

•

Building roofs				

15 years

		

•

Heating, ventilation and cooling

10 years

		

•

Machinery and equipment		

5 – 20 years

		

•

Controls				

10 years

		

•

Tooling				

5 years

Capital assets and amortization

		

•

Leasehold improvements		

10 years

		 Owned a s s ets

		

•

Equipment under capital lease		

10 – 20 years

		Capital assets are stated at cost less accumulated amortization and impairment losses (see
impairment loss accounting policy). The cost of self-constructed assets includes the cost of
materials, direct labour and an appropriate proportion of production overheads. The cost of selfconstructed assets and acquired assets includes (i) the initial estimate at the time of installation
and during the period of use, when relevant, of the costs of dismantling and removing the items
and restoring the site on which they are located, and (ii) changes in the measurement of existing
liabilities recognized for these costs resulting from changes in the timing or outflow of resources
required to settle the obligation or from changes in the discount rate.

		

The residual value and estimated useful life is reassessed annually.

Work-in-progress includes unbilled contract revenue and inventory. Tooling inventory is valued at
the lower of cost and net realizable value, less any amounts billed to the customer. Cost includes
the cost of materials, direct labour applied to the product and specifically identified manufacturing
overhead. The results reported under the percentage of completion method are based on
management’s estimates. Actual results could differ from these estimates.

		When parts of capital assets have different useful lives, those components are accounted for as
separate items of capital assets.
		 L ea s ed a s s ets

	Leases for which the Company assumes substantially all of the risks and rewards of ownership are
classified as finance leases. The capital assets acquired by way of a finance lease are stated at an
amount equal to the lower of its fair value and the present value of the minimum lease payments
at inception of the lease, less accumulated amortization and impairment losses (see impairment
loss accounting policy).

Trade and other payables are stated at amortized cost.
Unearned revenue on work-in-progress
In situations where the customer is billed more than the Company has recognized revenue on an
individual project on the reporting date, the invoiced amount in excess of the revenue recognized is
recorded as unearned revenue on work-in-progress.
Income taxes
Income tax on the profit or loss from the periods presented comprises current and deferred income
tax. Income tax is recognized in profit or loss except to the extent that it relates to items recognized
directly in comprehensive income, in which case it is recognized in comprehensive income.
Current tax is the expected tax payable on the taxable income for the year, using tax rates enacted
or substantially enacted at the balance sheet date, and any adjustments to tax payable in respect of
previous years.
Deferred tax is provided using the balance sheet liability method, providing for temporary differences
between the carrying amounts of assets and liabilities for financial reporting purposes and the
amounts used for taxation purposes. The following temporary differences are not provided for:
the initial recognition of assets or liabilities that affect neither accounting, nor taxable profit; and,
differences relating to investments in subsidiaries to the extent that they will probably not reverse
in the foreseeable future. The amount of deferred tax provided is based on the expected manner of

RE K O I N TER N ATI O N A L GR O U P I N C .

		Certain capital assets that had been revalued to fair value on August 1, 2010, the date of
transition to IFRSs, are measured on the basis of deemed cost, being their fair value at the
transition date.

Trade and other payables

(in $000’s, except for per share amounts)

		

Work-in-progress

N O TES T O C O N S O L I D ATE D FI N A N C IA L STATE M E N TS
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Defined contribution employee benefit plans

A deferred tax asset is recognized only to the extent that it is probable that future taxable profits will
be available against which the asset can be utilized. Deferred tax assets are reduced to the extent that
it is no longer probable that the related tax benefit will be realized.

Provisions

Share capital
When share capital recognized as equity is repurchased, the amount of the consideration paid, including
directly attributable costs, is recognized as a change in equity. Repurchased shares that are not
subsequently cancelled are classified as treasury shares and presented as a deduction from total equity.
Comprehensive income
Other comprehensive income, when it occurs, is presented below net income on the Consolidated
Statements of Income and Comprehensive Income. Comprehensive income is composed of net
income and other comprehensive income.

Obligations for contributions to defined contribution pension plans are recognized as an expense in
profit or loss as incurred.

A provision is recognized in the balance sheet when the Company has a present legal or constructive
obligation as a result of a past event, and it is probable that an outflow of economic benefits will be
required to settle the obligation. If the effect is material, provisions are determined by discounting
the expected future cash flows at a pre-tax rate that reflects current market assessments of the time
value of money and, when appropriate, the risks specific to the liability.
Restructuring provisions
A provision for restructuring is recognized when the Company has approved a detailed and formal
restructuring plan, and the restructuring either has commenced or has been announced publicly.
Future operating costs are not provided for in advance.
Onerous contract provisions
A provision for onerous contracts is recognized when the expected benefits to be derived by the
Company from a contract are lower than the unavoidable cost of meeting its obligations under
the contract.

Earnings per share

Stock-based compensation

Basic earnings per share is calculated on net income using the weighted average number of common
shares outstanding during the year.
Diluted earnings per share is calculated on the weighted average number of common shares that
would have been outstanding during the year had all “in the money” stock options outstanding been
exercised and converted into common shares using the treasury method.
Impairment losses

Reversals of impairment losses
An impairment loss, for other than a held-to-maturity security, investment in an equity instrument
classified as available-for-sale and in respect of goodwill, is reversed if there has been a change in the
estimate used to determine the recoverable amount.
An impairment loss is reversed only to the extent that the asset’s carrying amount does not exceed
the carrying amount that would have been determined, net of amortization, if no impairment loss
had been recognized.

Consideration given to customers
Cash consideration given by the Company to a customer, such as cash discounts and rebates, are
presumed to be a reduction of the selling prices of the Company’s products or services and are,
therefore, accounted for as a reduction of revenue when recognized in the statement of income.
New standards, amendments and interpretations to existing standards that are not yet effective and have
not been early adopted by the Company

RE K O I N TER N ATI O N A L GR O U P I N C .

The carrying amounts of the Company’s long-lived non-financial assets are reviewed at each balance
sheet date to determine whether there is any indication of impairment. If any such impairment
exists, the asset’s recoverable amount is estimated. An impairment loss is recognized whenever
the carrying amount of an asset exceeds its recoverable amount. Impairment losses are recognized
in profit or loss unless the asset is recorded at a revalued amount in which case it is treated as a
revaluation decrease.

The share option programme allows certain Company employees to acquire shares of the Company.
The fair value of options granted is recognized as an employee expense with a corresponding increase
in equity. The Company measures the fair value of stock options at the grant date and spreads the
expense over the period during which the employees become unconditionally entitled to the options.
The fair value of the options is measured using the Black-Scholes option-pricing model. This model
requires the input of a number of assumptions, including expected dividend yields, expected stock
volatility, expected time until exercise and risk-free interest rates. Although the assumptions used
reflect management’s best estimates, they involve inherent uncertainties based on market conditions
generally outside the Company’s control. If other assumptions are used, stock-based compensation
expense could be significantly impacted. As stock options are exercised, the proceeds received on
exercise, in addition to the portion of the contributed surplus balance related to those stock options,
is credited to share capital and contributed surplus is reduced accordingly.

(in $000’s, except for per share amounts)

Accumulated other comprehensive income is a separate component of shareholders’ equity which
includes the accumulated balances of all components of other comprehensive income which are
recognized in comprehensive income but excluded from net income.
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realization or settlement of the carrying amount of assets and liabilities, using tax rates enacted or
substantially enacted at the balance sheet date that are expected to apply when the deferred tax is
realized/settled.
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I A S 3 9 F inan c ia l I nstr u m ents : R e c o g nition and Meas u re m ent

At the date of authorization of these financial statements, certain new standards, amendments and
interpretations to existing standards have been published but are not yet effective, and have not been
adopted early by the Company.

Effective for the Company’s interim and annual financial statements commencing on August 1,
2014, the IASB amended this standard to allow hedge accounting to continue in a situation where
a derivative, which has been designated as a hedging instrument, is novated to effect clearing with a
central counterparty as a result of laws or regulation. The Company does not anticipate a significant
impact to the financial statements related to these amendments.

The Company anticipates that all of the pronouncements will be adopted in the Company's
accounting policies for the first period beginning after the effective date of the pronouncement.
Information on new standards, amendments and interpretations that are expected to be relevant
to the Company’s financial statements is provided below. Certain other new standards and
interpretations have been issued but are not expected to have a material impact on the Company's
financial statements.
I F R S 9 F inan c ia l I nstr u m ents and I F R S 7 F inan c ia l I nstr u m ents : D is c l os u res

The Company is currently assessing the impact that this amendment will have on the financial
statements of the Company. However, it does not expect to implement the amendments until all
chapters of the IAS 39 replacement have been published and they can comprehensively assess the
impact of all changes.
I A S 3 6 , I m pair m ent of assets

I A S 3 2 , F inan c ia l I nstr u m ents :

P resentation

In December 2011, the IASB amended IAS 32, Financial Instruments: Presentation to clarify
the meaning of when an entity has a current legally enforceable right of set-off. The amendments
are effective for the Company’s interim and annual consolidated financial statements commencing
August 1, 2014 and are required to be applied retrospectively. The Company does not expect the
amendment to have a significant impact on the consolidated financial statements.

I F R S 1 5 , R e v en u e fro m c ontra c ts wit h c u sto m ers

IFRS 15 is the culmination of a joint project between the IASB and the Financial Accounting
Standards Board, the accounting standard setter in the U.S., to create a single revenue standard. The
core principle of IFRS 15 is that an entity recognizes revenue to depict the transfer of promised goods
or services to customers in an amount that reflects the consideration to which the entity expects to
be entitled in exchange for those goods or services. The new standard moves away from a revenue
recognition model based on an earnings process to an approach that is based on transfer of control of
a good or service to a customer. Additionally, the new standard requires disclosures as to the nature,
amount, timing and uncertainty of revenues and cash flows arising from contracts with customers.
The mandatory effective date of IFRS 15 is annual periods beginning on or after January 1, 2017. The
Company is assessing the impact of the new standard on its results and financial position.

2. GEOGRAPHIC INFORMATION
The following information reflects the geographic breakdown of revenues and capital assets based on
the physical location of the Company’s operations. The Company does not track revenues based on
ship to locations.
2014
Revenues
Canada

$

United States

37,094

Capital assets
$

1,800
$

38,894

18,932
--

$

18,932
2013

Revenues
Canada

$

United States

33,584

Capital assets
$

7,090
$

40,674

18,946
--

$

18,946

RE K O I N TER N ATI O N A L GR O U P I N C .

On May 30, 2013 the IASB made small changes to the disclosures required by IAS 36, Impairment
of assets when the recoverable amount is determined based on fair value less cost of disposal. The
IASB made consequential amendments to the disclosure requirements of IAS 36 when it issued
IFRS 13. One of the amendments was drafted more widely than intended. This scope amendment
corrects this and introduces additional disclosures about fair value measurements when there has
been impairment or reversal of impairment. This amendment is effective for the Company’s interim
and annual consolidated financial statements commencing August 1, 2014. The Company is in
the process of determining the impact of this disclosure requirement on its consolidated financial
statements but does not expect the amendment to IAS 36 to have a significant impact on them.

The IASB issued amendments to IFRS 2 clarifying the definition of vesting conditions and apply to
share-based payment transactions for which the grant date is on or after July 1, 2014. The Company
does not anticipate a significant impact to the financial statements related to these amendments.

(in $000’s, except for per share amounts)

IFRS 9 was a previously issued new standard to partially replace IAS 39 Financial Instruments:
Recognition and Measurement. Originally it was to be effective for interim and annual financial
statements relating to fiscal years beginning on or after January 1, 2013, but the IASB has changed
the mandatory effective date and included additional disclosures about its initial adoption. The
mandatory effective date of IFRS 9 has been changed to annual periods beginning on or after January
1, 2015. Disclosures that illustrate the effect of adopting IFRS 9 have been added to IFRS 7. The
amendments to IFRS 7 have been incorporated into Appendix C of IFRS 9. Further chapters
dealing with impairment methodology and hedge accounting are still being developed.

I F R S 2 S h are - b ased P ay m ent
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The Company’s financial instruments consist of cash, accounts receivable, non-hedging financial
derivatives, bank indebtedness, accounts payable and accrued liabilities and long-term debt.
Fair Value
The Company has determined the estimated fair value of its financial instruments based on
appropriate valuation methodologies; however, considerable judgment is required to develop these
estimates. Accordingly, these estimated fair values are not necessarily indicative of the amounts
the Company could realize in a current market exchange. The estimated fair value amounts can
be materially affected by the use of different assumptions or methodologies. The methods and
assumptions used to estimate the fair value of financial instruments are described below:

Level 1

	Due to the short period of maturity of the instruments, the carrying values as presented in the
consolidated balance sheets are reasonable estimates of fair value.

Level 3

2014

Financial assets at FVTPL
Cash

$

1,720

$

--

$

--

$

1,720

$

1,720

$

--

$

--

$

1,720

$

--

$

33

$

--

$

33

$

--

$

33

$

--

$

33

$

--

$

6,634

$

--

$

6,634

$

--

$

6,634

$

--

$

6,634

Financial liabilities at FVTPL
Non-hedging financial derivatives
Financial liabilities at amortized cost
Long-term debt

Level 1

		Accounts rece i vable , bank i ndebtedne s s , accounts payable
and accrued l i ab i l it i e s

Level 2

Level 2

Level 3

2013

Financial assets at FVTPL
Cash

2,334

$

--

$

--

$

2,334

$

2,334

$

--

$

--

$

2,334

$

--

$

29

$

--

$

29

$

--

$

29

$

--

$

29

$

--

$

6,217

$

--

$

6,217

$

--

$

6,217

$

--

$

6,217

Financial liabilities at FVTPL

		C ateg or i e s o f met h od o f fa i r valu i n g ca s h , non - h ed g i n g

Non-hedging financial derivatives

fi nanc i al der i vati v e s and lon g -term debt

	The following table provides an analysis of cash and non-hedging financial derivatives that are
measured subsequent to initial recognition at fair value, grouped into Levels 1 to 3 based on the
degree to which the fair value is observable.

Long-term debt

N on - h ed g i n g fi nanc i al der i vati v e s

The Company’s non-hedging financial derivatives are the Company’s future forward exchange
contracts and are subject to fluctuations in foreign exchange rates between the Canadian and US
dollar. The Company’s non-hedging financial derivatives are valued based on discounting the future
cash outflows associated with the contract based on the closing foreign exchange rate between the
Canadian and US dollar.
Lon g -term debt

The Company’s long-term debt of $6,634 is subject to fixed interest rates. The Company’s
long-term debt is valued based on discounting the future cash outflows associated with the long-term
debt. The discount rate is based on the incremental premium above market rates for Government
of Canada securities of similar duration. In each period thereafter, the incremental premium is held
constant while the Government of Canada security is based on the then current market value to
derive the discount rate.

RE K O I N TER N ATI O N A L GR O U P I N C .

		 −		Level 1 fair value measurements are those derived from quoted prices (unadjusted) in active
markets for identical assets or liabilities;
		 −		Level 2 fair value measurements are those derived from inputs other than quoted prices
included within Level 1 that are observable for the asset or liability, either directly (i.e. as
prices) or indirectly (i.e. derived from prices); and,
		 −		Level 3 fair value measurements are those derived from valuation techniques that include
inputs for the asset or liability that are not based on observable market data
(unobservable inputs).

Financial liabilities at amortized cost

(in $000’s, except for per share amounts)

$
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The fair value of financial instruments, together with the carrying amounts shown in the balance
sheet, is as follows:
As at July 31, 2014

FVTPL

Loans and
receivables

Amortized
cost

Carrying
amount

Fair value

FINANCIAL LIABILITIES

Credit risk

FINANCIAL ASSETS
Cash

$

Long-term debt

Net financial assets
(liabilities)

$

As at July 31, 2013

1,720

$

--

$

--

$

1,720

$

1,720

1,720

--

--

1,720

1,720

--

--

6,548

6,548

5,606

33

--

6,548

6,581

5,639

1,687

FVTPL

$

--

Loans and
receivables

$ (6,548)

$ (4,861)

$ (3,919)

Amortized
cost

Carrying
amount

Fair value

FINANCIAL ASSETS
$

2,334

$

--

$

--

$

2,334

$

2,334

2,334

--

--

2,334

2,334

29

--

--

29

29

--

--

6,115

6,115

5,998

29

--

6,115

6,144

6,027

FINANCIAL LIABILITIES
Non-hedging financial
derivatives
Long-term debt
Net financial assets
(liabilities)

$

2,305

$

--

$ (6,115)

$ (3,810)

$ (3,693)

The Company has exposure to the following risks from its use of financial instruments:
Credit risk

•

Liquidity risk

•

Market risk

This note presents information about the Company’s exposure to each of the above risks, the
Company’s objectives, policies and processes for measuring and managing risk, and the Company’s
management of capital. Further quantitative disclosures are included throughout these consolidated
financial statements.
The Board of Directors has overall responsibility for the establishment and oversight of the
Company’s risk management framework. The Board has delegated authority of risk management
to the Audit Committee, which is responsible for developing and monitoring the Company’s risk
management policies. The committee reports regularly to the Board of Directors on its activities.
The Company’s risk management policies are established to identify and analyze the risks faced
by the Company, to set appropriate risk limits and controls, and to monitor risks and adherence to
limits. Risk management policies and systems are reviewed regularly to reflect changes in market
conditions and the Company’s activities. The Company, through its training and management

		Accounts rece i vable

	The Company’s exposure to credit risk is influenced mainly by the individual characteristics of
each customer. The demographics of the Company’s customer base, including the default risk of
the industry and country, in which the customers operate, has less of an influence on credit risk.
Approximately 65% of the Company’s revenue is attributable to the Detroit 3 original equipment
manufacturers and 70% of the Company’s revenue is attributable to the automotive industry.
Annually, between 80% and 90% of the Company’s revenue is derived from customers who pay in
United States dollars.
		The Audit Committee has established a credit policy under which each new customer is analyzed
individually for creditworthiness before the Company’s standard payment and delivery terms
and conditions are offered. The Company’s review includes application for accounts receivable
insurance, and in some cases bank references. Open amount limits are established for each
customer; actual open amounts are reported monthly to the Audit Committee and reviewed
by the Audit Committee on a quarterly basis. Customers that fail to meet the Company’s
benchmark creditworthiness may transact with the Company only on a prepayment basis.
		Goods are sold subject to available financial liens, so that in the event of non-payment the
Company may have a secured claim. The Company does not require collateral in respect of
accounts receivables. In addition, the Company maintains, to the extent available, industry
standard accounts receivable insurance programs to reduce its exposure to credit risk.
		The Company establishes an allowance for impairment that represents its estimate of incurred
losses in respect of accounts receivable. The main components of this allowance are a specific
loss component that relates to individually significant exposures, and a collective loss component
established for groups of similar assets in respect of losses that have been incurred but not
yet identified.
		The Company’s financial assets that are exposed to credit risk consist primarily of cash, accounts
receivable, non-hedging financial instruments and unbilled contract revenue.
		Cash and non-hedging financial instruments are subject to counterparty credit risk. The
Company mitigates this credit risk by dealing with counterparties who are major financial
institutions that the Company anticipates will be able to satisfy its obligations with the Company.
		For the year ended, July 31, 2014, sales to the Company’s three largest customers represented
13.1%, 8.8% and 8.8%, respectively, of total sales. These same customers represent approximately
16.0%, 3.6% and 0.9% of total accounts receivable, respectively as at July 31, 2014.

RE K O I N TER N ATI O N A L GR O U P I N C .

•

Credit risk is the risk of financial loss to the Company if a customer or counterparty to a financial
instrument fails to meet its contractual obligations, and arises principally from the Company’s
receivables from customers and foreign exchange contracts.

(in $000’s, except for per share amounts)

Cash

The Audit Committee oversees how management monitors compliance with the Company’s risk
management policies and procedures, and reviews the adequacy of the risk management framework
in relation to the risks faced by the Company.
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standards and procedures, aims to develop a disciplined and constructive control environment in
which all employees understand their roles and obligations.

Fa i r value v er s u s carry i n g amounts
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Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they
fall due. The Company’s approach to managing liquidity is to ensure, as far as possible, that it will
always have sufficient liquidity to meet its liabilities when due, under both normal and stressed
conditions, without incurring unacceptable losses or risking damage to the Company’s reputation.
Typically, the Company ensures that it has sufficient cash on demand to meet expected operational
expenses for a period of 150 days, including the servicing of financial obligations; this excludes
the potential impact of extreme circumstances that cannot reasonably be predicted, such as natural
disasters. As part of that ability, the Company maintains a $20,000 line of credit facility that is
secured against the Company’s accounts receivable and work-in-process. Interest is payable on the
drawn portion of the line-of-credit at the rate of LIBOR or Banker’s Acceptance rates plus 300 basis
points. As at July 31, 2014, the Company has undrawn lines of credit available to it of approximately
$11,440; however, under its current margining provisions with its lender, the maximum it can draw
on its available lines of credit is limited to $6,530.

net U.S. dollar denominated asset or liability balance at a point in time. Our net U.S. dollar
denominated asset or liability position changes on a daily basis, sometimes materially.
Intere s t rate r i s k

The Company is not exposed to significant interest rate risk due to the short-term maturity of its
monetary current assets and current liabilities. The Company uses LIBORs, bankers’ acceptances
and its line-of-credit to reduce the exposure to interest rate changes.
The Company’s interest rate risk primarily arises from its floating rate debt, in particular its
bank indebtedness. At July 31, 2014, $9,584 of the Company’s total debt portfolio is subject to
movements in floating interest rates.
Based on the value of interest-bearing financial instruments, subject to movements in floating interest
rates, as at July 31, 2014, an assumed 0.5 percentage point increase in interest rates on the first day of
the year would have decreased net income by $48, with an equal but opposite effect for an assumed
0.5 percentage point decrease.
Ot h er market pr i ce r i s k

Market risk is the risk that changes in market prices, such as foreign exchange rates, interest rates and
equity prices will affect the Company’s income or the value of its holdings of financial instruments.
The objective of market risk management is to manage and control market risk exposures within
acceptable parameters, while optimizing the return.

The Company does not enter into commodity contracts other than to meet the Company’s expected
usage and sale requirements; such contracts are not settled net.

The Company buys and sells derivatives, and also incurs financial liabilities, in order to manage
market risks. All such transactions are carried out within the guidelines set by the Audit Committee.
Currency risk

At July 31, 2014, the Company had outstanding foreign exchange contracts, representing
commitments to buy and sell foreign currencies. U. S. dollars contracts represent the significant
commitments as follows:

Sell U.S. dollars for delivery in 2015 under forward exchange contracts

U.S. dollar
amount

Weighted
average
rate

$   9,500

1.0883

Based on the Company’s foreign currency exposures, as at July 31, 2014, a change in the U.S. dollar/
Canadian dollar foreign exchange rate to reflect a 100 basis point strengthening of the U.S. dollar
would have decreased net income by $37. We caution that this sensitivity is based on an assumed

The Board’s policy is to ensure sufficient liquidity to pursue its organic growth strategy, while at
the same time taking a conservative approach to financial leverage and management of financial
risk. The Company’s capital is composed of net debt and shareholders’ equity. Net debt consists of
interest-bearing debt less cash. The Company’s primary uses of capital are to finance increases in
non-cash working capital and capital expenditures for capacity expansion. The Company currently
funds these requirements out of its internally generated cash flows and when internally generated
cash flow is insufficient, its revolving bank credit facility.
The primary measure used by the Company to monitor its financial leverage is its ratio of net debt to
shareholders’ equity, which it aims to maintain at less than 1:1. As at July 31, 2014 and July 31, 2013,
the above capital management criteria can be illustrated as follows:
2014

2013

Net debt
Bank indebtedness

$

Current portion of long-term debt
Long-term debt
Less: cash

10,280

$

9,200

794

521

5,754

5,594

(1,720)

(2,334)

Net debt

$

15,108

$

12,981

Shareholders’ equity

$

30,049

$

27,705

Ratio

0.50

0.47

RE K O I N TER N ATI O N A L GR O U P I N C .

The Company is exposed to currency risk on sales, purchases and borrowings that are denominated
in a currency other than the functional currency of the parent Company, the Canadian dollar. The
Company’s goal is to maintain foreign currency future contracts that are within $2,000 of its total
accounting foreign currency exposure. The Company uses forward foreign exchange contracts to
mitigate its currency risk, all with a maturity of less than one year from the reporting date.

Capital management

(in $000’s, except for per share amounts)

Market risk
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Liquidity risk
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The provision for income taxes reflects an effective tax rate which differs from the combined Federal
and Provincial rate for the following reasons:

There were no changes in the Company’s approach to capital management during the year.
As part of the Company’s existing debt agreements, three financial covenants are monitored and
communicated, as required by the terms of credit agreements, on a quarterly basis, by management, to
ensure compliance with the agreements. The quarterly covenants are: i) debt to equity ratio – calculated
as total debt, excluding deferred income taxes divided by shareholders’ equity minus minority interest, if
any; ii) current ratio – calculated as current assets divided current liabilities and (iii) debt service coverage
ratio – calculated as EBITDA less cash taxes (for previous 52 weeks) divided by interest expense plus
repayments of long-term debt (based on upcoming 52 weeks).

2014

2013

Combined Federal and Provincial rate

26.5%

26.5%

Manufacturing and processing deduction

(1.5%)

(1.5%)

(76.9%)

(35.1%)

1.5%

0.3%

(50.4%)

(9.8%)

Increase in net realizable value
Permanent and other differences
Effective rate

The details of taxable losses by jurisdiction are as follows:

The Company was in compliance with these covenants at all times during the year.

2014

2013

864

2,044

11,250

10,745

Canada, which expire in 2032
United States, which expire between 2022 and 2032

4. INCOME TAXES
Significant components of the Company’s deferred income taxes are as follows:

5. NON-HEDGING FINANCIAL DERIVATIVES
2013

Deferred tax asset
SR & ED tax credits

$

Undeducted SR&ED tax expenditures
Non-capital losses
Capital assets
Other
Deferred tax asset

$

3,572

$

2,363

1,169

1,963

216

511

2,886

1,858

105

140

7,948

$

6,835

As at
July 31, 2014
Sell USD / Buy CAD

Deferred tax liability
Tax impact of SR & ED tax credits

The Company utilizes financial instruments to manage the risk associated with fluctuations in foreign
exchange. As at July 31, 2014, the Company had entered into foreign exchange contracts to sell an
aggregate amount of $9,500 (USD). These contracts mitigate the Company’s expected exposure to U.S.
dollar denominated net assets and mature at the latest at December 18, 2014, at an average exchange rate
of $1.0883 Canadian. The mark-to-market value on these financial instruments as at July 31, 2014 was an
unrealized loss of $33, which has been recorded in net income for the year.

$

Other

$

670

376

311

7

--

Deferred tax liability

$

1,280

$

981

Net deferred tax asset

$

6,668

$

5,854

As at
July 31, 2013
Sell USD / Buy CAD

0 – 6 months

Maturity
0 - 6 months

Notional
value
$

9,467

Notional
value
$

14,971

Average
rate
$

1.0883

Average
rate
$

Notional USD
equivalent
$

9,500

Notional USD
equivalent

1.0248

$

15,000

Carrying & fair
value liability
$

33

Carrying & fair
value liability
$

29

6. WORK-IN-PROGRESS

Presented on the balance sheet as follows, based on net tax position of individual legal entities:
Deferred tax asset

$

6,668

$

5,861

Deferred tax liability

$

--

$

7

Work-in-progress is comprised of:
Work-in-progress incurred plus profits less provision for future losses

2014

2013

$ 29,277

$ 30,178

(20,588)

Less: progress billings

In assessing the realizability of future tax assets, management considers whether it is more likely than
not that some portion or all of the future tax assets will be realized. The ultimate realization of future
tax assets is dependent upon the generation of future taxable income during the years in which these
temporary differences and loss carry forwards are deductible. Management considers the scheduled
reversal of future tax liabilities, the character of future income tax assets and available tax planning
strategies in making this assessment.

$
Recognized and included in the financial statements as:
Work-in-progress

2014
$

8,689

$ 11,096

2014

2013

8,831
(142)

Unearned revenue on work-in-progress
$

(19,082)

8,689

$ 11,294

RE K O I N TER N ATI O N A L GR O U P I N C .

Unbilled contract revenue

897

Maturity

(in $000’s, except for per share amounts)

2014
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From time to time, the Company purchases its own shares on the market; the timing of these purchases
depends on market prices.

(198)
$ 11,096
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9. BANK INDEBTEDNESS

Capital assets are comprised of:

The bank indebtedness is payable over various maturities, not exceeding 90 days, with interest at
various amounts ranging from LIBOR plus a premium to bank prime plus 300 basis points,
as follows:

Land

Buildings

Machinery
and equipment

Equipment
under
construction

Leasehold
improvements

Total

Cost or deemed cost
Balance at July 31, 2012

$

898

$

13,334

$

37,019

$

467

$

1,501

Additions

--

190

356

9

Transfers

8

--

1,585

--

(1,593)

--

(135)

Disposals
Balance at July 31, 2013

(203)
$

(4,970)

703

$

8,554

(230)
$

38,730

$

476

991

$

764

Additions

--

--

81

--

3,008

Transfers

--

139

2,729

36

(2,904)

Disposals
Balance at July 31, 2014

(42)
$

(825)

661

$

Land

7,868

Buildings

-$

41,540

Machinery
and equipment

-$

512

Leasehold
improvements

$

53,219
1,546
-(5,538)

$

49,227
3,089

868

(867)
$

Equipment
under
construction

51,449

Total

$

U.S. dollar LIBORs – bearing interest at 4.15% (2013 - 4.33%),
due in less than 30 days

2013

1,000

$     2,000

8,500

2,000

--

5,000

780

200

10,280

$     9,200

U.S. dollar LIBORs – bearing interest at 4.33%, due in less than 90 days
Foreign exchange on U.S. dollar LIBORs
$

--

-$

Canadian dollar bankers’ acceptances – bearing interest at 5.25%
(2013 - 5.31%), due in less than 30 days

2014

The bank indebtedness is secured by a general assignment of book debts and work-in-process
together with a second collateral mortgage of $85,000 on all land and buildings. At July 31, 2014,
the Company’s available operating lines of credit of $20,000 were limited to $15,090, due to lender
defined margining capabilities.

Balance at July 31, 2012

$

--

$

5,316

$

26,072

$

26

$

--

$

31,414

Amortization for the year

--

290

1,468

28

--

1,786

Transfer

--

--

--

--

--

--

Disposals

--

--

--

Balance at July 31, 2013

$

--

(2,700)
$

2,906

(219)
$

27,321

$

54

$

--

(2,919)
$

30,281

Amortization for the year

--

283

2,359

28

--

2,670

Transfers

--

--

--

--

--

--

Disposals

--

--

--

--

Balance at July 31, 2014

(434)

(434)

$

--

$

2,755

$

29,680

$

82

$

--

$

32,517

Balance at July 31, 2013

$

703

$

5,648

$

11,409

$

422

$

764

$

18,946

Balance at July 31, 2014

$

661

$

5,113

$

11,860

$

430

$

868

$

18,932

Carrying value

10. LONG-TERM DEBT
The long-term debt is comprised of:
2014
Mortgage payable – 6%, repayable $62 monthly including interest,
due in full January 2018, secured by land, buildings and certain
machinery, and a second position on a general assignment of book
debts and work-in progress

$

Loan payable – 6.50% repayable $20 monthly including interest
due in full August 2017 secured by equipment

8. ASSETS HELD FOR SALE
During the year, the Company sold capital assets for net proceeds of $594 that were listed as Assets
held for sale at the end of the previous year. The net proceeds were used to reduce the Company’s
bank indebtedness.

Deduct – unamortized finance fees
principal portion included in current liabilities
Long-term portion

$

$

5,392

1,040

--

638

825

6,634

6,217

86

102

794

521

5,754

$

5,594

RE K O I N TER N ATI O N A L GR O U P I N C .

Loan payable – U.S. Base Rate plus 275 basis points, $18 monthly
plus interest, due in full in October 2018, secured by equipment

4,956

2013

(in $000’s, except for per share amounts)

Amortization and impairment losses

N O TES T O C O N S O L I D ATE D FI N A N C IA L STATE M E N TS

7. CAPITAL ASSETS
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Year
Next 12 months

Bank Credit
Facilities
$

901

12. CONTRIBUTED SURPLUS

Capital Leases
$

--

Total
$

901

2 years

942

--

942

3 years

987

--

987

4 years

3,724

--

3,724

5 years

80

--

80

Balance of obligation

$

6,634

$

--

$

Contributed surplus is comprised of:

6,634

11. SHARE CAPITAL

2014
$

Balance, beginning of year
Amounts charged to contributed surplus in respect of exercised
stock options
Amounts charged to contributed surplus in respect of the stock
based compensation
Balance, end of year

$

2013

1,758

$

1,758

(5)

--

39

--

1,792

$

1,758

13. EARNINGS PER SHARE

Share capital is comprised of:
Issued Shares

Amount

Class A preference shares

Unlimited

Nil

--

Class B preference shares

Unlimited

Nil

--

Common shares – no par value

Unlimited

6,429,920

$

The calculation of basic earnings per share at July 31, 2014 was based on the net income attributable
to common shareholders of $2,298 (2013: $1,673) and a weighted average number of common shares
outstanding of 6,422,420 calculated as follows:
20 2014

18,784

2013

Basic earnings per share:
Shares
Outstanding, July 31, 2012
Transactions during the year
Outstanding, July 31, 2013
Transactions during the year
Outstanding, July 31, 2014

6,420,920

Amount
$

18,772

--

--

6,420,920

18,772

9,000

12

6,429,920

$

18,784

The following table presents the maximum number of shares that would be outstanding if all the
dilutive “in the money” instruments outstanding, as at July 31, 2014 were exercised:
Stock options (Note 14)

$

6,420,920

0.36

$

0.26

$

2,298

$

1,673

Diluted earnings per share:
Net earnings available to common shareholders

‘In the money’ stock options outstanding during the year

6,429,920
6,429,920

1,673

$

Average number of common shares outstanding during the year

--

$

6,422,420

Average number of common shares outstanding during the year
Basic earnings per share

2,298

Diluted earnings per share

$

6,422,420

6,420,920

--

--

6,422,420

6,420,920

0.36

$

0.26

Diluted earnings per share exclude 55,000 common shares issuable under the Company’s Stock
Option Plan because these options were not ‘in-the-money’ and the effect would be anti-dilutive.
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Common shares outstanding at July 31, 2014

Net income

(in $000’s, except for per share amounts)

Authorized
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Total bank credit facilities and minimum lease payments are as follows:
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15. OPERATING LEASES – LEASES AS LESSEE

The Company has established a stock option plan for directors, officers, and key employees. The
terms of the plan state that the aggregate number of shares, which may be issued and sold, will not
exceed 10% of the issued and outstanding common shares of the Company on a non-diluted basis.
The issue price of the shares shall be determined at the time of grant based on the closing market
price of the shares on the specified date of issue. Options shall be granted for a period of five years
with a vesting progression, in the Board's discretion, of 30% in the year of grant, 30% in the second
year, and 40% in the third year. Options given to outside directors vest immediately and can be
exercised immediately.

Non-cancellable operating lease rentals are payable as follows:

During 2014, the Company issued 55,000 stock options, of which 15,000 were awarded to outside
directors, 5,000 were awarded to a director/officer and 35,000 were awarded to officers/employees.
The strike price of the options awarded was $1.15.

$

10

$

10

Between one and five years

42

42

More than five years

--

--

$

52

$

52

During the year ended July 31, 2014, $10 was expensed with respect to operating leases.

The following is a summary of the amounts accrued as provisions:

Exercise price

55,000

$

Less than one year

2013

16. PROVISIONS

As at July 31, 2014, the following options and warrants were outstanding:
Number of Options

2014

Expiry

1.15

2019

2014
Short-term provisions

$

2013

40

$

190

(in $000’s, except for per share amounts)

The weighted average of the options is as follows:
2014
Number of
Options
Outstanding at the beginning of the year

46,000

2013
Weighted
Average
Exercise
Price
$

Number of
Options

1.30

46,000

Weighted
Average
Exercise
Price
$

1.30

Expired during the year

(37,000)

1.33

--

--

Issued during the year

55,000

1.15

--

--

Exercised during the year

(9,000)

1.33

--

--

--

--

--

Cancelled during the year

-55,000

$

1.15

46,000

$

1.30

Exercisable at the end of the year

27,000

$

1.15

46,000

$

1.30

The description of the method and significant assumptions used during the year to estimate the fair
values of options, including the weighted average information, is as follows:

Expected life
Expected dividends

$

Expected volatility – based on a 60 month historical average
Risk-free rate of return
Total compensation cost recognized in income for stock-based
employee compensation awards

$

2014

2013

5 years

5 years

Nil

$

59.18%

0.63%

0.98%
$

Transactions with key management personnel
In addition to their salaries, the Company also provides non-cash benefits to its executive officers
and contributes to a post-employment defined contribution benefit plan on their behalf. In
accordance with the terms of the plan, executive officers living in Canada are entitled to a receive
a $1 contribution to the pension plan annually, once they have completed 5 years of service to the
Company. During the year, the Company expensed contributions of $4 to the defined contribution
plan in Canada, of key management personnel. The above contribution plans are identical to the
contribution plans provided to all employees of the Company.
Executive officers are also eligible, as are all employees, to participate in the Company’s share
option programme.
Key management personnel compensation comprised:

Nil

57.33%

39

17. RELATED PARTY TRANSACTIONS

Nil

2014
Salaries and cash bonuses

$

Short-term employment benefits
Post-employment benefits
$

683

2013
$

624

27

30

4

4

714

$

658

RE K O I N TER N ATI O N A L GR O U P I N C .

Outstanding at the end of the year
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14. STOCK-BASED COMPENSATION
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SUMMARY OF INCOME (LOSS)

Directors of the Company control 2.7% of the voting shares of the Company. A relative of a director
owns, directly or indirectly 51.8% of the voting shares of the Company.

2013

2012

2011

2010

$ 38,894

$ 40,674

$ 42,091

$ 39,863

$ 40,151

29,101

32,422

32,890

34,141

36,040

2,670

1,786

2,010

2,755

5,058

31,771

34,208

34,900

36,896

41,098

7,123

6,466

7,191

2,967

4,730

4,307

5,509

5,869

5,990

2,393

2,159

1,682

(2,902)

(6,937)

(226)

(24)

Cost and expenses
Cost of sales

18.	SUPPLEMENTAL CASH FLOW INFORMATION

Depreciation and amortization

Net change in non-cash working capital (exclusive of assets held for sale) is comprised of:
2014
Accounts receivable

$

(5,402)

2013
$

4

118

2,463

983

114

482

Accounts payable and accrued liabilities

(663)

(283)

Provisions

(150)

(60)

(56)

(151)

Non-hedging financial derivatives
Work-in-progress
Prepaid expenses and other current assets

Unearned revenue on work-in-progress
$

3,690)

$

Gross profit

(947)

2,730

3,819

Selling and administrative
(Loss) income before the following
(Gain) loss on sale of capital assets

(160)

(203)

(742)

Income – other

(398)

(297)

(390)

547

(81)

109

Unrealized foreign exchange (gain) loss

(in $000’s, except for per share amounts)

The Company maintai ns a 50% ownership interest in Reko Global Services, LLC (“RGS”). RGS
is principally located at 1117 West Veterans Blvd. in Auburn, Alabama. The Company determined
that its ownership interest in RGS should be treated as joint operation. RGS’ joint operation
involves the procurement of tooling from low cost off-shore countries for provision to the Company’s
customers and its joint operation partner’s customers. RGS does not have any restrictions on its
ability to transfer funds to the Company in any form.

Provisions are made in instances where it is probable that a net outflow of cash will occur. The
Company has no reason to believe that the ultimate outcome of these matters would have significant
impact on its financial position, cash flows or results of operations.

(975)

-119

--

--

--

3,795

--

Business transformation expenses

--

130

248

2,359

--

Interest on long-term debt

379

456

774

864

1,026

Interest expense, net

497

630

631

763

449

865

635

630

6,580

1,570

1,528

1,524

1,052

(9,482)

(8,507)

--

--

--

Income (Loss) before income taxes
Income taxes (recovered)
Current
Deferred

--

--

(770)

(149)

(215)

184

(1,038)

(770)

(149)

(215)

184

(1,038)

Net income (loss) for the year

$ 2,298

$ 1,673

$ 1,267

$ (9,666)

$ (7,469)

Basic income (loss) per common share

$

$

$

$ (1.51)

$ (1.16)

0.36

0.26

0.20

Note: 2011 to 2014 figures are based on IFRS and 2010 are based on Canadian Generally Accepted Accounting Principles Part V
Pre-changeover Accounting Standards.

RE K O I N TER N ATI O N A L GR O U P I N C .

The Company, in the course of its operations, is subject to environmental and other claims, lawsuits
and contingencies.

--

Asset impairment

19. REKO GLOBAL SERVICES, LLC

20. CONTINGENCIES & COMMITMENTS
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Sales

2014

SU M M AR Y O F I N C O M E ( L O SS )

N O TES T O C O N S O L I D ATE D FI N A N C IA L STATE M E N TS

Key management personnel and director transactions

65

2014

2013

2012

2011

2010

74.8%

79.7%

78.1%

85.7%

90.0%

6.9%

4.4%

4.8%

6.9%

12.6%

12.2%

10.6%

13.1%

14.7%

14.9%

93.9%

94.7%

96.0%

107.3%

117.5%

18.3%

15.9%

17.1%

7.4%

(2.3%)

3.3%

4.1%

3.0%

(24.2%)

(18.6%)

(10.2%)

(20.0%)

1.9%

12.2%

Costs and expenses
Cost of sales
Depreciation and amortization
Selling and administration

Gross margin
Return on sales
Effective tax rate

(50.4%)
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