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Hammond Power Solutions Inc. (“HPS” or the “Company”) is a leader in the design 
and manufacture of custom electrical engineered magnetics, standard electrical dry-
type, cast resin and liquid filled transformers. Advanced engineering capabilities, high 
quality products and fast responsive service to customers’ needs have established 
the Company as a technical and innovative manufacturer serving the electrical and 
electronic industries. The Company has manufacturing plants in Canada, the United 
States, Mexico and India.
	 The following is Management’s Discussion and Analysis (“MD&A”) of the Company’s 
consolidated operating results for the three months ended March 27, 2021, and 
should be read in conjunction with the accompanying unaudited Condensed Interim 
Consolidated Financial Statements of the Company for the first quarter of fiscal 
2021. This information is based on Management’s knowledge as at May 5, 2021. 
The Company assumes that the reader of this MD&A has access to and has read 
the audited Annual Consolidated Financial Statements and MD&A of the Company, 
contained in our 2020 Annual Report and accordingly, the purpose of this document 
is to provide a first quarter update to the information contained in the fiscal 2020 
MD&A. All amounts are reported under International Financial Reporting Standards 
(“IFRS”). All amounts in this report are expressed in thousands of Canadian dollars 
unless otherwise noted. Additional information relating to the Company may be 
found on SEDAR’s website at www.sedar.com, or on the Company’s website at  
www.hammondpowersolutions.com.
	  
Caution regarding forward-looking information

This MD&A contains forward-looking statements that involve a number of risks 
and uncertainties, including statements that relate to among other things, HPS’ 
strategies, intentions, plans, beliefs, expectations and estimates, and can generally 
be identified by the use of words such as “may”, “will”, “could”, “should”, “would”, 
“likely”, “expect”, “intend”, “estimate”, “anticipate”, “believe”, “plan”, “objective” and 
“continue” and words and expressions of similar import. Although HPS believes 
that the expectations reflected in such forward-looking statements are reasonable, 
such statements involve risks and uncertainties and undue reliance should not be 
placed on such statements. Certain material factors or assumptions are applied in 
making forward-looking statements, and actual results may differ materially from 
those expressed or implied in such statements. Important factors that could cause 
actual results to differ materially from expectations include but are not limited to: 
the impact of the pandemic; commodity costs and supply; general business and 
economic conditions (including but not limited to currency rates); changes in laws 
and regulations; legal and regulatory proceedings; and the ability to execute strategic 
plans. HPS does not undertake any obligation to update publicly or to revise any of 
the forward-looking statements contained in this document, whether as a result of 
new information, future events or otherwise, except as required by law publicly or to 
revise any of the forward-looking statements contained in this document, whether 
as a result of new information, future events or otherwise, except as required by law.

Management’s Discussion and Analysis
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Additional GAAP and Non-GAAP measures 

This document uses the terms “earnings from operations” 
which represents earnings before finance and other 
costs/(income) and income taxes. “EBITDA” is also 
used and is defined as earnings before interest, taxes, 
depreciation and amortization. “Adjusted EBITDA” 
from operations represents EBITDA from operations 
adjusted for foreign exchange gain or loss.  Operating 
earnings, EBITDA and Adjusted EBITDA are some 
of the measures the Company uses to evaluate the 
operational profitability. The Company presents EBITDA 
to show its performance before interest, taxes and 
depreciation and amortization. Management believes 
that HPS shareholders and potential investors in HPS 
use additional GAAP and non-GAAP financial measures, 
such as operating earnings, EBITDA and Adjusted 
EBITDA in making investment decisions about the 
Company and to measure its operational results. A 
reconciliation of EBITDA and Adjusted EBITDA to net 
earnings for the quarters ending March 27, 2021 and 
March 28, 2020 is contained in the MD&A. Earnings from 
operations, EBITDA and Adjusted EBITDA should not be 
construed as a substitute for net earnings determined 
in accordance with IFRS.
	 “Order bookings” represent confirmed purchase orders 
for goods or services received from our customers. 
“Backlog” represents all unshipped customer orders. 
“Book value per share” is the total shareholders’ equity 
divided by the average outstanding shares. The terms 
“earnings from operations” “EBITDA”, “adjusted EBITDA”, 
“order bookings”, “backlog” and “book value per share” 
do not have any standardized meaning prescribed within 
IFRS and may not be comparable to similar measures 
presented by other companies.

Sales

Sales for the quarter-ended March 27, 2021 were $80,121, 
a decrease of $8,299 or 9.4% from Quarter 1, 2020 
sales of $88,420. This would be the fourth quarter the 
business was impacted by the the global coronavirus 
(“COVID-19”) pandemic.  It is important to note that 
the pandemic had minimal impact on the business in 
the same quarter last year as the pandemic was in its 
infancy stage. 	
	 Sales in the United States (“U.S.”) decreased by 
$9,836 or 17.5%, finishing at $46,505 for Quarter 1, 2021 
compared to $56,341 in Quarter 1, 2020.  Motor control 
and mining markets saw decreased activity in the U.S. in 

Quarter 1, 2021 compared to the same quarter in 2020.  
U.S. first quarter sales were unfavourably affected by 
a 5.2% weaker U.S. dollar (“USD”), $1.00 USD = $1.27 
Canadian dollar (“CAD”) compared against $1.00 USD 
= $1.34 CAD in Quarter 1, 2020.  U.S. sales, when stated 
in USD were $36,665 in Quarter 1, 2020 compared 
to Quarter 1, 2020 of $42,083, a decrease of $5,418  
or 12.9%. 
	 Canadian sales remained stable at $27,801 for the 
quarter, a slight increase of $457 or 1.7% from Quarter 
1, 2020 sales of $27,344. The North American Electrical 
Distributor (“NAED”) market remained strong in Canada 
during Quarter 1, 2021. 
	  Indian sales for Quarter 1, 2021 finished at $5,815 
versus $4,735 in Quarter 1, 2020, an increase of $1,080 
or 22.8%  due to a rise in shipments in the quarter.
	 Quarter 1, 2021 sales stated by geographic segment 
were derived from U.S. sales of 58.0% (Quarter 1, 2020 – 
63.7%) of total sales, Canadian sales of 34.7% (Quarter 
1, 2020 – 30.9%) and Indian sales of 7.3% (Quarter 1, 
2020 – 5.4%).
	 The Company continues to experience declines in 
North American sales through its established NAED 
and Original Equipment Manufacturer (“OEM”) channels 
which have been significantly impacted by COVID-19, 
resulting in an overall drop in demand, project deferrals 
and cancellations. While the effect of the pandemic 
is evident in the drop in sales volume, HPS is growing 
its market share through distributor conversions and 
broad product offering and capabilities. The ability to 
continue to expand these segments is also a result of 
new customer additions, organic customer diversity, 
expanded product offerings and geographically diverse 
manufacturing capabilities. HPS is not single-market 
or industry dependent and our market diversification 
strategies provide a natural business hedge as some 
markets grow while others decline.
	 The Company’s market share continued to gain 
traction through the U.S. distributor channel and as 
a result of its capabilities to produce both standard 
and custom transformers. The NAED channel and 
OEM capabilities continued to advance HPS’ sales.  
Specifically, the Company’s North American operations 
are operating as an “essential” business and continue 
to be strong. HPS is committed to its growth strategy 
through our focus on product development, innovative 
research and development projects, capital expenditure 
program to increase capacity, vertical integration 
strategies, business development activities and its 
expanded NAED network. The Company will continue 

MANAGEMENT’S DISCUSSION AND ANALYSIS
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to grow market share globally as a result of expanded 
product offerings, the addition of new customers, 
geographically diverse manufacturing facilities and 
market influence.
	 The Company’s engineering and manufacturing 
capabilities in dry, liquid-filled and cast resin transformer 
technology is a strength to the Company and fundamental 
to revenue growth. The Company prides itself on 
building our value proposition to our customers. Our 
commitment  through consistent quality, innovative 
and competitive product design, industry expertise 
in custom engineered products, expanded product 
breadth and ease of doing business is our competitive 
advantage and vital to future revenue growth. These 
factors coupled with a strong, effective distribution 
channel, multi-national manufacturing capabilities and 
global reach will continue to be an advantage for the 
Company and important to continued revenue growth. 		 
	 The company’s North American operations designated 
as an “essential” businesses have ensured and will 
continue to ensure, our support to our customers by 
providing critical services throughout the pandemic. 

Order bookings and backlog

Bookings increased 7.5% from Quarter 1, 2020 due to 
a significant increase in direct bookings in both the 
American and Canadian markets. 	By channel, direct 
bookings increased by 20.4% while the distributor 
channel was flat as compared to the same quarter last 
year and despite the effects of the pandemic on general 
business activity. While the COVID-19 pandemic is still 
affecting the world economy, the Company has been 
successful in expanding our booking rates in North 
America. India on the other hand continues to be more 
negatively impacted. 
	 As a result of increased bookings, the backlog increased 
7.7% over Quarter 1, 2020 and 9.3% over Quarter 4, 2020.
	 The Company is sensitive to the volatility, unpredictability 
and changeability of current global economies and the 
impact that this will have on booking trends. Even in 
the current COVID-19 environment we are seeing some 
active quotation and order trends in certain industries 
however the Company is very cognizant that it will see 
volatility and unpredictability in medium and longer term 
booking rates.    

Gross margin

The Company saw an increase in its gross margin 
rate for Quarter 1, 2021 which was 24.7% compared to  

Quarter 1, 2020 margin rate of 23.6%, an improvement of 
1.1% of sales. This margin improvement is attributed to sales 
mix, market specific pricing and expense management. 
HPS continues to focus on price attainment strategies 
to offset cost increases, although the timing of the  
increased prices will lag the cost increases as order  
backlog orders are shipped. The Company will also 
support margin rates through increased manufacturing 
throughput and achievement of cost reductions. The 
Canadian Emergency Wage Subsidy (“CEWS”) program 
provides an employee wage subsidy for our Canadian 
entities for periods where there was a significant decline in 
Canadian trade sales due to the impact of COVID-19. During 
the quarter the wage subsidy received for production 
labour was $324 or 0.4% of sales. The company did incur 
extraordinary operating expenses of $250 or 0.3% of 
sales relating to wages paid for suspended operational 
employee wages,  non-productive wage support for “at 
risk” employees, employee transportation, increased 
cleaning, sanitation and personal protective equipment 
expenses for the safety of its employees. 
	 Demand for our product is stable, however sales 
volumes will be determined primarily by which  
industries and customers are continuing to operate 
and in what capacity. We have started to see activity in 
some markets that had stagnated when the pandemic 
originally started in North America while other markets 
continue to struggle.    
	 Gross margin rate is strongly impacted through 
productivity gains, material procurement and engineering 
cost reduction initiatives. Margin rates can be sensitive 
to selling price pressures, volatility in commodity costs, 
customer mix and geographic blend. The Company 
continues to combat competitor short-sighted pricing 
strategies through its total value-added engineered 
solutions. The Company’s ability to flex its manufacturing 
capacity demand and cost structures is fundamental 
for future gross margin attainment. The Company is 
confident that these actions going forward will support 
margin rates during the current economic times. The 
Company’s diversified market and channel approach 
will also buffer some of the impact experienced by HPS 
during the global pandemic.
	 Fluctuating markets, product mix and the effect of 
COVID-19 on the current global economy will continue 
to have unprecedented impacts on financial results. 
Looking forward, our business development opportunities 
combined with our backlog increase provides a leading 
indicator of improvement.  As sales decrease, the lower 
manufacturing throughput will have a dilutive impact 
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on margin rates. The Company will still realize growth 
in some markets and experience a decline in others 
underscoring the volatility of markets and sales demand.  
The Company is steadfast in its implementation of 
initiatives to manage the negative volatility impact. 
The Company’s distributor footprint in North America 
and its Indian market presence, cost reduction and 
containment, product and market breadth and multi-
national manufacturing capabilities will support the 
business. 
	 HPS continues to commit resources to its continuous 
improvement program, which will result in implementing 
productivity enhancements, cost reductions and lead-
time improvements across the entire organization. HPS 
is confident that these actions will enhance future margin 
rates and improve profitability and overall financial 
performance.  

Selling and distribution expense 

Total selling and distribution expenses were $9,807 
in Quarter 1, 2021 or 12.2% of sales versus $11,140 in 
Quarter 1, 2020 or 12.6% of sales, a decrease of $1,333 
or 12.0%. The year-over-year decrease in selling and 
distribution expenses is a result of lower variable freight 
and commission expenses attributed to the decrease in 
sales. Expenses were also reduced by the CEWS wage 
support subsidy of $25 or 0.03% of sales. 

General and administrative expense 

General and administrative expenses were $6,619 or 
8.3% of sales for Quarter 1, 2021 compared to Quarter 
1, 2020 expenses of $6,701 or 7.6% of sales, a small 
decrease of $82 or 1.2%.  Expenses were also reduced 
by the CEWS wage support subsidy in the amount of 
$130 or 0.2% of sales in the quarter.

Earnings from operations

Quarter 1, 2021 earnings from operations were $3,402 
compared to $3,033 for the same quarter last year, an 
increase of $369 or 12.2%. The increase in the quarter 
earnings from operations is primarily a result of decreased 
selling, distribution, general, administrative expenses 
and government wage subsidy support offsetting the 
lower gross margin dollars. 
	
	

	

Earnings from operations are calculated as outlined  
in the following table:
				      Quarter 1, 	 Quarter 1, 
							        2021		 2020    
Net earnings           	    	$ 			  2,298		     $	      2,148 
Add (subtract):
Income tax expense				    		  894							    983
Interest expense						      105							    396 
Foreign exchange loss (gain)				    116						     	   (376) 
Share of income of 
   investments in joint 
   venture						         (38)		    		      (151) 
Other 					     	 27		 				    33
Earnings from operations	    	$	   3,402					 $		  3,033

Net finance and other costs 

Interest expense for Quarter 1, 2021 was $105, a decrease 
of $291 or 73.5% compared to the Quarter 1, 2020 expense 
of $396. The decrease in the interest expense is a result 
of lower December 31, 2020 operating debt generating 
lower interest levels during the quarter. Interest expense 
includes all bank fees.
	 The foreign exchange loss in Quarter 1, 2021 was $116 
compared to a gain of $376 in Quarter 1, 2020, a change 
of $492. This loss relates primarily to the transactional 
exchange pertaining to the Company’s U.S. dollar trade 
accounts payable in Canada. The earnings impact of 
foreign exchange gains and losses are related to the 
increased volatility in the exchange rates during the past 
quarter where the U.S. dollar decreased 5.2% from the 
prior year.   
	 As at March 27, 2021 the Company had outstanding 
foreign exchange contracts in place for 17,250 Euros 
(“EUR”) and $12,500 USD. Both of these were implemented 
as an economic hedge against translation gains and 
losses on inter-company loans and outstanding forward 
exchange contracts for $49,000 USD – an economic 
hedge of U.S. dollar denominated accounts payable in 
HPS Canadian operations.
	 Corefficient achieved profitability during  
Quarter 1, 2021 with earnings from the joint venture of  
$38 compared to $151 in Quarter 1, 2020.  The joint 
venture performance decline was a result of decreased 
sales, lower manufacturing throughput and higher 
material costs.         

MANAGEMENT’S DISCUSSION AND ANALYSIS
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Income taxes 

Quarter 1, 2021 income tax expense was $894 compared to $983 in Quarter 1, 2020 a decrease of $89 or 9.1%. 
	   The consolidated effective tax rate for Quarter 1, 2021 was 28.0% versus 31.4% for Quarter 1, 2020, a decrease 
of 3.4%.  The changes in the effective tax rates are impacted by changes in the earnings mix of the Company as 
income is generated from different geographical tax jurisdictions and is subject to diverse tax rates and regulations 
and the share of income from the joint venture.
	 Deferred tax assets and liabilities consisting mainly of reserves and allowances are related to temporary 
differences on current assets and liabilities and are not deductible against current year earnings. Deferred tax 
assets and liabilities relate to temporary differences resulting from intangible assets and the difference between 
the net book value and un-depreciated capital cost of property, plant and equipment. 

Net earnings 

Net earnings for Quarter 1, 2021 finished at $2,298 compared to net earnings of $2,148 in Quarter 1, 2020, an 
increase of $150 or 7.0%. The increase in the quarter earnings is a result of lower selling, distribution, general, 
administration, interest expenses and government wage subsidy support offsetting the decline in gross  
margin dollars.  
   
Earnings per share 

Basic earnings per share were $0.19 for Quarter 1, 2021 versus $0.18 in Quarter 1, 2020. 

EBITDA 

EBITDA for Quarter 1, 2021 was $5,349 versus $5,678 in Quarter 1, 2020, a decrease of $329 or 5.8%. Adjusted for 
foreign exchange gain/loss adjusted EBITDA for Quarter 1, 2021 was $5,465 versus $5,302 in Quarter 1, 2020, an 
increase of $163 or 3.1%.
	 EBITDA and adjusted EBITDA is calculated as outlined in the following table:

Quarter 1, 2021 Quarter 1, 2020

Net earnings $               2,298 $                2,148

Add:
   Interest expense 105 396
   Income tax expense 894 983
   Depreciation and amortization 2,052 2,151
EBITDA $            5,349 $            5,678
Add (Subtract) :

Foreign exchange loss (gain) 116 (376)
Adjusted EBITDA $            5,465 $            5,302
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Quarter 1, 2021 sales are lower than Quarter 1, 2020. Sales for Quarter 1, 2021 were unfavourably impacted due to 
fluctuations in exchange rates. There continues to be significant fluctuations of sales volumes in various markets, 
with some markets being more heavily impacted by COVID-19 than others.          
	 Gross margin rates for the quarter have increased from the same quarter last year. This margin rate improvement 
is attributed to sales mix and market specific pricing which partially offset the escalating raw material commodity 
costs. HPS Canadian entities received the CEWS government subsidy to partially offset additional costs related 
to managing COVID-19. 
	 Fluctuations in exchange rates resulted in a loss in foreign exchange in the first quarter of 2021 of $116 compared 
to a gain of $376 in the first quarter of 2020.
	 Selling and distribution expenses have decreased due to lower variable freight and commission expenses 
attributed to the decrease in sales. General and administrative remained consistent with small expense increases 
offset by CEWS reimbursement.
	 Corefficient de R.L. de C.V., (Corefficient”) Quarter 1, 2021 share of income of investment in the joint venture 
was $38 compared to $151 for Quarter 1, 2020, a decline of $113 due to decreased sales.
	 Changes in volume, product mix, changing economic conditions, fluctuating commodity costs and competitive 
pricing pressures have all had an impact on the year-over-year quarterly fluctuations for both sales and income.   

MANAGEMENT’S DISCUSSION AND ANALYSIS

Summary of quarterly financial information (unaudited)

Fiscal 2021 Quarters Q1, 2021

Sales $     80,121

Net earnings     $       2,298	

Net earnings per share – basic $           0.19

Net earnings per share – diluted $           0.19

Average U.S. to Canadian  
   exchange rate $        1.268

Fiscal 2020 Quarters Q1 Q2 Q3 Q4 Total

Sales $     88,420 $      75,393 $    78,115 $    80,169 $  322,097

Net earnings $        2,148 $        4,420 $       3,462 $       4,032 $      14,062

Net earnings per share – basic $          0.18 $          0.38 $         0.30 $         0.34 $          1.20

Net earnings per share – diluted $          0.18 $          0.38 $         0.30 $          0.34 $         1.20

Average U.S. to Canadian  
   exchange rate $      1.339 $       1.391 $       1.335 $        1.309 $        1.343
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Capital resources and liquidity 

Net cash used in operating activities for Quarter 1, 
2021 was $6,854 versus $6,038 in Quarter 1, 2020, an 
increase in cash usage of $816. This change is a result 
of an increase in the unrealized loss on derivatives and 
a decrease in interest expense offset by a decline in 
cash utilized for working capital and decreased income 
tax payments.
	 In Quarter 1, 2021, non-cash working capital used 
cash of $8,666 compared to cash used of $9,847 for the 
same quarter last year, a decrease of $1,181. The working 
capital changes are primarily related to a significant 
increase in accounts receivable offset by a decline 
in inventory.
	 Total cash from financing activities increased by 
$4,435 from cash used in financing activities of $517 
in the first three months of 2020 to cash generated 
of $3,918 in the same period of 2021.  The key driver 
of this change is the current year advances of bank  
operating lines.
	 Cash used in investing activities increased by $273 
from $1,308 in Quarter 1, 2020 to $1,581 in Quarter 1, 
2021. Capital expenditures were $1,628 in Quarter 1, 2021 
compared to $1,353 for Quarter 1, 2020, an increase of 
$275. The Company continues to invest in the areas 
of manufacturing processes and capabilities and new 
product development.
	 Bank operating lines of credit have decreased from 
prior year levels finishing Quarter 1, 2021 at $21,359 
compared to $34,217 at the end of Quarter 1, 2020,  
a decrease of $12,858. The bank operating lines of 
credit have increased $5,286 since the year-end balance  
of $16,073.  
	 The Company’s overall operating debt balance net 
of cash has decreased $6,602 in the current year from 
$18,356 in Quarter 1, 2020 to $11,754 in Quarter 1, 2021.
	 All bank covenants continue to be met as at  
March 27, 2021. 
	 The Company will utilize its cash generated from 
operations combined with the existing available credit 
facilities to finance ongoing business operational cash 
requirements for working capital, capital expenditures 
and investing activities going forward. 
	 The Company’s current North American credit 
agreement matures in June 2021. The Company is 
currently in the process of finalizing a new 5-year 
agreement.

Contractual obligations 

2021 2022 2023 2024
2025 & 

Thereafter
Total

Accounts payable  
  and accrued liabilities

$  43,457 – – – – $  43,457

Capital expenditure  
  purchase commitments 

485 – – – – 485

Bank operating lines 21,359 – – – – 21,359

Lease liabilities 2,572 2,399 1,656 1,531 1,149 9,307

Total $   67,873 $    2,399 $      1,656 $      1,531 $      1,149 $  74,608

Regular quarterly dividend delcaration  

The Board of Directors of HPS declared a quarterly cash 
dividend of eight and a half cents ($0.085) per Class A 
Subordinate Voting Share of HPS and a quarterly cash 
dividend of eight and a half cents ($0.085) per Class 
B Common Share of HPS paid on March 25, 2021 to 
shareholders of record at the close of business on March 
18, 2021. The ex-dividend date was March 17, 2021.

Controls and procedures  

The Chief Executive Officer and the Chief Financial 
Officer are responsible for establishing and maintaining 
disclosure controls and procedures and for establishing 
and maintaining adequate internal controls over financial 
reporting. The control framework used in the design of 
disclosure controls and procedures and internal control 
over financial reporting is the 2013 Internal Control 
Integrated Framework issued by the Committee of 
Sponsoring Organizations of the Treadway Commission 
(“2013 COSO Framework”). Our internal control system 
was designed to provide reasonable assurance to our 
Management and Board of Directors regarding the 
preparation and fair presentation of published financial 
statements in accordance with International Financial 
Reporting Standards. 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.
	 During Quarter 1, 2021 there were no material changes 
identified in HPS’ internal controls over financial reporting 
that had materially affected, or was reasonably likely 
to materially affect HPS’ internal control over financial 
reporting. HPS does carry out ongoing improvements to 
its internal controls over financial reporting but nothing 
considered at a material level.

D O L L A R S  I N  T H O U S A N D S  U N L E S S  O T H E R W I S E  S T A T E D
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Risks and uncertainties  

The Company’s goal is to proactively manage risks in 
a structured approach in conjunction with strategic 
planning, with the intent to preserve and enhance 
shareholder value. However as with most businesses 
HPS is subject to a number of market place, industry 
and economic-related business risks, which could 
cause our results to vary materially from anticipated 
future results. The Company is acutely cognizant of 
these risks and continually assesses the current and 
potential impacts that they have on the business. HPS 
continuously strives to curtail the negative impact of 
these risks through diversification of its core business, 
market channel expansion, breadth of product offering, 
geographic diversity of its operations and business 
hedging strategies.

Coronavirus (COVID-19 – Business Disruption/
Interruption
Markets, governments and health organizations around 
the world are working to contain the COVID-19 pandemic.  
COVID-19 presents a wide range of potential issues 
or complications for the Company, most of which the 
Company is not able to know the full extent of. 
	 The following is a summary of what the Company has 
experienced, or believes may impact their business as 
a result of COVID-19:
•	 Disruptions to business operations resulting from 

quarantines of employees, customers, suppliers and 
third party service providers in areas affected by the 
pandemic; 

•	 Disruptions to business operations resulting from 
travel restrictions;

•	 Disruptions to business operations resulting from 
government mandated lockdowns;

•	 Uncertainty around the duration of the virus’ impact; 
•	 Change in classification of essential services, requiring 

HPS to shutdown operations; and
•	 Availability of the COVID-19 vaccine in jurisdictions 

where HPS operates.
	 Currently, COVID-19 has been, and will continue to be, 
a material disruption to the Company’s business. Our 
operations in Canada, the U.S. and Mexico have been 
designated as “essential service” businesses. Our Indian 
operations were not operating from March 24, 2020 to 
May 2, 2020 as the government had imposed a 100% 
lockdown of the country, shutting down all businesses.  
The Company has seen significant reductions in sales 
in the U.S., Canadian and Indian markets. Due to the 
uncertainty and unpredictability of the impacts of the 

COVID-19 pandemic on the business operations, the 
uncertainty of governmental and health authorities’ 
legislation, the full negative financial impact of the 
unprecedented pandemic will not be fully known until 
vaccines are widely available and the economy begins 
to recover.
	 If any of the following risks were to occur they could 
materially adversely affect HPS’ financial condition, 
liquidity or results of operations.

Market supply and demand impact on commodity prices 
An area that has a definite impact on the Company’s costs 
and earnings is the cyclical effects and unprecedented 
global rising of commodity matreials, specficially copper, 
aluminium and electrical steel pricing as well as industry 
supply shortages which could impact manufacturign 
production. There is a risk in the ability of  recouping 
rapid escalating commodity costs through selling price 
increases expediently. This risk is mitigated through 
strategic supply line agreements and alliances in place 
with suppliers to ensure adequate supply, competitive 
market pricing and implementing market specific selling 
price increases.

We may not realize all of the anticipated benefits of our 
acquisitions, divestitures, joint ventures or strategic 
initiatives, or these benefits may take longer to realize 
than expected.   
In order to be profitable, the Company must successfully 
execute upon its strategic initiatives and effectively 
manage the resulting changes in its operations. The 
Company’s assumptions underlying its strategic plans 
may be subjective, the market may react negatively to 
these plans, and HPS may not be able to successfully 
execute these plans, and even if successfully executed, 
its actions may not be effective or may not lead to the 
anticipated benefits within the expected time frame.   
	 These strategic initiatives can include acquisitions and 
joint ventures. To be successful, management will conduct 
due diligence to identify valuation issues and potential 
loss contingencies, negotiate transaction terms, complete 
complex transactions and manage post-closing matters 
such as the integration of acquired startup businesses. 
Management’s due diligence reviews are subject to the 
completeness and accuracy of disclosures made by third 
parties. The Company may incur unanticipated costs or 
expenses following a completed acquisition, including 
post-closing asset impairment charges, expenses 
associated with eliminating duplicate facilities, litigation 
or other liabilities.        

MANAGEMENT’S DISCUSSION AND ANALYSIS
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	 Many of the factors that could have an adverse impact 
will be outside of management’s control and could 
result in increased costs and decreases in the amount 
of expected revenues and diversion of management’s 
time and attention. Failure to implement an acquisition 
strategy, including successfully integrating acquired 
businesses, could have an adverse effect on our business, 
financial condition and result of operations.              
 
We sell to customers around the world and have global 
operations and, therefore, are subject to the risks of 
doing business in many countries.      
We do business in a host of countries around the world. 
Approximately 75% of our sales were to customers outside 
of Canada. In addition, a number of our manufacturing 
operations, suppliers and employees are located in many 
places around the world. The future success of our 
business depends in large part on growth in our sales 
in non-Canadian markets. Our global operations are 
subject to numerous financial, legal and operating risks, 
such as political and economic instability; prevalence 
of corruption in certain countries; enforcement of 
contract and intellectual property rights and compliance 
with existing and future laws, regulations and policies, 
including those related to tariffs, investments, taxation, 
trade controls, product content and performance, 
employment and repatriation of earnings.           

Our global business translates into conducting business 
in various currencies, all of which are subject to 
fluctuations.      
HPS’ global footprint exposes the Company to currency 
fluctuations and volatility and, at times, has had a 
significant impact on the financial results of the Company. 
The Company’s functional currency is the Canadian 
dollar with its operating results reported in Canadian 
dollars. A significant portion of Company sales and 
material purchases are denominated in U.S. dollars. 
There is a natural hedge, as sales denominated in U.S. 
dollars are partially offset by the cost of raw materials 
purchased from the U.S., and commodities tied to U.S. 
dollar pricing. A change in the value of the Canadian 
dollar against the U.S. dollar will impact earnings, 
significantly at times. Generally, a lower value for the 
Canadian dollar compared to the U.S. dollar will have 
a beneficial impact on the Company’s results, while a 
higher value for the Canadian dollar compared to the 
U.S. dollar will have a corresponding negative impact 
on the Company’s profitability.

	 HPS has partially reduced the impact of foreign 
exchange fluctuations by increasing our U.S. dollar 
driven manufacturing output, periodically instituting 
price increases to help offset negative changes and 
entering into forward foreign exchange contracts.

Worldwide HPS is subject to, and required to comply 
with, multiple income and other taxes, regulations and 
is exposed to uncertain tax liabilities risk.        
The Company operates and is subject to income tax and 
other forms of taxation in numerous tax jurisdictions. 
Taxation laws and rates, which determine taxation expenses, 
may vary significantly in different jurisdictions, and legislation 
governing taxation laws and rates is also subject to change. 
Therefore, the Company’s earnings may be impacted by 
changes in the proportion of earnings taxed in different 
jurisdictions, changes in taxation rates, changes in estimates 
of liabilities and changes in the amount of other forms 
of taxation. Tax structures are subject to review by both 
domestic and foreign taxation authorities. The determination 
of the consolidated tax provision and liabilities requires 
significant judgment. Tax filings are subject to audits, 
which could materially change the amount of current and 
deferred income tax assets and liabilities.      

We face the potential harms of natural disasters, 
pandemics, acts of war, terrorism, international conflicts 
or other disruptions to our operations.          
Our business depends on the movement of goods around 
the world. Natural disasters, pandemics, acts or threats 
of war or terrorism, international conflicts, political 
instability and the actions taken by governments could 
cause damage to or disrupt our business operations, our 
suppliers or our customers and could create economic 
instability. Although it is not possible to predict such 
events or their consequences, these events could 
decrease demand for our products or make it difficult 
or impossible to deliver our products.  

The U.S. political uncertainty and potential for changes 
in the business environment can lead to legislative 
changes that could impact business.            
The results of the last U.S. election have created a number 
of geopolitical risks that could be challenging for the 
Company. The impact of these political changes can be 
difficult to predict and can have a pervasive impact on 
the global business climate. Changes in political leaders 
can impact trade relations as well as taxes and/or duties. 
HPS’ current structure includes a significant amount of 
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business that crosses borders and any changes in the 
current trade structure could have a material impact 
for us. HPS’ global footprint will be critical to mitigating 
any impact for political changes that would modify the 
current trade relationships.        

Our industry is highly competitive.              
HPS faces competition in all of our market segments. 
Current and potential competitors may have greater brand 
name recognition, more established distribution networks, 
access to larger customer bases and substantially 
greater financial, distribution, technical, sales and market, 
manufacturing and other resources than HPS does. As a 
result, those competitors may have advantages relative to 
HPS; including stronger bargaining power with suppliers 
that may result in more favourable pricing, the ability 
to secure supplies at time of shortages, economies of 
scale in production, the ability to respond more quickly 
to changing customer demands and the ability to devote 
great resources to the development, promotion and 
sales of their products and services. If HPS is unable to 
compete effectively, it may experience a loss of market 
share or reduced profitability. We expect the level of 
competition to remain high in the future.

Our business is highly sensitive to global and regional 
economic conditions in the industries we serve.            
Current global economic conditions influence the 
Company’s focus, direction, strategic initiatives and 
financial performance. To address the current uncertainty, 
we are focusing our efforts on projects that will increase 
our market reach, advance our cost competiveness, 
expand capacity and improve our manufacturing flexibility.   
	 The Company believes that being an agile organization 
will hold even greater importance in order to respond 
quickly to both unexpected opportunities and challenges. 
HPS’ management believes that the key to expanding 
our market share during this economic slowdown is 
growing our access to a variety of domestic and global 
markets. This will be achieved through our current and 
new OEM and distributor channels.   

The disruption to businesses that can come from 
unpredictable weather can have an impact on sales 
volume as customer projects can be delayed or cancelled.                
Extreme weather conditions such as heavy rains, flooding, 
snowfall, tornadoes and hurricanes can potentially have 
a negative impact on the Company’s sales trends and 
booking rates. When these conditions are present, the 
Company may see short-term effects of such occurrences 

due to their unpredictability. This may impact delivery 
and capacity requirements.  
The business practice of extending credit to customers 
can lead to a risk of uncollectability.                 
A substantial portion of the Company’s accounts receivable 
are with customers in manufacturing sectors and are 
subject to credit risks normal to those industries. The 
Company’s expansion into emerging markets increases 
credit risk. This risk is partially mitigated by management’s 
credit policy under which each new customer is analysed 
individually for creditworthiness before the Group’s 
standard payment and delivery terms and conditions are 
offered. The Group’s review includes external ratings, if 
they are available, financial statements, credit agency 
information, industry information and in some cases 
bank references. Sale limits are established for each 
customer and reviewed quarterly. Any sales exceeding 
those limits require approval from Executive management. 
Although the Company has historically incurred very low 
bad debt expense, the current economic environment 
conditions elevate this exposure. 

Risk of Cyberattack                 
Globally there have been increased incidences of outside 
cyberattacks and viruses on companies’ information 
infrastructure and technologies. This risk is reduced 
through a number of initiatives to mitigate exposure.  

Off-balance sheet arrangements  

The Company has no off-balance sheet arrangements 
other than capital expenditure commitments disclosed 
in Notes to the Consolidated Financial Statements 
contained in our 2020 Annual Report.

Transactions with related parties  

The Company had no transactions with related 
parties in 2021, other than transactions disclosed in  
Note 11 in the Condensed Notes to the Condensed  
Consolidated Interim Financial Statements contained in  
our Quarter 1, 2021 Report.

Proposed transactions  

The Company had no proposed transactions as at  
March 27, 2021.  The Company continues to evaluate 
potential business expansion initiatives in accordance 
with its long-term growth strategy.

Financial instruments  
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As at March 27, 2021, the Company had outstanding 
foreign exchange contracts in place for 17,250 EUR and 
$12,500 USD with both implemented as a hedge against 
translation gains and losses on inter-company loans as 
well as $47,000 USD to hedge the U.S. dollar denominated 
accounts payable in Canadian operations of HPS.

Critical accounting estimates   

The preparation of the Company’s condensed consolidated 
interim financial statements requires Management 
to make estimates and assumptions that affect the 
reported amounts of assets, liabilities, revenues and 
expenses and the disclosure of contingent assets and 
liabilities. These estimates are based upon Management’s 
historical experience and various other assumptions that 
are believed by Management to be reasonable under  
the circumstances. 
	 Such assumptions and estimates are evaluated on an 
ongoing basis and form the basis for making judgments 
about the carrying value of assets and liabilities that are 
not readily apparent from other sources. Actual results 
could differ from these estimates. 
	 The Company assesses the carrying value of its 
property, plant and equipment, intangible assets and 
goodwill every year, or more often if necessary. If it is 
determined that we cannot recover the carrying value 
of an asset or goodwill, the unrecoverable amount is 
written off against current earnings. The Company bases 
its assessment of recoverability on assumptions and 
judgments about future prices, demand and manufacturing 
costs. A material change in any of these assumptions 
could have a significant impact on the potential impairment 
and/or useful lives of these assets.

Outstanding share data   

Details of the Company’s outstanding share data:
	  9,011,624	 Class A Shares
	  2,778,300	 Class B Common Shares
	 11,789,924	 Total Class A and B Shares

Strategic direction and outlook  

HPS has a rich and extensive history of growth, innovation 
and resilience. As an essential service HPS has always 
had to ensure they were ready to respond to their 
shareholders, customers and employees.  

For our shareholders, HPS has provided:
•	 Escalating growth of the NAED channel;

•	 New global customers;
•	 Expanded relationships with existing customers;
•	 Capital investment in North American manufacturing 

facilities in Canada, the U.S. and Mexico; 
•	 Establishment of a state-of-the-art core manufacturing 

facility in Mexico; 
•	 Healthy gross margin rates, strong earnings per share, 

solid cash generation; and
•	 Quarterly dividends paid with an attractive yield. 

For our customers, HPS has provided:
•	 Compliance with regulatory changes;
•	 New product development;
•	 Expanded product offering using cast resin technology;
•	 Superior customer service;
•	 Accurate ship on time; and
•	 Competitive pricing for our products.

For our employees, HPS has provided:
•	 The tools to facilitate their best work, which includes 

development and further implementation of our ERP 
system to enhance availability of information and 
streamline processes;

•	 Space and time for innovation and development;
•	 Safety in the workplace, especially during COVID-19; 

and
•	 Ability for remote work, where able, to help manage 

school closures and health concerns.

     The COVID-19 pandemic continues to have an 
unprecedented impact on the global economy.  The extent 
of the impact or timeline continues to be unknown but 
governmental decisions to declare a state of emergency 
in a number of countries in which we operate has had an 
immediate impact on the economies of such countries. 
The demand for our transformers particularly in North 
America continues, but sales volumes have been and are 
expected to be, tempered due to the economic impact 
caused by the pandemic and a bit unpredictable. Based on 
the foregoing, HPS expects to see continued moderation 
and fluctuation of revenues and a continuation of increases 
in operational costs which had the effect of reducing 
HPS’ financial performance in the year. Our Canadian 
entities received a government subsidy for eligible wages 
in Quarter 2, 3, and 4, 2020 and Quarter 1, 2021 which 
offset some additional wages and operational COVID-19 
related costs and supported operational and financial 
performance. The wage subsidy has been extended 
further into 2021 and the Company will continue to 
monitor eligibility. HPS will remain cognizant of further 
programs that may be announced.

D O L L A R S  I N  T H O U S A N D S  U N L E S S  O T H E R W I S E  S T A T E D
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	 The Company has implemented robust health and 
safety precautions dedicated to providing a safe working 
environment for our employees while continuing to 
manufacture and serve our customers during this volatile 
and unpredictable time. 
	 As an essential service, the Company has continued 
to remain open and producing to ensure our customers 
have the transformers they need to fulfill the many 
applications they are purchased for. HPS is committed 
to managing the impact the pandemic will have on our 
financial performance. The Company will maintain its 
liquidity and balance sheet strength.
	 The implementation of our ERP system has allowed 
HPS to enhance the availability and quality of information 
accessible to support operational performance, improve 
customer service, supplement strategic decision making 
and audit and control. The ERP system implementation is 
currently in progress at our operation in Granby Quebec, 
an implementation project which began in Quarter 1, 
2020 and represents the Company’s final operation 
that will be converted to our ERP platform. It is will be 
fully implemented by the end of Quarter 2, 2021. The 
consolidation to the ERP platform is an important step 
towards providing one global, integrated, consistent 
source of information and data.
	 HPS has modern manufacturing facilities throughout 
the world and this continues to be enhanced through our 
committed capital investment. HPS continues to focus 
on customer service and growth – expanding existing 
relationships as well as exploring new opportunities.
	 HPS continues to have a strong reputation of being an 
industry leader and is both operationally and financially 
strong.  HPS is well positioned to meet the evolving 
needs of both our traditional markets while becoming 
a leading player in a growing number of other market 
sectors. We continue to be focused on escalation of 
market share, improved sales growth from new product 
development, geographic diversification, productivity 
gains, cost reduction and capacity flexibility.  
	 While HPS has experienced a number of successes 
and challenges, the unpredictable and fluctuating global 
economic climate has had a pervasive and persistent 
impact on HPS’ profitability over a number of years. The 
Company has also experienced the adverse impact of 
variability of raw material commodity costs, unpredictable 
foreign currency rates, fluctuating manufacturing 
throughput and market pricing pressures. Through 
HPS’ strategic projects and operational plans these 
deterrents are being prudently managed.	  
	 HPS is confronting these challenges and continuously 
building our competitive and strategic advantage while 

being cognizant of the importance of our shareholders, 
customers and employees. 
For our shareholders, HPS is focusing on:
•	 Disciplined cost management initiatives to ensure 

price competitiveness in the market;
•	 Cash flow generation;
•	 Capital investment; and 
•	 Strategic planning.

For our customers, HPS is focusing on:
•	 Sales development;
•	 NAED channel expansion; 
•	 Broadened product offering;
•	 Product development; and
•	 Bringing quality and value to all that we produce.

For our employees, HPS is focusing on:
•	 Investing in our employees, through leadership training 

and development programs;
•	 Implementing a new Human Resource information 

system to provide an in-house payroll system, 
dynamic performance evaluation module, succession  
planning, personal learning development and people 
management tool;

•	 Relaunch of our internal continuous improvement 
program, Transform, to further foster a culture of 
innovation; and 

•	 Ongoing support through the CEWS wage subsidy 
where we qualify.

	 HPS’ strategic vision and operational initiatives have 
supported our industry leadership, operational strength 
and financial stability. The combination of our resilience, 
drive, decades of experience, commitment, engineering 
expertise, solid supplier relationships and a broad and 
unique business perspective gained through our diverse 
products, customers and markets are all key success 
factors critical to our success. 
	 As an essential service, HPS will continue to  
deliver solid financial performance, provide a  
sustainable return to our shareholders, support employees 
well-being and growth and deliver long-term value to  
all stakeholders. U
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An Essential Service

HPS has a rich and extensive history of growth, 
innovation and resilience.  As an essential service HPS 
has always had to ensure we were ready to respond – 
to our shareholders, customers and employees.  

For our shareholders, HPS has provided:
•	 Escalating growth of the NAED channel;
•	 New global customers;
•	 Expanded relationships with existing customers;
•	 Capital investment in North American manufacturing facilities  
	 in Canada, the U.S. and Mexico; 
•	 Establishment of a state-of-the-art core manufacturing facility 
	  in Mexico; 
•	 Healthy gross margin rates, strong earnings per share,  
	 solid cash generation; and
•	 Quarterly dividends paid with an attractive yield. 

For our customers, HPS has provided:
•	 Compliance with regulatory changes;
•	 New product development;
•	 Expanded product offering using cast resin technology;
•	 Superior customer service;
•	 Accurate ship on time; and
•	 Competitive pricing for our products.

For our employees, HPS has provided:
•	 The tools to facilitate their best work, which includes development  
	 and further implementation of our ERP 	system to enhance  
	 availability of information and streamline processes;
•	 Space and time for innovation and development;
•	 Safety in the workplace, especially during COVID-19; and
•	 Ability for remote work, where able, to help manage school closures  
	 and health concerns.

Ready to Respond
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Annual Information (1) 2016 2017 2018 2019 2020

Sales 274,793 301,750 314,082 358,792 322,097

Earnings from operations 10,873 14,470 13,779 20,543 22,041

EBITDA 14,356 23,069 17,915 28,175 29,482

Net earnings (loss) 1,793 6,114 (12,917) 11,607 14,062

Total assets 205,177 192,449 205,527 214,953 189,394

Non-current liabilities 4,131 3,641 2,528 11,271 8,329

Total liabilities 84,524 77,438 96,793 105,186 75,478

Total shareholders’ equity attributable  
     to equity holders of the Company 120,441 114,848 108,734 109,767 113,916

Operating debt, net of cash (11,318) (16,983) (17,056) (9,326) (1,278)

Cash provided by operations 15,216 1,032 6,474 17,811 19,683

Basic earnings per share 0.16 0.53 (1.10) 0.99 1.20

Diluted earnings per share 0.16 0.52 (1.10) 0.99 1.20

Dividends declared and paid 2,808 2,809 2,818 3,287 3,993

Average exchange rate (USD$=CAD$) 1.325 1.298 1.294 1.327 1.343

Book value per share 10.29 9.80 9.26 9.36 9.70

2019 2020        2021
Quarterly Information Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1

Sales 91,937 91,502 90,653 88,420 75,393 78,115 80,169 80,121

Earnings from operations 4,731 5,471 5,862 3,033 6,514 5,447 7,047 3,402

EBITDA 7,111 7,302 7,651 5,678 8,447 7,466 7,891 5,349

Net earnings 3,352 3,595 2,152 2,148 4,420 3,462 4,032 2,298

Total assets 205,059 206,586 214,953 212,929 197,895 203,443 189,394 192,395

Non-current liabilities 10,558 9,947 11,271 9,729 9,039 8,558 8,329 7,546

Total liabilities 99,640 96,870 105,186 97,156 81,375 87,215 75,478 77,559

Total shareholders’ equity  
  attributable to equity  
  holders of the Company 105,419 109,716 109,767 115,773 116,520 116,228 113,916 114,836

Operating debt, net of cash (18,528) (22,678) (9,326) (18,356) (12,906) (4,790) (1,278) (11,754)

Cash provided by (used in) 
   operations 507 (1,460) 16,447 (6,038) 7,229 10,419 8,073 (6,854)

Basic earnings per share 0.25 0.27 0.27 0.18 0.38 0.30 0.34 0.19

Diluted earnings per share 0.25 0.27 0.27 0.18 0.38 0.30 0.34 0.19

Dividends declared and paid 821 821 823 998 999 998 998 1,002

Average exchange rate 
(USD$=CAD$) 1.338 1.320 1.320 1.339 1.391 1.335 1.309 1.268

Book value per share 8.99 9.33 9.36 9.86 9.92 9.90 9.70 9.78

Selected Annual and Quarterly Financial 
Information (tabular amounts in thousands of dollars)

(1) Balances for 2016 – 2017 not restated to reflect discontinued operations

The information contained in the following table presents the historic audited annual financial information as 
at December 31 and the unaudited financial information for the previous eight quarters up to, and including the 
First Quarter of 2021. The quarterly information has been extracted from our unaudited consolidated financial 
statements, which in the opinion of Management are prepared in accordance with the IFRS accounting framework 
as noted.


