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May 5, 2010 

This management’s discussion and analysis (“MD&A”) of Pollard Banknote Income Fund (the “Fund”) 
and Pollard Holdings Limited Partnership (“Pollard LP”) for the three months ended March 31, 2010, is 
prepared as at May 5, 2010, and should be read in conjunction with the accompanying unaudited 
interim financial statements of the Fund and Pollard LP and the notes therein as at March 31, 2010, 
and the audited financial statements of the Fund and Pollard LP for the year ended December 31, 
2009, and the notes therein.  Results are reported in Canadian dollars and have been prepared in 
accordance with Canadian generally accepted accounting principles (“Canadian GAAP”). 

Forward-Looking Statements 

Certain statements in this report may constitute “forward-looking” statements which involve known and 
unknown risks, uncertainties and other factors which may cause actual results, performance or 
achievements to be materially different from any future results, performance or achievements 
expressed or implied by such forward looking statements.  When used in this document, such 
statements include such words as “may,” “will,” “expect,” “believe,” “plan” and other similar 
terminology.  These statements reflect management’s current expectations regarding future events and 
operating performance and speak only as of the date of this document.  There should not be an 
expectation that such information will in all circumstances be updated, supplemented or revised 
whether as a result of new information, changing circumstances, future events or otherwise. 

Use of Non-GAAP Financial Measures 

Reference to “EBITDA” is to earnings before interest, taxes, amortization, unrealized foreign exchange 
gains and losses, mark-to-market gains and losses on foreign currency contracts and interest rate 
swaps, facility closing reserve and long-term incentive plan expense.  Reference to “Adjusted 
Distributable Cash” is to cash available for distribution to Unitholders, calculated as cash flow from 
operations, before changes in non-cash working capital, less maintenance capital expenditures.  
Management views Adjusted Distributable Cash as an operating performance measure, as it is a 
measure generally used by Canadian income funds as an indicator of financial performance.  Adjusted 
Distributable Cash is important as it summarizes the funds available for distribution to Unitholders.  As 
the Fund and Pollard LP will distribute substantially all of its cash on an ongoing basis, and since 
EBITDA and Adjusted Distributable Cash are metrics used by many investors to compare issuers on the 
basis of the ability to generate cash from operations, management believes that, in addition to Net 
Income, EBITDA and Adjusted Distributable Cash are useful supplementary measures. 

EBITDA, Adjusted Distributable Cash, Maintenance Capital Expenditures and Growth Capital 
Expenditures are not measures recognized under Canadian GAAP and do not have standardized 
meanings prescribed by Canadian GAAP.  Therefore, these measures may not be comparable to similar 
measures presented by other entities.  Investors are cautioned that EBITDA should not be construed as 
an alternative to Net Income or Loss determined in accordance with Canadian GAAP as indicators of the 
Fund’s and Pollard LP’s performance or to cash flows from operating, investing and financing activities 
as measures of liquidity and cash flows. 

On July 6, 2007 the Canadian Securities Administrators issued a replacement of National Policy 41-201 
“Income Trusts and Other Direct Offerings” which includes disclosure guidance for income trusts.  In 
addition, the Canadian Institute of Chartered Accountants (“CICA”) issued an interpretive release on 
Management’s Discussion and Analysis Guidance on Preparation and Disclosure entitled “Standardized 
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Distributable Cash in Income Trusts and Other Flow-Through Entities”.  The CICA’s interpretive release 
outlines two defined terms: Standardized Distributable Cash and Adjusted Distribution Base.  
Standardized Distributable Cash calculates Distributable Cash as cash provided by operating activities 
(including the impact of the change in non-cash working capital) less total capital expenditures.  When 
entity-specific adjustments are made that are outside the definition of Standardized Distributable Cash, 
then the adjusted amount is reported as the Adjusted Distribution Base.   

Management’s definition of Adjusted Distributable Cash is consistent with the CICA definition of 
Adjusted Distribution Base.  We have provided the information outlined by the CSA and CICA based on 
management’s interpretations regarding the suggested disclosure.  For a reconciliation of Adjusted 
Distributable Cash to Standardized Distributable Cash see “Adjusted Distributable Cash”. 

Basis of Presentation 

The results of operations in the following discussions encompass the unaudited interim consolidated 
results of the Fund and Pollard LP for the three months ended March 31, 2010.  All figures are in 
millions except for unit amounts. 

The Fund does not consolidate the results of the operations of Pollard LP.  As a result, the unaudited 
financial statements with accompanying notes therein have been presented for both the Fund and 
Pollard LP.  In addition, the following management’s discussion and analysis presents a discussion of 
the financial condition and results of operations for both the Fund and Pollard LP. 
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POLLARD BANKNOTE INCOME FUND 

Formation of the Fund 

Pollard Banknote Income Fund (the “Fund”) is an unincorporated, open-ended, limited purpose trust 
established under the laws of the Province of Ontario by a Declaration of Trust dated June 29, 2005. 
The Fund qualifies as a “mutual fund trust” for the purposes of the Income Tax Act (Canada) and was 
established to acquire and hold indirectly an investment in Pollard Holdings Limited Partnership 
(“Pollard LP”). 

Results of Operations 

The Fund earned $0.2 million in Net Income from its investment in Pollard LP for the three months 
ended March 31, 2010, compared to a Loss of $1.1 million in the three months ended March 31, 2009.  
The Fund’s Net Income (Loss) is limited to its proportionate share of Net Income (Loss) of Pollard LP, 
less the amortization of the excess of the purchase price of its investment in Pollard LP over the 
underlying assets acquired and less the administrative expenses incurred by the Fund plus the impact 
of future income tax reductions.  The Fund recorded amortization related to the purchase price 
adjustment of $0.5 million and administrative expenses of $0.07 million for the three months ended 
March 31, 2010, compared to amortization of $0.5 million and administrative expenses of $0.07 million 
for three months ended March 31, 2009. 

The Fund is entirely dependent on distributions from Pollard LP to make its own distributions.  During 
the three months ended March 31, 2010, the Fund received a total of $0.7 million in distributions from 
Pollard LP compared to $1.5 million in the three months ended March 31, 2009. 

As at March 31, 2010, the Fund had total assets of $44.7 million.  Its largest single asset is its 
investment in Pollard LP.  The Fund had no long-term financial liabilities as at March 31, 2010. 

Conversion to a Corporation 

On January 28, 2010, the Trustees of the Fund, in conjunction with the Board of Directors of Pollard 
Banknote Limited, General Partner of Pollard LP, approved in principle a plan to convert Pollard 
Banknote Income Fund into a publicly traded corporation.  On April 6, 2010, the Ontario Supreme Court 
of Justice approved the preliminary plan of arrangement for the conversion. 

The conversion will utilize legislative tax-free conversion options and is expected to become effective 
May 14, 2010, following appropriate final court approval and Unitholders’ vote at the annual and special 
meeting to be held May 6, 2010.  Under the plan, Unitholders in the Fund will hold shares in the new 
public corporation on a one for one basis compared to their unit holdings at the conversion date. 

It is expected that the new corporation will pay a dividend that will be in line with typical dividend 
payout ratios for publicly traded corporations.  Accordingly the plan approved in principle by the 
Trustees sets out a quarterly dividend after conversion of $0.03 per share.  The initial dividend will be 
for the two month period ending June 30, 2010 and will therefore be $0.02 per share.  Subsequent 
quarters will reflect the full quarterly dividend of $0.03 per share.  Effective with the February 
distribution, payable on March 15, 2010, the monthly distribution to Unitholders was adjusted to the 
equivalent rate of $0.01 per unit. 
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After conversion there will be no substantive change in the ultimate ownership of Pollard.  As a result, 
the conversion will be accounted for under the continuity of interests method.  One consolidated 
financial statement incorporating the results of both the Fund and Pollard LP will be prepared.  
Comparative figures will be restated reflecting the combined results of both entities. 

Distributions 

During 2010 the Fund declared the following distributions: 

Month Date Declared Date of Record Payment Date Amount per Unit
     
January  January 7 January 29 February 16 $0.0475 
February  January 28 February 26 March 15 $0.0100 
March  March 3 March 31 April 15 $0.0100
     
TOTAL    $0.0675

Tax Treatment of Distributions 

The tax treatment of the 2010 distributions will not be determined until completion of the 2010 fiscal 
year.  For reference, the tax treatment of the 2009 distributions was 47.7% fully taxable distribution, 
13.2% eligible dividends, 7.1% capital gain and 32.0% return of capital.  

Income Taxes 

The Fund is a mutual fund trust for income tax purposes.  As such, the Fund is currently only taxable 
on any amount not allocated to Unitholders.  The Fund intends to continue to meet the requirements 
under the Income Tax Act (Canada) and there is no indication that the Fund will fail to meet those 
requirements. 

As the Tax Fairness Plan legislation is now enacted, the Fund is required to recognize future income tax 
assets and liabilities with respect to temporary differences between the carrying amount and tax basis 
of its assets and liabilities that are expected to reverse in or after 2011.  The Fund does not expect the 
temporary difference between the carrying amount and tax base of the investment in Pollard LP to 
reverse in the foreseeable future and accordingly has reduced the asset by a valuation allowance for 
the full amount.  

Units 

As at March 31, 2010, and May 5, 2010, the Fund had 6,285,700 Units issued and outstanding.  In 
addition, the Fund had issued and outstanding 17,257,458 Special Voting Units owned entirely by 
Pollard Equities Limited.  These Special Voting Units are used solely for providing voting rights to the 
holders of the Class B and Class C LP Units of Pollard LP and are not transferable separately from the 
Class B LP and Class C LP Units.  Special Voting Units do not entitle the holder to any rights with 
respect to the Fund’s property, distributions or income.  Equities also owns 47,700 Fund Units 
purchased during 2008 on the open market under a normal course purchase bid announced on May 7, 
2008. 
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Net Income (Loss) per Unit 

Net Income for the three months ended March 31, 2010, was $0.03 per unit (basic and diluted).  
Adjusted Distributable Cash per unit for the three months ended March 31, 2010, based on the 
underlying business of Pollard LP was $0.08 per unit (see “Reconciliation of Net Income to Adjusted 
Distributable Cash”). 

Net Loss for the three months ended March 31, 2009, was $0.18 per unit.  Adjusted Distributable Cash 
per unit for the three months ended March 31, 2009, based on the underlying business of Pollard LP 
was $0.09 per unit.  

Financial Instruments 

Distributions receivable, distributions payable to Unitholders and accounts payable are reflected in the 
financial statements at carrying values, which approximate fair value because of the short-term 
maturity of these financial instruments. 

Critical Accounting Policies and Estimates 

The critical accounting policies and estimates are substantially unchanged from those identified in the 
MD&A for the year ended December 31, 2009 except for the accounting policy changes outlined in the 
unaudited interim financial statements.   

Related Party Transactions 

The Fund has not entered into any significant transactions with related parties during the three months 
ended March 31, 2010, which are not disclosed in the unaudited interim financial statements. 

Industry Risks and Uncertainties 

The factors affecting the Fund remain substantially unchanged from those identified in the MD&A for 
the year ended December 31, 2009. 

Distributions 

On January 28, 2010, the Fund announced a reduction in the monthly distributions to $0.01 per unit 
(from $0.0475) beginning with the February distribution (payable March 15, 2010).  This reduction is as 
a result of a reduction in the distributions declared from the underlying business in Pollard LP and 
aligns the distribution to be consistent with the anticipated dividend rate of the public corporation after 
conversion. 



POLLARD HOLDINGS LIMITED PARTNERSHIP 

Overview 

Pollard Holdings Limited Partnership (“Pollard LP”) is one of the leading providers of products and 
services to lottery and charitable gaming industries throughout the world.  Management believes 
Pollard LP is the largest provider of instant-win scratch tickets (“instant tickets”) based in Canada and 
the second largest producer of instant tickets in the world. 

Pollard LP produces and provides a comprehensive line of instant tickets and lottery services including: 
licensed products, distribution, retail telephone selling (“tel-sell”), marketing and instant ticket vending 
machines.  In addition, Pollard LP’s charitable gaming product line includes pull-tab (or break-open) 
tickets, bingo paper, pull-tab vending machines and ancillary products such as pull-tab counting 
machines.  Pollard LP also markets products to the commercial gaming and security sector including 
such items as promotional scratch and win tickets, transit tickets and parking passes.  

Pollard LP’s lottery products are sold extensively throughout Canada, the United States and the rest of 
the world, wherever applicable laws and regulations authorize their use.  Pollard LP serves over 45 
instant ticket lotteries including a number of the largest lotteries throughout the world.  Charitable 
gaming products are mostly sold in the United States and Canada where permitted by gaming 
regulatory authorities.  Pollard LP serves a highly diversified customer base in the charitable gaming 
market of over 250 independent distributors with the majority of revenue generated from repeat 
business. 

 
Product line breakdown of revenue   

 

 Three months ended Three months ended 
  March 31, 2010 March 31, 2009 
   

Instant Tickets 88.0% 86.2% 
Charitable Gaming Products 11.0% 12.5% 
Vending Machines 1.0%   1.3% 

 

  
  
Geographic breakdown of revenue  

   

 Three months ended Three months ended 
 March 31, 2010 March 31, 2009 
   
United States 53% 62% 
Canada 28% 19% 
International 19% 19% 

7 
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Formation of the Limited Partnership 

Pollard LP is a limited partnership established under the laws of the Province of Manitoba on June 29, 
2005, by a partnership agreement as amended August 5, 2005. Pollard LP was established to acquire 
the business of the manufacture and sale of lottery and gaming products (the “business”) from Pollard 
Banknote Limited renamed Pollard Amalco Inc., and to operate such business thereafter.  On July 14, 
2008, Pollard Amalco Inc. was renamed Pollard Equities Limited (“Equities,” “the predecessor company”). 

The Fund’s economic interest in Pollard LP approximates 26.7% and Equities’ economic interest in 
Pollard LP approximates 73.3%. 

The General Partner of Pollard LP is Pollard Banknote Limited, which holds an economic interest of 
0.05%. 

Adjusted Distributable Cash of Pollard LP 

Pollard LP generated Adjusted Distributable Cash totaling $1.9 million during the three months ended 
March 31, 2010, after considering the expenses of the Fund.  The payout ratio for the three months 
ended March 31, 2010, was 85.5%. 

Based on the distributions declared, before Fund expenses, of $1.6 million for the quarter ending March 
31, 2010, Adjusted Distributable Cash exceeded the target by $0.3 million. 

On a per unit basis, Adjusted Distributable Cash for the three months ended March 31, 2010, totaled 
$0.0789 approximately $0.0114 greater than the distributions declared of $0.0675 per unit.    

Pollard LP generated Adjusted Distributable Cash totaling $2.2 million during the three months ended 
March 31, 2009, after considering the expenses of the Fund.  The payout ratio for the three months 
ended March 31, 2009, was 255.5%. 

Based on the distributions declared, before Fund expenses, of $5.6 million per quarter, Adjusted 
Distributable Cash fell short of the target by $3.4 million in the three months ended March 31, 2009.   

On a per unit basis, Adjusted Distributable Cash for the three months ended March 31, 2009, totaled 
$0.093, approximately $0.1446 under the target of $0.2376 per unit.   

Management uses Adjusted Distributable Cash to measure operating performance and therefore 
believes that Adjusted Distributable Cash calculated from EBITDA is an appropriate measure to help 
readers evaluate the performance of the Fund and Pollard LP. 

Adjusted Distributable Cash is defined by management as EBITDA less maintenance capital 
expenditures, cash taxes, interest expense and long-term incentive plan (“LTIP”) expense. 

Adjusted Distributable Cash and EBITDA are not recognized measures under Canadian GAAP and do 
not have standardized meaning prescribed by Canadian GAAP.  Adjusted Distributable Cash, EBITDA 
and related measures may not be viewed as alternatives to net earnings or other measures of 
performance calculated in accordance with Canadian GAAP (see “Use of Non-GAAP Financial 
Measures”). 
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Conversion to a Corporation 

On January 28, 2010, the Board of Directors of Pollard Banknote Limited, General Partners of Pollard 
LP, in conjunction with the Trustees of the Fund, approved in principle a plan to convert Pollard 
Banknote Income Fund into a publicly traded corporation.  See “Conversion to a Corporation” under 
Pollard Banknote Income Fund. 

Kamloops Facility 

On February 28, 2010, Pollard LP permanently closed its Kamloops production facility with all related 
production being transferred to its other facilities.  A one-time facility closing accrual of $4.7 million was 
accrued in the fourth quarter of 2009, representing the estimated closing costs including employee 
severance.  It is anticipated that the rationalization of facilities will result in significant reduced net 
annual operating costs, beginning in March 2010, of approximately $4 million on an annual basis. 

 

 

The following financial information should be read in conjunction with the accompanying financial 
statements of the Fund and Pollard LP and the notes therein as at and for the three months ended 
March 31, 2010. 
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RECONCILIATION OF NET INCOME (LOSS) TO ADJUSTED DISTRIBUTABLE CASH 

(millions of dollars)    

  Three months ended Three months ended 
   March 31, 2010 March 31, 2009 

     

  Reference   

Net Income (loss)  $2.7 ($2.3) 

     

Adjustments:    

 Interest  1.3 1.0 

 Unrealized foreign exchange (gain) loss  (1.3) 1.0 

 
Mark-to-market (gain) loss on foreign currency contracts 

and interest rate swaps  (1.3) 1.8 

 Amortization of de-designated hedges   0.5 - 

 Income taxes   0.1 0.8 

 Amortization  1.7 1.7 

     

 EBITDA  3.7 4.0 

     

Less:    

 Cash taxes  (0.3) (0.5) 

 Interest  (1.3) (1.0) 

 Maintenance capital expenditures 1 (0.1) (0.2) 

     

Cash Available for Distribution (before Fund expenses)  2.0 2.3 

     

Expenses of the Fund 2 0.1 0.1 

     

Adjusted Distributable Cash 3 $1.9 $2.2 

     

     
1 Maintenance capital expenditures refer to capital expenditures, net of proceeds on disposals of 

assets replaced, which are necessary to sustain current cash flow.  Growth capital expenditures 
refer to capital expenditures that are expected to increase cash flow. 

 

2 Represents expenses borne by the Fund. 
 

 

3 Cash available for distribution will fluctuate on a monthly and quarterly basis due to seasonal 
cash flows, timing of maintenance capital expenditures, income taxes paid and interest costs on 
outstanding debt. 

 

The Canadian Securities Administrators (Revised CSA Staff Notice 52-306) recommends Adjusted 
Distributable Cash be reconciled to cash provided by operations from the statement of cash flows. 

Adjusted Distributable Cash is also defined by management as Standardized Distributable Cash plus the 
change in non-cash working capital and growth capital expenditures.   
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ADJUSTED DISTRIBUTABLE CASH RECONCILIATION    

(millions of dollars except for unit amounts)    

  Three months ended Three months ended 
   March 31, 2010 March 31, 2009 

     

  Reference   

Net cash provided by operations  (0.4)  $3.7 

Total capital expenditures  (0.2) (1.1) 

    

Standardized Distributable Cash  (0.6) 2.6 

Net change in non-cash working capital  2.5 (1.2) 

Growth capital expenditures 1 0.1      0.9 

    

Adjusted Distributable Cash (before Fund expenses)  2.0    2.3 

Expenses of the Fund 2 (0.1)      (0.1) 

Adjusted Distributable Cash  1.9     2.2 

Percentage of Adjusted Distributable Cash available to Fund    

   Unitholders 3        26.7%        26.7% 

Adjusted Distributable Cash available to Fund Unitholders 4    $0.5    $0.6 

     

Distributions declared and payable to Fund Unitholders     $0.4    $1.5 

     

Adjusted Distributable Cash per LP Unit  $0.0789 $0.0930 

Distributions declared per LP Unit  $0.0675 $0.2376 

     

Number of Fund Units outstanding    6,285,700 6,285,700 

     

Capital Expenditures:    

 Maintenance expenditures 5 $0.1 $0.2 

 Growth expenditures 1  0.1  0.9 

     

Total  $0.2 $1.1 

     

    

1 Growth capital expenditures refer to capital expenditures that are expected to increase cash flow. 

2 Represents expenses borne by the Fund.  

3 Percentage is equal to the economic interest the Fund has in Pollard LP.  

4 Cash available for distribution will fluctuate on a monthly and quarterly basis due to seasonal cash flows, timing of 
maintenance capital expenditures, income taxes paid and interest costs on outstanding debt. 

5 Maintenance capital expenditures refer to capital expenditures, net of proceeds on disposals of assets replaced, which are 
necessary to sustain current cash flow.   

 

On July 6, 2007 the Canadian Securities Administrators issued a replacement of National Policy 41-201 
“Income Trusts and Other Direct Offerings” which includes disclosure guidance for income trusts.  In 
addition, the Canadian Institute of Chartered Accountants issued an interpretive release on 
Management’s Discussion and Analysis Guidance on Preparation and Disclosure entitled “Standardized 
Distributable Cash in Income Trusts and Other Flow-Through Entities”.  The CICA calculation of 
Standardized Distributable Cash is based on cash flows from operating activities, including the effects 
of changes in non-cash working capital, less total capital expenditures.  The CICA also defines Adjusted 
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Distribution Base, calculated as the Standardized Distributable Cash less items adjusted by 
management to better reflect the distributable cash generated by the entity during a particular period.  

Management believes that the Standardized Distributable Cash calculation distorts the quarter-to-
quarter distributable cash and payout ratios, as non-cash working capital fluctuates dramatically as a 
result of the high value, low volume transaction nature of the business and rapid changes in the timing 
of receipts and payments.  In addition, management believes capital expenditures related to growth 
opportunities should not be included as a deduction from Distributable Cash as they are financed 
through the debt facility.  

Various working capital items, including but not limited to the timing of receivables collected, 
investment in inventory and payment of payables and accruals made, can have a significant impact on 
the determination of distributable cash if included in the calculations, particularly for an interim period.  
The nature of the lottery business with few customers generating fairly large individual orders can 
result in significant short-term variability in changes to non-cash working capital.  Accordingly, Pollard 
LP excludes the impact of changes in non-cash working capital items to remove the resultant variability 
of including such amounts in the determination of distributable cash.  These short-term variations in 
working capital are financed through existing cash reserves or through Pollard LP’s revolving credit 
facility. 

Management believes Adjusted Distribution Base (referred to as Adjusted Distributable Cash) is a more 
appropriate measure of distributable cash available for distributions, as it removes the volatility of the 
working capital variations and reflects the use of debt financing for certain capital expenditures.  The 
calculation of Adjusted Distributable Cash is consistent with the historic calculation of Distributable Cash 
for Pollard LP and the Fund. 

After conversion to a corporation, Standardized and Adjusted Distributable Cash will no longer be 
critical metrics to Pollard LP as the organization will no longer be distributing all its free cash flow.  
EBITDA and Net Income will continue to be important metrics. 

The distribution policy of Pollard LP is to distribute its available cash as determined by the Trustees.  
The monthly distributions during the First Quarter were $0.0475 per unit in January and $0.01 per unit 
in February and March.  Distributions were made on the Class A, Class B and Class C LP Units within 15 
days of the end of each month.  Distributions will be paid to the limited partners of record on the last 
day of the month in respect of which the distributions are to be paid. 

On January 28, 2010, Pollard LP changed its LP unit distribution policy.  Distributions of $0.01 per unit 
were declared for the month of February (payable on March 15, 2010), to be consistent with the 
anticipated quarterly dividend of $0.03 per share after conversion to a corporation.  



 
 

  

  
  

March 31, December 31,
 2010 2009 
   
Total Assets $95.9 $105.0 
Total Long Term Liabilities $77.7 $76.5 
   

SELECTED FINANCIAL INFORMATION  
(millions of dollars)   
   

 Three months ended Three months ended 
 March 31, 2010 March 31, 2009 
   
Sales $41.2 $47.0 
   
Cost of Sales 33.6 38.9 
   
Gross Profit 7.6 8.1 
Gross Profit as a % of sales 18.4% 17.2% 
   
Selling and Administration Expenses 4.8 5.6 
Expenses as a % of sales 11.7% 11.9% 
   
Realized foreign exchange loss  0.6 0.5 
Loss as a % of sales 1.5% 1.1% 
   
EBITDA  3.7 4.0 
EBITDA as a % of sales 9.0% 8.5% 

The above selected financial and operating information has been derived from, and should be read in 
conjunction with, the consolidated financial statements of Pollard LP. 
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REVIEW OF OPERATIONS 

Financial and operating information has been derived from, and should be read in conjunction with, the 
unaudited interim consolidated financial statements of Pollard LP and the selected financial information 
disclosed in this MD&A. 

ANALYSIS OF RESULTS FOR THE THREE MONTHS ENDED MARCH 31, 2010  

Sales 

During the three months ended March 31, 2010, Pollard LP achieved sales of $41.2 million, compared 
to $47.0 million in the three months ended March 31, 2009.  Factors impacting the $5.8 million sales 
decrease were: 

Strengthening of the Canadian dollar 

During the three months ended March 31, 2010, Pollard LP generated approximately 66% of its 
revenue in U.S. dollars including a significant portion of international sales which are priced in U.S. 
dollars.  During the first quarter of 2010 the average U.S. dollar value versus the Canadian dollar was 
$1.06, compared to $1.25 during the first quarter of 2009.  This 14.6% decrease in the U.S. dollar 
value resulted in an approximate decrease of $4.7 million in revenue relative to the first quarter of 
2009. 

 

Sales Breakdown
Three months ended March 31, 2010

Canada
28%

United States
53%

International
19%

Sales Breakdown
Three months ended March 31, 2009

International
19%

United States
62%

Canada
19%

 

Other 

The volume of instant ticket and related services sales generated during the first quarter of 2010 was 
slightly greater than the volume in the comparable three months of 2009, resulting in $0.6 million 
higher sales.  A decrease in the average selling price of instant tickets reduced sales by $1.7 million 
when compared to the first quarter of 2009.  The lower average selling price was due to changes in the 
mix of products sold. 
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Product Line Sales
Three months ended March 31, 2010 

(in millions of dollars)

Instant 
Tickets,  $36.2 

Vending 
Machines, 

$0.4 

Charitable 
Gaming 

Products,  
$4.6 

Product Line Sales
Three months ended March 31, 2009 

(in millions of dollars)

Instant 
Tickets,  $40.5 Vending 

Machines, 
$0.6 

Charitable 
Gaming 

Products,  
$5.9 

 

 Cost of sales and gross profit 

Cost of sales was $33.6 million in the first quarter of 2010 compared to $38.9 million in the first quarter 
of 2009 due primarily to the lower exchange rate on U.S. dollar transactions in the first quarter of 2010 
and higher costs in 2009 related to significant reproduction costs of two significant orders and certain 
manufacturing inefficiencies.  

Gross profit decreased from $8.1 million (17.2% of sales) in the first quarter of 2009 to $7.6 million 
(18.4% of sales) in the first quarter of 2010.  The decrease in gross profit primarily reflects the greater 
impact on sales of the strengthening of the Canadian dollar compared to the impact on cost of sales.  

   Selling and administration expenses 

Selling and administration expenses were $4.8 million in the first quarter of 2010 compared to $5.6 
million in the first quarter of 2009.  The primary reasons for the decline were reduced professional fees 
and travel costs. 

Foreign exchange gain (loss) 

In the first quarter of 2010 a foreign exchange gain of $0.6 million was recorded, compared to a loss of 
$1.6 million in the first quarter of 2009.  Within the foreign exchange gain are unrealized gains of $1.2    
million relating to the foreign exchange gain on U.S. dollar denominated debt (caused by the 
strengthening of the Canadian dollar), partially offset by realized losses on accounts receivables of $0.2 
million and $0.4 million in realized losses relating to forward hedge contracts (caused by a stronger 
Canadian dollar relative to fixed exchange rates in the hedges). 

In the first quarter of 2009 a foreign exchange loss was incurred of $1.6 million.  Within the foreign 
exchange loss are unrealized losses of $1.1 million relating to the foreign exchange loss on U.S. dollar 
denominated debt (caused by the weakening of the Canadian dollar) and $0.5 million in realized losses 
relating to forward hedge contracts (caused by a weaker Canadian dollar relative to fixed exchange 
rates in the hedges). 
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EBITDA 

EBITDA was $3.7 million in the first quarter of 2010 compared to $4.0 million in the first quarter of 
2009. EBITDA margins were 9.0% in the first quarter of 2010 compared to 8.5% in the first quarter of 
2009.  The primary reasons for the decline in EBITDA were lower gross profit, lower other income, 
higher realized foreign exchange loss and higher profit share expense, partially offset by decreased 
selling and administration costs. 

Amortization 

Amortization includes amortization of property and equipment and intangible assets, primarily patents, 
and totaled $1.6 million during the first quarter of 2010 which is similar to $1.7 million during the first 
quarter of 2009.   

Interest 

Interest expense increased from $1.0 million in the first quarter of 2009 to $1.3 million in the first 
quarter of 2010 due primarily to higher interest rates associated with the new syndicated credit facility 
completed on October 30, 2009. 

Mark-to-market (gain) loss on foreign currency contracts 

A non-cash mark-to-market gain of $0.8 million was recorded in the three months ended March 31, 
2010, compared to a non-cash mark-to-market loss of $1.9 million recognized in the comparable period 
of 2009.  On March 12, 2010, Pollard LP sold its remaining foreign currency contracts totaling US$18.0 
million, resulting in the reversal of the previously recognized mark-to-market loss. 

 Income taxes 

Income tax expense was $0.1 million in the first quarter of 2010 compared to $0.8 million in the first 
quarter of 2009.  The income tax expense is lower due to differences relating to the foreign exchange 
impact of Canadian dollar denominated debt in the U.S. subsidiaries. 

Net Income (loss) 

Net Income was $2.7 million in the first quarter of 2010 compared to a Net Loss of $2.3 million in the 
first quarter of 2009.  Decreased gross profit and higher interest expense were offset by decreased 
selling and administration expenses, lower income taxes, increased gains on foreign exchange 
compared to foreign exchange losses in 2009 and large mark-to-market gains on foreign exchange 
contracts compared to mark-to-market losses in 2009. 

Adjusted Distributable Cash and Adjusted Distributable Cash per unit 

Pollard LP generated $1.9 million in Adjusted Distributable Cash, or $0.08 per unit, for the first quarter 
of 2010.  Adjusted Distributable Cash varies on a year-to-year basis due to changes in the product mix 
and short term variations in the order quantities from customers.



 

Quarterly Information 
(unaudited) 
(millions of dollars) 

         
         
 Q1 Q4 Q3 Q2 Q1 Q4 Q3 Q2 
 2010 2009 2009 2009 2009 2008 2008 2008 
         
Sales $41.2 $46.9 $48.4 $49.5 $47.0 $50.2 $44.1 $44.6 
         
EBITDA 3.7 5.7 6.3 5.0 4.0 8.1 8.0 7.4 
         
Net Income (Loss) 2.7 (0.4) 9.3 11.3 (2.4) (9.3) 0.3 4.5 

Fluctuations in Sales, EBITDA, and Net Income (Loss) will vary by quarter depending on the timing of 
contract awards, changes in customer budgets, ticket inventory levels and lottery retail sales and mark-
to-market adjustments to the foreign currency contracts.   

Sales in Q1 2010 were lower due to the strengthening of the Canadian dollar relative to the U.S. dollar 
and a decrease in the average selling price. 

Sales in 2009 were higher due to the weaker Canadian dollar over the year relative to the U.S. dollar.  

Net Loss in Q4 2009 was primarily due to the impact of the Kamloops facility closure accrual 

Net Income in Q2 and Q3 2009 was higher primarily due to higher non-cash mark-to-market gains on 
foreign currency contracts.  Q2 2009 includes a gain on sale of property, plant and equipment. 

Net Loss in Q1 2009 was incurred primarily due to lower levels of gross profit. 

Net Income in Q3 2008 was lower and a Net Loss in Q4 2008 was incurred, primarily due to the non-
cash mark-to-market loss on our foreign currency contracts.  
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 Liquidity and Capital Resources 

Cash provided by operating activities 

For the three months ended March 31, 2010, cash flow used by operating activities was ($0.4) million, 
compared to cash flow provided by operations of $3.7 million for the comparable period in 2009.  

Changes in the non-cash component of working capital provided a decrease in cash flow from 
operations of ($2.4) million for the three months ended March 31, 2010, compared to an increase in 
cash flow of $1.2 million during the comparable period in 2009.  The increase in non-cash working 
capital was primarily the result of increased accounts receivables, due to increased sales near the end 
of the quarter, only partially offset by increased accounts payable and accrued liabilities. 

Cash used in investing activities 

In the three months ended March 31, 2010, cash used in investing activities was ($0.1) million (net) 
including $0.1 million in maintenance capital expenditures and $0.1 million in growth capital 
expenditures.  Cash provided by investing activities also included $0.1 million in receipts on the net 
investment in leases.  Maintenance capital expenditures are made to maintain existing levels of 
production and service and are funded from operating cash flow.  Growth capital expenditures are 
made to expand Pollard LP’s business or generate cost savings and are excluded from the calculation of 
Adjusted Distributable Cash.  Growth capital expenditures are incurred only when it is expected that 
they would ultimately result in increased Adjusted Distributable Cash.  

Cash used by financing activities 

Cash used by financing activities was ($0.1) million in the three months ended March 31, 2010, 
representing distributions paid to Unitholders of ($1.6), an increase in long-term debt of $2.4 and a 
decrease in distribution payable of ($0.9). 

During the three months ended March 31, 2009, cash used by financing activities was $5.6 million, 
representing the distributions paid to Unitholders. 

As at March 31, 2010, Pollard LP had available credit of approximately $12.2 million, which is available 
to be used for future working capital requirements, contractual obligations, capital expenditures and 
distributions. 

During the quarter Pollard LP’s distributions accrued on a monthly basis to holders of record of Class A, 
Class B and C LP Units on the last business day of the month.  

For the first quarter of 2010 the distributions declared per Class A, Class B and Class C Unit were 
$0.0675.  Total distributions declared were $1.6 million.  Distributions totaling $0.2 million were 
accrued as at March 31, 2010 and were paid to holders of the Class A, B and C Units on April 15, 2010.  
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Productive Capacity 

Management has defined productive capacity as the level of operations necessary to maintain the 
current distributable cash target of $0.0475 per fully-diluted LP Unit or $13.4 million on an annualized 
basis.  Due to varying factors implicit in the nature of the lottery industry and the instant ticket market, 
productive capacity can best be measured through a financial output such as distributable cash.  A 
number of factors impact the levels of distributable cash including physical plant capacity, machine 
capacity, nature of product and service offerings produced and mix of customers.  Adjusted 
Distributable Cash generated since going public, August 5, 2005, is $88.8 million and Distributions from 
that time were $94.2 million.  The payout ratio, since August 5, 2005, is 106.1%.  Changes to 
productive capacity since August 5, 2005 have occurred primarily through expenditures on fixed assets 
and improved processes and other internal improvement measures, offset by the impacts of changes in 
foreign exchange relationships, primarily the strengthening of the Canadian dollar relative to the U.S. 
dollar, and the closure of the Kamloops facility in February 2010.  There have been no increases in 
productive capacity due to acquisitions since August 5, 2005. 

Pollard LP’s strategy with respect to productive capacity is to expend the required funds and resources 
to maintain the assets required to generate the targeted distributable cash.  In addition, dependent on 
certain market conditions and limitations on available funds, projects are incurred to increase cash 
inflow or decrease cash outflow, in order to grow distributable cash.  The nature of the lottery industry 
does not in itself lead to significant obsolescence risk with the operating assets.  To grow productive 
capacity, ongoing investment in new technology, new fixed assets and new intangible assets is 
required.  Pollard LP utilizes a number of individual strategies to maintain and grow productive capacity 
including a capital expenditure budget and rigorous formal approval process, flexible individual 
customer management relationships and structured maintenance programs throughout all of the 
facilities.   

An important component to managing and growing productive capacity is the management of certain 
intangible assets, including customer contracts and relationships, patents, computer software, 
assembled workforce and goodwill.  Certain of these assets are reflected in the Fund’s financial 
statements but not the financial statement of Pollard LP due to the use of continuity of interest method 
of accounting during the transfer of the business August 5, 2005.   

Management focuses on maintaining and growing the value of the customer relationship through 
winning contract renewals, pursuing and obtaining new contracts and assisting existing customers 
growing their instant ticket product lines.  Regular commitment to research and development allows 
continual development of patents, software and additional technological assets that maintain and 
increase future distributable cash.  Detailed cost benefit analysis is performed for any significant 
investment of funds or resources in order to minimize the associated risks that these assets will not be 
able to generate the expected level of distributable cash.  Where new opportunities are identified, such 
as a new marketing opportunity or a new machine or process able to reduce input costs, consideration 
is given to revise plans and take advantage of these prospects. 

Certain risks are associated with projects aimed at increasing the productive capacity, including 
increases in working capital, acquisition or development of intellectual property, development of 
additional products or services and purchases of fixed assets.  If these investments fail to increase 
distributable cash, then productive capacity will ultimately decrease over time due to the consumption 
of these investment resources.  The impact on productive capacity may also depend upon the 
completion and start up timing of certain investment projects.   
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Working Capital 

Net non-cash working capital varies throughout the year based on the timing of individual sales 
transactions.  The nature of the lottery industry is few individual customers who generally order large 
dollar value transactions.  As such, the change in timing of a few individual orders can impact 
significantly the amount required to be invested in inventory or receivables at a particular period end.  
The high value, low volume of transactions results in some significant volatility in non-cash working 
capital, particularly during a period of rising volumes.  Similarly, the timing of the completion of the 
sales cycle through collection can significantly impact non-cash working capital. 

Instant tickets are produced specifically for individual clients resulting in a limited investment in 
inventory.  Customers are predominantly government agencies, which result in regular payments.  
These factors assist in a reasonably quick turnover in net working capital.  There are a limited number 
of individual customers, and therefore net investment in working capital is managed on an individual 
customer by customer basis, without the need for company wide benchmarks. 

The overall impact of seasonality does not have a material impact on the carrying amounts in working 
capital.  Overall fluctuations of working capital do not have an impact on distributions as fluctuations 
are financed through the use of the credit facility, and have been excluded from the calculation of 
Adjusted Distributable Cash. 

 
March 31, December 31,

  2010 2009 
   
Working Capital $26.3 $24.2 
Total Assets $95.9 $105.0 
Total Long Term Liabilities $77.7 $76.5 
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Credit Facilities 

Pollard LP’s credit facilities consist of one committed term bank loan facility.  The committed term bank 
loan facility provides loans of up to $70.0 million for its Canadian operations and up to $24.9 million 
(US$25.0 million) for its U.S. subsidiaries.  Borrowings under these credit facilities bear interest at fixed 
and floating rates based on Canadian and U.S. prime bank rates, banker’s acceptances or LIBOR.  At 
March 31, 2010, the outstanding letters of credit were $3.2 million and the remaining balance available 
for drawdown was $14.3. 

At March 31, 2010, Pollard LP had entered into interest rate swap contracts to fix the interest rate on 
approximately 54 percent of the outstanding long-term debt. 

Under the terms and conditions of the credit facility agreement Pollard LP is required to maintain 
financial covenants including working capital ratios, debt to earnings before interest, taxes, 
depreciation and amortization (“EBITDA”) ratios and certain debt service coverage ratios. As at March 
31, 2010 and May 5, 2010 Pollard LP is in compliance with all covenants. 

Pollard LP believes that its credit facilities and ongoing cash flow from operations will be sufficient to 
allow it to meet ongoing requirements for investment in capital expenditures, working capital and 
distributions at existing business levels.  

Outstanding Unit Data 

As at May 5, 2010, March 31, 2010, and December 31, 2009, outstanding unit data was as follows:  

Class A LP units  6,285,700      
Class B LP Units 13,725,984      
Class C LP Units   3,531,474 
General Partner Units 106,945 

Contractual Obligations 

There have been no material changes to Pollard LP’s contractual obligations since December 31, 2009, 
that are outside the normal course of business. 

Long-Term Incentive Plan 

The officers of Pollard Banknote Limited and key employees of Pollard LP are eligible to participate in 
the long-term incentive plan of the Fund (the "LTIP").  

During the three months ended March 31, 2010 and the three months ended March 31, 2009, based on 
cash available for distribution per LP Unit falling short of the base threshold, no provision for LTIP 
awards has been accrued. 
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Off-Balance Sheet Arrangements 

There have been no material changes to Pollard LP’s off-balance sheet arrangements since December 
31, 2009, that are outside the normal course of business. 

 
Financial Instruments 

The financial instruments of Pollard remain substantially unchanged from those identified in the MD&A 
for the year ended December 31, 2009. 

Critical Accounting Policies and Estimates 

The critical accounting policies and estimates are substantially unchanged from those identified in the 
MD&A for the year ended December 31, 2009, except for the accounting policy changes outlined in the 
unaudited interim financial statements.   

International Financial Reporting Standards 

In January 2006, the Accounting Standards Board of Canada (“AcSB”) announced that accounting 
standards in Canada are to converge with the International Financial Reporting Standards (“IFRS”).  
Canadian publicly accountable enterprises must adopt IFRS for their interim and annual financial 
statements relating to fiscal years beginning on or after January 1, 2011.   

Pollard LP established a four part planning framework in 2008 to ensure an effective and efficient 
transition regarding the introduction of International Financial Reporting Standards (“IFRS”) in 2011.  
No significant changes to the status or our IFRS project discussed in the December 31, 2009, MD&A 
dated March 3, 2010, have occurred. 
 

Related Party Transactions 

Pollard LP has not entered into any significant transactions with related parties during the three months 
ended March 31, 2010, which are not disclosed in the unaudited interim financial statements. 

Industry Risks and Uncertainties 

The risk factors affecting Pollard LP remain substantially unchanged from those identified in the MD&A 
for the year ended December 31, 2009.  

Outlook 

The outlook for the instant lottery ticket market is for moderate growth as measured by retail sales.  
The majority of our revenue is generated under existing long term contracts.  The recent 
announcement of the first time award of a contract with the Kentucky Lottery is a reflection of our 
competitive strength and we anticipate continuing to compete aggressively on further new contract 
opportunities.  
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The impact of the Kamloops facility closure will result in significantly reduced overhead costs and lower 
per unit production costs due to the efficiencies of operating in fewer, but larger, production facilities.  
The full impact of this improved cost structure will not be realized until the second quarter, as the 
consolidation only occurred during the later part of the first quarter. 

Our new press is now operating near expected levels.  Improved efficiencies will continue to be 
achieved over the next few quarters as further operating improvements are implemented. 

The Canadian dollar continued to strengthen relative to the U.S. dollar during the first quarter of 2010.  
In March we sold the remainder of our forward foreign exchange contracts and this sale will eliminate 
any further mark-to-market accounting gains or losses on foreign currency contracts on our income 
statement.  We will continue to manage our currency exposure risk to the U.S. dollar through our 
natural hedges including sourcing purchase inputs in U.S. currency, utilizing U.S. dollar denominated 
debt to hedge balance sheet exposure and efficiently using our U.S. based production facilities.  
However, further strengthening of the Canadian dollar relative to the U.S. dollar would impact 
negatively on our operating results. 

Our charitable games division grew its volume in the first quarter of 2010 and these volumes are 
expected to be sustained during the remainder of 2010.  Licensed products volume was lower in the 
first quarter and is expected to increase in the second and third quarter. 

The conversion of Pollard Banknote Income Fund to a publicly traded corporation is set to be voted on 
at the May 6, 2010 annual and special meeting.  If the plan is approved by Unitholders, the conversion 
is expected to be effective May 14, 2010.  The conversion is as a result of the Federal Government 
eliminating certain income tax advantages of the income trust structure and will afford Pollard greater 
ability to invest in future business opportunities. 

The conversion is anticipated to result in a tax free transfer for Unitholders who will exchange each of 
their units on a one-for-one basis for shares in the new corporation, to be called Pollard Banknote 
Limited.  Dividends are expected to be set at 3 cents per share per quarter, with the first quarterly 
dividend for the two months ended June 30, 2010, of 2 cents per share expected to be paid in July. 

The strength of our balance sheet will continue to improve as the impact of the reduced distributions, 
lower capital expenditures and improved operating results will reduce our outstanding debt balance. 

Pollard Banknote believes that its credit facilities and ongoing cash flow from operations will be 
sufficient to allow it to meet ongoing requirements for investment in capital expenditures, working 
capital and distributions at existing business levels. 

Disclosure Controls and Procedures 

Under Multilateral Instrument 52-109 “Certification of Disclosure in Issuers’ Annual and Interim Filings” 
issuers are required to document the conclusions of the Chief Executive Officer and Chief Financial 
Officer (the “Certifying Officers”) for the interim period regarding the design and effectiveness of the 
disclosure controls and procedures.  The Fund’s management, with the participation of the Certifying 
Officers of the Fund, has concluded that the design of the disclosure controls and procedures as 
defined in Multilateral Instrument 52-109 will provide reasonable assurance of achieving the disclosure 
objectives. 
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Internal Controls over Financial Reporting 

Under Multilateral Instrument 52-109 “Certification of Disclosure in Issuers’ Annual and Interim Filings” 
issuers are required to document the conclusions of the Certifying Officers for the interim period 
regarding the design and effectiveness of the internal controls over financial reporting.  The Fund’s 
management, with the participation of the Certifying Officers of the Fund, has concluded that the 
design of the internal controls over financial reporting as defined in Multilateral Instrument 52-109 will 
provide reasonable assurance of achieving the financial reporting objectives. 

No changes were made in the Fund’s or Pollard LP’s internal control over financial reporting during the 
three months ended March 31, 2010, that have materially affected, or are reasonably likely to 
materially affect, Pollard LP’s internal control over financial reporting. 

 

Additional Information 

Trust Units of Pollard Banknote Income Fund are traded on the Toronto Stock Exchange under the 
symbol PBL.UN. 

Additional information relating to the Fund and Pollard LP, including the Audited Consolidated Financial 
Statements and the Annual Information Form for the year ended December 31, 2009, is available on 
SEDAR at www.sedar.com. 

 
Pollard Banknote Income Fund 

1499 Buffalo Place 
Winnipeg, Manitoba R3T 1L7 

(204) 474-2323 
www.Pollardbanknote.com 

http://www.sedar.com/


  
 

  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Consolidated Financial Statements of 

 

POLLARD BANKNOTE 
INCOME FUND 
(unaudited) 

 
Three months ended March 31, 2010 
 
 
 
 
These interim consolidated financial statements have not 
been audited or reviewed by the Fund’s independent 
external auditors, KPMG LLP. 

 

 



Pollard Banknote Income Fund 
Consolidated Balance Sheets 
(In thousands of dollars) 
(unaudited) 
 
   March 31, December 31, 
   2010 2009 
     

Assets 
 
Distributions receivable $ 74 $ 298 
 
Prepaid expenses  22  19  
 
Investment in Pollard Holdings Limited Partnership (note 4)  43,934  44,135 
 
Future income taxes (note 8)  683  683 
 
  $ 44,713 $ 45,135 
 

Liabilities and Unitholders’ Equity 
 
Accounts payable $ 104 $ 33 
 
Distributions payable to Unitholders (note 5)  63  298 
 
Unitholders’ equity 

Unitholders’ equity (note 6) 45,490 45,714 
Accumulated other comprehensive loss (note 9) (944) (910) 
  44,546 44,804 

 
  $ 44,713 $ 45,135 
 

See accompanying notes to consolidated financial statements. 
 

 



Pollard Banknote Income Fund 
Consolidated Statements of Income (Loss)  
(In thousands of dollars, except for unit amounts) 
(unaudited) 
 
   Three months Three months  
   ended ended 
   March 31, 2010 March 31, 2009 
     
Equity income (loss) from investment in Pollard Holdings  

Limited Partnership (note 7) $ 273 $ (1,073) 
 
Administrative expenses    (73) (74) 

 
Net income (loss) $ 200 $ (1,147) 
 
Basic and diluted income (loss) per unit $ 0.03 $ (0.18) 
 
Weighted average number of Fund Units outstanding   6,285,700  6,285,700 

 
 
 
 
 
 
 
Consolidated Statements of Comprehensive Income (Loss) 
(In thousands of dollars) 
(unaudited) 
 
   Three months Three months 
   ended ended 
   March 31, 2010 March 31, 2009  
     
Net income (loss)     $ 200 $ (1,147) 

 
Other comprehensive income (loss): 

Fund’s proportionate share of other comprehensive income  
 (loss) from investment in Pollard Holdings Limited Partnership 
 (note 9)   (34) 193 
 

Comprehensive income (loss)  $ 166 $ (954) 
     

See accompanying notes to consolidated financial statements. 



Pollard Banknote Income Fund 
Consolidated Statements of Unitholders’ Equity 
(In thousands of dollars) 
(unaudited) 
 
   Three months Three months 
   ended ended  
   March 31, 2010 March 31, 2009 
     
Unitholders’ equity, beginning of period    $ 45,714 $ 47,103 
 
Net income (loss) 200 (1,147) 
 
Distributions declared (note 5) (424) (1,494) 
 
Unitholders’ equity, end of period   $ 45,490 $ 44,462 
 

See accompanying notes to consolidated financial statements. 



Pollard Banknote Income Fund 
Consolidated Statements of Cash Flows 
(In thousands of dollars) 
(unaudited) 
 
   Three months Three months 
   ended  ended 
   March 31, 2010 March 31, 2009 
     
Cash provided by (used in): 
Operating activities: 

Net income (loss) $ 200 $ (1,147)
Items not involving cash: 

Equity (income) loss from investment in Pollard Holdings  
Limited Partnership   (273) 1,073 

      Change in non-cash operating working capital  68 68 
Distributions received on Class A LP Units of Pollard Holdings  

Limited Partnership   664 1,500 
  659 1,494 

 
Financing activities: 

Distributions paid to Unitholders   (659) (1,494) 
 
Change in cash, being cash, beginning and end of period $ –    $ –    
 

See accompanying notes to consolidated financial statements. 

 



Pollard Banknote Income Fund 
Notes to Consolidated Financial Statements 
Three months ended March 31, 2010 
(In thousands of dollars, except for unit amounts) 
(unaudited)  
 
 

1. Description of the Fund: 

Pollard Banknote Income Fund (the “Fund”) is an unincorporated, open-ended, limited purpose 
trust established under the laws of the Province of Ontario by a Declaration of Trust dated 
June 29, 2005. The Fund qualifies as a “mutual fund trust” for the purposes of the Income Tax 
Act (Canada) and was established to acquire and hold indirectly an investment in Pollard 
Holdings Limited Partnership (“Pollard LP”).  Pollard LP’s principal business activities include the 
manufacture and sale of lottery and gaming products.    

The Fund is entirely dependent on distributions from Pollard LP to make its own distributions. 

These unaudited interim consolidated financial statements should be read in conjunction with 
the unaudited interim consolidated financial statements of Pollard LP for the three months 
ended March 31, 2010. 

2. Basis of presentation: 

The accompanying unaudited interim consolidated financial statements have been prepared by 
management in accordance with Canadian generally accepted accounting principles (“Canadian 
GAAP”).  Accordingly, certain information and footnote disclosure normally included in annual 
financial statements prepared in accordance with Canadian GAAP have been omitted or 
condensed.  In the opinion of management, all adjustments considered necessary for fair 
presentation have been included in these financial statements. 

These unaudited interim consolidated financial statements follow the same significant 
accounting policies as described and used in the consolidated financial statements of the Fund 
for the year ended December 31, 2009 and should be read in conjunction with that report.   

These unaudited interim consolidated financial statements include the accounts of Pollard 
Banknote Income Fund and its wholly-owned subsidiary, Pollard Banknote Trust (“Trust”). 

3. Future accounting standards: 

In January 2006, the Accounting Standards Board of Canada (“AcSB”) announced that 
accounting standards in Canada are to converge with the International Financial Reporting 
Standards (“IFRS”).  Canadian publicly accountable enterprises must adopt IFRS for their 
interim and annual financial statements relating to fiscal years beginning on or after January 1, 
2011.  The Fund is currently assessing the impact of these new standards on its consolidated 
financial statements. 

 



Pollard Banknote Income Fund 
Notes to Consolidated Financial Statements  
Three months ended March 31, 2010 
(In thousands of dollars, except for unit amounts) 
(unaudited) 
 
 

3. Future accounting standards (continued): 

In January, 2009, the CICA issued Section 1582, Business Combinations, replacing Section 
1581, Business Combinations.  This new section establishes standards for the measurement of 
a business combination and the recognition and measurement of assets acquired and liabilities 
assumed.  In addition, Section 1601, Consolidated Financial Statements was issued and 
replaced Section 1600, Consolidated Financial Statements.  This new section establishes 
standards for the preparation of consolidated financial statements.   

The Fund is required to apply Section 1582 prospectively to business combinations for which 
the acquisition date is on or after January 1, 2011.  Section 1582 is the Canadian equivalent to 
International Financial Reporting Standard IFRS 3, Business Combinations.  The Fund is also 
required to apply Section 1601 for fiscal years beginning on or after January 1, 2011.  Section 
1601 is equivalent to a portion of International Financial Reporting Standard IAS 27, 
Consolidated and Separate Financial Statements. 

The Fund does not expect Sections 1582 and 1601 to have a material impact on its 
consolidated financial statements. 

4. Investment in Pollard Holdings Limited Partnership: 

On August 5, 2005, Trust subscribed for 6,005,538 Class A Limited Partnership (“LP”) Units of 
Pollard LP (a 25.5 percent ownership interest). On August 29, 2005, Trust purchased a further 
280,162 Class A LP Units of Pollard LP (a further 1.2 percent ownership interest).  

The resulting 26.7 percent interest in Pollard LP entitles Trust to 26.7 percent of the cash 
distributions of Pollard LP provided that those distributions are at least equal to $0.0792 per 
Class A LP Unit, per month. In the event of a shortfall, Trust is entitled to a percentage of cash 
distributions based on the ratio of its Class A LP Units to total Class A, Class B and Class C LP 
Units outstanding. 

As of March 31, 2010, the Fund has an interest of approximately 26.7 percent in the 
consolidated operations of Pollard LP. The Fund also has an approximate 26.7 percent interest 
in the General Partner of Pollard LP which is carried at a nominal amount. 

 

 



Pollard Banknote Income Fund 
Notes to Consolidated Financial Statements  
Three months ended March 31, 2010 
(In thousands of dollars, except for unit amounts) 
(unaudited) 
 
 

4. Investment in Pollard Holdings Limited Partnership (continued): 

The investment in Pollard LP is summarized as follows: 

 
 Three months Three months 

   ended   ended 
   March 31, 2010 March 31, 2009 

  
Balance, beginning of period  $ 44,135   $ 46,054 
 
Equity income (loss) 273 (1,073) 
Distributions received and receivable (440) (1,542) 
Proportionate share of other comprehensive gain (loss) (34) 193 
Balance, end of period $ 43,934 $ 43,632 
 

5. Distributions payable to Unitholders: 

The Fund makes distributions of its available cash to Unitholders to the extent it is determined 
prudent by the Trustees.  The amount of cash to be distributed monthly per Unit to the 
Unitholders is equal to a pro-rata share of all amounts received by the Fund for and in respect 
of the distribution period less Fund expenses.   

Monthly distributions are paid to Unitholders of record on the last business day of each month 
and are paid within 15 days following each month end and are fully discretionary, as 
determined by the Board of Trustees.  The Fund may make additional distributions in excess of 
the monthly distributions during the year, as the Trustees may determine. 

The following outlines the distributions declared during the quarter ended March 31, 2009: 

 
       
January 7, 2010          $ 298 
January 28, 2010          63 
March 3, 2010          63  
 
          $ 424 
 
The Fund declared distributions payable for the month ended March 31, 2010, of $0.01 per 
Unit. The distributions of $63 declared on March 3, 2010, are payable on April 15, 2010, to 
Unitholders of record on March 31, 2010. 

 

 



Pollard Banknote Income Fund 
Notes to Consolidated Financial Statements  
Three months ended March 31, 2010 
(In thousands of dollars, except for unit amounts) 
(unaudited) 
 
 

6. Unitholders’ equity: 

At March 31, 2010, there were 6,285,700 Fund Units outstanding and 17,257,458 Special 
Voting Units owned by Pollard Equities Limited (formerly Pollard Amalco Inc.) outstanding.  As 
of March 31, 2010, Pollard Equities Limited owned 47,700 Fund Units purchased on the open 
market under a normal course purchase bid announced May 7, 2008. 

Capital Management: 

The Fund’s objectives in managing capital are to deploy capital to provide appropriate return to 
Unitholders and to maintain a capital structure that provides flexibility to take advantage of 
growth and development opportunities, maintenance of existing assets and enhance 
Unitholders’ value.  The capital structure of the Fund consists solely of Unitholders’ equity.  In 
order to maintain or adjust its capital structure, the Fund may purchase units for cancellation 
or issue additional units. 

On January 28, 2010, the Fund announced a change in its distribution policy.  Distributions of 
$0.01 per unit were declared for the month of February, payable March 15, 2010, for a total 
distribution of $63.   

Neither the Fund nor its subsidiary is subject to externally imposed capital requirements. 

There were no other changes in the Fund’s approach to managing capital during the period. 

7. Equity income (loss) from investment in Pollard Holdings Limited Partnership: 

The equity income (loss) from the Fund’s investment in Class A LP Units of Pollard LP is 
calculated as follows: 

 
 

 Three months Three months 
   ended  ended 
   March 31, 2010 March 31, 2009 

 
Consolidated net income (loss) of Pollard LP for the period  $ 2,747 $ (2,292) 
Fund’s interest 26.7% 26.7% 
Fund’s proportionate share of Pollard LP consolidated    

net income (loss) 734 (612)  
 

Amortization of intangible assets  (461) (461) 
 

Equity income (loss) from Pollard LP $ 273 $ (1,073) 
 



Pollard Banknote Income Fund 
Notes to Consolidated Financial Statements  
Three months ended March 31, 2010 
(In thousands of dollars, except for unit amounts) 
(unaudited) 
 
 

7. Equity income (loss) from investment in Pollard Holdings Limited Partnership 
(continued): 

The purchase price of the investment in Pollard LP exceeds the underlying amount of net 
assets of Pollard LP.  The Fund’s proportionate share of the purchase price excess amounts to 
$53,368 and the amortization, for the three months ended March 31, 2010, of finite life 
intangible assets principally relating to customer assets and patents, amounts to $461 (2009 - 
$461). 

8. Income taxes: 

On October 31, 2006, the Minister of Finance (Canada) announced proposed changes (referred 
to as the “Tax Fairness Plan”) to the taxation of income trusts for Canadian federal income tax 
purposes.  The Tax Fairness Plan proposed to create the concept of “specified investment flow-
through” entities, or “SIFT’s”.   

Under the proposals, certain distributions that are attributable to the SIFT’s non-portfolio 
earnings will not be deductible in computing the SIFT’s income and will be subject to tax at a 
projected rate of 28 percent.  Legislation that includes the Tax Fairness Plan has been enacted.  
Currently the Fund would fit the definition of a SIFT and would be subject to certain income 
taxes beginning in 2011. 

The Fund is required to recognize future income tax assets and liabilities with respect to 
temporary differences between the carrying amount and tax basis of its assets and liabilities 
that are expected to reverse in or after 2011. The Fund expects that its distributions will not be 
subject to tax prior to 2011 and, accordingly, has not provided for future income taxes on the 
temporary differences expected to reverse prior to then.   

Significant components of the Fund’s future income tax assets at March 31, 2010 are as 
follows: 

 
 
Future income tax assets: 

Tax value of investment in Pollard LP in excess of net book value    $ 2,082 
Valuation allowance  (1,399) 
 

Total future income tax assets   $ 683 
 
The Fund has reduced the future income tax assets by a valuation allowance for the amount of 
the temporary difference between the carrying amount and tax basis of the investment in 
Pollard LP that it does not expect to reverse in the foreseeable future. 



Pollard Banknote Income Fund 
Notes to Consolidated Financial Statements  
Three months ended March 31, 2010 
(In thousands of dollars, except for unit amounts) 
(unaudited) 
 
 

9.  Accumulated other comprehensive loss: 

 
  Three months Three months  
  ended ended 
  March 31, 2010 March 31, 2009 
 
Fund’s proportionate share of Pollard LP accumulated  
 other comprehensive loss: 

Balance, beginning of period  $ (910) $ (640)  
 
Fund’s proportionate share in Pollard LP  
 other comprehensive income (loss) (34) 193 

 
Total accumulated other comprehensive loss $ (944) $ (447) 
 

10. Related party transactions: 

On August 5, 2005, the Fund, the Trust and the General Partner of Pollard LP entered into a 
Support Agreement. Under the terms of the Support Agreement, the General Partner will 
provide certain management, administrative and support services to the Fund and Trust and 
will be reimbursed for all direct and indirect costs and expenses it incurs in the provision of 
services pursuant to the Support Agreement. During the three month period ended March 31, 
2010, these reimbursed costs amounted to $73 (2009 - $74). 

11. Financial risk management: 

The Fund has exposure to the both liquidity and credit risk from its investment in Pollard LP. 

Liquidity risk is the risk that the Fund will not be able to meet its financial obligations as they 
fall due.  Credit risk is the risk that the distributions receivable will not be collected.  The 
payment of distributions to the Unitholders of the Fund is entirely reliant on the payment of 
distributions from Pollard LP.  

12. Conversion: 

On January 28, 2010, the Fund, in conjunction with Pollard LP, announced its intention to 
restructure, with the ultimate intention of converting the Fund into a publicly traded 
corporation utilizing various sections in the Income Tax Act (Canada) to affect a tax-free 
transfer for Pollard LP, Fund and the Fund Unitholders.  On April 7, 2010, the Ontario Superior 
Court of Justice approved the preliminary plan of arrangement whereby the conversion will 
take place, subject to Unitholders’ approval at the annual and special meeting on May 6, 2010 
and subsequent final court approval in mid-May 2010. 



  
  

  
 
 
 
 
 
 
 
 
 

 
 
 

 
 
 
 
 
 
 
 
Consolidated Financial Statements of 

 

POLLARD HOLDINGS 
LIMITED PARTNERSHIP 
(unaudited) 
 
Three months ended March 31, 2010 
 

 

 
These interim consolidated financial statements have not 
been audited or reviewed by the Partnership’s independent 
external auditors, KPMG LLP. 

 



Pollard Holdings Limited Partnership 
Consolidated Balance Sheets 
(In thousands of dollars) 
(unaudited) 
 
   March 31, December 31, 
   2010 2009 
     

Assets 
 
Current assets: 

Cash  $ 3,091 $ 3,675 
Accounts receivable   20,226  16,361 
Loan to Pollard Equities Limited (note 4) 1,812 12,572  
Inventories (note 5) 19,627 20,259 
Prepaid expenses and deposits 4,717 4,094 
Net investment in leases due within one year 204 262 
Future income taxes 586 800 
  50,263 58,023 

 
Property, plant and equipment 37,730 39,085 
Net investment in leases 156 194 
Goodwill 5,257 5,432 
Intangible assets 889 907 
Future income taxes  1,600 1,313 
 
  $ 95,895 $ 104,954 
 

Liabilities and Partners’ Deficit 
 
Current liabilities:    

Accounts payable and accrued liabilities  $ 21,628 $ 19,482 
Distributions payable to partners (note 8)  74  299  
Distributions payable to Pollard Equities Limited (note 4) 1,985 13,392  
Income taxes payable 275 655  
  23,962 33,828 

 
Long-term debt 76,873 75,651 
Other long-term liabilities 777 827 
Future income taxes 835 1,031 
Foreign currency contracts -   834  
Interest rate swap contracts 1,073 1,423 

 
Partners’ deficit: 

Partners’ deficit (note 9) (4,090) (5,232)  
Accumulated other comprehensive loss (note 10) (3,535) (3,408) 
  (7,625) (8,640) 

 
 
  $ 95,895 $ 104,954 
 

See accompanying notes to consolidated financial statements. 



Pollard Holdings Limited Partnership 
Consolidated Statements of Income (Loss) 
(In thousands of dollars) 
(unaudited) 
 
   Three months Three months 
   ended ended 
   March 31, 2010 March 31, 2009  
     
Sales     $ 41,246 $ 47,047 
 
Cost of sales   33,608 38,882  
   7,638 8,165 
 
Expenses (income): 

Selling and administration   4,758 5,598  
Interest   1,342 1,004  
Foreign exchange (gain) loss   (616) 1,582   
Mark-to-market (gain) loss on foreign currency contracts  (834) 1,768 
Mark-to-market gain on interest rate swap contracts  (460) -   
Amortization of de-designated hedges   455 -   
Other income   (28) (229)  
   4,617 9,723  
 

Income (loss) before the undernoted   3,021 (1,558)  
 

Employee profit sharing   218 (39)  
Income (loss) before income taxes   2,803 (1,519)  
 
Income taxes: 

Current    375 482  
Future (reduction)   (319) 291  
   56 773 

 
Net income (loss)     $ 2,747 $ (2,292) 
 
 
Consolidated Statements of Comprehensive Income (Loss) 
(In thousands of dollars) 
(unaudited) 
 
   Three months Three months 
   ended ended 
   March 31, 2010 March 31, 2009  
     
Net income (loss)     $ 2,747 $ (2,292) 

 
Other comprehensive income (loss): 

Unrealized (loss) gain on translation of self-sustaining 
 foreign operations   (462) 537 
Unrealized (loss) gain on derivatives designated as cash flow  
 hedges, net of income tax (reduction) of ($34) and $49     (60) 185 
Amortization of de-designated hedges, net of income tax 
 of $60     395 -   

Other comprehensive income (loss) – net of income tax  (127) 722 
 

Comprehensive income (loss)  $ 2,620 $ (1,570) 
  

See accompanying notes to consolidated financial statements. 



Pollard Holdings Limited Partnership 
Consolidated Statements of Partners’ Capital (Deficit) 
(In thousands of dollars) 
(unaudited) 
 
  General Partner Class A Class B Class C  
  Units LP Units LP Units LP Units Total 

 
 
Partners’ capital (deficit), 
 December 31, 2009 $ (32) $ 40,131 $ (36,592) $ (8,739) $ (5,232) 
 
Net income for the three months 
 ended March 31, 2010 1 733 1,601 412 2,747 
   
Distributions declared (note 9) (1) (440) (926) (238) (1,605) 
 
Partners’ capital (deficit), 
March 31, 2010 $ (32) $ 40,424 $ (35,917) $ (8,565) $ (4,090) 
 
 
 
 
  General Partner Class A Class B Class C  
  Units LP Units LP Units LP Units Total 

 
 
Partners’ capital (deficit),  
 December 31, 2008 $ (33) $ 39,920 $ (37,415) $ (8,950) $ (6,478) 
 
Net loss for the three months 
 ended March 31, 2009 (1) (612) (1,335) (344) (2,292) 
   
Distributions declared  (3) (1,555) (3,261) (839) (5,658) 
 
Partners’ capital (deficit), 
March 31, 2009 $ (37) $ 37,753 $ (42,011) $ (10,133) $ (14,428) 
 

See accompanying notes to consolidated financial statements. 

 



Pollard Holdings Limited Partnership 
Consolidated Statements of Cash Flows 
(In thousands of dollars) 
(unaudited) 
 
   Three months Three months 
   ended ended 
   March 31, 2010 March 31, 2009 
     
Cash increase (decrease):   
 
Operating activities: 

Net income (loss)     $ 2,747 $ (2,292)  
Items not involving cash: 
 Amortization   1,644 1,685 
 Loss on sale of equipment   (3) -   
 Unrealized foreign exchange (gain) loss   (1,253) 1,045  
 Future income taxes (reduction)   (319) 291  
 Mark-to-market (gain) loss on foreign currency contracts  (834) 1,768 
 Mark-to-market gain on interest rate swaps   (460) -   
 Amortization of de-designated hedges    455 -   
Change in non-cash operating working capital  (2,336) 1,241  

   (359) 3,738 
     

Investing activities: 
Additions to property, plant and equipment  (231) (1,085) 
Proceeds from sale of equipment    5 -   
Change in net investment in leases   84 221 
Change in intangible assets   (4)   -    

   (146) (864) 
     

Financing activities: 
 Increase in long-term debt    2,413 -  
 Increase in deferred financing charges    (2)  -  
 Change in other long-term liabilities    (42) (42)
 Change in loan to Pollard Equities Limited   10,760 12,301 
 Change in distributions payable to partners   (225) 51 
 Change in distributions payable to Pollard Equities Limited  (11,407) (12,301)  

Distributions   (1,605) (5,658)    
   (108) (5,649) 
   

Foreign exchange gain (loss) on bank indebtedness held in foreign  
currency   29 (371)  

Change in cash position/bank indebtedness   (584) (3,146)  
 
Cash position (bank indebtedness), beginning of period  3,675 (13,132) 
 
Cash position (bank indebtedness), end of period   $ 3,091 $ (16,278) 
 

See accompanying notes to consolidated financial statements. 



Pollard Holdings Limited Partnership 
Notes to Consolidated Financial Statements 
Three months ended March 31, 2010 
(In thousands of dollars, except for unit amounts) 
(unaudited) 
 
 

1. Description of the Limited Partnership: 

Pollard Holdings Limited Partnership (“Pollard LP”) is a limited partnership established under 
the laws of the Province of Manitoba on June 29, 2005, by a partnership agreement (the 
“Partnership Agreement”) as amended August 5, 2005. Pollard LP was established to acquire 
the business of the manufacture and sale of lottery and gaming products (the “business”) from 
Pollard Banknote Limited, renamed Pollard Amalco Inc. and to operate such business 
thereafter.   On July 14, 2008, Pollard Amalco Inc. was renamed Pollard Equities Limited 
(“Equities” or “the predecessor company”). 

These financial statements include only the assets, liabilities, revenues and expenses, including 
income taxes of Pollard LP and do not include the assets, liabilities, revenues and expenses, 
including income taxes, of the partners. 

The General Partner of Pollard LP is Pollard Banknote Limited (“PBL”), which holds an economic 
interest of 0.05 percent in Pollard LP. The Pollard Banknote Income Fund (“Fund”) indirectly 
owns, through the Pollard Banknote Trust (“Trust”), approximately 26.7 percent of PBL and the 
remaining approximately 73.3 percent is owned by Equities. 

2. Basis of presentation: 

The accompanying unaudited interim consolidated financial statements have been prepared by 
management in accordance with Canadian generally accepted accounting principles (“Canadian 
GAAP”).  Accordingly, certain information and footnote disclosure normally included in annual 
financial statements prepared in accordance with Canadian GAAP have been omitted or 
condensed.  In the opinion of management, all adjustments considered necessary for fair 
presentation have been included in these financial statements. 

These unaudited interim consolidated financial statements follow the same significant 
accounting policies as described and used in the consolidated financial statements of Pollard LP 
for the year ended December 31, 2009 and should be read in conjunction with that report. 

Certain prior period amounts have been reclassified to conform to the current period’s 
presentation. 



Pollard Holdings Limited Partnership 
Notes to Consolidated Financial Statements 
Three months ended March 31, 2010 
(In thousands of dollars, except for unit amounts) 
(unaudited) 
 
 

3. Future accounting standards: 

In January, 2006 the Accounting Standards Board of Canada (“AcSB”) announced that 
accounting standards in Canada are to converge with the International Financial Reporting 
Standards (“IFRS”).  Canadian publicly accountable enterprises must adopt IFRS for their 
interim and annual financial statements relating to fiscal years beginning on or after January 1, 
2011.  Pollard LP is currently assessing the impact of these new standards on its consolidated 
financial statements. 

In January, 2009, the CICA issued Section 1582, Business Combinations, replacing Section 
1581, Business Combinations.  This new section establishes standards for the measurement of 
a business combination and the recognition and measurement of assets acquired and liabilities 
assumed.  In addition, Section 1601, Consolidated Financial Statements was issued and 
replaced Section 1600, Consolidated Financial Statements.  This new section establishes 
standards for the preparation of consolidated financial statements.   

Pollard LP is required to apply Section 1582 prospectively to business combinations for which 
the acquisition date is on or after January 1, 2011.  Section 1582 is the Canadian equivalent to 
International Financial Reporting Standard IFRS 3, Business Combinations. Pollard LP is also 
required to apply Section 1601 for fiscal years beginning on or after January 1, 2011.  Section 
1601 is equivalent to a portion of International Financial Reporting Standard IAS 27, 
Consolidated and Separate Financial Statements. 

Pollard LP does not expect Sections 1582 and 1601 to have a material impact on its 
consolidated financial statements. 

4. Loan to Pollard Equities Limited and distributions payable to Pollard Equities 
Limited: 

Pollard Equities Limited has exercised its right to receive its entitlement to monthly cash 
distributions from Pollard LP by way of a loan. The loan to Pollard Equities Limited and the 
distributions payable to Pollard Equities Limited will be settled subsequent to December 31, 
2010. For purposes of financial presentation, the loan receivable from and related distributions   
payable to Pollard Equities Limited have been presented separately as there is no legal right of 
offset against each of these balances. In addition, included in the distributions payable to 
Pollard Equities Limited is an amount of $172 relating to distributions declared March 3, 2010, 
for Unitholders on record at March 31, 2010, payable on April 15, 2010. 

 



Pollard Holdings Limited Partnership 
Notes to Consolidated Financial Statements 
Three months ended March 31, 2010 
(In thousands of dollars, except for unit amounts) 
(unaudited) 
 
 

5. Inventories: 

Inventory is comprised of the following: 

 
  March 31, December 31, 
  2010 2009 
  
Raw materials   $ 5,014 $ 5,593  
Work-in-process  766 753 
Finished goods  13,847 13,913 
 
    $ 19,627 $ 20,259   
 

During the first quarter of 2010, Pollard LP recorded inventory write-downs of $19 representing 
an increase in the obsolescence reserves, and write-downs of $43 due to changes in foreign 
exchange rates. 

6. Financial instruments: 

The fair value of a financial instrument is the estimated amount that Pollard LP would receive 
or pay to terminate the instrument agreement at the reporting date. The following methods 
and assumptions were used to estimate the fair value of each type of financial instrument by 
reference to various market value data and other valuation techniques as appropriate. 

The fair values of accounts receivable, loan to Pollard Equities Limited, accounts payable and 
accrued liabilities and distributions payable approximate their carrying values given their short-
term maturities. 

The fair value of the investment in leases approximate the carrying value as the interest rates 
implicit in the leases approximate rates for similar type instruments. 

The fair value of the long-term debt and bank indebtedness approximates the carrying value 
due to the variable interest rate of the debt. 

The fair value of the other long-term liabilities approximates the carrying value based on the 
expected settlement amount of these liabilities. 

The fair value of foreign currency forward contracts is estimated utilizing market forward rates 
of exchange. 

 



Pollard Holdings Limited Partnership 
Notes to Consolidated Financial Statements 
Three months ended March 31, 2010 
(In thousands of dollars, except for unit amounts) 
(unaudited) 
 
 

6. Financial instruments (continued): 

The fair value of the interest rate swap contracts is based on the amount at which they could 
be settled using current interest rates. 

7. Financial risk management: 

Pollard LP has exposure to the following risks from its use of financial instruments: 

Credit risk 
Liquidity risk 
Currency risk 
Interest rate risk 

Pollard LP’s risk management polices are established to identify and analyze the risks, to set 
appropriate risk limits and controls and to monitor risks and adherence to limits.  The Audit 
Committee oversees how management monitors compliance with Pollard LP’s risk management 
policies and procedures.  The Audit Committee is assisted in its oversight role by Internal 
Audit, who undertakes regular reviews of risk management controls and utilizes the annual risk 
assessment process as the basis for the annual internal audit plan. 

Credit risk 

The following table outlines the details of the aging of Pollard LP’s receivables and the related 
allowance for doubtful accounts: 

 
  March 31, December 31, 

  2010 2009 
  
Current $ 15,616 $ 12,693 
Past due for 1 to 60 days  4,524  3,019 
Past due for more than 60 days  275  825 
Less: Allowance for doubtful accounts  (189)  (176) 

 
  $ 20,226 $ 16,361   
 

 



Pollard Holdings Limited Partnership 
Notes to Consolidated Financial Statements 
Three months ended March 31, 2010 
(In thousands of dollars, except for unit amounts) 
(unaudited) 
 
 

7. Financial risk management (continued): 

Liquidity risk 

Liquidity risk is the risk that Pollard LP will not be able to meet its financial obligations as they 
fall due.  Pollard LP’s approach is to ensure, as far as possible, that it will always have 
sufficient liquidity to meet its liabilities when due.  In addition Pollard LP maintains committed 
credit facilities including up to $70,000 for its Canadian operations and up to $24,875 
(US$25,000) for its U.S. subsidiaries.  At March 31, 2010, the unused balance available for 
drawdown was $12,214. 

Currency risk 

Pollard LP sells a significant portion of its products and services to customers in the United 
States and to international customers where sales are denominated in U.S. dollars.  In 
addition, a significant portion of its cost inputs are denominated in U.S. dollars.  Pollard LP also 
generates a small amount of revenue in currencies other than the Canadian and U.S. dollar, 
primarily in Euros. 

In addition, translation differences arise when foreign currency monetary assets and liabilities 
are translated at foreign exchange rates that change over time.  As at March 31, 2010, the 
amount of financial liabilities denominated in U.S. dollars exceeds the amount of financial 
assets denominated in U.S. dollars by approximately $12,250. A 50 basis point 
weakening/strengthening in the value of the Canadian dollar relative to the U.S. dollar would 
result in a decrease/increase in net income of approximately $61. 

On March 12, 2010, Pollard LP sold its remaining foreign exchange contracts, totaling 
US$18,000, for a gain of $32.  As of March 31, 2010 Pollard LP has no remaining foreign 
exchange contracts.  

A 50 basis point strengthening/weakening in the foreign exchange rate between the Canadian 
and U.S. dollar would decrease/increase the income before income taxes by $45 for the three 
months ended March 31, 2010. 

 



Pollard Holdings Limited Partnership 
Notes to Consolidated Financial Statements 
Three months ended March 31, 2010 
(In thousands of dollars, except for unit amounts) 
(unaudited) 
 
 

7. Financial risk management (continued): 

Interest rate risk 

Pollard LP is exposed to interest rate risk relating to its fixed and floating rate instruments.  
Fluctuation in interest rates will have an effect on the valuation and repayment of these 
instruments.  Pollard LP utilizes interest rate swaps to mitigate these risks by hedging a portion 
of long-term debt.  As at March 31, 2010, approximately 54 percent of the long-term debt was 
hedged through the use of interest rate swaps, allowing Pollard LP and one of its subsidiaries 
to receive interest at floating rates and pay interest at a fixed rate. 

A 50 basis point decrease/increase in interest rates would result in an increase/decrease in 
income before income taxes of $45 for the three months ended March 31, 2010. 

8. Distributions payable to partners: 

Pollard LP declared a distribution payable for the month ended March 31, 2010, of $0.01 per 
Class A, B and C Limited Partnership (“LP”) Units. Distributions of $74 are payable on the Class 
A LP Units, including $11 to cover expenses of the Fund and Trust, and distributions of $0.1 
are payable on the General Partner Units, on April 15, 2010, to Unitholders of record on March 
31, 2010. The distributions of $172 relating to the Class B and Class C LP Units are payable 
April 15, 2010, to Unitholders of record on March 31, 2010, and are included in distributions 
payable to Pollard Equities Limited. 

9. Partners’ deficit: 

Pollard LP is authorized to issue an unlimited number of Class A, B and C Limited Partnership 
Units and an unlimited number of General Partner Units. 

At March 31, 2010, Pollard LP has the following issued and outstanding units: 

 
  Class A Class B Class C 
  LP Units LP Units LP Units 
 
Pollard Equities Limited –    13,725,984 3,531,474 
Pollard Banknote Income Fund 6,285,700 –    –    
 
Total number of units, end of period 6,285,700 13,725,984 3,531,474 
 

 



Pollard Holdings Limited Partnership 
Notes to Consolidated Financial Statements 
Three months ended March 31, 2010 
(In thousands of dollars, except for unit amounts) 
(unaudited) 
 
 

9. Partners’ deficit (continued): 

 

In addition, 106,945 General Partner Units are issued and outstanding with the General 
Partner, PBL. 

Pollard LP’s net income is allocated to the General Partner and to the Limited Partners on the 
basis of 0.05 percent and 99.95 percent, respectively. 

Distributions are made on the Class A, B and C LP Units and the General Partner Units within 
15 days of the end of each month and are fully discretionary, as determined by the Board of 
Directors of PBL. 

The following outlines the distributions declared in the three months ended March 31, 2010: 

 
  General Partner Class A Class B Class C  
  Units LP Units LP Units LP Units Total 
 
January 7, 2010 $ 1 $ 303 $ 652 $ 168   $ 1,124 
January 28, 2010 - 63 137  35 235 
March 3, 2010 - 74 137   35  246 
 
  $ 1 $ 440 $ 926 $ 238 $ 1,605 
 

Of the $440 distributions declared on the Class A LP units, $15 was to fund the administrative 
costs of the Trust and the Fund. 

Capital Management: 

Pollard LP’s objectives in managing capital are to maintain a strong capital base so as to 
maintain investor, creditor and market confidence and to sustain future development of the 
business.  Pollard LP also strives to maintain an optimal capital structure to reduce the overall 
cost of capital. 

In the management of capital, Pollard LP includes long-term debt and partner’s capital but 
excludes other comprehensive loss.  The Board of Directors regularly monitors the levels of 
debt, equity and distributions. 

 
 



Pollard Holdings Limited Partnership 
Notes to Consolidated Financial Statements 
Three months ended March 31, 2010 
(In thousands of dollars, except for unit amounts) 
(unaudited) 
 
 

9. Partners’ deficit (continued): 

Pollard LP monitors capital on the basis of funded debt to EBITDA, working capital ratio and 
debt service coverage.  Pollard LP has externally imposed capital requirements as determined 
through its bank credit facility.  As at March 31, 2010, Pollard LP is in compliance with all 
financial covenants. 

On January 28, 2010, Pollard LP changed its distribution policy.  Distributions of $0.01 per unit 
were declared for the month of February, payable March 15, 2010, for a total distribution of 
$235.   

There were no other changes in Pollard LP’s approach to capital management during the 
current period.  

10. Accumulated other comprehensive loss: 

 
   Three months Three months 
   ended ended 
   March 31,          March 31,  
   2010 2009 
 
Translation of financial statements of self-sustaining 

 foreign operations: 
Balance, beginning of period  $ (2,188) $ 140 
Unrealized gain (loss) on translation of financial statements  

of self-sustaining foreign operations (462) 537 
Balance, end of period  (2,650)  677 

Derivatives designated as cash flow hedges: 
Balance, beginning of period   (1,220) (2,536)   
Unrealized gain (loss) on derivatives designated as cash flow     

hedges, net of income tax (reduction) of ($34) and $49   (60)  185 
Amortization of de-designated hedges, net of income 

tax of $60    395  -   
Balance, end of period  (885)  (2,351)   

 
 
Total accumulated other comprehensive loss   $ (3,535) $ (1,674) 
 



Pollard Holdings Limited Partnership 
Notes to Consolidated Financial Statements 
Three months ended March 31, 2010 
(In thousands of dollars, except for unit amounts) 
(unaudited) 
 
 

11. Related party transactions: 

On August 5, 2005, the Fund, the Trust and the General Partner of Pollard LP entered into a 
Support Agreement. Under the terms of the Support Agreement, the General Partner will 
provide certain management, administrative and support services to the Fund and Trust, and 
will be reimbursed for all direct and indirect costs and expenses it incurs in the provision of 
services pursuant to the Support Agreement. During the three month period ended March 31, 
2010, these reimbursable costs amounted to $73 (2009 - $74). 

During the period, Equities paid Pollard LP $18 (2009 - $18) for accounting and administrative 
fees and Pollard LP paid an affiliate of Equities $669 (2009 - $407) in rent. 

At March 31, 2010, included in accounts payable and accrued liabilities is an amount owing to 
Equities and an affiliate of Equities of $675. 

12. Facility closing: 

On November 5, 2009, Pollard LP announced the closing of its Kamloops production facility 
effective February 28, 2010. In 2009 a facility closing reserve of $4,746 was incurred 
representing employee severance and related fringe costs. The cash outlays related to the 
facility closing accrual will be expended, starting March 1, 2010, over a period of approximately 
two years, consistent with the terms of their salary and benefit continuance based on their 
individual weeks of severance. 

13. Conversion: 

On January 28, 2010, the Fund, in conjunction with Pollard LP, announced its intention to 
restructure, with the ultimate intention of converting the Fund into a publicly traded 
corporation utilizing various sections in the Income Tax Act (Canada) to affect a tax-free 
transfer for Pollard LP, Fund and the Fund Unitholders.  On April 7, 2010, the Ontario Superior 
Court of Justice approved the preliminary plan of arrangement whereby the conversion will 
take place, subject to Unitholders’ approval at the annual and special meeting on May 6, 2010 
and subsequent final court approval in mid-May 2010. 
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