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Financial Highlights   
 

 

2015 2014 (1)
Variance 2015 2014 (1)

Variance

Revenue 10,300        10,400        (100)            30,526        26,431        4,095          

Gross margin 
(2)

2,525          3,730          (1,205)         9,381          9,332          49                

Gross margin percentage (2)
24.5% 35.9% -11.4% 30.7% 35.3% -4.6%

Selling and administrative  3,123          2,947          176             10,003        8,504          1,499          

Other expenses 2,994          255             2,739          4,248          1,152          3,096          

(Loss) earnings before income taxes (3,592)         528             (4,120)         (4,870)         (324)            (4,546)         

Net (loss) earinings from continuing operations (2,233)         372             (2,605)         (3,244)         (363)            (2,881)         

Net earnings (loss) from discontinued operations (211)            (153)            (58)              492             302             190             

Net loss (earnings) (2,444)         219             (2,663)         (2,752)         (61)              (2,691)         

EBITDA
 (2)

(2,646)         1,151          (3,797)         (1,837)         1,494          (3,331)         

Adjusted EBITDA (2)
4                  958             (954)            721             1,381          (660)            

Three months ended September 30, Nine months ended September 30,

 
 

September 30, December 31,

As at 2015 2014 Variance

Total assets 47,527           42,935            4,592          

Total liabilities 20,230           14,927            5,303          

Working capital (2)
(598)               4,996               (5,594)         

Funds (used in) provided by operations (2)
(4,410)            1,973               (6,383)         

Net cash (used in) from operating activities (2,773)            (1,555)             (1,218)         

Total long-term debt 5,339             3,455               1,884          
 

 (1)    Restated – see discontinued operations section 

 (2)      See Non-IFRS Measurements section 

 
The following management’s discussion and analysis (MD&A) of the financial condition and results of operations is intended to help the 
reader understand the current and prospective financial position and operating results of the continuing operations of Critical Control 
Energy Services Corp. (“Critical Control” or “the Corporation”).   
 

All results are related to continuing operations unless otherwise identified. All reported numbers have been restated to reflect continuing 
operations. Please refer to the discontinued operations section for additional information. 
 
In 2015, Critical Control embarked on a restructuring of the Corporation to reposition itself as a digital oil field company focused on the 
penetration of its software partnered with its field and lab services into the US market. Phase 1 of this plan was completed in the first half 
of 2015 whereby all of the Corporation’s non-energy business units, comprising of approximately 35% of the Corporation’s revenue in 2014 
were divested.   
 
Phase 2 commenced in the second quarter of 2015, resulting in the Corporation acquiring the measurement services business of a larger 
company, giving the Corporation a presence in a number of new geographic areas in the United States. 
 
Late in the second quarter of 2015, the Corporation commenced the integration of its Canadian and US business units into a single 
organization, reducing overhead, centralizing accounting, creating a sales and marketing team to span North America and reengineered its 
business processes to integrate its solutions with the objective of leveraging its size and centralization capability to obtain economies of 
scale.  This third phase continued in the third quarter.  The business process reengineering negatively impacted margins in the third quarter 
of 2015 with duplicate costs while certain business processes were relocated. Additionally, the reorganization resulted in the Corporation 
incurring one-time restructuring costs of $2.1 million in 2015, $1.4 million of which was in the third quarter. 
 
Given the current price of oil and gas, the lack of investment in exploration and the impact to investment in the industry, oil and gas 
producers are facing significant financial obstacles.  Management has observed that the impact of these obstacles has resulted in a number 
of bankruptcies in the third quarter of 2015.  Although the Corporation’s key customers have comparatively strong financial positions, a 
number of the Corporation’s smaller and mid-sized customers may be at risk.  Accordingly, upon review of the increased risk of insolvency 
in the industry and amounts due from the Corporation’s specific clients, management has increased its provision for doubtful accounts by 
$1.2 million.  
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In addition, given the downturn in exploration and the resulting rapid decline in the Corporation’s non-recurring fabrication business, 
management has reevaluated the value of its inventory and has conservatively increased its allowance for obsolescence by $0.4 million. 
 
The additional charges taken by the Corporation in the third quarter of 2015, combined with the business process reengineering being 
implemented by management has resulted in the Corporation being in violation of its banking covenants.  Although the lender has provided 
a waiver for the breach of covenants to the Corporation subsequent to September 30, 2015, the $2.5 million which would otherwise have 
been considered long-term, has been classified as current.  Total indebtedness to the lender as at September 30, 2015 is $10.3 million. The 
Corporation is in discussions with the lender to either extend the waiver for a longer period of time or amend the financial covenants to 
reflect the charges taken by the Corporation and its longer term impact to profitability and to avoid future breaches. 

 
Revenue (1) 

 

 Revenue increased 15.5% in the first three quarters of 2015 compared to the same period last year.  The increased revenue is 
attributed to growth in recurring revenue from the Corporation’s software solutions and geographic expansion in the United States.  

 The Corporation’s software centered Canadian Energy Services delivered 6.2% growth in the first three quarters of 2015 compared to 
2014.  Despite increased shut ins, industry bankruptcies and strong negative sentiment, the Corporation’s Canadian Energy Services’ 
revenue in the third quarter of 2015 matched 2014 through increased penetration of its software solutions. 

 The Corporation’s US Energy Services business delivered a 21.1% increase in revenue on a year to date basis compared to 2014 on the 
back of its acquisition of a measurement services business in the second quarter of 2015.  Recurring revenue from this acquisition 
enabled the Corporation to offset a US$2.6 million decline in the sale of fabricated measurement equipment compared to the third 
quarter of 2014.  This decline was caused in part to reduced demand from industry conditions and in part to two major one time 
projects billed in the third quarter of 2014 which did not recur in 2015.  Despite this decline, overall revenue only declined 1.7% in the 
third quarter of 2015 compared to the third quarter of 2014. 

Gross margin (1) (2)  

 
 The Corporation’s overall gross margins declined from 35.3% on a year to date basis in 2014 to 30.7% in 2015.  This decline was more 

apparent in the third quarter of 2015 where gross margin fell to 24.5% from 35.9% in 2014.  This decline is a direct result of the 
Corporation’s geographic expansion in the United States and the duplicate costs being incurred during a period of business process 
reengineering and integration of the measurement services business acquired in the second quarter of 2015. 

 Notwithstanding these costs, the Corporation’s margins in the Canadian Energy Services business improved from 48.1% in the first 
nine months of 2014 to 50.6% for the same period in 2015.  The improved margin was on the back of commercialization of the 
Corporation’s ProMonitor solution, which generated losses in 2014.  In third quarter of 2015, the Corporation’s margin were down to 
48.1% compared to 52.6% in 2014 due to the commencement of depreciation from ProMonitor and costs associated with the 
Corporation’s increased office space in Calgary which commenced earlier in 2015.   

Earnings and net earnings (1) 

 
 The Corporation’s $3.6 million loss before income tax for the third quarter of 2015 (compared to net income of $0.5 million in 2014) 

is a result of lower margins associated with costs from the Corporation’s business process reengineering, restructuring charges in the 
quarter of $1.4 million, $0.4 million allowance for inventory obsolescence and $1.2 million allowance for doubtful accounts. 

 On a year to date basis, the Corporation’s net loss of $4.9 million (compared to a $0.3 million loss in 2014) was impacted materially by 
$2.1 million charges associated with the Corporation’s restructuring, $0.4 million allowance for inventory obsolescence, and $1.2 
million allowance for doubtful accounts. 
 

 (1)    Restated – see discontinued operations section 

 (2)      See Non-IFRS Measurements section 
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Outlook and Guidance   
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

Continued depressed commodity prices have significantly impacted the oil and gas business across North America.  Management 

is unable to foresee or predict an improvement in the current industry climate.  Management has completed a major corporate 

restructuring in the second and third quarters of 2015 and has commenced a business process reengineering late in the second 

quarter of 2015 which is expected to be substantially completed by the end of 2015.  Management expects that the savings from 

the restructuring and business process reengineering will reduce cost of revenue and operating expense by over $1.7 million 

annually, the savings for which will be seen commencing in the fourth quarter of 2015 and more materially commencing in 2016. 

Management has seen an increase in the penetration of its software in Canada in 2015 and this penetration has more than offset 
reduced revenue from the impact of the current industry downturn.  Management anticipates being able to continue this trend 
into the fourth quarter of 2015 and based on interest expressed by customers, anticipates being able to continue this trend into 
2016. 
 
The margins associated with the Corporation’s acquisition of a measurement services company in the United States is low.  As 
the Corporation completes its business process reengineering and continues to streamline its operations, management 
anticipates returning to historic margins from 2014 during 2016.  Given the early success of penetrating the US market with its 
software, management is optimistic that it will be able to improve margins by the end of 2016 as this penetration becomes a 
material part of the Corporation’s US business. 
 
The one-time charges incurred in the third quarter of 2015 combined with the business process reengineering being completed 
by management has impacted the Corporation’s financial results and contributed to the Corporation not being in compliance 
with certain financial covenants contained in the loan agreement with its lender.  The lender has waived the breach as at 
September 30, 2015 and the Corporation is in discussion with the lender to temporarily amend the covenants such that there are 
no further breaches caused by the one-time charges already incurred.  Management has prepared forecasts for the remainder of 
2015 and 2016 and the expected performance combined with the benefits associated with the business process reengineering 
will enable the Corporation to meet its existing covenants by the end of the second quarter of 2016.  Amending the existing 
covenants with the lender and operating results for the remainder of 2015 and 2016 are forward looking statements not 
completely in management’s control, but will affect the Corporation being in compliance with those covenants. 
 
 

 

Discontinued Operations 
 

 
On March 12, 2015, the Corporation announced the sale of a portion of its Service Bureau Operations, specifically the operations 
based in Quebec, Ontario and Manitoba, for gross proceeds of $1.0 million under an asset sale. On March 27, 2015, the 
Corporation announced closing of the sale of another component of its Service Bureau Operations, specifically the operations 
consisting of reselling imaging equipment, preventative maintenance contracts and third party document imaging software, for 
gross proceeds of $1.7 million.  On May 4, 2015, the Corporation announced the sale of the final component of its Service Bureau 
Operations, specifically the operations based in Edmonton, Alberta, for gross proceeds of $1.3 million. Under the terms of the 
three asset purchase agreements, all accounts receivable, liabilities and certain other working capital associated with the 
businesses prior to the sale were retained by the Corporation, other than a portion of the Corporation’s onerous lease obligation 
that was assumed by the purchaser and certain assets that are recoverable from the purchaser.   
 

This Outlook and Guidance contains forward-looking statements that the Corporation does not intend, and does not assume any 
obligation, to update, except as required by law.  The forward looking information and statements include:  

 The current economic climate and its effect on the Corporation’s client base business;  
 The price of natural gas and its effect on capital spending and operating budgets of the Corporation’s client base; 
 The effect of the economy and the price of oil and gas on the Corporation’s government clients’ expenditure plans; 
 The demand for value added services that provide additional cost reduction or production optimization for the 

Corporation’s Energy Services client base; and 
 Management’s assumptions regarding the sustainability of recurring revenue streams and the Corporation’s expected 

profitability. 
 Management’s outlook and guidance contains forward looking statements of the Corporation’s ability to penetrate the US 

client base with its software and continue its penetration in the Canadian market to offset reduced revenue resulting from 
the downturn in the industry.  These forward looking statements are based on continued acceptance of the Corporation’s 
products and the current price of oil and gas.  A further decline in the price of commodities will increase the rate of decline 
of the Corporation’s historic revenue – especially if the continued price or decline results in an acceleration in the shutting 
in of operating wells.  Under such conditions, the Corporation would be at risk of declining revenue.   
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Through the series of transactions noted above, the Corporation sold its Service Bureau Operations segment. Management 
committed to a plan to sell this segment before March 31, 2015, following a strategic decision to place greater focus on the 
Corporate’s key competencies – being the Energy Services businesses in Canada and the US.  The Service Bureau Operations 
segment was not previously classified as held-for-sale or as discontinued operations, but has been classified as such for the three 
and nine months ended September 30, 2015. The comparative condensed consolidated interim statement of earnings for the 
three and nine months ended September 30, 2014 and related disclosures have been restated to present the discontinued 
operations separately from continuing operations.  Accordingly, the comparative numbers and related analyses included in this 
Management Discussion & Analysis have also been restated where appropriate. 
 

 

Measurement Services Acquisition 
 

 
Effective April 1, 2015, the Corporation acquired, through Gas Analytical Services, Inc. certain assets of a company based in Dallas, 
Texas relating to the interpretation of gas charts, the provision of gas and liquids analysis and the provision of measurement 
related field services (“Measurement Services Acquisition”). The purchase price of US$2.0 million was paid 80% on first closing 
with the remainder payable on the second closing of December 15, 2015.   
 
The net assets acquired have been allocated to US Energy Services.  Revenue generated from the net assets since the date of 
acquisition is US$3.5 million. Earnings before income tax contributed from the net assets in 2015 is US$0.1 million. 
 
 

Selected Quarterly Information   
 

Three months ended Three months ended

 September 30, 2015 September 30, 2014 (2)
% Change

Revenue 10,300 10,400 (1.0)              

Gross margin (1) 2,525 3,730 (32.3)           

Loss before income tax (3,592) 528 (780.3)         

Net loss (2,444) 219 (1,216.0)      

Net loss per share – basic (0.04) 0.00 -               

EBITDA (1) (2,646)                                  1,151 (329.9)         

Adjusted EBITDA (1) 4                                           958 (99.6)           

Interest expense 101 79 27.8             

As at As at

 September 30, 2015  December 31, 2014 % Change

Current assets 18,371 16,617 10.6             

Current liabilities 18,969 11,621 63.2             

Working capital (1) (598) 4,996 (112.0)         

Total assets 47,527 42,935 10.7             

Total long-term debt, net of cash 8,331 4,281 94.6             

Total shareholders' equity 27,297 28,008 (2.5)              
 

(1) See Non-IFRS Measures section 
(2)      Restated – see Discontinued Operations section 
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Summary of Quarterly Results  
 
The following table presents certain financial information on a consolidated basis for the last eight quarters.  

Q3 Q2 Q1 Q4 Q3 Q2 Q1  Q4 

Revenue     10,300     10,747 9,479 8,955         10,400       8,499 7,532       7,818 

(Loss) earnings before income tax      (3,592)      (1,137) (141) (426) 528 (390) (462) 35

Net (loss) earnings      (2,444)         (897) (130) (298) 303 (364) (371) 132

Net (loss) earnings per share - 

    basic and diluted        (0.04)        (0.02) 0.00 (0.01) 0.01 (0.01) (0.01) 0.00

EBITDA (1)      (2,646)          294          515 570         1,151      236         107                  107 

Adjusted EBITDA (1)               4          529          188 566         958         160         263                  263 

2015 2014 
(2)

2013 
(2)

 

(1) See Non-IFRS Measures section 
(2)      Restated – see Discontinued Operations section 
 
 

 

 
 
 

Serviced Measurement Points 
 

 
 
The data included in the table above have been recast to be consistent with the presentation adopted in the current quarter.  
 

  


