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The Management’s Discussion and Analysis (“MD&A") of Foremost Income Fund (the "Fund”), dated March 30, 2011, should be
read in conjunction with the cautionary statement regarding forward-looking statements below, the Fund’s audited consolidat-
ed financial statements and notes thereto as at and for the year ended December 31, 2010 and other materials contained in this
Annual Report. Additional information relating to the Fund, including the Annual Information Form (“AIF”), can be found elec-
fronically at www.sedar.com.

FORWARD-LOOKING INFORMATION

Certain statements in this release may constitute forward-looking statements involving known and unknown risks, uncertainties
and other factors that may cause the actual results, performance or achievements of the Fund to be materially different from
any future results, performance or achievements expressed or implied by such forward-looking statements. When used in this
release, such statements use words such as “anficipate”, “could”, “expect”, “seek”, "'may", "intend", “will", "believe", “estimate”,
"plan" and similar expressions. These statements reflect management's current expectations regarding future events and operat-
ing performance and are valid only up to the date of this release. These forward-looking statements involve a number of risks
and uncertainties, including: the impact of general economic conditions, industry conditions, changes in laws and regulations,
increased competition, fluctuations in commodity prices and foreign exchange, and interest rates and stock market volatility.
Readers are cautioned not to place undue reliance on these forward-looking statements. The Fund does not undertake any
obligation to update or revise any of the forward-looking statements, except as may be required by applicable securities laws.

NON-GAAP MEASURES

Management believes three measures not defined under Canadian generally accepted accounting principles (“GAAP"),
namely: Funds flow from operations, Funds flow per trust unit and book value per trust unit, are useful supplemental measures.
None of these terms as presented are infended to represent cash flow from operating activities or net income or comprehensive
income, nor should they be viewed as an alternative to cash flow from operating activities, net income, comprehensive income
or other measures of financial performance calculated in accordance with GAAP. As well, the Fund's method of calculating
these supplemental measures may not be comparable to similarly titled amounts reported by other issuers.

Used throughout this MD&A, their respective definitions and purpose are outlined below:

Funds flow from operations: defined as net income (loss) adjusted for items not involving cash and before changes in non-
cash working capital. This amount is considered meaningful as it is used to assess the ability of the Fund’'s operations to
finance working capital requirements, planned capital expenditures and frust unit distributions.

Funds flow per trust unit: determined as Funds flow from operations divided by the number of trust units outstanding at the
end of the period. The Fund uses this amount as an indicator of the changes in Funds flow from operations on a per-unit basis
for comparative periods and in the determination of the amount of trust unit distributions on a per-unit basis.

Book value per trust unit: determined as unitholders’ equity divided by the number of trust units outstanding at the end of the
period. The Fund uses this amount as an indicator of the growth or decline in unitholders’ equity on a per-unit basis for com-
parative periods.

OVERVIEW

The Fund is an unincorporated, open-ended unit frust governed by the November 26, 2010 amended and restated Deed of Trust
under the laws of the Province of Alberta. The Fund was created to effect a reorganization resulting in the indirect acquisition of
the operations of Foremost Industries Income Fund. Foremost Industries Ltd., is the Administrator of the Fund.

The Fund continues to conduct its business through two limited partnerships: Foremost Universal LP (*Universal”) and Foremost
Industries LP (“Foremost”).

The Fund currently derives all of its revenue from the Universal and Foremost operations described below:



Universal, with its focus on the oil and gas industry, consists of:

Divisions

e Universal Industries, a Lloydminster, Alberta based manufacturer of oil treating systems, shop and field storage tanks and
compression equipment

*  Corlac Industries (*Corlac”), a Llioydminster, Alberta based shop tank manufacturer

*  Maloney Industries ("Maloney"), a Calgary, Alberta based manufacturer of oil and gas process treating equipment

Subsidiaries
«  Stettler Universal Limited Partnership (“Stettler”), a Stettler, Aloerta based gas separator manufacturer

* Peace Land Fabricating and Supply Ltd. ("Peace Land"), a Hythe, Alberta based shop tank manufacturer
*  De-In Industries Ltd. ("De-In") a Debolt, Alberta, based shop tank manufacturer

*  Brahma Compression Ltd. ('"Brahma"), a manufacturer of sub-200 horsepower compressors
e Airand Gas G.P. Ltd. - ("Air and Gas G.P.") - the general partner of Air & Gas LP

e Wilco Industries Ltd. (“Wilco”), based In Neilourg, Saskatchewan, a commercial real estate holding company

During 2010, De-In manufacturing operations remained suspended with any customer requirements served by the nearby Peace
Land facility. Universal continues to consider alternative products for manufacture at De-In.

During 2010, all assets, operations and sales from the Force Compression division were transferred to Brahma.

Foremost, with its focus on custom manufacturing, consists of:

*  Foremost Industries, a Calgary, Alberta based manufacturer of custom equipment used for the oil and gas, construction,
waterwell and mining industries

Subsidiaries
*  Foremost Driling Company, Inc., formerly Mobile Driling Company, Inc. "Mobile", a vendor of Foremost Industries custom
equipment o the U.S.

*  Foremost (Cyprus) Limited, "Cyprus", a vendor of Foremost Industries custom equipment to the Russian oil and gas industry.

With its headquarters in Calgary and sales and manufacturing activities predominantly based in western Canada, the Fund's
combined operations currently employ approximately 650 people.

On December 15, 2010 the Fund voluntarily delisted from the Toronto Stock Exchange.

STRATEGY

The Fund’s strategy is to increase unitholder value, derived from a combination of capital appreciation and increasing trust unit
distributions, on a long-term basis. The achievement of this depends on external and internal business factors supporting growth
through internal operations and accretive acquisitions. The challenging market conditions and international economic uncer-
tainty throughout 2009 & the first half of 2010 removed support for growth and created an environment of restraint and cash pre-
servation. The Fund’s response was to shift away from a growth strategy and to focus on balance sheet strength, operational
efficiency, debt elimination and cash preservation. This continued strategy is expected to enable the Fund to effectively com-
pete under current conditions and remain well positioned to capitalize on opportunities arising from competitor weakness or an-
ficipated improvement in business conditions commencing in 2011.

The current strategy is expected to remain in place through 2011 as improvement in business conditions continue. Accordingly,
the Fund will continue to identify and implement operating efficiencies, evaluate internally generated revenue opportunities,
identify and sell or lease non-essential assets, and pursue accretive acquisitions. Assessment of potential accretive acquisitions
will continue to employ a disciplined approach involving fit, integration and valuation.

OUTLOOK FOR 2011

The Fund currently expects the business conditions to improve steadily throughout 2011. Increasing prices of oil, stronger capital
markets and increased confidence in world markets lends confidence to higher revenue levels in 2011. Employing the strategy
outlined above, the Fund will continue to aggressively search for and pursue domestic and international revenue opportunities,
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update existing products, evaluate new products, maintain fight control over operational expenditures and manpower levels,
undertake capital expenditures necessary to maintain required productive capacity and determine trust unit distributions using
quarterly business performance. The Fund believes it is in a strong position to address a sudden improvement in business condi-
fions or accretive acquisition.

RESULTS OF OPERATIONS

The effects of the business conditions and operational responses by the Fund are found by comparing the 2010 and 2009 state-
ments of income. The cumulative results of the steps undertaken by the Fund are found by comparing the December 31, 2010
and 2009 balance sheets. The key elements are:

Revenues increased 32.8% as a result of improvement in the domestic heavy oil markets and increased activity in the oil
sands development. Consolidated revenues were $171.3 million versus $129 million for 2009.

Revenues generated outside of Canada decreased from 22.4% to 17.5% of total revenues.

Competitive pressures generated a gross margin percentage of 19.7% as compared with 24.7% in 2009. 2010 gross prof-
its were $33.8 million as compared with $31.8 million for 2009.

Selling, general and administrative expenses decreased 4.3%, reflecting continued declines in variable expenses such as
commissions and performance bonuses, reductions in discretionary programs and personnel and includes $0.4 million of
fees relating to the acquisition of Brahma and Air and Gas G.P. Selling, general and administrative expenses were $16.8
million in 2010 and $17.5 million for 2009.

Strengthening of the Canadian dollar against the U.S. dollar resulted in a $0.4 million exchange loss compared to a $0.8
million loss in 2009.

During the year the Fund disposed of one property in the Grand Prairie region for proceeds of $0.3 million.

In July, the Fund acquired 100% of the voting shares of Brahma and Air & Gas G.P. Ltd. (Brahma) for $3.3 million. The
Fund’s 2010 financials include the six months of results of Brahma.

Income before other expenses (income) increased 39.5% to $12.7 million versus $9.1 million for 2009.

Net income including a $0.4 million recovery of future income taxes was $13.1 milion compared to a $3.9 million loss in
2009. The 2009 results include a goodwill impairment of $13.5 million and a realized gain on forward exchange of $0.6
million.

Trust unit distributions, were $0.77 per trust unit or $16.5 million in 2010 as compared with $0.40 per trust unit or $8.6 million
for 2009. 2010 distributions were made up of $8.6 million paid in cash and $7.9 million relating to a year end special dis-
tribution. The year-end special distribution was paid in accordance with the Deed of Trust that allows the Fund to distri-
bute all taxable income to the unitholders. The special distribution was paid in the form of additional tfrust units; there
was an immediate reconsolidation of the number of trust units outstanding. After the consolidation, each unitholder
holds the same number of trust units as held before the distribution of additional trust units. The 2010 and 2009 trust unit
distributions were paid from cash reserves and cash generated by operating activities. Cash generated from operations
was $1.0 million in 2010 versus$45.2 million in 2009.

Earnings per trust unit from operations plus the realized gain on forward exchange contracts but before goodwill im-
pairment was $0.61 per trust unit as compared with $0.45 per trust unit in 2009.

2010 basic earnings per trust unit is $0.61 per trust unit versus a loss of $0.18 per trust unit for 2009.

Funds flow from operations for 2010, calculated as net income (loss) adjusted for items not involving cash such as amor-
tization, gains on disposals of property, plant and equipment, frust units based compensation and goodwill impairment
totaled $16.8 million versus $14.4 million for 2009. The increase is a direct result of the higher income generated from op-
erations.

Cash decreased $15.3 million to $21.8 milion at December 31, 2010 and comprises 21.4% of current assets. This de-
crease was generated from a combination of Funds flow from operations and significant increase in non-cash working
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capital accounts. At December 31, 2009 cash on hand amounted to $37.0 million and was 22.9% of current assets.

*  Non-cash working capital accounts consist of accounts receivable, inventories, prepaid expenses, accounts payables,
accrued liabilities, and deferred revenue. All of these account balances at December 31, 2010 increased relative to
December 31, 2009, reflecting the impact of increased business activity.

*  Working capital, defined as current assets less current liabilities increased $3.3 million to $74.3 million as at December 31,
2010.

*  Property, plant and equipment at December 31, 2010 amounted to $46.9 million. The decrease relative to 2009 reflects
a $4.0 million decrease from amortization plus a $1.0 million in capital expenditures.

*  No short-term or long-term bank indebtedness existed at December 31, 2010 or 2009.

* Unitholders' equity decreased from $141.5 milion at December 31, 2009 to $129.5 milion at December 31, 2010. The
decrease relates primarily to the impact of an $18.5 million adjustment to future income tax assets.

SEGMENTS - RESULTS OF OPERATIONS

UNIVERSAL

Revenue & Gross Profit

Universal's 2010 revenues were $131.1 milion compared with $88.8 million in 2009. The increase arose principally from higher ves-
sel and shop tank revenues. Universal's other revenue streams include gas separation equipment, field tanks, compression, parts
and service. These revenue streams remained relatively flat during the year.

Gross profit during the year amounted to $21.8 million compared with $19.6 million in 2009. Universal gross profit continues to be
affected by market pressures on selling price, shifts in product mix and cost reductions. Universal's average gross profit percen-
tage was 16.6% of revenue in 2010 versus 22.0% in 2009. This decline is consistent with 2010 expectations. For 2011, expectations
are for the gross profit percentage to improve compared to 2010. This expectation takes into account forecast 2011 product
sales and no changes in the number of active manufacturing facilities.

FOREMOST

Revenue & Gross Profit

Foremost generated revenues of $40.3 million for 2010 versus $40.2 million for 2009 from operations. Foremost revenues are classi-
fied into five product categories; oilfield, drills, fooling and pipe, and ancillary equipment. Foremost also generates significant
revenues through parts sales, service and rental programs. These products and services are used worldwide in the oil, mineral
and waterwell driling industries. All of these products are currently manufactured and distributed from the Foremost Industries
facility. Each category is subject to significant fluctuations in activity and revenue. These fluctuations often require significant
reallocation of manufacturing resources, skilled labour force and multi-functional facilities. Historically, at least two of these cat-
egories are active at any time and therefore the diverse product offering should collectively result in reasonably stable revenues.

Gross profit for 2010 amounted to $12.0 million as compared with $12.2 million for 2009. The gross profit for Foremost is and was
affected by changes in product mix, sales volume, selling price, fluctuations in exchange rates between the Canadian and U.S.
dollar, manufacturing cost reductions and manufacturing efficiencies. These factors combined resulted in a 2010 gross profit
percentage of 29.7%, a marginal decrease over the 30.2% in 2009.

Foremosts’ diverse product line coupled with the high degree of customer modifications within these products can cause gross
profit to vary significantly from year to year. Foremost continues to devote efforts to obtain orders for multiple units and allocate
resources to higher margin products. Based on the current product mix, the 2011 gross profit percentage is expected to be simi-
lar to 2010.

SELLING, GENERAL AND ADMINISTRATIVE

Selling, general and administrative expenses were $16.8 million (9.8% of revenue) for the year compared with $17.5 million (13.6%
of revenue) for 2009. The $0.7 million decrease reflects reduction in expenses that directly vary with revenues such as sales com-
missions and bonuses, reductions in discretionary expenses such as travel, and reductions in personnel. Current expectations,
based on higher revenues in 2011 are for these expenses to increase throughout the course of the year.

Universal's selling, general and administrative expenses amounted to $10.6 million for 2010 as compared with $11.9 million in 2009.
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The $1.3 million decrease occurred because of the reasons outlined above.

Foremosts’ 2010 selling, general and administrative expenses were $4.4 million versus $5.6 million in 2009. The $1.2 million decrease
also can be attributed to the reasons outlined above.

The Fund incurred general and administrative expenses in 2010 of $1.1 million including $0.4 million paid in consulting costs relat-
ing to the Brahma purchase. For comparative purposes the 2009 general and administrative expenses were included in Universal
and Foremosts' commentary.

INTEREST

Interest expense of $16,000 was earned in 2010 as compared with interest income of $18,000 in 2009. The Fund used minimal
amounts of its credit facility throughout 2010 and therefore did not incur any significant interest expense. The Fund's operating
activities generated additional cash which was invested in short-term money market accounts. These accounts offer minimal
interest rates and require significant minimum balances. Accordingly, interest income earned in the year was minimal. The Fund
has not used any interest rate swap contracts or similar instruments fo manage interest rate risk. Based on current cash flow fore-
casts, the Fund expects to generate similar levels of interest income and to not utilize its credit facility in 2011.

AMORTIZATION

Amortization was $4.0 million in 2010 as compared with $4.6 million for 2009. As 2010 capital expenditures were $1.0 million and
2011 capital expenditures to maintain productive capacity are not expected to exceed $1.0 million, the Fund expects that
amortization for 2011 will be similar to 2010.

FOREIGN EXCHANGE

The Fund reported a 2010 foreign exchange loss of $0.4 million versus a 2009 loss of $0.8 million. At any time, the Fund generally
holds a net U.S. dollar working capital position. The 2010 exchange loss is the net effect of exchange rate fluctuations on the
conversion of U.S. dollar balances into Canadian dollar balances during the period and the translation of foreign currency bal-
ances held at December 31, 2010 into equivalent Canadian dollar balances. Foreign exchange gains or losses will continue as
long as the U.S.-to-Canadian dollar exchange rates fluctuate. Because the majority of foreign exchange is with the U.S. dollar,
operating results will be influenced by rapid and significant changes in these exchange rates. The Fund does not normally enter
info foreign exchange forward contracts or similar instruments to manage this risk. However, during fiscal 2009, the Fund entered
into a $6.5 million foreign exchange forward contract to manage the foreign exchange risk associated with an international cap-
ital equipment contract. This contract closed in September 2009. The Fund did not enter into any forward contracts during 2010.
Between December 31, 2010 and the date of this MD&A the Fund has not entered intfo any foreign exchange forward contracts.

INCOME TAXES
Pursuant to the Deed of Trust, all Canadian taxable income is distributed to unitholders and consequently there is no Canadian
current income tax expense for the Fund.

Effective December 15, 2010, the Fund voluntarily delisted from the Toronto Stock Exchange, as such the Fund will continue as a
flow through entity and will not be subject to Canadian corporate income tax or SIFT (specified investment flow-through tax).
The future tax asset or liability associated with Canadian assets recorded on the balance sheet at December 31, 2010 has been
adjusted to represent a 0% tax rate for all flow through entities. The balance of future income tax assets and liabilities relating to
the flow through entities has been charged to accumulated earnings.

The Fund’s foreign and Canadian corporate subsidiaries are subject to corporate income taxes based on their taxable incomes
determined using each entity's applicable income tax rules and regulations. The future tax asset or liability associated with these
assets recorded on the balance sheet at December 31, 2010 utilizes their respective corporate income tax rates. Repatriation of
Fund’s from foreign subsidiaries is also subject to applicable income tax rules and regulations.

The Fund’s corporate subsidiaries follow the asset and liability method of accounting for income taxes. Under this method, the
change in future income tax assets or liabilities is charged to income. Future income tax assets and liabilities are recognized for
temporary differences between the accounting and tax basis of assets and liabilities as well as for the benefit of losses available
to be carried forward to future years for tax purposes that are more likely than not to be realized. These future income tax assets
or liabilities are measured using the currently enacted, or substantively enacted, tax rates and laws expected for when these
differences reverse. The effect of a change in these income tax rates on future income tax assets and liabilities is recognized in
income in the period that the change occurs. A valuation allowance is recorded against any future income tax asset if it is more
likely than not that the asset will not be realized.



CASH LIQUIDITY AND KEY FINANCIAL RATIOS

The Fund's 2010 cash flow from operations totaled $1.0 million, a $44.2 milion decrease over the $45.2 million reported in 2009.
That decrease is due to a higher level of operations across all business units. Funds flow from operations accounted for $16.8
million and increases in all non-cash working capital items (accounts receivable, inventories, prepaid expenses, accounts paya-
ble and accrued liabilities and deferred revenue) used $15.8 million. Compared with 2009, the $2.5 million increase in Funds flow
from operations was offset by the $46.6 million increase non-cash working capital items resulting in the $44.1 milion decrease.
Cash reserves and the 2010 cash flow from operations was used to pay $8.6 million of trust unit distributions, purchase $1.0 million
of property, plant and equipment purchases, purchase Brahma for $3.3 million and repayment or $4.1 million of bank indebted-
ness.

The Fund generated Funds flow from operations of $16.8 million in 2010 versus $14.4 million for 2009. The increase is a direct result
of higher revenues and earnings from operations during 2010. Funds flow from operations is one of the key factors used to de-
termine the amount of trust unit distributions. As a result, the quarterly trust unit distrioution remained at $0.10 per unit for all of
2010. Total trust unit distributions amounted to $8.6 million in 2010 and 2009.

Net working capital as at December 31, 2010 was $74.4 million, an increase of $3.3 million over the $71.1 million last year. The
Fund’s working capital and working capital rafio declined to 3.74:1 at the end of 2010 versus 4.49:1 last year due mainly to the
acquisition of Brahma and the subsequent repayment of Brahma's debt. The debt-to-equity ratio increased to 0.21:1in 2010 ver-
sus 0.14:1 in 2009 due mainly fo the future income tax adjustment charged to accumulated earnings. Book value per frust unit
decreased to $6.04 at December 31, 2010 from $6.61 at the end of 2009. The decline in book value is due solely to the write-off
of the future income tax asset. Despite the marginal decline of these ratios the Fund’s efforts to preserve cash and focus on effi-
ciency ensures its ability fo react quickly to the improving market conditions and consider synergistic acquisitions. Based on
these ratios, the Fund also believes liquidity risk to be extremely low.

The Fund has no long-term debt and continues to rely on cash flow from operations to support its non-cash working capital, in-
vesting and financing requirements. For 2011 the Fund expects that cash flows generated from operations will be sufficient to
support anticipated working capital requirements, planned capital expenditures and cash requirements for trust unit distributions.

Consistent with the financing strategy for previous acquisitions, plans to finance any future acquisitions would first consider oper-
ating cash flows then debt issuance and finally, the issuance of trust units. This sequence of financing is infended to maintain the
objective of minimizing dilution to existing unitholders.

The Fund was in compliance with all debt covenants throughout 2010 and, based on current 2011 forecasts, expects to remain
fully compliant throughout 2011.



CASH LIQUIDITY AND KEY FINANCIAL RATIOS
(000's, except for per trust unit amounts)

As at December 31, 2010 2009 2008
Working capital ratio

Curmrent assets S 101,476 $ 91,395 $ 100,249
Current liabilities S 27,142 $ 20,338 $ 34,933
Working capital S 74,334 $ 71,057 $ 65,316
Ratio 3.74:1 4.49:1 2.87:1
Debt to-equity-ratio

Total debt S 27,142 $ 20,338 $ 34,934
Unitholders' equity S 127,679 $ 141,528 $ 153,663
Ratio 0.21:1 0.14:1 0.23:1
Book value per trust unit

Unitholders' equity S 127,679 $ 141,528 $ 153,663
Trust units outstanding, end of year 21,426,036 21,411,036 21,411,036
Book value per trust unit S 5.96 $ 6.61 $ 7.18
Selected Annual Information

Revenue S 171,323 $ 128,986 $ 217,279
Income before other expenses (income) S 12,728 $ 9,053 $ 30,134
Net income (loss) before income tax S 12,728 $ (3.873) $ 30,398
Net Income (loss) and comprehensive income (loss) S 13,094 $ (3,873) $ 32,840
Funds flow per trust unit from operations S 0.64 $ 0.67 $ 1.54
Earnings (loss) per trust unit, basic S 0.41 $ (0.18) $ 1.54
Earnings (loss) per trust unit, diluted S 0.41 $ (0.18) $ 1.53
Total assets S 154,821 $ 161,866 $ 188,597
Total liabilities S 27,142 $ 20,338 $ 34,933
Cashs flows from operating activities S 1,002 $ 45,179 $ 33,134
Less: capital expenditures S (1,024) $ (469) $ (2,716)
Standardized distributable cash S (22) $ 44,710 $ 30,418
Trust unit distributions paid S 8,569 $ 8,564 $ 21,300
Basic and diluted standardized distributable cash per unit S (0.00) $ 2.09 $ 1.42
Trust unit distributions paid per trust unit S 0.40 $ 0.40 $ 1.00
Trust unit distributions per trust unit S 0.77 $ 0.40 $ 1.00




ACCOUNTS RECEIVABLE

Accounts receivable at December 31, 2010 were $37.7 million versus $19.4 million in 2009. The increase is a direct result of higher
revenues. Universal accounts receivable amounted to $32.1 million for 2010 as compared with $17.3 million in 2009. Foremost
accounts receivable at December 31, 2010 amounted to $5.6 million as compared with $2.1 million for 2009. The accounts re-
ceivable turnover ratio for 2010, calculated as net sales divided by the average accounts receivable for the year, was 4.5 fimes
as compared with 4.2 for 2009. The Universal accounts receivable furnover was 4.1 times versus 3.2 in 2009. Foremosts’ account
receivable turnover ratio was 7.2 in 2010 versus 12.6 for 2009. The improvement in furnover ratio for Universal is due to improved
collections and payment terms. The decline in Foremosts' turnover is due to higher fourth quarter revenues.

Current business conditions sfill indicate the risk of slower customer payment patterns and bad debts. In response, the Fund has
continued with increased frequency of account review from the time of order to receipt of final payment. Large contracts con-
tinue to utilize letters of credit, initial deposits and progress payments to minimize risk. As well, these products are generally not
shipped until final payments have been received. Export insurance is also used for accounts receivable related to international
parts sales and service. Finally, where the options above don't apply, the Fund will attempt to obtain information as to the ongo-
ing credit worthiness of that particular customer from a variety of sources such as credit references, credit bureaus and bank
references. Based on historical collection patterns for domestic and international accounts, the Fund believes a reasonable in-
dicator of accounts receivable collection risk is represented by balances which are more than 60 days past due. At December
31, 2010 15.4% of accounts receivable were more than 60 days past due as compared with 15.0% as at December 31, 2009. Af-
ter review of outstanding accounts receivable on an account by account basis, the Fund has established an allowance for
doubtful accounts of $0.4 million versus $0.7 million last year.

INVENTORY

Inventory at the end of 2010 was $41.3 milion compared with $34.6 million in 2009. Universal inventory at December 31, 2010
amounted to $28.9 million (2009 - $24.0 million). Universal's inventory is composed of $11.6 million in raw materials (2009 - $10.0
million), $14.4 million in work in progress (2009 — $10.7 million) and finished goods of $2.9 million (2009 - $3.3 million).

Each category of Universal's inventory reflects the current Increase in customer orders and long lead items considered essential
for future customer orders.

Foremosts' inventory at December 31, 2010 was $12.4 million as compared with $10.6 million for 2009. Foremosts' inventory is
composed of $6.8 million in raw materials (2009 - $7.1 million), $4.4 million in work in progress (2009 — $2.9 million) and finished
goods of $2.9 million (2009 - $0.6 million). The decrease in raw materials is the result of improvements in purchasing. The increase
in work in progress is a result of increased fourth quarter orders and the increase in finished goods inventory reflects the comple-
tion of two stock units late in December.

Based on current 2011 revenue forecasts, total inventory on hand is expected to be similar to the end of 2010.

PROPERTY, PLANT AND EQUIPMENT

Property, plant and equipment consist of land, buildings, equipment and rental assets. The $1.0 million investment in property,
plant and equipment for 2010 was to replace and upgrade equipment necessary fo maintain current levels of productive ca-
pacity. Based on current year results and management’s outlook and forecast for 2010, management determined there are no
indications of impairment.

Capital expenditures for 2011 to maintain required operational capacity are not expected to exceed $1.0 million and should be
funded from operating cash flows. Amortization expense for fiscal 2011 is forecast at approximately $4.0 million.

GOODWILL

The Fund’s 2010 addition to goodwill arose from the purchase of Brahma. Goodwill is not amortized over an estimated life but is
reviewed at least annually for potential impairment. The determination of impairment is by reporting unit (Universal and Fore-
most). The process involves analysis of current reporting unit earnings, future reporting unit earnings, valuation multiples and
techniques. Impairment is considered to exist at a point in time when it is determined that the fair value of the reporting unit is
less than the carrying value of the reporting unit (including goodwill) and the shortfall is not considered to be temporary. In ac-
cordance with its accounting policy, the Fund conducted a goodwillimpairment test at December 31, 2010 there was no indica-
fion of impairment.



The Fund conducted a goodwill impairment test at December 31, 2009. The goodwill impairment test involved a two step
process. In the first step, the Fund compared the estimated fair value of Universal to its respective camrying value. The Fund esti-
mated fair value using market information and discounted cash flow estimates. As this step indicated carrying value was greater
than estimated fair value, step two was completed. In step two, the amount of impairment is calculated by comparing the im-
plied fair value of Universal's goodwill fo the carrying value of its goodwill. The implied fair value of the goodwill is calculated as if
Universal was acquired in a business combination. At that point, if the implied fair value is less than the carrying value, an im-
pairment charge is recorded for the difference. The charge is recorded by reducing the carrying value of goodwill on the bal-
ance sheet and recognizing a non-cash impairment charge to income. The Fund believes that the methodology used to test
impairment of goodwill, which involves a significant number of judgments and estimates, provides a reasonable basis for deter-
mining any impairment. Many of the factors used in determining whether or not goodwill is impaired are outside of manage-
ment's control and involve inherent uncertainty. At December 31, 2009, the Fund conducted its goodwill impairment test and
determined that Universal's carrying value of goodwill was greater than its estimated fair value. Therefore, goodwill was consi-
dered impaired and a goodwillimpairment charge for the entire balance of goodwill of $13.5 million was recorded at that date.
The main contributing factor to the impairment was the decline in Universal revenues and earnings which led to a reduction in
the estimated fair value of the reporting unit. The decline in revenue and earnings was the result of continued weak business
conditions within its core markets. The net effect to the Fund of this non-cash write-down is a reduction in total assets and a cor-
responding reduction in unitholders' equity.

INTANGIBLES

The Funds intangibles consist of patent rights for an inclined separator technology and a non-compete agreement. These assets
are being amortized on a straight-line basis over their estimated useful lives resulting in approximately $0.2 million of annual amor-
tization. Assessing fiscal 2010 operating results, management's forecast 2011 operating results and management's long-term out-
look, no impairment adjustment was considered necessary.

LONGTERM INVESTMENTS

The Fund’s long-term investments consist of its investment in Air and Gas LP. Air and Gas GP Ltd., a wholly owned subsidiary of
Universal is the general partner of Air and Gas LP. The value of the investment ($0.4 million) represents a 4% interest in Air and Gas
LP and is recorded at cost.

DEFERRED REVENUE

Deferred revenue was $10.7 milion at December 31, 2010 as compared with $6.5 million in 2009; the increase in customer
progress payments at Universal and Foremost accounts for the majority of the increase. Deferred revenue represents the excess
of progress bilings to customers and contract payments received from customers over the related accrued revenue for capital
equipment currently being manufactured. Although these amounts are directly associated to the Fund’s inventory levels, they
are reflected as current liabilities within the financial statements.

FUTURE INCOME TAXES

Under the Income Tax Act (Canada) the Fund and its flow-through subsidiary entities are taxable only on income that is not dis-
fributed or distributable to the Unitholders. As the Fund and its flow-through subsidiaries distribute all of their taxable income to
the Unitholders, neither the Fund nor its flow-through subsidiaries are currently subject to income tax. In 2007 the Canadian gov-
ernment enacted legislation to apply a tax to distributions from Canadian publicly traded income trusts; however with the volun-
tary delisting by the Fund effective December 15, 2010, the Fund is no longer a publicly tfraded trust and as a result is no longer
subject to a distribution tax beginning in 2011. Therefore, as long as the Fund maintains its current structure and the Fund and its
flow-through subsidiaries continue to distribute all of their taxable income, the Fund and its flow-through subsidiaries will not be
subject to tax. This results in an effective tax rate of zero for the Funds flow through entities which led to the reversal of the future
income tax asset that was booked upon the enactment of the SIFT rates in 2007. Accordingly, a reversal of $18.5 million has been
recorded through accumulated earnings during 2010 as it arose from a change in shareholder status.

The Fund’s foreign and Canadian corporate subsidiaries are subject to corporate income taxes based on their taxable incomes
determined using each entity's applicable income tax rules and regulations. The future tax asset or liability associated with these
assets recorded on the balance sheet at December 31, 2010 utilizes their respective corporate income tax rates. Repatriation of
Fund'’s from foreign subsidiaries is also subject to applicable income tax rules and regulations. To estimate temporary differences
at December 31, 2010, the Fund used assumptions that included no changes to the Fund’s organizational structure, no changes
to existing tax deduction pool balances, use of current trust unit distributions and estimates of operating results and substantially
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enacted income tax rates for the years ended 2010 and onward.

The Fund’s actual realization of this estimated future income tax asset will vary based on actual results, including but not limited
to, changes in organizational structure, changes to tax deduction pool balances, variations in trust unit distributions, variances in
operating results and changes to income tax rates. This future income tax asset will be recalculated for each subsequent report-
ing period with any changes in amounts recorded in the income statement. Differences in the actual realization of this future
income tax asset may be material.

TRUST UNIT DISTRIBUTIONS

References to “Standardized Distributable Cash” refer to cash from operating activities less capital expenditures, both measures
recognized under GAAP. Standardized Distributable Cash is a financial measure that indicates the Fund’s ability to make distribu-
fions. It is a measure that has been recommended by the CICA's Canadian Performance Reporting Board for use by income
Funds in Canada as an indicator of financial performance. As one of the factors that may be considered relevant by investors is
the cash available to be distributed by the Fund relative to the price of the trust units, the Fund believes that Standardized Distri-
butable Cash is a useful supplemental measure that may assist investors to assess an investment in the frust units.

The Standardized Distributable Cash of the Fund is substantially comprised of distributions from the Fund which are impacted by
the operating results of Foremost and Universal. The preceding table sets out the Standardized Distributable Cash calculation for
the years ended December 31, 2010, 2009 and 2008 respectively.

The Fund declares frust unit distributions to unitholders on a quarterly basis. The amount of the trust unit distributions is generally
determined by taking Funds flow from operations and adjusting for anticipated working capital requirements, costs of property,
plant and equipment expenditures, business acquisitions and the effect of changes in general business conditions. The Fund's
DRIP program remains suspended. Consequently, current and future trust unit distributions are all paid using cash. The amount of
frust unit distributions are expected to vary over time depending on anticipated working capital requirements, property, plant
and equipment expenditures, acquisition opportunities, reinstatement of the DRIP, decision to pay distributions using trust units
and changing business or other conditions.

Subsequent to the year end, the Fund has reviewed expectations for 2011 Funds flow from operations, capital expenditures,
working capital requirements and various economic factors. This review resulted in the March 31, 2011 trust unit distribution being
maintained at the 2010 level of $0.10 per unit. Subsequent to year end and as of the date of this report 432,682 trust units were
tendered for redemption by the Fund, resulting in payments of $2.8 million. Based on the 20,993,354 trust units currently outstand-
ing, cash requirements for this distribution will be about $2.1 milion. The Fund determines trust unit distrioutions on a quarter by
quarter basis and will continue to adjust the distribution amount to reflect business performance and current economic condi-
fions.

UNITHOLDERS' CAPITAL

Unitholders’ capital was $62.2 milion at December 31, 2010 and $62.1 million in 2009. Trust units issued and outstanding were
21,426,036 at December 31, 2010 and 21,411,036 at December 31, 2009. During the year 15,000 trust unit options were exercised
resulting in an increase to unitholders capital of $0.1 million.

The Fund is authorized to issue an unlimited number of trust units. These units entitle the unitholder to one vote per trust unit, pro-
rata interest in the net assets of the Fund and pro-rata participation in all trust unit distributions. Upon special trustee resolution,
the Fund may issue special voting units. These units entitle the unitholder to such number of votes as prescribed by the resolution
but do not entitle the unitholder to participate in any distributions from the Fund or any beneficial interest in any assets of the
Fund. No special voting units were issued as at December 31, 2010 or for the period up to the date of this MD&A.

Trust units are redeemable in whole or in part at any time on demand by the unitholder. Upon receipt of an executed redemp-
fion notice and related trust unit certificate the unitholder ceases to have any rights with respect to those trust units. On Novem-
ber 26, 2010 the Fund amended its Deed of Trust. The amendment made changes to the value at which the unitholder is entitled
to receive at time of redemption. The unitholder, for each unit tendered for redemption, will receive equal to plus or minus 10%
of the tangible book value of the Fund. The stated redemption price will be reviewed by the Board of Trustees on a quarterly ba-
sis; the stated redemption price for purposes of redemption was $6.40 at December 31, 2010. The November 26, 2010 amend-
ment also increased redemptions limits to $1,500,000 per month and can be paid in cash or in certain circumstances by the is-
suance of an unsecured promissory note. There were no frust units redeemed during the year.
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The amendment also limited the unitholders ability to sell, fransfer, consign, mortgage, pledge, or dispose of any Trust Units in any
manner whatsoever, other than a fransfer to a similar beneficiary, without the prior written consent of the Board of Trustee's. Con-
sent from the Board of Trustees will be evidenced by a resolution, and any attempt to do so shall be void without such approval.

UNITHOLDERS' EQUITY

Unitholders’ equity is comprised of unitholders’ capital, accumulated earnings and contributed surplus. Unitholders' equity at
December 31, 2010 was $127.7 milion compared with $141.5 million for 2009. The $13.8 million decrease reflects the net effects of
net income of $13.1 million less trust unit distributions of $8.6 million, the adjustment to future income taxes of $18.5 million, the
addition of unit capital of $0.1 milion and the increase in contributed surplus of $0.1 milion. The December 31, 2010 unitholders’
equity expressed as a percentage of total assets was 82.5%, a decrease over the 87.4% for 2009. The debt-to-equity ratio is 0.21:1
as compared with 0.14:1 in the previous year.

CREDIT FACILITIES

The Fund maintains a credit facility with a chartered bank. In July 2009, based on anticipated borrowing requirements and asso-
ciated costs, the Fund entered into a one year agreement for a $20 milion uncommitted operating credit facility with the same
major Canadian chartered bank. This uncommitted operating credit facility bears interest at prime plus 0.25% or prime plus 0.5%
depending on a specific covenant ratio and is subject to certain financial covenants, including margin ratios for acceptable
accounts receivable and inventory, debt-service ratio limits and current ratio limits. This facility is secured by a general security
agreement and floating charge debenture in the amount of $75 million covering all assets of the Fund. Under the terms of this
facility, the Fund is permitted to make use of bankers’ acceptances to borrow at effective interest rates, which are usually lower
than those charged under the bank’s lines of credit and use certain financial instruments to manage interest and exchange risk.

At the end of 2010, the Fund had not utilized this operating facility and based on current cash flow forecasts does not anticipate
using itin 2011.

The Fund had consolidated cash at December 31, 2010 of $21.8 million versus $37.0 million for 2009. The Fund's operating groups
use various operating bank accounts, both Canadian and U.S. dollar, to transact business. The Fund utilizes its banking facilities
to consolidate certain of its Canadian dollar operating accounts for purposes of interest calculations. The Canadian and U.S.
dollar balances not included in this consolidation amounted to $0.1 million at December 31, 2010 versus $0.7 million in 2009.

At December 31, 2010 the Fund had no outstanding letters of guarantee (2009 - $0.1 million) related to the performance of spe-
cific contracts. The Fund’s credit facility is renewed annually. The next renewal date is mid 2011 and currently the Fund has no
reason to believe the facility will not be renewed at that fime.

CRITICAL ACCOUNTING POLICIES
The Fund'’s significant accounting policies and estimates are as follows:

Revenue recognition

The Fund uses the percentage-of-completion method in determining revenue recognition for capital equipment fabrication. At
each month end, the Fund systematically reviews every job in progress and determines the appropriate revenue and related
costs to be reflected in the statement of income using, among other measurement criteria, cost information to date, anficipated
margins, progress status estimates and estimated costs to complete. These estimates are constantly evaluated to ensure their
application properly reflects the month end revenue and cost valuations. At the completion of each project, a post mortem
review is conducted to identify reasons for actual costs being different from original contract estimates, the results of which are
used to provide better information in evaluating ongoing projects.

Foreign currency tfranslation

Foreign currency translation gains or losses are recognized when they occur. The majority of foreign exchange translation is with
the U.S. dollar and operating results are prone to be influenced by rapid changes in these exchange rates within a given year. In
the normal course of business, the Fund does not tfrade or speculate on future foreign currency exchange rates. It may use for-
ward exchange contracts to manage exchange risk related to specific sale agreements when the Fund believes business condi-
tions warrant it. When forward exchange contracts are used, the subsequent gains or losses are charged to net income with a
corresponding adjustment to the related account receivable or payable.
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Income taxes

Under the Income Tax Act (Canada) the Fund and its flow-through subsidiary entities are taxable only on income that is not dis-
fributed or distributable to the Unitholders. As the Fund and its flow-through subsidiaries distribute all of their taxable income to
the Unitholders, neither the Fund nor its flow-through subsidiaries are currently subject to income tax. In 2007 the Canadian gov-
ernment enacted legislation to apply a tax to distributions from Canadian publicly traded income trusts; however with the volun-
tary delisting by the Fund effective December 15, 2010, the Fund is no longer a publicly tfraded trust and as a result is no longer
subject to a distribution tax beginning in 2011. Therefore, as long as the Fund maintains its current structure and the Fund and its
flow-through subsidiaries continue to distribute all of their taxable income, the Fund and its flow-through subsidiaries will not be
subject to tax.

The Fund’s foreign and Canadian corporate subsidiaries are subject to corporate income taxes based on their taxable incomes
determined using each entity's applicable income tax rules and regulations. The future tax asset or liability associated with these
assets recorded on the balance sheet at December 31, 2010 utilizes their respective corporate income tax rates. Repatriation of
Fund'’s from foreign subsidiaries is also subject to applicable income tax rules and regulations.

The Fund’s corporate subsidiaries follow the asset and liability method of accounting for income taxes. Under this method, the
change in future income tax assets or liabilities is charged to income. Future income tax assets and liabilities are recognized for
temporary differences between the accounting and tax basis of assets and liabilities as well as for the benefit of losses available
to be carried forward to future years for tax purposes that are more likely than not to be realized. These future income tax assets
or liabilities are measured using the currently enacted, or substantively enacted, tax rates and laws expected for when these
differences reverse. The effect of a change in these income tax rates on future income tax assets and liabilities is recognized in
income in the period that the change occurs. A valuation allowance is recorded against any future income tax asset if it is more
likely than not that the asset will not be realized.

Financial instruments

CICA Section 3855 prescribes when a financial instrument is to be recognized on the balance sheet and at what amount. It also
prescribes the recognition of financial gains and losses. All financial instruments are classified into one of the following five cate-
gories; held-for-frading, held-to-maturity investments, loans and receivables, available-for-sale financial assets, or other financial
liabilities. Subsequent measurement and recognition of changes in the carrying amount of financial instruments depends on
their initial classification:

a) Held-to-maturity investments, loans and receivables and other financial liabilities are initially measured at fair value and sub-
sequently measured at amortized cost using the effective interest rate method.

b) Available-for-sale financial assets are measured at fair value. Unrealized gains and losses are included in other comprehen-
sive income until the asset is removed from the balance sheet at which time the gains or losses are then realized and in-
cluded in netincome.

c) Held-for-tfrading financial instruments are measured at fair value. Realized and unrealized gains and losses are included in
net income in the period incurred. All derivative financial instruments are classified as held-for-trading financial instruments
and are measured at fair value, even when they are part of a hedging relationship.

Transaction costs are incremental costs directly related to the acquisition of a financial asset or the issuance of a financial liabili-
ty. The Fund incurs transaction costs primarily through the annual renewal and issuance of bank indebtedness and charges
these costs to net income in the period incurred.

Derivative instruments are recorded in the balance sheet at fair value with subsequent gains or losses charged to net income in
the period.

Critical Accounting Estimates

The critical accounting estimates shown below require management’s judgment as to the effect of future events that are inhe-
rently uncertain. Management is required to make estimates and judgments that affect reported amounts within the consolidat-
ed financial statements and the related disclosure of commitments and confingencies. These estimates and judgments are
based upon historical experience and various other assumptions that are believed to be reasonable in these circumstances.
These estimates are evaluated on a regular basis and revised as updated information becomes available. It should be noted
that actual results may differ from these estimates under different assumptions or conditions. Management believes that the fol-
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lowing accounting estimates, which impact all reported business segments, are significant and require additional disclosure.

Property, plant and equipment

The Fund regularly reviews its property, plant and equipment for potential impairment. The determination of impairment in value
is calculated by taking the difference of the lower fair market value and the higher book carrying amount, which is then
charged to current earnings. The Fund cannot predict when such events will occur, nor can it estimate the effect on the carrying
value of these assets. Rather, the Fund conducts reviews of these assets quarterly or when economic or environmental changes
occur that may affect the valuation of the assets.

Goodwill

The Fund reviews its goodwill for potential impairment. The impairment test is based on management’s best estimate of the fair
value of the related segments compared with the carrying amounts of these segments. The fair value of the related segments is
determined according to an estimate of future discounted cash flows. Impairment in the value of goodwill arises when the carry-
ing amount is greater than the fair value of the related segment and is charged to current earnings.

Intangible assets

Other intangible assets consist of certain patent rights, licensing agreements and non-compete payments. The Fund regularly
reviews other intangible assets for potential impairment. The determination of impairment in value is calculated by taking the
difference of the lower fair market value and the higher book carrying amount, which is then charged to current earnings. The
Fund cannot predict when such events will occur, nor can it estimate the effect on the carrying value of these assets. Rather, the
Fund conducts reviews of these assets quarterly or when economic or environmental changes occur that may affect the valua-
fion of the assets.

Net realizable value of inventory

The net realizable value of inventory is estimated on a product-by-product basis. The determination of this value uses a combi-
nation of historical analysis of each product's usage and management’s judgment as to the probability of future use of the
product. Based on this assessment, management then estimates the net realizable value for those products not expected to be
used in the foreseeable future. Net realizable value is the estimated selling price of that product in the ordinary course of busi-
ness less any estimated costs of completion and estimated selling costs.

Warranty provisions

Warranty provisions are based upon a standard allocation for each capital equipment unit produced. These estimates are
based upon historical data for similar types of capital equipment. In the case of capital equipment products that have not been
previously manufactured, management estimates and extrapolates warranty liabilities based upon the closest historical models
and will use its judgment to consider additional factors.

Allowance for doubtful accounts

Given the cyclical nature of the energy and mining sectors and the rapid manner in which these changes can occur, manage-
ment continually monitors the collectability of outstanding accounts receivable. Management conducts an account by ac-
count review to determine those accounts that may not be collected. Based on this review, the allowance for doubtful ac-
counts is estimated and adjusted on a quarterly basis.

Future income taxes

The Fund recognizes, on a prospective basis, future income tax assets or liabilities based on the estimated temporary differences
(differences between the accounting basis and the tax basis of the assets and liabilities) at December 31, 2010. To estimate
these temporary differences at December 31, 2011, the Fund used assumptions that included no changes to the Fund’s organi-
zational structure, no changes to existing tax deduction pool balances, use of current trust unit distributions and estimates of op-
erating results and substantially enacted income tax rates for the years ended 2011 onward.

The Fund’s actual realization of this estimated future income tax asset will vary based on actual results including, but not limited
to, changes in organizational structure, changes to tax deduction pool balances, variations in trust unit distributions, variances in
operating results and changes to enacted income tax rates. The current future income tax asset will be recalculated for each
subsequent reporting period with any changes in amounts recorded in the income statement. Differences in the actual realiza-
tion of this future income tax asset may be material.
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Business combinations

Effective January 1, 2010, the Fund early adopted CICA Handbook Section 1582, "Business Combinations”. Section 1582, which is
substantially converged with IFRS 3, “Business Combinations,” establishes the standards for the accounting of business combina-
tions, and states that all assets and liabilities of an acquired business will be recorded at fair value. Obligations for confingent
considerations and contingencies will also be recorded at fair value at the acquisition date. The standard also states that acqui-
sition-related costs will be expensed as incurred and that restructuring charges will be expensed in the periods after the acquisi-
fion date and that non-controlling interests would be measured at fair value at the date of acquisition. This standard is applied
prospectively to business combinations with acquisition dates on or after January 1, 2010. This new standard was applied to the
acquisition of Brahma Compression Ltd. (“Brahma”).

Consolidated financial statements

Effective January 1, 2010, the Fund early adopted CICA Handbook Section 1601, “Consolidated Financial Statements”, as a re-
sult of adopting Section 1582. This section partly replaces the existing Section 1600. Section 1601 carries forward existing Cana-
dian guidance for preparing consolidated financial statements other than non-controlling interests. The adoption of this stan-
dard did not have a significant impact on the Fund’s consolidated financial statements.

Non-controlling interests

Effective January 1, 2010, the Fund early adopted CICA Handbook Section 1602, “Non-controlling Interest”, as a result of adopt-
ing Section 1582. This section partly replaces the existing Section 1600. Section 1602 establishes standards for the accounting of
non-controlling interests of a subsidiary in the preparation of consolidated financial statements subsequent to a business combi-
nation. The adoption of this standard did have any impact on the Fund’s consolidated financial statements.

RELATED PARTY TRANSACTIONS

The Fund utilizes the consulting services of a company owned and managed by a frustee of the Fund in normal course opera-
fions. The consulting services consist of legal and professional advice and investor relations. As necessary, the Fund utilizes due
diligence and business acquisition services from the same company. The consulting, due diligence and business acquisition ser-
vices are measured at fair value with these amounts agreed to by all parties. For the year ended December 31, 2010 the total
amount invoiced for consulting services was $915,775 (2009 - $643,000). $420,000 of the amounts paid during the year were for
due diligence or business acquisition services (2009 - $0). There were no unpaid balances at December 31, 2010 or 2009.

OBLIGATIONS, COMMITMENTS AND CONTINGENCIES

Other than as noted throughout this analysis, there are no other material obligations, commitments or contingencies that are
required to be acted upon by the Fund. The Fund has operating lease commitments for certain office and service equipment,
none of which, individually or in aggregate, are material.

SEASONALITY

Historically, the Fund’s financial results normally reflect the seasonal operations of the oil and gas markets using its products and
services whereby revenues and net earnings reported in the first two quarters are lower than the third and fourth quarters. The
2010 results do not reflect this seasonal pattern as they have been impacted by the increase in economic activity during the
latter half of 2010.

DISCLOSURE CONTROLS AND PROCEDURES

Management has established and maintained disclosure controls and procedures for the Fund in order to provide reasonable
assurance that material information relating to the Fund is made known to management in a timely manner and that information
required to be disclosed by the Fund is reported within the time periods prescribed by applicable securities legislation. Manage-
ment has designed and evaluated the effectiveness of the Fund’s disclosure controls and procedures, as at December 31, 2010.
Based on their review of the design and evaluation, the CEO and CFO have concluded that the Fund'’s disclosure controls and
procedures as defined in Multilateral Instrument 52-109, Certification of Disclosure in Issuers’ Annual and Interim filings, are effec-
five to ensure the information required to be disclosed in reports that are filed or submitted under Canadian securities legislation
is recorded, processed, summarized and reported within the time periods specified in those rules and forms.

INTERNAL CONTROL OVER FINANCIAL REPORTING

Management is responsible for establishing and maintaining adequate internal control over financial reporting to provide rea-
sonable assurance regarding the reliability of financial reporting and the preparation of financial statements for external purpos-
es in accordance with GAAP. Management, including the CEO and CFO, assessed the design and effectiveness of the Fund’s
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infernal control over financial reporting as at December 31, 2010 and, based on that assessment, determined that the Fund’s
infernal control over financial reporting are effect and provide reasonable assurance regarding the reliability of financial report-
ing and the preparation of financial statements in accordance with GAAP.

All internal control systems, no matter how well designed, have inherent limitations. Therefore, even those systems determined to
be effective can provide only reasonable assurance with respect to financial statement preparation and presentation. Because
of its inherent limitations, infernal control over financial reporting may not prevent or detect misstatements. Also, projections of
any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of
changes in conditions or that the degree of compliance with the policies or procedures may deteriorate.

There have been no changes in the internal controls over financial reporting during the year or for the three months ended De-
cember 31, 2010, that have materially affected, or are reasonably likely to materially affect our internal controls over financial
reporting.

INTERNATIONAL FINANCIAL REPORTING STANDARDS UPDATE

In February 2008, Canada's Accounting Standards board confirmed January 1, 2011 as the official changeover date for publicly
listed Canadian companies to start reporting under International Financial Reporting Standards ('IFRS"). IFRS uses a conceptual
framework that is similar to Canadian GAAP, but there are differences in recognition, measurement and disclosure. The Interna-
tional Accounting Standards Board also currently has projects underway that should result in new pronouncements and the Ca-
nadian convergence initiative is ongoing as of the date of these statements.

The Fund has a project plan to complete the transition to IFRS by January 1, 2011, including the preparation of required compar-
ative information.

The project plan involved an initial assessment of the effects of adopting this standard, a more detailed assessment of the im-
pact and required steps to adopt these standards and finally implementation of the standards. Progress to date in this area in-
cludes:

a) completion of the initial assessment including:
i) identification of potential accounting issues
i)  identification of potential disclosure issues
i) identification of potential information system changes
iv) identification of potential for third party assistance

v) identification of issues encountered with the adoption of Section 3031 - Inventories

b) detailed assessment of the following critical areas:
i) assessment of current significant components of property, plant and equipment for compliance with IFRS

i) analyzed accounting policy alternatives and implementation options including the first fime adoption exemptions de-
tailed in IFRS 1 (see below)

i) reviewed impact of impairment testing and the impact of cash generating units
iv) analyzed the potential reclassification of the Fund'’s issued and outstanding trust units from equity fo long-term debt
v) analyzed the impact of the December 31, 2005 reorganization as a controlling interest fransaction

vi)  drafting of the opening balance sheet required under IFRS
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The Fund has substantially completed the detailed assessment and design phase of the project during 2010. The Fund has ac-
complished the necessary steps and is progressing on the subsequent steps of its plan. The Fund expects to adopt IFRS effective
January 1, 2010 and will report March 31, 2011 interim financials accordingly.

Accounting policies
The Fund has determined the accounting policy choices available under IFRS 1 First Time Adoption of IFRS as follows:

Business Combinations
The classification of the Fund’s former business combinations under Canadian GAAP will be maintained and remeasurement of
the fair values determined at the time of the business combination will not be required.

Property, plant and equipment
The Fund will not restate each item of property, plant and equipment at its fair value and use that fair value as its new deemed
historical cost going forward from January 1, 2010. The Fund will measure its property, plant and equipment at historical cost.

Share-based payment transactions
The Fund will use the exception under IFRS 1 and will apply IFRS 2 retrospectively for any unit options that have not vested at Jan-
uary 1, 2010.

Borrowing costs
The Fund will not refrospectively capitalize any borrowing costs that meet the definition of capital under IFRS. The Fund is in the
process of making all other accounting policies IFRS compliant.

Information technology and data management systems

The Fund has been continually assessing the demands on its information technology and data management systems ('IT sys-
tems") with respect to IFRS conversion. Based on this assessment, the Fund currently believes that all existing IT systems are capa-
ble of handling the current conversion requirements.

Internal controls

The conversion to IFRS is not expected to have a significant impact on the current confrol environment. During the implementa-
tion phase, the Fund will make any required changes to its business processes, financial systems, accounting policies and internal
controls over financial reporting.

Disclosure controls

The Fund is in the process of completing a first draft of full IFRS financial statements. The additional information required for dis-
closure under IFRS will be readily available. The Fund will complete the necessary steps to ensure the opening balance sheet is
IFRS compliant.

Sufficiency of financial reporting expertise

The Fund's corporate reporting team is believed to have adequate knowledge of IFRS including the transition from generally
accepted accounting principles to IFRS. The Fund is also employing the assistance of a third party consultant with experience in
the transition to IFRS.
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SUMMARY OF QUARTERLY INFORMATION (unaudited)

(000’s, except per trust unit amounts)

2010 Q1 Q2 Q3 Q4 Total
Revenue S 42,884 39,258 S 42,242 S 46,939 S 171,323
Income before other expenses (income) S 3,120 5,070 S 3,945 S 593 S 12,728
Net income S 3,120 5,070 S 3,945 S 959 S 13,094
Net income
Per trust unit, basic S 0.15 0.24 S 0.18 S 0.04 S 0.61
Per trust unit, diluted S 0.15 0.24 S 0.18 S 0.04 S 0.61
2009 Ql Q2 Q3 Q4 Total
Revenue $ 38,922 31,038 $ 24,082 $ 34,944 $ 128,986
Income before other expenses (income) $ 3,906 2,409 $ 1,622 $ 1,116 $ 9,053
Netincome (loss) $ 3,702 3,227 3 1,622 $ (12,424) $ (3.873)
Netincome (loss)
Per frust unit, basic $ 0.17 0.15 $ 0.08 $ (0.58) $ (0.18)
Per frust unit, diluted $ 0.17 0.15 $ 0.08 $ (0.58) $ (0.18)
FOURTH QUARTER RESULTS (unaudited)
(000's, except per trust unit and trust unit amounts)
2010 2009
Revenue S 46,939 $ 34,944
Cost of sales 41,390 28,573
5,549 6,371
Selling, general and administrative 3,705 3,756
Interest expense (income) 74 (16)
Amortization 908 1,130
Foreign exchange loss 289 385
Gain on disposal of property, plant and equipment (20) -
4,956 5,255
Income before other expenses 593 1,116
Other expenses (income)
Goodwill impairment - 13,540
Net income (loss) before income tax 593 (12,424)
Future income tax recovery (366) -
Net income (loss) and comprehensive income (loss) $ 959 $ (12,424)
Earnings (loss) per trust unit, basic S 0.04 $ (0.58)
Earnings (loss), per trust unit, diluted S 0.04 $ (0.58)
Weighted average trust units, basic 21,426,036 21,411,036
Weighted average trust units, diluted 21,426,036 21,411,036
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DISCUSSION OF FOURTH QUARTER RESULTS

OVERALL RESULTS

Fourth quarter 2010 results reflect the strengthening of business conditions relative to 2009 and confinued efforts to control costs.
Fourth quarter revenue was $46.9 million versus $35.0 million last year. Gross profit declined to $5.5 milion (11.8% of revenue) from
$6.4 milion (18.2% of revenue) for 2009. Selling, general and administrative expenses in 2010 were equivalent to 2009. Income
before other expenses was $0.6 million as compared with $1.1 million last year. Net income before tax was $0.6 milion com-
pared to a loss of $12.4 million in 2009. The loss in 2009 is a result of the non-cash goodwill impairment recorded in the fourth
quarter. The 2010 fourth quarter net income was $1.0 million ($0.04 per trust unit) versus a net loss of $12.4 million for 2009. Fourth
quarter property, plant and equipment expenditures were $0.7 milion as compared with $0.2 million last year. Fourth quarter
trust unit distributions paid amounted to $0.10 per trust unit and totaled $2.1 million in both 2010 and 2009. A special non-cash
distribution of $0.37 per unit was recorded at yearend; the special distribution allocates the balance of taxable income from the
Fund to the unitholders.

UNIVERSAL
Fourth quarter 2010 revenue amounted to $34.6 million versus $24.7 million for the fourth quarter 2009.

Universal's gross profit for the fourth quarter decreased to $2.3 milion compared with $4.1 million last year. The gross profit per-
centage of the current year's fourth quarter was 6.6% compared with 16.5% in 2009. This significant decrease in gross profit dol-
lars and percentage is caused by competitive pressures and cost overruns on certain projects.

Universal's overhead, comprised of selling, general and administration costs, amounted to $2.5 million for the quarter compared
with $2.7 for fourth quarter 2009. Overhead, as a percentage of revenue, was 7.2% for the quarter as compared with 10.8% last
year. The $0.2 milion decrease reflects the continued efforts to control costs.

The 2010 fourth quarter was a net loss of $1.0 million versus a fourth quarter net loss of $13.0 million in 2009. The 2009 results include
a $13.5 million non-cash goodwillimpairment charge.

FOREMOST
Revenue for fourth quarter 2010 was $12.3 million compared with $10.2 million for the same period in 2009.

The gross profit for the fourth quarter was $3.3 million compared with $2.2 million last year. The fourth quarter gross profit percen-
tage was 26.8% of revenue as compared with 21.5% last year. The higher gross profit reflects the impact of higher revenues and
changes in product mix.

Overhead expenses were $1.0 million for the quarter as compared with $1.1 million from the same period last year and reflect
continued cost control efforts.

Foremost generated fourth quarter net income of $1.7 million versus $0.5 million last year.

RISKS AND UNCERTAINTIES

The Fund’s products are primarily used in the global energy and mining sectors, which have historically experienced rapid and
severe shifts in economic activity. These shifts can arise from factors such as significant changes in global market conditions, ac-
celeration or delays in the timing of customer expenditures and changes in government regulations. As the majority of the
Fund’s revenues are derived from these sectors, its overall results will continue to be impacted by these large economic fluctua-
fions. Two specific areas that could be impacted are total revenues and related gross profits and bad debts associated with
customer accounts receivable.

A portion of the Fund’s operational business is conducted in foreign markets with the currency typically expressed in U.S. dollars.
This includes not only product sales, but also the purchase of a substantial portion of the components required to manufacture
those products sold. This dependence on U.S. currency for both sales and purchasing exposes the Fund to risks related to signifi-
cant fluctuations in currency exchange rates. Gross profit is influenced by fluctuations in exchange rates. A permanent streng-
thening of the Canadian dollar versus U.S. currency would result in a decline in the margins enjoyed on U.S. dollar denominated
sales and could negatively impact future revenues. The value of net monetary assetfs, consisting of cash, receivables and
payables, will also fluctuate significantly based on rapid or large changes in currency exchange rates. Based on current business
levels, a 1% change in the Canadian to U.S. dollar currency exchange rate would impact reported earnings by $0.2 million.

18



A portion of revenue is earned from foreign customers susceptible to political and economic risks. These risks are mitigated for
larger contracts with contfractual credit terms that require a considerable cash deposit and/or lefter of credit to guarantee
payment of contract amounts. Additionally, in some cases, the Export Development Corporation (“EDC") is utilized to insure for-
eign contracts and receivables. However, if a situation requires reliance on EDC coverage, collection can be postponed signifi-
cantly and may be less than the total confract price.

Modifications to existing products, product customization and new product development have inherent risks that include:

1. Technical risk that either the product does not perform as desired or that there are unacceptable reliability issues that may
render the new product un-merchantable.

2. Competitive risk that the Fund’s competitors develop and produce an alternative product that may render the related
product obsolete.

3. Supplier risk that components, engines, and other modules procured from third-party vendors, which are used in the assem-
bly of products, do not perform in an acceptable manner thereby increasing product liability.

4, Commercial risk that product development cost over-runs result in a significant financial drain. The Fund maintains a process
requiring the review of proposed product initiatives to ensure approval of those projects where the risk/reward trade-off is
acceptable.

5. Environmental risk is regularly assessed to ensure that environmental issues do not materially affect the Fund’s financial con-
dition or its performance.

The amount of trust unit distributions to unitholders is affected by events which directly impact the net income, generation of
cash flows from operating activities and cash flows used by investing activities of the Fund. Accordingly, a decline in revenue or
gross profits arising from changing economic cycles, a material bad-debt loss, contract cancellation or product failure or a signif-
icant acquisition or investment in property, plant and equipment could impact the timing and amount of trust unit distributions to
unitholders.

The Fund may find it necessary to obtain additional debt or equity financing to support ongoing operations, undertake capital
expenditures or to complete business acquisitions. There can be no assurance that additional financing will be available to the
Fund when needed or on terms acceptable to the Fund. The Fund’s inability to raise the necessary financing could limit the
Fund’s growth and may have an adverse effect on the Fund. Currently the Fund is not and does not expect to use its credit facil-
ity. Should the Fund utilize its credit facility, net borrowings of $3.0 million would impact annual earnings by $0.1 million. If the
entire $20.0 million credit facility was utilized, a 1% change in interest rates would impact annual earnings by approximately $0.2
million.

The Fund's business is primarily conducted in western Canada, which continues to experience a shortage of skilled labour and
other qualified personnel. The Fund’s ability to aftract and retain the necessary skilled labour to meet its requirements will contin-
ue to be a challenge in the foreseeable future. Accordingly, the Fund’s ability to grow, as well as the Fund’s overall perfor-
mance, could be adversely affected if it is unable to attract the necessary skilled labour and other qualified personnel.

The Fund is also impacted by changing government regulation, particularly in the areas of safety. The Fund has established pro-
grams to ensure compliance with current safety and regulatory standards. However, the Fund’s operations are subject to risks
inherent in the manufacturing industry. These risks could expose the Fund to substantial liability for personal injury, loss of life, busi-
ness interruption, property damage or destruction, pollution and other environmental damages. Although the Fund has ob-
tained insurance against certain of the risks to which it is exposed, such insurance is subject to coverage limits and no assurance
can be given that such insurance will be adequate to cover the Fund’s liabilities or will be generally available in the future or, if
available, that premiums will be commercially justifiable. If a substantial liability were to arise which was not covered by insur-
ance or was in excess of policy limits then the Fund’s financial condition or operations could be materially affected.

The Fund’s overall financial results may continue to be affected by government initiated changes and subsequent customer
reactions fo new environmental legislation. These reactions include possible cancellation, delay, revision or relocation of projects,
which in turn impact opportunities for Fund revenue generation.
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MANAGEMENT'S REPORT

To the Unitholders of Foremost Income Fund

The consolidated financial statements of Foremost Income Fund and all other financial information included in this annual report
have been prepared by management. It is management's responsibility to ensure that sound judgment, appropriate account-
ing principles and methods and reasonable estimates have been used in the preparation of this information. They also ensure
that allinformation presented is consistent.

Management is also responsible for developing and maintaining a system of internal controls over the financial reporting
process. Such systems are designed to provide reasonable assurance, on a cost effective basis, that the financial information is
relevant and reliable and that the Fund's assets are appropriately accounted for and adequately safeguarded. Management
believes the system of internal controls, review procedures and established policies currently in place provide reasonable assur-
ance the financial information is relevant and reliable and that the Fund's assets are appropriately accounted for and safe-
guarded. Management also believes that the Fund's operations are conducted in conformity with the law and with a high stan-
dard of business conduct.

The Board of Trustees Is responsible for ensuring that management fulfills its responsibilities for financial reporting and internal con-
frol. The Board carries out this responsibility principally through its Audit Committee. The Committee, which consists of non-
management trustees, reviews the financial statements and all other information within the annual report, and recommends
them to the Board for approval. The Committee meets with management and external auditors to discuss internal controls, au-
diting matters and financial reporting issues. External auditors have full and unrestricted access to the Audit Committee. The
Committee also recommends a firm of external auditors for appointment by unitholders.

The December 31, 2010 and 2009 consolidated financial statements have been audited In accordance with Canadian general-

ly accepted auditing standards by KPMG, the appointed external auditors.

A

Pat W. Breen, President Douglas J. Rae, Chief Financial Officer
Foremost Income Fund Foremost Income Fund

March 29, 2010 March 29, 2010

Calgary, Alberta Calgary, Alberta
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Chartered Accountants Telephone  (403) 691-8000
2700 205 — 5th Avenue SW Telefax (403) 691-8008
Calgary AB T2P 4B9 Internet www.kpmg.ca

INDEPENDENT AUDITORS’ REPORT

To the Unitholders of Foremost Income Fund

We have audited the accompanying consolidated financial statements of Foremost Income Fund, which comprise the consoli-
dated balance sheets as at December 31, 2010 and 2009, the consolidated statements of income (loss) and comprehensive
income (loss) and accumulated earnings, and cash flows for the years then ended, and notes, comprising a summary of signifi-
cant accounting policies and other explanatory information.

MANAGEMENT'S RESPONSIBILITY FOR THE CONSOLIDATED FINANCIAL STATEMENTS

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

AUDITORS’ RESPONSIBILITY

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

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated finan-
cial statements. The procedures selected depend on our judgment, including the assessment of the risks of material misstate-
ment of the consolidated financial statements, whether due to fraud or error. In making those risk assessments, we consider inter-
nal control relevant to the entity’s preparation and fair presentation of the consolidated financial statements in order to design
audit procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion on the effective-
ness of the entity’s internal control. An audit also includes evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates made by management, as well as evaluating the overall presentation of the consoli-
dated financial statements.

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

In our opinion, the consolidated financial statements present fairly, in all material respects, the consolidated financial position of
Foremost Income Fund as at December 31, 2010 and 2009, and its consolidated results of operations and its consolidated cash
flows for the years then ended in accordance with Canadian generally accepted accounting principles.

pHa ul

Calgary, Canada
March 29, 2011

KPMG LLP is a Canadian limited liability partnership and a member firm of the KPMG
network of independent member firms affiliated with KPMG International Cooperative
(“KPMG International”), a Swiss entity.

KPMG Canada provides services to KPMG LLP.
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FOREMOST INCOME FUND

CONSOLIDATED BALANCE SHEETS

(000's)
As at December 31, Notes 2010 2009
Assets
Current assets
Cash 21,766 37,035
Accounts receivable 37,686 19,444
Inventories 3 41,275 34,563
Prepaid expenses 749 353
101,476 91,395
Property, plant and equipment 4 46,863 49,555
Future income taxes 10 1,700 19,485
Goodwill 5 3,154 -
Intangibles and other assets 6 1,628 1,431
154,821 161,866
Liabilities and Unitholders' Equity
Current liabilities
Accounts payable and accrued liabilities 16,395 13,871
Deferred revenue 10,747 6,467
27,142 20,338
Unitholders' equity 8
Unitholders' capital 8(a) 62,195 62,115
Contributed surplus 8(e) 1,492 1,428
Accumulated earnings 63,992 77,985
127,679 141,528
154,821 161,866

Commitments and contingent liabilities (Note 16)
Subsequent event (Note 17)

See accompanying notes to consolidated financial statements.

Approved by the Trustees

James T. Grenon
Trustee

Gord M. Wiebe
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FOREMOST INCOME FUND

CONSOLIDATED STATEMENTS OF INCOME (LOSS) AND
COMPREHENSIVE INCOME (LOSS) AND ACCUMULATED EARNINGS

(000’s, except for per trust unit amounts)

Years ended December 31, Notes 2010 2009
Revenue $ 171,323 $ 128,986
Cost of sales 137,494 97.187
33,829 31,799
Selling, general and administrative 16,752 17.508
Amortization 4,000 4,559
Interest expense (income) 16 (18)
Foreign exchange loss 363 842
Gain on disposal of property, plant and equipment (30) (145)
21,101 22,746
Income before other expenses (income) 12,728 9,053
Other expenses (income)
Realized gain on forward exchange contracts = (614)
Goodwill impairment 5 - 13.540
- 12,926
Net income (loss) before income tax 12,728 (3.873)
Future income tax recovery 10 (36¢6) -
Net income (loss) and comprehensive income (loss) 13,094 (3,873)
Accumulated earnings, beginning of year 77,985 90,422
Future income tax adjustment 10 (18,518) -
Distributions fo unitholders 8 (8.569) (8,564)
Accumulated earnings, end of year S 63,992 $ 77,985
Earnings (loss) per trust unit 9
Basic S 0.61 $ (0.18)
Diluted S 0.61 $ -

See accompanying notes to consolidated financial statements.
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FOREMOST INCOME FUND
CONSOLIDATED STATEMENTS OF CASH FLOWS

(000's)
Years ended December 31, Notes 2010 2009
Cash flows provided by (used in):
Operations:
Net income (loss) and comprehensive income (loss) 13,094 $ (3.873)
[tems not involving cash:
Amortization 4,000 4,559
Gain on disposal of property, plant and equipment (30) (145)
Goodwillimpairment 5 - 13,540
Future income tax recovery 10 (366) -
Trust units based compensation 8(d) 82 301
16,780 14,382
Change in non-cash working capital:
Accountsreceivable (16,255) 22,674
Inventories (2,920) 21,885
Prepaid expenses (380) 833
Accounts payable and accrued liabilities (503) (8,613)
Deferred revenue 4,280 (5,982)
(15,778) 30,797
1,002 45,179
Investments:
Purchase of property, plant and equipment (1,024) (469)
Business acquisition (net of cash) 5 (3.250) -
Proceeds from sale of property, plant and equipment 578 392
(3,696) (77)
Financing:
Bank indebtedness repayments 5 (4,068) (343)
Issuance of trust units 8(a) 62 -
Distributions to unitholders 8(f) (8.569) (8,564)
(12,575) (8,907)
Net change in cash during the year (15,269) 36,195
Cash, beginning of year 37,035 840
Cash, end of year 21,766 $ 37,035
Supplemental disclosure of cash flow information
Interest paid (received) 16 $ (18)

See accompanying notes to consolidated financial statements.
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FOREMOST INCOME FUND
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

DECEMBER 31, 2010 AND 2009

NOTE 1.

NOTE 2.

DESCRIPTION OF THE FUND

Foremost Income Fund (the “Fund”) is an unincorporated, open-ended unit frust established by a Deed of Trust un-
der the laws of the Province of Alberta dated November 12, 2005 and as amended and restated November 26,
2010.

The Fund intends, as described within the Deed of Trust, to distribute all of its taxable income and realized capital
gains to the common frust unitholders (“unitholders”). As distributions are paid quarterly, any remaining undistri-
buted taxable income and readlized capital gains will be distributed to the unitholders of record as at the fourth
quarter distribution record date in December of each fiscal year. Distribution of this taxable income can be in the
form of cash or additional common frust units (“frust units”). Under the terms of the Deed of Trust, if taxable income
is distributed in the form of additional trust units, there will be an immediate reconsolidation of the number of trust
units outstanding. After the consolidation, each unitholder will hold the same number of frust units as held before
the distribution of additional trust units.

The Fund’s business operations are conducted through two subsidiary limited partnerships: Foremost Universal LP
(*Universal”) and Foremost Industries LP (“Foremost”). Universal designs, manufactures, sells and services oil treating
systems, pressure vessels, fluid storage tanks, gas separators, steam generators and compression equipment. Fore-
most designs, manufactures, sells and services driling equipment, heavy all-terrain vehicles, parts and tooling.

SIGNIFICANT ACCOUNTING POLICIES
The consolidated financial statements have been prepared by management in accordance with Canadian gen-
erally accepted accounting principles (GAAP) with the following significant accounting policies:

(a) Basis of consolidation

The consolidated financial statements include the accounts of the Fund and all wholly-owned subsidiary entities in-
cluding the partnerships and their wholly-owned subsidiaries. All infer-company transactions and balances have
been eliminated on consolidation. Certain comparative figures have been reclassified in order to conform to cur-
rent year's presentation.

(b) Use of estimates

The preparation of consolidated financial statements in conformity with GAAP requires management to make esti-
mates and assumptions that affect the reported amounts of assets and liabilities and disclosure of commitments
and contingent assets and liabilities at the dates of the financial statements and the revenues and expenses for the
reporting year. Actual results could materially differ from those estimates. Significant areas requiring the use of
management estimates include revenue recognition, provisions for doubtful accounts receivable, estimates of net
realizable value for inventories, warranty provisions, useful lives of long-lived assets, impairment assessments of long-
lived assets and goodwill and future income tax assets and liabilities.

(c) Inventories

Raw materials for manufacturing purposes and repair parts are valued at the lower of cost and net realizable value.
Cost is determined on a first-in, first-out basis. Net realizable value is the estimated selling price in the ordinary
course of business less any estimated costs necessary to make the sale.

Work in progress related to capital equipment contract sales is determined using the percentage-of-completion
method and includes material, labour and manufacturing overnead, and is recorded net of related deferred reve-
nue on a contfract by contract basis.

Other work in progress and finished goods are valued at the lower of cost and net realizable value. The cost of oth-
er work in progress includes raw materials and related portions of labour and manufacturing overhead. Net realiz-
able value is the estimated selling price in the ordinary course of business less any costs of completion and esti-
mated costs necessary to make the sale.
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(d) Property, plant and equipment

Property, plant and equipment are recorded at cost. Amortization of buildings, equipment and rental assets is de-
termined using cost less estimated residual value, the estimated useful life of the asset and application of the follow-
ing methods and rates:

Buildings —  straight-line - 25years
Equipment —  straight-line - 3to25years
Rental assets - straight-line - 3to7years

Amortization commences when the asset is entered info commercial use.

Improvements that extend the life of an asset are capitalized; other repairs and maintenance are expensed. When
assets are retired or otherwise disposed of, their carrying values and accumulated amortization are removed from
the accounts.

(e) Impairment of long-lived assets

The Fund’s long-lived assets consist of property, plant, equipment and intangible assets. These assets are reviewed
whenever events or changes in circumstances indicate that the carrying amount of an asset may not be recovera-
ble. Recoverability of assets to be held and used is assessed by comparison of the carrying amount of an asset to
future undiscounted cash flows expected to be generated by the asset. If such assets are considered to be im-
paired, the impairment to be recognized is measured as the amount by which the carrying amount of the assets
exceeds the fair value of the assets. Assets to be disposed of by sale are reported at the lower of carrying amount
or fair value less costs to sell.

(f) Goodwill and intangibles

Goodwill represents the excess of the purchase price over the fair market value of the net identifiable assets ac-
quired. The goodwill balance is not amortized but is assessed for impairment whenever events or changes in cir-
cumstances indicate possible impairment. The impairment test is based on management’s best estimate of the fair
value of the related segments compared to the carrying amounts of those segments. The fair value of the related
segments is determined according to an estimate of future discounted cash flows. Impairment in the value of
goodwill arises when the carrying amount is greater than the fair value of the related segment. Once determined,
the impairment is charged against income in that period.

Infangible assets, consisting of patent rights, licensing and non-compete agreements, are recorded at cost and are
amortized over their estimated useful lives, ranging from 5 to 15 years on a straight-line basis. Intangible assets are
reviewed for impairment whenever events or changes in circumstances indicate that the carrying amount of an as-
set may not be recoverable. Recoverability of assets to be held and used is assessed by comparison of the carrying
amount of an asset to future undiscounted cash flows expected to be generated by the asset. If such assets are
considered to be impaired, the impairment to be recognized is measured as the amount by which the carrying
amount of the assets exceeds the fair value of the assefs.

(g) Warranty provision
The Fund provides for future warranty costs on a product by product basis at the time the products are sold. These
amounts are included in accounts payable and accrued liabilities.

(h) Foreign currency translation

The Fund'’s foreign currency transactions principally involve the translation of U.S. dollar currency amounts to Cana-
dian dollar currency amounts using the fransaction date exchange rate. The Fund’s foreign subsidiaries are ac-
counted for as infegrated operations. Monetary items have been adjusted to reflect the year end rate of ex-
change while hon-monetary items are translated at historical rates. Gains and losses arising on foreign currency
fransactions are charged to income.

(i) Financial instruments

A financial instrument, defined as any confract that gives rise to a financial asset of one entity and a financial liabili-
ty or equity Instrument to another entity, including derivatives, is initially recognized on the balance sheet at fair val-
ue and classified into one of the categories below. This classification determines the subsequent basis of measure-
ment and recognition of changes in the carrying amounts for that financial instrument:

a) Held-to-maturity investments, loans and receivables and other financial liabilities are initially measured at fair
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value and subsequently measured at amortized cost using the effective interest rate method. The Fund's ac-
counts receivable have been classified as loans and receivables. The Fund's bank indebtedness and accounts
payable and accrued liabilities have been classified as other financial liabilities.

b) Available-for-sale financial assets are measured at fair value. Unrealized gains and losses are included In
other comprehensive income until the asset is removed from the balance sheet at which time the gains or
losses are then realized and included in net income. The Fund has no available-for-sale assets.

c) Held-for trading financial instruments are measured at fair value. Realized and unrealized gains and losses
are included in net income in the period incurred. All derivative financial instruments are classified as held-for-
frading financial instruments and are measured at fair value, even when they are part of a hedging relation-
ship. The Fund has classified cash and foreign exchange forward contracts as held-for-trading.

Transaction costs are incremental costs directly related to the acquisition of a financial asset or the issuance of a fi-
nancial liability. The Fund incurs transaction costs primarily through the ann