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PROFILE 
The Consumers’ Waterheater Income Fund (the “Fund”) owns a 

portfolio of 1.4 million installed water heaters and other assets, which 

are rented primarily to residential customers in Ontario, Canada. 

Direct Energy Marketing Limited provides service support to the 

Fund’s portfolio, in exchange for 35% of aggregate rental revenues. In 

2008, Direct Energy rented water heaters in about 40% of Ontario 

households connected to the gas distribution system. 
 

The Fund also owns Stratacon Inc., a “smart” sub-metering company 

that has metering contracts (about 45,000) for condominium and 

apartment suites in Alberta, Ontario and elsewhere in Canada. 

Stratacon, which measures electricity, heat and water resources, was 

acquired in August 2008, to provide additional growth and entry into 

new markets for the Fund across Canada. 
 

STRATEGY 
The Fund is undertaking a number of initiatives to improve 

performance in rentals and sub-metering, and is looking at 

complementary investments in assets or businesses that would 

contribute positively to unitholder value.  

 

The Fund also has to assess the implications of the Ontario Energy 

Board’s recent order requiring residential landlords to obtain new 

consents from each of the sub-metered tenants in buildings where a 

sub-metering system was installed after November 3, 2005. The 

requirement could result in billing disruptions and a number of 

Stratacon’s existing customers choosing not to continue with smart 

sub-metering, which could have a material adverse impact on 

Stratacon’s financial condition and results of operations. (See Recent 

Developments, August 14, 2009, page 3 of this report.) 

                                                                            

eResearch Corporation 

56 Temperance Street, Suite 501 

Toronto, ON   M5H 3V5 

Telephone: 416-643-7650 

Toll Free:   877-856-0765 

http://www.bigcharts.com/


The Consumers’ Waterheater Income Fund           eResearch StockPotentials 

_______________________________________________________________________________________ 

 

eResearch Corporation: Securities Adviser and Limited Market Dealer www.eresearch.ca 
 

-2-

INVESTMENT CONSIDERATIONS  
 

Strengths 
Positive factors for the Fund include the following: 

 Predictable monthly revenues from established 

base of long-term customers. 

 Stable cash flow. 

 Potential growth and entry into new markets 

across Canada from Stratacon acquisition. 

 Attractive annual yield on the units of 24.7%. 

(See Challenges below.) 
 

Challenges 
Risks the Fund faces include the following: 

 Increased competitive pressure and a resulting 

increase in the attrition rate (that is, customer 

buyouts and terminations). The 2008 attrition 

rate was 3.2% compared with 2.1% in 2007. 

There are new entrants in the Fund’s traditional 

market area, as well as increased penetration in 

this market area by the Fund’s major competitor 

(see Competition on page 3). 

 Demand for water-heater rentals is linked to new 

home construction, with the Fund being affected 

by difficult economic conditions in the Province 

of Ontario. 

 Possibility of a shift in consumer habits and 

preferences, whereby purchase of water heaters 

could replace rentals. 

 Uncertainties in the sub-metering business 

(Stratacon), which is in the early stages of 

development (see Recent Developments, page 

3). There are also concerns connected with 

future billing services to Stratacon’s customers 

that could have an adverse effect on the 

distributable cash generated by the Fund. 

 High pay-out ratio suspect; weak balance sheet 

and liquidity squeeze suggest distribution cut.  

 

UNITHOLDER RISKS 
 

Among the risks in an investment in the Units are the 

following: 

 

 Cash distributions are not guaranteed and 

depend on many factors, including the Fund’s 

profitability. 

 Tax-related risks, including proposed legislative 

changes, could have a potential negative impact 

on the Fund. 

 Uncertainty as to the level of dividends to be 

paid after the Fund converts to a corporation. 

2008 RESULTS 
 

The Fund reported increases in total revenues, EBITDA, 

net earnings and distributable cash for the full year 2008 

compared with 2007. Revenue was up 7.4%, from $168.1  

million to $180.5 million, while EBITDA grew 3.4%, 

from $141.7 million to $146.5 million. Net earnings rose  

6.9%, from $18.3 million to $19.5 million. 

 

Distributable cash increased from $64.1 million in 2007 

to $69.3 million in 2008. The Fund made distributions to 

unitholders in 2008 amounting to $63.9 million (a payout 

ratio of 92.2%) compared with $63.4 million (payout 

ratio of 98.9%) in 2007.  

 

Rental Increase 
Monthly rental rates on the Company’s portfolio of 

residential rental water heaters were increased an average 

3.9% effective January 1, 2009. 

 
 

 

SECOND-QUARTER 2009 RESULTS 
 

 

The Fund reported Q2/09 results (ended June 2009), with 

growth in total revenues and net earnings compared with 

Q2/08, but a decline in EBITDA. The growth in revenues 

(to $48.2 million from $44.3 million) was attributable to 

growth in the rentals business and the addition of the sub-

metering businesses.  

  

The slight decline in EBITDA (to $34.4 million from 

$36.7 million) was in part due to higher losses on 

disposals in the rentals business. Adjusted EBITDA (that 

is, EBITDA excluding the non-cash loss on disposal of 

equipment) rose slightly to $39.4 million from $39.3 

million. 
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The losses on disposals in the rentals business result from 

increased losses to competitors in 2009. Loss on disposal 

occurs when water-heaters are retired from service before 

book value has been fully amortized or recovered when 

exchanged, terminated or bought out by customers. There 

was no loss on disposal in the sub-metering business. 

                                                                   

Operating cash flow was $30.6 million in Q2, down 9.3% 

from $33.7 million in the same period last year. Cash 

provided by operating activities was $34.1 million, down 

from $37.9 million in the year-earlier period. The Fund 

should have sufficient cash flow and cash on hand to 

meet its obligations, including the working capital 

requirements of the sub-metering business. 

                                                                           

Distributable cash in Q2 was $13.7 million. Distributions 

amounted to $15.97 million ($0.323 per Unit), for a 

payout ratio of 116.9%. The high payout ratio reflected: 

(a) higher capital expenditures on replacement assets; (b) 

operating losses in the sub-metering business; and (c) 

higher interest expense. As these factors are expected to 

continue throughout 2009, the payout ratio is expected to 

remain at levels higher than in previous years. 

 

 
 

COMMENT: See additional financial data, page 6. 

 

 

RECENT DEVELOPMENTS 
 

August 14, 2009: The Consumers’ Waterheater 

Income Fund announced that the Ontario Energy Board 

(OEB) had issued a decision and order pursuant to its 
May 6, 2009 notice of  proceeding,  authorizing “exempt  

 

 

distributors” (landlords) to conduct discretionary 

metering activities under the Electricity Act (Ontario) in  

respect of certain residential complexes and commercial 

buildings. According to the OEB, these discretionary 

metering activities include the Fund’s subsidiary 

Stratacon’s sub-metering activities, which it provides to 

exempt distributors. 

                                                                        

The Fund’s August 14 update, available on SEDAR at 

www.sedar.com, provides further details on the OEB’s 

order and the potential effect on Stratacon. The 

requirement of the order to obtain new consents from 

customers could result in (a) billing disruptions, and (b) a 

number of Stratacon’s customers electing not to continue 

with smart sub-metering which, in turn, could have a 

material adverse impact on Stratacon’s financial 

condition and the results of operations. In the near term, 

the number of Stratacon’s customers affected by the 

order represents less than 1% of the Fund’s overall 

customer base. 

 

The Fund recognizes that the order clarifies sub-metering 

in residential complexes and commercial buildings and 

reopens these markets. 

 

August 13, 2009: The Fund announced that it had 

advised DBRS Limited and Standard & Poor’s Rating 

Services to discontinue the Fund’s stability ratings. The 

decision to discontinue the stability ratings stems from: 

(a) the Fund’s equity investors’ declining need for this 

information; (b) changes in expectations in the income 

trust industry; and (c) the modest cost savings the Fund 

can achieve as a result of the decision. There will 

continue to be ratings on The Consumers’ Waterheater 

Operating Trust’s publicly-traded debt. 

  

COMPETITION 
 

As mentioned earlier, there are new entrants in the 

Fund’s traditional market area, as well as increased 
penetration in this market area by the Fund’s major 

competitor, Reliance Home Comfort. The latter, which in 

2007 acquired another competitor of the Fund (Ozz 

Corporation), offers a water-heater rental program in 

Ontario, operating similarly to the Fund’s rental program. 

In 2008, a number of competitors made their way into the 

water-heater rental business, including National Energy 

Corporation (National Home Services) and Planet Energy 

Corp. (LivClean). 
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Competition also comes from the customer’s option to 

purchase a water heater instead of rent. Water heaters can 

be purchased from small HVAC contractors or large 

retailers. Enbridge Finance Services’ offers a competitive 

financing option to rentals in its HVAC financing 

program.  

 

FUTURE INCOME TAXES  
 

The Consumers’ Waterheater Income Fund is an open-

ended investment trust. The Fund is currently taxable 

only on any amount not distributed to unitholders. 

Distributions of the Fund are taxed in the hands of 

unitholders. The income tax rules applicable to publicly-

traded trusts were, however, significantly modified in 

2007, with a trust to be taxed similarly to a corporation. 

Application of the rules was delayed to the 2011 taxation 

year for trusts publicly traded prior to November 1, 2006. 

 

FUTURE DIVIDENDS 
 

The Fund’s distribution payout ratio was 92.2% in 2008, 

108.6% in Q1/09, and 116.9% in Q2/09. At $0.323 for 

the quarter, the annualized rate is $1.29 per Unit. There 

are various factors to consider in looking at any future 

dividend rate, including the possibility that the 

distributable cash of the fund may be materially reduced. 

The Fund announced on August 20 its regular monthly 

distribution of $0.1075 per Unit, payable September 30, 

2009. 

      

 
 

 
 

 

 

 

The following table shows the possibility of dividend 

payouts by The Consumers’ Waterheater Income Fund in 

2012, the first year after converting to a corporation. The 

assumptions for this table are as follows: 

 

 Pre-tax cash (i.e. simulating “distributable cash”) 

ranging between $60 million and $75 million (for 

comparative purposes, distributable cash over the last 

five years ranged between $61 million  in 2004 and 

$69 million in 2008); 

 A combined federal-provincial tax rate of 31%; 

 A contingency of 15% (equivalent to a 85% payout 

ratio after income taxes paid); and 

 Units outstanding converted to common shares, and 

totalling (rounded) 49.5 million. 

 

Dividend Projections: 2012 
                                                                          

 
 

With reference to the above table, using 2008’s 

distributable cash of $69.255 million as a proxy for the 

2012 pre-tax cash flow, dividends in 2012 could be in the 

$0.75 per share range. On the downside, using the lower  

end of the pre-tax cash flow range of $60.0 million 

indicates dividends of $0.65 per share. 

 

SHARE PRICE POTENTIAL 
 

Set out below are various potential share prices for the 

converted corporation based on the 75-cent and 65-cent 

dividend scenarios and assumed stock yields ranging 

from 5% to 10%.  

 

Potential Share Price after Conversion Based on 

Various Yields of 5% to 10% 

(1) Assuming Dividend Per Share of $0.75; and 

(2)  Assuming Dividend Per Share of $0.65 
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COMMENT: In our opinion, after the Fund has 
converted to a taxable corporation in 2012, the stock 

will sell on a 7%-8% yield basis, which suggests the 

shares will trade between $8.13 and $10.71 depending 
upon whether the dividend is either of our assumed 

pay-outs of $0.65 or $0.75 per share. 

 

 

OVERVIEW 
 

Increasing competition, falling margins, and a weak 

balance sheet, all within the context of challenging 

economic conditions, suggest a gloomy near-term 

outlook for the units of the Fund. In addition, unless there 

is improvement soon in the Fund’s financial prospects, 

the current yield on the units of 25% is suspect. 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
 

BOARD OF TRUSTEES 
 

Jim Pantelidis, Chair 

John A. Macdonald, President and Chief Executive 

Office of the Fund 
Jerry Patava, Chair of the Governance Committee 

Roy J. Pearce, Chair of the Investment Committee 

Michael Rousseau, Chair of the Audit Committee 

Lisa de Wilde 

David Clarke 

 

CORPORATE INFORMATION 
 

The Consumers’ Waterheater Income Fund 

80 Allstate Pkwy 

Markham, Ontario  L3R 6H3 

Tel:  905-943-6292 

Fax: 905-943-9393 

Website: www.consumerswaterheaters.com  
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OPERATING PERFORMANCE: SALIENT STATISTICS 
 

 
 

BALANCE SHEET 
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StockPotentials Reports 
 

The eResearch StockPotentials reports are written on companies that eResearch believes have 

interesting prospects, are smaller in size and, therefore, have little or no following on the Street, and which would 

benefit from the exposure that eResearch can provide through the dissemination of the reports via our extensive 

electronic distribution network. eResearch writes these reports solely from publicly-available information, and has 

not contacted or spoken with company management. 
 

eResearch does not receive a fee for the preparation and publication of StockPotentials reports. 

 
 

Analyst Certification 
 

The Research Analyst who was involved in the preparation of this Research Report hereby certifies that: 

(1) the views and opinions expressed herein accurately reflect the Research Analyst’s personal views concerning 

any and all securities and issuers that are either discussed or are the subject matter of this Research Report; and 

(2) the compensation received for the preparation of this report was not related, in any way, to the Research 

Analyst’s views and opinions expressed herein. 
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community. The business activities and operations associated with eResearch's registration as a Limited Market 

Dealer are carried out solely by its Capital Services division, which engages only in capital market services with 
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Guidelines, and the creation of an effective "Ethical Wall" between the Research Services and the Capital Services 
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