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PROFILE 
K-Bro Linen Income Fund (“K-Bro” or the “Fund”), through 

subsidiary K-Bro Linen Systems Inc., is the largest healthcare and 

hospitality laundry and linen processor in Canada. Services include 

the collection, laundering, delivery, and replenishing of linen. 
 

The Fund operates processing facilities in British Columbia 

(Victoria and Vancouver), Alberta (Calgary and Edmonton), 

Ontario (Toronto), and Quebec (Quebec City). Revenues are 

generated by: (a) publicly-funded long-term contracts with 

healthcare institutions, such as acute care and long-term care 

hospitals (79%); and (b) hospitality industry customers, such as 

large downtown hotels (21%).  

 

STRATEGY 
K-Bro’s vision is to grow profitably in existing and new markets by 

capitalizing on the Fund’s strengths and competitive advantages 

(see page 2). The Fund seeks to: (a) secure and maintain long-term 

contracts with healthcare and hospitality customers; (b) extend core 

services to new markets (through acquisitions or new facilities); and 

(c) introduce related services (for example, sterilization of operating 

room linen packs).  

 

RISKS 
Among the risks faced by K-Bro (see page 5) is the possibility that 

contracts (which can range from two to ten years) may not be 

renewed as a result of competition in the industry. Countering this is 

K-Bro’s strong institutional customer base that gives the Fund an 

edge for entry into new markets and in expanding services in 

existing markets. 
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BACKGROUND 
 

K-Bro began as Stork Diaper Services in 1954, and later 

diversified into laundry and linen services. The name K-

Bro Linen Systems Inc. was adopted in 1984. 

 

The Fund was created for the purpose of acquiring, 

directly or indirectly, all the issued and outstanding 

securities of K-Bro Linen Systems Inc., with the IPO 

closing in February 2005. For income tax purposes, the 

Fund is a mutual fund trust, and K-Bro makes monthly 

distributions to unitholders of the Fund. Under the new 

income tax rules revealed in 2007, K-Bro will have to 

convert to a dividend-paying corporation by the 2011 

taxation year. The Fund is aiming for a December 31, 

2010 conversion. 

 

THE INDUSTRY  

 

The healthcare and hospitality customers of the laundry 

and linen services industry offer a stable base of 

recurring business for K-Bro. The healthcare sector, in 

particular, has as a backdrop an aging Canadian 

demographic and consequent need for healthcare beds 

and government funds.  

 

The relatively long-term nature of the contracts between 

the institutions and the providers (see Competitive 

Advantages below) sets up a barrier to entry for 

newcomers, as there is no opening in a contract situation 

until the expiration of that contract. Another important 

significant barrier to entry into the industry is the cost of 

investment: laundry facilities, such as K-Bro’s, require 

large upfront investment in: (a) facilities; (b) equipment; 

(c) linen; and (d) labour. 

 

COMPETITION/MARKET SHARE 

 

K-Bro’s competitors include privately-owned facilities 

and public-sector central laundries as well as private-

sector and public on-premise laundries. The Fund is, 

however, the only processor in Canada with plants in 

several major cities. 

 

In private-sector laundry and linen, the Fund’s market 

share ranges from 38% in Vancouver to 97% in Victoria. 

For K-Bro, expansion will depend on the following 

considerations: (a) the availability of acquisition 

candidates; (b) the volume of healthcare linen to be 

processed; and (c) policies of governments. 
 

 

K-Bro acquired laundry and linen service provider 

Buanderie HMR Inc. in Quebec City in 2008, and the 

Fund announced in its Q1/09 report that it had begun 

processing for two new hotel customers in Quebec City.  

The Fund has also begun processing for four new hotel 

accounts in British Columbia.  
 

As of the end of Q1/09, K-Bro had made several 

proposals and had entered into discussions with potential 

new healthcare and hospitality customers. Discussions 

are also underway with potential acquisition candidates.  

 

COMPETITIVE ADVANTAGES 

 

Among K-Bro’s competitive advantages are the 

following: 

  

 Long-term contracts (typically seven to ten years in 

the healthcare sector and two to five years in 

hospitality); 

 A strong institutional customer base on the healthcare 

side and in the hospitality industry. K-Bro’s customer 

base, which contains well-known names such as The 

Hospital for Sick Children and Mount Sinai on the 

healthcare side and Westin and Hyatt in hospitality, is 

seen as a plus for entry into new markets or expanding 

services in existing markets; 

 Modest maintenance capital expenditure requirements 

(longevity of equipment, preventative maintenance); 

 National brand-name recognition and strong 

reputation (reputation enhanced through green 

programs that include effective energy use and 

recycling programs); 

 Experienced management team and effective 

organizational structure (general managers at the six 

laundry facilities have 14-20 years in the industry); 

 Scalable business model (highly automated plants 

where the cost structure has a significant fixed-cost 

component and there are economies of scale as 

volumes increase);  

 Effective financing strategy: (a) conservative strategy 

ensures availability of lines of credit: $30 million line 

of credit with a major Canadian bank. At March 31, 

2009, the Fund has an outstanding letter of credit of 

$250,000, repayable January 24, 2010; and (b) unit 

distribution payout levels kept at prudent level - 

59.2% in Q1/09. 
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2008 RESULTS 
 

K-Bro experienced significant revenue and EBITDA 

growth in 2008, with revenue at $85.1 million up 14.9% 

versus 2007’s $74.1 million. EBITDA in 2008 was up 

34.9% to $12.4 million compared with $9.2 million in 

2007, resulting in a 2008 EBITDA margin of 14.6% 

compared with 12.4% a year earlier. 
 

Contributing to the 2008 growth was the acquisition of 

the assets of Buanderie HMR Inc. in Quebec City along 

with the addition of new customers, some part-way 

through 2007 and some in 2008. 
 

FIRST-QUARTER 2009 RESULTS 
 

For the first quarter of 2009, K-Bro reported revenue of 

$21.5 million, up 9.3% compared with Q1/08. The 

increase was mainly the result of: (a) increases in price 

and volume from existing customers; (b) the acquisition 

of Buanderie HMR Inc. in Quebec City; and (c) 

increased volume from a new Calgary Health Region 

contract. EBITDA in Q1/09 was $3.49 million, up 60.7% 

over $2.17 million in Q1/08 as a result of the higher 

revenue as well as operating cost reductions. The 

EBITDA margin was 16.2% compared to 11.1%. 

 

Labour costs for plant staff (as a percentage of plant 

revenue) declined from 50.7% in Q1/08 to 45.4% in 

Q1/09, due to efficiencies at the new Calgary plant (start-

up Q2/08) and the impact of the federal government 

temporary foreign worker program. 

 

Distributable cash in the quarter was $3.3 million ($0.46 

per Unit). Distributions amounted to $1.9 million ($0.275 

per Unit), for a payout ratio of 59.2% - a conservative 

ratio relative to other trusts and income funds. 

 

RECENT DEVELOPMENTS  
 

On April 24, 2009, K-Bro announced the signing of a 

contract extension (to December 31, 2010) on its 

operating room linen contract with Edmonton’s Capital 

Health, which is part of Alberta Health Services. The 

Fund’s primary contract with Capital Health, for the 

provision of general linen services, currently runs to the 

same date. 

 

OUTLOOK 
 

It is expected that there will continue to be meaningful 

increases in revenue and EBITDA in 2009 compared 
with 2008, and that the current level of cash distributions 

is sustainable for the Fund under its current structure. 

 

 

Increased volumes, price adjustments and operating 

efficiencies at the new Calgary plant are expected to 

continue for the full year compared with a 10-month 

period in 2008. 

 

REVENUE 
 

K-Bro derives revenue from the Healthcare and 

Hospitality sectors in a ratio of 79%/21% respectively 

(see Segmented Information table below). In terms of 

area breakdown, Alberta is K-Bro’s largest revenue-

producing market with over 40% of revenue, followed by 

British Columbia, the Toronto area, and Quebec City in 

that order. Sixty per cent of K-Bro’s revenue in Q1/09 

came from key customers in the major markets of 

Vancouver, Edmonton and Calgary (see Percentage of 

Revenue table below). 

 
K-Bro Segmented Information (Revenue) 

 

 
 
K-Bro Percentage of Revenue from Key Customers 

In Major Markets of Vancouver, Edmonton, Calgary* 

 

 
Source: K-Bro Annual and Quarterly Reports 
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FUTURE INCOME TAXES  

 

K-Bro Linen Income Fund is a mutual fund trust for 

income tax purposes, meaning that 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. K-Bro Linen Income Fund is aiming 

to convert to a dividend-paying corporation by December 

31, 2010. 

 

FUTURE DIVIDENDS 

 

K-Bro’s distribution payout ratio was 68.4% in 2008 and 

59.2% in Q1/09. At $0.275 per Unit for the quarter, the 

annualized rate is $1.10 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 July 20 its regular monthly distribution of $0.09167 

per unit, payable August 14, 2009.) 

 

 
 

The following table shows the possibility of dividend 

pay-outs by K-Bro in 2011, the first year after converting 

to a corporation. The assumptions for this table are: 

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

ranging between $11 million and $14 million; 

2. A combined federal-provincial tax rate of 31.0%; 

3. A contingency of 15% (equivalent to a 85% pay-out 

ratio after income taxes paid); and  

4. Units outstanding converted to common shares, and 

totaling (rounded) 7,000,000. 

 

 

 
 

For comparison, distributable cash in 2008 was $11,044. 

At a compound annual growth rate of 5% over the 

ensuing three years, pre-tax cash flow in 2011 would be 

$12,785. Thus, from the above table, dividends in 2011 

could be in the $0.95 range. If the stock were to sell at a 

5% yield, the share price would equate to $19.00. At 6%, 

the corresponding stock price would be $15.83. 

 

SHARE PRICE POTENTIAL 

 

Putting the above share price determinations in tabular 

form results in the following: 
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RISKS 
 

1. Fund Risks 
 

Among the risks that K-Bro faces are the following:  

 

 The economy: The current state of the economy and 

capital markets inject uncertainty into K-Bro’s 

growth process.   

 Contract renewals/competition: There is the 

possibility of contracts not being renewed.  In 2008, 

K-Bro lost two hospitality customers to lower-priced 

competitors and, as noted in K-Bro’s Q1/09 report, 

the contract with its former customer, Halton 

Healthcare, was awarded to another service provider. 

 Utility costs, labour markets, environmental matters, 

integration of acquisitions, and availability of future 

financing all present challenges for K-Bro. 

 In addition, covenants in the credit facility restrict 

various aspects of K-Bro’s business (for example, 

merging or acquiring other businesses, paying 

dividends, or making other distributions). Financial 

performance covenants require the Fund not to 

exceed a maximum total debt-to-EBITDA ratio, a 

minimum ratio of current assets to current liabilities, 

and a maximum total fixed-charges coverage ratio. 

K-Bro is currently comfortably within its covenants’ 

limits.   

 

2. 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. 

 

 

 

 

 

 

 

 

 

 

MANAGEMENT 

 

Linda McCurdy, President and CEO 

Sean Curtis, Senior Vice President & General Manager, 

    Edmonton 

Doug Thomson, FCA, Vice President & CFO 

 

 

CORPORATE INFORMATION 

 

K-Bro Linen Income Fund 

15023-123 Avenue, Suite 103 

Edmonton, Alberta T5V 1J7 

Tel: 780-453-5218 

Fax: 780-455-6676 

 

 

      
 


