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PREFACE





PrefaceThis In ter pre tive Re lease pro vides guid ance on re port ing Stan dard -
ized Dis trib ut able Cash in Man age ment’s Dis cus sion and Anal y sis
(MD&A) in in come trusts and other flow-through en ti ties. It sup ple -
ments the non-GAAP fi nan cial mea sures dis cus sion pro vided in
CICA’s Ca na dian Per for mance Re port ing Board (CPRB) 2004 pub li -
ca tion Man age ment’s Dis cus sion and Anal y sis: Guid ance on Prep a -
ra tion and Disclosure.

In come trusts and other flow-through en ti ties are com mon le gal
forms for car ry ing on a pub licly traded busi ness in Can ada. They dif -
fer from tra di tional in cor po rated busi nesses in that they are ca pa ble
of elim i nat ing in come tax a tion at the en tity level by dis trib ut ing their 
tax able in come to unitholders as it is earned, pro vid ing a sig nif i cant
cost sav ing. In ad di tion, since the traded unit value is gen er ally di -
rectly linked to the level of ex pected dis tri bu tions, these en ti ties have
a strong in cen tive to max i mize cash dis tri bu tions, and to max i mize
the cash that could be con sid ered distributable, even if it is retained
for other purposes.

In this en vi ron ment, in ves tors seek in for ma tion from man age ment
on the dis trib ut able cash an en tity has gen er ated in or der to as sess fu -
ture pros pects. To pro vide this in for ma tion and, in par tic u lar, in for -
ma tion about an en tity’s abil ity to gen er ate cash from op er a tions,
man age ment and in ves tors have in creas ingly turned to non-GAAP fi -
nan cial mea sures. Some of these mea sures take the GAAP in come
state ment and se lec tively add back cer tain non-cash ex penses. Oth ers 
start with the Cash Flows from Op er at ing Ac tiv i ties in the GAAP
Cash Flow State ment, and pro vide var i ous ad just ments to re flect
man age ment’s view as to the non-re cur ring or seasonally-adjusted
nature of a cash inflow or outflow.

The va ri ety of re port ing prac tices for dis trib ut able cash has re sulted
in dif fi cul ties in un der stand ing its com po nents and in mak ing mean -
ing ful com par i sons be tween en ti ties. Fur ther more, some en ti ties do
not re port “dis trib ut able cash” mea sures, but pro duce sta tis tics such
as “pay-out ra tios” based on mea sures of dis trib ut able cash. These
suf fer from the same dif fi cul ties. With out guid ance or other
benchmarks, dis clo sure of the na ture of ad just ments made in ar riv ing 
at dis trib ut able cash does not en able the user to see what el e ments or
at trib utes an entity has used to define its distributable cash
measures.
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On July 6, 2007, the Ca na dian Se cu ri ties Ad min is tra tors (CSA) pub -
lished re vised Na tional Pol icy State ment 41-201 In come Trusts and
Other In di rect Of fer ings that in cludes guid ance about dis trib ut able
cash. The CPRB be lieves that the CPRB guid ance will com ple ment
the CSA ma te rial by pro vid ing for a stan dard ized mea sure of dis trib -
ut able cash to im prove com pa ra bil ity and con sis tency of re port ing,
and a frame work for dis clo sure that will as sist pre par ers in meet ing
the ob jec tives of the CSA pol icy. Con se quently, the CPRB be lieves
that flow-through en ti ties should pro vide a mea sure of Stan dard ized
Dis trib ut able Cash in their MD&A, following the guidance set out in
this Interpretive Release.

On June 22, 2007, Bill C-52 re ceived Royal As sent. Bill C-52 en acts
the Min is ter of Fi nance’s Oc to ber 31, 2006 pro pos als to im pose a new
tax on dis tri bu tions of spec i fied flow-through en ti ties. This leg is la -
tion is ap pli ca ble for new flow-through en ti ties in 2007 and for ex ist -
ing en ti ties in 2011. Ex ist ing en ti ties will need to de velop plans for
their busi nesses in the four-year win dow to 2011 and for the post 2011 
en vi ron ment to re flect the ef fects of the pro posed tax. Those plans
could in volve sig nif i cant changes to pro duc tive ca pac ity man age ment
and debt man age ment strat e gies and ac cord ingly cash dis tri bu tion
pol i cies. This guid ance in cludes rec om men da tions that deal with dis -
clo sure of pro duc tive ca pac ity man age ment and debt man age ment
strat e gies and the terms and con di tions of fi nan cial ob li ga tions. In
this un cer tain en vi ron ment, these par tic u lar rec om men da tions take
on ad di tional im por tance to ensure that transparent and meaningful
disclosure of these matters is provided to investors.

This mea sure of Stan dard ized Dis trib ut able Cash and the re lated dis -
clo sures in this guid ance ad dress four ba sic needs of investors.

1. How much cash has been gen er ated in the pe riod, and where did
it come from? Are changes in work ing cap i tal a sig nif i cant fac tor
in vari ances in cash flows from op er at ing ac tiv i ties? The fi nan -
cial state ments seg re gate cash flows into those from op er a tions,
in vest ing, and fi nanc ing ac tiv i ties. But what is the source of dis -
tri bu tions to unitholders? Did this arise from op er a tions or was
it funded from borrowings or per haps from non-op er a tional
sources such as the sale of cap i tal as sets or even from the pro -
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ceeds of new units. An en tity should pro vide an anal y sis of its
cash flow state ment to ex plain how cash has been generated and
used in the period.

2. Has the en tity made suf fi cient in vest ment to main tain op er a -
tions? Has pro duc tive ca pac ity been main tained, grown, or di -
min ished? What is the re la tion ship of the en tity’s changes in
pro duc tive ca pac ity to its cap i tal ex pen di tures? Given the pro -
pen sity of flow-through en ti ties to dis trib ute as much of the cash 
gen er ated from op er a tions as pos si ble, in ves tors want to know
how pro duc tive ca pac ity has changed in the pe riod and its re la -
tion ship to the entity’s capital expenditures.

3. What is the im pact of an en tity’s strat egy for man ag ing long-term 
debt ob li ga tions, in clud ing un funded op er a tional ob li ga tions, on 
its dis tri bu tions? How does the en tity plan to fund these ob li ga -
tions? Some en ti ties may plan to roll-over long-term debt, while
oth ers may plan to re pay debt as it ma tures. Sim i larly, some op -
er at ing cash pay ments, such as con tri bu tions to pen sion plans,
and cash pay ments for as set re tire ment ob li ga tions, can be de -
ferred to some de gree at man age ment’s dis cre tion. How ever,
such de ferred costs may be come very large and ul ti mately limit
man age ment’s dis cre tion to use oth er wise dis trib ut able op er at -
ing cash flows. What im pact have such ob li ga tions had on the
period’s distributions and how will they affect future
distributions?

4. What fi nan cial cov e nants ex ist that might re strict fu ture dis tri -
bu tions and to what ex tent is the en tity in com pli ance with those
cov e nants? The rel a tively high dis tri bu tion rates of flow-
through en ti ties can con trib ute to ap par ently un an tic i pated li -
quid ity chal lenges. Like wise, re stric tions in bank cov e nants af -
fect ing cash dis tri bu tions may limit an en tity’s abil ity to
con tinue dis tri bu tions.

The ac com pa ny ing rec om men da tions re spond to these im por tant is -
sues and pro vide a frame work for con sid er ing dis trib ut able cash. On
some mat ters, the CPRB’s guid ance is nec es sar ily re stric tive, in or der 
to en sure that even a mod est de gree of mean ing ful and com pa ra ble
in for ma tion is pre sented. There fore, to pro vide in ves tors with in for -
ma tion that is re lated to cash, the rec om mended prac tices strictly in -
ter pret the mean ing of cash from op er a tions and do not per mit
ad just ments other than those con sid ered. Equally as well, how ever,
the CPRB rec og nizes the ben e fit of man age ment’s com mu ni ca tion of
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en tity-spe cific mat ters not well-suited to a mea sure de signed for com -
pa ra bil ity and con sis tency. Ac cord ingly, the guid ance con tem plates
that ad di tional en tity-spe cific ad just ments may be re corded by an en -
tity and re ported af ter Stan dard ized Dis trib ut able Cash as an ad -
justed dis tri bu tion base. On other mat ters, the rec om mended
prac tices are in ten tion ally gen eral: for ex am ple, there is no def i ni tion
of pro duc tive ca pac ity, as it is ex pected that such terms will be in dus -
try or firm specific. In these cases, the recommended practices derive
measures from definitions provided by the entities.

In short, this In ter pre tive Re lease sets out pre cise rec om men da tions
for the com po nents of Stan dard ized Dis trib ut able Cash to pro duce
com pa ra ble mea sures, while en abling ad di tional in for ma tion to be
pro vided to re flect the spe cific cir cum stances of each re port ing en tity. 
The dis clo sure re quire ments are also de signed to achieve that de gree
of trans par ency that en ables in ves tors to make mean ing ful judg -
ments as to the con struc tion and con text of each sig nif i cant element
of the calculation of distributable cash.

Ex am ples of the ap pli ca tion of the CPRB’s dis trib ut able cash guid -
ance will be avail able shortly as a sep a rate com pan ion doc u ment, ac -
ces si ble on CICA’s web site at www.cica.ca/cpr If you would like to be
no ti fied when the ex am ples are avail able, please send your re quest to
d.cash@cica.ca

While this guid ance is di rected to flow-through en ti ties, the CPRB ex -
pects that some of the prin ci ples it es pouses should also be ap pli ca ble
to non-GAAP fi nan cial mea sures em ployed in the cor po rate sec tor.
The CPRB is cur rently de vel op ing ad di tional guid ance to ad dress
these mea sures, in clud ing Earn ings Be fore In ter est, Taxes, De pre ci a -
tion and Am or ti za tion (EBITDA) and Free Cash Flow. In the mean -
time, how ever, cor po rate pre par ers are en cour aged to fol low rel e vant
as pects of this guid ance and pro vide com ments to the CPRB about
issues that in their view should be addressed.

The CPRB would like to thank the Ca na dian As so ci a tion of In come
Funds’ Dis trib ut able Cash Com mit tee for its ef forts in de vel op ing a
frame work for dis trib ut able cash.
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Any com ments on this guid ance, or sug ges tions for fu ture CPRB pro -
jects should be sent to Chris Hicks, CA, Prin ci pal, Knowl edge De vel -
op ment, The Ca na dian In sti tute of Char tered Ac coun tants,
277 Wellington Street West, To ronto, M5V 3H2, or e-mail to
d.cash@cica.ca
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INTRODUCTION





In tro duc tionPur pose of guid ance
Flow-through en ti ties fre quently pub lish a non-GAAP fi nan cial mea -
sure to de scribe the amount of cash gen er ated in a pe riod that is avail -
able for dis tri bu tion to unitholders, of ten de scribed as “dis trib ut able
cash”.1

There has been a wide va ri ety of prac tices ob served in the com pu ta -
tion of dis trib ut able cash and re lated mea sures by flow-through en ti -
ties in Can ada. This has led to sig nif i cant con fu sion about what the
term “dis trib ut able cash” rep re sents. For ex am ple, do the dis trib ut -
able cash flows arise from con tin u ing op er a tions or from the liq ui da -
tion of cap i tal as sets or other fi nanc ing ac tiv i ties? Has some pro vi sion 
been made for the re plen ish ment of con sumed as sets or are the dis tri -
bu tions in lieu of in vest ments in pro duc tive ca pac ity? In ves tors need
to know the an swers to these ques tions in or der to un der stand the
com pa ra bil ity of the mea sures and how to in ter pret them.

It is the view of the CICA’s Ca na dian Per for mance Re port ing Board
(CPRB) that guid ance on the mea sure ment and dis clo sure of cash
avail able for dis tri bu tion should im prove its con sis tency, com pa ra bil -
ity, and dis clo sure trans par ency. In the same vein, CEOs and CFOs
may wish to con sider the guid ance in de ter min ing whether fi nan cial
in for ma tion in in terim and an nual reg u la tory fil ings is fairly pre -
sented for cer tif i ca tion pur poses. Such guid ance may also be use ful
for audit committees in making similar assessments.

This In ter pre tive Re lease to the CICA pub li ca tion Man age ment’s Dis -
cus sion and Anal y sis: Guid ance on Prep a ra tion and Dis clo sure has
been pre pared to pro vide guid ance on the dis clo sure and mea sure -
ment of dis trib ut able cash by flow-through en ti ties, in clud ing in come
trusts and lim ited part ner ships. This guid ance rep re sents a state -
ment of gen eral rec om mended prac tices. It may not re solve the is sues
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shareholders. On June 22, 2007 Bill C-52 received Royal Assent. Bill C-52
implements the Minister of Finance’s October 31, 2006 announcement to tax
certain distributions of some specified flow-through entities.



that arise in all types of en tity or all sit u a tions, for ex am ple is sues
aris ing when a cor po ra tion con verts into an in come trust or is sues
aris ing in ac qui si tions. While the guid ance fo cuses on re port ing in
MD&A, much of this ma te rial will be equally ap pli ca ble in other pub -
lic dis clo sures, in clud ing press re leases.

Gen eral per spec tives on the use of dis trib ut able cash and
sim i lar non-GAAP fi nan cial measures
Dis trib ut able cash and other sim i lar terms such as dis trib ut able in -
come, dis trib ut able cash flow, and avail able dis trib ut able cash, are
com monly used ex am ples of non-GAAP fi nan cial mea sures em ployed
in fi nan cial re port ing. Non-GAAP fi nan cial mea sures are pro vided by
man age ment and em ployed by us ers to ob tain ad di tional an a lyt i cal
in sight into the per for mance and fi nan cial con di tion of an en tity not
pro vided by GAAP fi nan cial state ments. The mea sures, be ing
non-GAAP, may in volve an in her ent de gree of sub jec tiv ity such as
iden ti fy ing mat ters as “non-re cur ring items” and may omit items
such as “non-cash” ex penses that are re quired el e ments of any GAAP
com pu ta tion of per for mance. To be mean ing ful, a mea sure of cash
avail able for dis tri bu tion to unitholders, used in con junc tion with
other GAAP and non-GAAP in for ma tion, should en able us ers to form
rea son able ex pec ta tions of the com par a tive re turns on their in vest -
ments, be they debt or eq uity se cu ri ties of an issuer.

Char ac ter is tics of non-GAAP fi nan cial mea sures
There are some gen eral char ac ter is tics of non-GAAP fi nan cial mea -
sures that have sig nif i cant con se quences for these rec om men da tions:
first, they rely on his tor i cal in for ma tion, and sec ond, they fre quently
in volve sub jec tive judg ments and es ti mates.

His tor i cal in for ma tion The in sti tu tional frame work gov ern ing the 
pre sen ta tion and dis clo sure of for ward-look ing fi nan cial in for ma tion
in Can ada, in clud ing fore casts of fi nan cial in for ma tion, adds sig nif i -
cant re spon si bil i ties for is su ers of such in for ma tion. In light of these
re spon si bil i ties, many is su ers are re luc tant to for mu late for -
ward-look ing fi nan cial out looks or state ments. In stead, it is the re -
spon si bil ity of us ers of fi nan cial state ments to gen er ate fore casts and
other for ward-look ing fi nan cial in for ma tion from a com bi na tion of
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the trends ev i dent in the his tor i cal data pro duced by is su ers, and the
ap pli ca tion of judg ment (by the user) on how known or an tic i pated fu -
ture events will af fect those trends. 

Con se quently, fi nan cial in for ma tion pro duced by is su ers, in clud ing
non-GAAP fi nan cial mea sures, is gen er ally his tor i cal in for ma tion
that fa cil i tates the anal y sis of im por tant trends and de vel op ments
and en ables us ers to form their rea son able ex pec ta tions. There fore, to 
avoid the chal lenge of for ward-look ing in for ma tion, such mea sures
should be ca pa ble of be ing con structed from his tor i cal in for ma tion.

Use of sub jec tive es ti mates and en tity-spe cific in for ma tion
One pur pose for us ing non-GAAP fi nan cial mea sures is to per mit the
pre parer to con vey en tity-spe cific in for ma tion that may not be ev i -
dent from the con straints of GAAP-pre pared fi nan cial in for ma tion.
For ex am ple, an en tity may wish to con vey that cer tain trans ac tions
will not re cur, and there fore that in ves tors should not in clude any re -
lated amounts in form ing their ex pec ta tions of fu ture cash flows. Al -
ter na tively, an en tity may wish to in di cate that the his tor i cal cost of
an item expensed in the pe riod is not rep re sen ta tive of the cost of re -
plac ing or re new ing that item. Or an en tity may wish to con vey that it
has ex pec ta tions that trans ac tions not yet “cashed-out” do in fact
have a high de gree of cer tainty and that us ers should an tic i pate cash
flows from such trans ac tions in form ing their ex pec ta tions. Each of
these as ser tions may not be sup port able in the man ner ac corded to
GAAP in for ma tion, yet such in for ma tion may pro vide valid in sights
to fu ture cash flows.

While non-GAAP fi nan cial mea sures that in volve en tity-spe cific ad -
just ments are sub jec tive and of ten based on es ti mates, there is ev i -
dence that such dis clo sures are use ful to in ves tors. Ac cord ingly, such
in for ma tion should be made avail able to in ves tors as long as ap pro -
pri ate cau tions are made as to the in her ent risks of re ly ing upon such
un sub stan ti ated as ser tions. These en tity-spe cific non-GAAP fi nan -
cial mea sures, how ever, should be dis tin guished from other
non-GAAP fi nan cial mea sures that can be drawn from fi nan cial
state ments pre pared in ac cor dance with GAAP and which pro vide a
higher de gree of com pa ra bil ity and con sis tency.
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The pur pose of a dis trib ut able cash mea sure
The pur pose of a dis trib ut able cash mea sure is to pro vide us ers with a
(non-GAAP) fi nan cial mea sure of the pe ri odic cash from the en tity’s
ac tiv i ties that is po ten tially avail able for dis tri bu tion to unitholders.
To be use ful in mak ing com par i sons and anal y ses, the mea sure
should be con sis tent over time, com pa ra ble across en ti ties, and trans -
par ent as to its com po si tion. Such a mea sure should also max i mize its
re li ance on ob jec tively de ter mined his tor i cal data and min i mize sub -
jec tive judg ments and es ti mates.

Standardized Distributable Cash
To pro vide a trans par ent mea sure of cash avail able for dis tri bu tion to
unitholders that would be com pa ra ble be tween en ti ties and con sis -
tent over time, this guid ance rec om mends the use of a bench mark
mea sure and ac com pa ny ing dis clo sures that en able its ap pro pri ate
in ter pre ta tion. In view of the lack of a def i ni tion for “dis trib ut able
cash”, the con fu sion over its mean ing, and its wide spread use, the
CPRB be lieves a new term should be used to la bel this stan dard ized
bench mark mea sure — hence “Stan dard ized Distributable Cash.” 

Stan dard ized Dis trib ut able Cash is de fined as the GAAP mea sure of
cash from op er at ing ac tiv i ties af ter ad just ing for cap i tal ex pen di -
tures, re stric tions on dis tri bu tions aris ing from com pli ance with fi -
nan cial cov e nants re stric tive at the time of re port ing, and minority
interests.

Other entity-specific adjustments 
In or der to pro vide ad di tional in for ma tion that man age ment be lieves
is ap pro pri ate for the de ter mi na tion of lev els of dis tri bu tions, this
guid ance also con tem plates a mea sure that in cludes ad di tional items
be yond those in cluded in Stan dard ized Dis trib ut able Cash. This en -
tity-spe cific mea sure re flects ad just ments to Stan dard ized Dis trib ut -
able Cash for items out side of Stan dard ized Dis trib ut able Cash that
may af fect the en tity’s dis tri bu tions and forms a ba sis for the ac tual
amount of cash dis trib uted. Such items usu ally com prise en tity-spe -
cific ad just ments that in volve sig nif i cant man age ment judg ment be -
yond that in cor po rated in the bench mark mea sure, for ex am ple the
sea sonal ef fects of changes in work ing cap i tal and sub jec tively de ter -
mined non-re cur ring items. Such ad justed amounts would not be
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la belled as Stan dard ized Dis trib ut able Cash, but would be iden ti fied
by terminology such as adjusted distribution base, or distributable
cash or funds from operations etc.

Related disclosures
This guid ance also rec om mends MD&A dis clo sure of ad di tional in for -
ma tion to pro vide a con text for as sess ing the amount de scribed as
Stan dard ized Dis trib ut able Cash. This in for ma tion ad dresses var i ous 
con cerns with the mea sure of Stan dard ized Dis trib ut able Cash by
hav ing an entity disclose the following: 

• an anal y sis of the re la tion ship be tween Stan dard ized Dis trib ut -
able Cash and changes in work ing capital; 

• an anal y sis of the re la tion ship be tween Stan dard ized Dis trib ut -
able Cash, dis tri bu tions, and in vest ing and fi nanc ing activities;

• the en tity’s def i ni tion and re cent his tory of pro duc tive ca pac ity,
in clud ing in di ca tors of key com pet i tive at trib utes and a rec on cil i a -
tion of cap i tal ex pen di tures to pro duc tive ca pac ity, which may be
an a lyzed in terms of growth or maintenance; 

• the en tity’s strat egy for man ag ing pro duc tive ca pac ity; 
• the en tity’s fi nanc ing strat egy, in or der to un der stand the likely

im pact of fu ture fi nanc ing ac tiv i ties;
• the ex tent of com pli ance with fi nan cial cov e nants to in form us ers

about the de gree of flex i bil ity an en tity has to make dis tri bu tions;
• unit based and ra tio dis clo sures; and 
• tax at trib utes of dis tri bu tions and the en tity’s as sets.
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RecommendationsThe fol low ing guid ance pro vides rec om men da tions for the mea sure -
ment and dis clo sure of Stan dard ized Dis trib ut able Cash and re lated
mat ters. A sum mary of the rec om men da tions is pre sented in the
Ap pen dix.

A. GEN ERAL

1. Com pli ance with guid ance
Non-GAAP mea sures are com monly em ployed by us ers to make com -
par i sons be tween dif fer ent en ti ties or to es tab lish trends over time for 
a given en tity. This prac tice ex ists de spite se cu ri ties reg u la tors’ re -
quire ments for dis clo sure of warn ings by is su ers that such com par i -
sons may not be valid.2 The CPRB be lieves that its rec om men da tions
on Stan dard ized Dis trib ut able Cash will en able valid com par i sons to
be made. How ever, for that to oc cur, com pli ance with all the rec om -
men da tions is nec es sary. En ti ties that use a non-GAAP fi nan cial
mea sure to con vey amounts avail able for dis tri bu tion to unitholders
should com ply in full with these rec om men da tions in all ma te rial re -
spects. Oth er wise such la bels may lead to in valid com par i sons and
mis lead ing in fer ences.

An im por tant el e ment of these dis clo sures is in for ma tion re lat ing to
the re la tion ship be tween the dis tri bu tions and the cap i tal ex pen di -
tures of an en tity. A trade-off be tween cur rent dis tri bu tions and in -
vest ments in fu ture pro duc tive ca pac ity ex ists for all en ti ties mak ing
dis tri bu tion de ci sions re gard less of whether they use a non-GAAP
mea sure to dis cuss cash avail able for dis tri bu tion to unitholders. As a
con se quence, in for ma tion about the re la tion ship be tween cap i tal ex -
pen di tures and pro duc tive ca pac ity is crit i cal to in ter pret ing an en -
tity’s mea sure of cash avail able for dis tri bu tion. Ac cord ingly, to
in form us ers of the na ture of the de ci sions be ing made about dis tri bu -
tions and in vest ments in pro duc tive ca pac ity, the CPRB be lieves that
all flow-through en ti ties should dis cuss in the MD&A their def i ni tion
of productive capacity, its history, and their productive capacity
management and financing strategies.
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(a) When a flow-through en tity uses a non-GAAP fi nan cial
mea sure to re port the cash avail able for dis tri bu tion to
unitholders, the en tity should re port Stan dard ized Dis -
trib ut able Cash and re lated dis clo sures in ac cor dance
with these rec om men da tions.

(b) Whether or not a flow-through en tity uses a non-GAAP
mea sure to por tray cash avail able for dis tri bu tion to
unitholders, the en tity should dis cuss in its MD&A its
def i ni tion and his tory of pro duc tive ca pac ity, and its
pro duc tive ca pac ity man age ment and fi nanc ing
strat e gies.

(c) Flow-through en ti ties should make a state ment that
their MD&A is in com pli ance with this guid ance.

To in form read ers of the im por tance of the com plete ness of the dis clo -
sures, the CPRB rec om mends that flow-through en ti ties make a
state ment of com pli ance in their MD&A. For ex am ple, an en tity
might state the fol low ing at the be gin ning of its MD&A:

This Man age ment Dis cus sion and Anal y sis is in all ma te rial re -
spects in ac cor dance with the rec om men da tions pro vided in
CICA’s pub li ca tion Stan dard ized Dis trib ut able Cash in In come
Trusts and Other Flow-Through En ti ties: Guid ance on Prep a ra -
tion and Dis clo sure.

2. The def i ni tion and dis clo sure of Stan dard ized Dis trib ut -
able Cash 

To achieve the ob jec tives of us ers, mea sures of distributable cash
should be con sis tent and com pa ra ble across en ti ties. The def i ni tion of 
Stan dard ized Dis trib ut able Cash pro vided herein sat is fies these at -
trib utes in that it:

• mea sures cash on a com pa ra ble ba sis, that is, as de fined in GAAP;
• uses the con sis tent start ing point of cash flows from op er at ing ac -

tiv i ties fol low ing GAAP;
• re flects for all en ti ties a de duc tion for to tal cap i tal ex pen di tures as 

de fined by GAAP; and
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• rec og nizes that cer tain cov e nants may limit the amount of Stan -
dard ized Dis trib ut able Cash and that only the par ent’s in ter est in
a sub sid iary’s Stan dard ized Dis trib ut able Cash should be re -
flected in con sol i dated Stan dard ized Dis trib ut able Cash.

Stan dard ized Dis trib ut able Cash is de fined in these rec om -
men da tions as the pe ri odic cash flows from op er at ing ac tiv i -
ties as re ported in the GAAP fi nan cial state ments, in clud ing
the ef fects of changes in non-cash work ing cap i tal and any
op er at ing cash flows pro vided from or used in dis con tin ued
op er a tions, less ad just ments for:

(a) to tal cap i tal ex pen di tures as re ported in the GAAP fi -
nan cial state ments; and

(b) re stric tions on dis tri bu tions aris ing from com pli ance
with fi nan cial cov e nants re stric tive at the date of the
cal cu la tion of Stan dard ized Dis trib ut able Cash and lim -
i ta tions aris ing from the ex is tence of a mi nor ity in ter est
in a sub sid iary.

No other ad just ments for “one-time” or “un usual items”
should be made to cash flows from op er at ing ac tiv i ties in the
cal cu la tion of Stan dard ized Dis trib ut able Cash.

Flow-through en ti ties should dis close each of the el e ments of 
the def i ni tion of Stan dard ized Dis trib ut able Cash sep a -
rately, in the form of a rec on cil i a tion be tween pe ri odic cash
flows from op er at ing ac tiv i ties de ter mined in ac cor dance
with GAAP and Stan dard ized Dis trib ut able Cash.

The com po nents of Stan dard ized Dis trib ut able Cash
For the most part, com po nents of Stan dard ized Dis trib ut able Cash
will be ex tracted from the fi nan cial state ments and should not in volve 
ad di tional is sues re lated to es ti mates or as sump tions be yond those
used in the GAAP fi nan cial state ments.
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Op er at ing Cash Flows
The def i ni tion of Stan dard ized Dis trib ut able Cash uses cash flows
from op er at ing ac tiv i ties pre pared in ac cor dance with GAAP. These
cash flows take into ac count amounts pro vided or con sumed by
changes in work ing cap i tal bal ances3, which may vary for sea sonal,
cy cli cal, or non-re cur ring rea sons. While it may be im por tant to com -
mu ni cate the rea sons for such vari ances and their im pact on the en -
tity’s dis tri bu tion pol icy, no ad just ment for mat ters such as these
should be in cluded in ar riv ing at Stan dard ized Dis trib ut able Cash. It
is the ob jec tive of Stan dard ized Dis trib ut able Cash to pro vide com pa -
ra ble and con sis tent in for ma tion about the ac tual cash avail able,
which would be that amount of cash af ter ef fects of work ing cap i tal
changes. If an en tity’s ac tual cash dis tri bu tions ex ceed its Stan dard -
ized Dis trib ut able Cash, the en tity must have ob tained part of the
cash for such dis tri bu tions from some other source. Other mea sures
of dis trib ut able cash not strictly based on cash would not iden tify this
sit u a tion.

Ad just ment for cap i tal ex pen di tures
Ad just ments for cap i tal ex pen di tures are re stricted to cash out lays in
the pe riod for tan gi ble and in tan gi ble cap i tal as sets, in clud ing those
ma jor re pairs and main te nance items that are cap i tal ized in ac cor -
dance with GAAP. No ad just ment should be made in re spect of work -
ing cap i tal changes to main tain pro duc tive ca pac ity.

In some en ti ties, man age ment may be able to iso late the el e ments of
main te nance cap i tal ex pen di ture and growth cap i tal ex pen di ture in
to tal cap i tal ex pen di tures. While such in for ma tion may be use ful in -
for ma tion for an a lyz ing the amount of cap i tal ex pen di tures, the def i -
ni tion of Stan dard ized Dis trib ut able Cash in these rec om men da tions
em ploys the to tal cash amount of cap i tal ex pen di tures in the pe riod to
cal cu late a mea sure that is based on the ac tual cash trans ac tions that
have oc curred. Dis cus sions of main te nance and growth cap i tal ex pen -
di tures would none the less be ap pro pri ate in the dis clo sure con cern -
ing pro duc tive ca pac ity main te nance.
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It is rec og nized that there are cir cum stances when non-cap i tal ized
ma jor re pairs and main te nance oc cur cy cli cally and re sult in cy cli cal
pat terns to op er at ing cash flows. For ex am ple, an en tity may en gage
in sig nif i cant sched uled main te nance ac tiv i ties once ev ery three to
five years. This cy cli cal pat tern should be dis cussed as part of the ex -
pla na tion of the vari ance in pe ri odic Stan dard ized Dis trib ut able Cash 
(see be low), and the man ner in which it af fects dis trib uted cash. As
noted, cy cli cal events such as these may be addressed by reporting an
adjusted distribution base.

Ad just ment for fi nanc ing re stric tions caused by debt cov e -
nants or lim i ta tions aris ing from mi nor ity in ter ests
There are of ten con trac tual lim i ta tions on the dis tri bu tion of cash by
vir tue of a cov e nant aris ing in ei ther a par ent’s or sub sid iary’s debt
agree ments. For ex am ple a cov e nant may re quire an en tity to main -
tain a ra tio of spec i fied tan gi ble as sets and work ing cap i tal to
long-term debt. When a cov e nant is re stric tive in the pe riod and it has 
af fected dis tri bu tions, an ad just ment should be made to re duce Stan -
dard ized Dis trib ut able Cash.

Con sol i dated cash flows from op er at ing ac tiv i ties in clude the en tire
op er at ing cash flows of sub sid iar ies even though dis tri bu tions from
the sub sid iary may have to be shared with mi nor ity in ter ests. Like -
wise, cap i tal ex pen di tures of a non-wholly owned sub sid iary in clude a
por tion at trib ut able to the mi nor ity in ter est. Ac cord ingly, when a mi -
nor ity in ter est ex ists, con sol i dated Stan dard ized Dis trib ut able Cash
should re flect only the par ent’s in ter est in the sub sid iary’s Stan dard -
ized Dis trib ut able Cash. The ba sis for de ter min ing the par ent’s in ter -
est in the subsidiary’s Standardized Distributable Cash should be
disclosed.

No other ad just ments
In or der to pro vide a mea sure that is com pa ra ble from en tity to en tity
and con sis tent be tween pe ri ods, no other ad just ments should be made 
to cash flows from op er at ing ac tiv i ties in ar riv ing at Stan dard ized
Dis trib ut able Cash. En tity spe cific ad just ments may be made in the
cal cu la tion of the ad justed dis tri bu tion base, dis cussed in fur ther de -
tail be low.
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3. Ad just ments be yond items in Stan dard ized Dis trib ut -
able Cash: non-re cur ring items, non-cash items and
Funds from Op er a tions

One char ac ter is tic of some non-GAAP mea sures is the in clu sion of
man age ment’s ad just ments for en tity-spe cific is sues not con tem -
plated in a stan dard mea sure ment that fo cuses on com pa ra bil ity
across en ti ties and con sis tency over time.

There may be a cy cli cal or pe ri odic na ture to the pat tern of cash flows
gen er ated from op er at ing ac tiv i ties and from in vest ing ac tiv i ties. In
cer tain sea sonal in dus tries, in ven tory is built up (con sum ing cash) in
the sum mer months, and is sold (pro duc ing cash) in the win ter. In
other in dus tries, rou tine main te nance re quires a multi-year cy cle of
cap i tal ex pen di tures on com pres sors or ca pac ity re builds that may
also re quire ca pac ity to be taken off-line for ex tended pe ri ods. The rel -
a tive pre dict abil ity of the pat tern of such cash flows of ten mo ti vates
man age ment to de scribe them not in terms of the ac tual his tor i cal
cash pat terns, but af ter ad just ing for the cyclical or seasonal
components of operating and investing activities. 

Sim i larly, man age ment may wish to com mu ni cate the spe cial or
non-re cur ring na ture of cer tain trans ac tions that in their view should 
not be part of a user’s rea son able ex pec ta tion of the fu ture cash flows.
For ex am ple, re struc tur ing charges are fre quently de scribed as
non-re cur ring. Other ex am ples in clude in vest ing or fi nanc ing ac tiv i -
ties not in the nor mal course of busi ness, such as the pro ceeds from
ma jor as set dis po si tions or re fi nanc ing trans ac tions. En tity-spe cific
ad just ments may also in clude sig nif i cant com mit ments that an en tity 
may consider in determining the amount of its distributions.

When an en tity wishes to make en tity-spe cific ad just ments for items
such as these, they should be iden ti fied sep a rately from the el e ments
of Stan dard ized Dis trib ut able Cash. They should be re ported sep a -
rately and the ad justed amount pre sented as an ad just ment to the en -
tity’s distribution base.

When ad di tional en tity-spe cific ad just ments are made that
are out side the def i ni tion of Stan dard ized Dis trib ut able
Cash, these amounts should be sep a rately dis closed af ter the
com pu ta tion of Stan dard ized Dis trib ut able Cash and the ad -
justed amount re ported as an ad justed dis tri bu tion base.
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When an en tity re ports an ad justed dis tri bu tion base, the
com po nents of each ad just ment should be dis closed and an a -
lyzed. For ex am ple, when an ad just ment is made for work ing
cap i tal, the el e ments of the ad just ment, such as sea son al ity
and growth, should be an a lyzed by their na ture and the im -
pact of each el e ment on work ing cap i tal ex plained.

The ad justed dis tri bu tion base may be la beled in a va ri ety of ways, in -
clud ing “dis trib ut able cash” and “funds from op er a tions”.

Funds from Op er a tions and Ad justed Funds from
Op er a tions
Mea sures such as “funds from op er a tions”, and “ad justed funds from
op er a tions” ex clude some or all of the changes in work ing cap i tal that
are in cluded in the cal cu la tion of cash flows from op er at ing ac tiv i ties.
In ef fect, they in cor po rate non-cash el e ments in a cash mea sure. So
the con cept of funds from op er a tions is not con sis tent with cash, and
it should not be re ported as a sub-to tal be tween cash flows from op er -
at ing ac tiv i ties and Stan dard ized Distributable Cash, both cash
measures. 

Man age ment may rec om mend rates of cash dis tri bu tions based upon
the per for mance of such non-cash mea sures. Funds from op er a tions
and ad justed funds from op er a tions are ex am ples of a mea sure that
may re flect man age ment’s in sights as to the ap pro pri ate dis tri bu -
tions of amounts de rived from Stan dard ized Dis trib ut able Cash, and
as such they could be ap pro pri ately pre sented as an adjusted
distribution base. 

Dis tri bu tion lev els based on mea sures that ex clude work ing cap i tal
changes would, to the ex tent the work ing cap i tal change has con -
sumed cash, have to be funded by some other source than cash from
op er a tions. In that event, the en tity should ex plain the source of the
additional funds.
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B. RELATIONSHIP OF STANDARDIZED DISTRIBUTABLE
CASH TO THE ENTITY’S OPERATIONS AND INVESTING
AND FINANCING ACTIVITIES

An en tity’s Stan dard ized Dis trib ut able Cash re flects its cash flows
from op er at ing ac tiv i ties and con se quently may be af fected by dis cre -
tion ary de ci sions that de fer or ad vance the tim ing of those flows. In
or der for the in ves tor to un der stand the sig nif i cance of the pe ri odic
Stan dard ized Dis trib ut able Cash, the en tity should pro vide an anal y -
sis of the ef fect of de fer ring or ad vanc ing dis cre tion ary op er at ing cash 
flows, both short and long-term, on Standardized Distributable Cash.

De ferred or ad vanced items may be short term in na ture, such as the
pay ment of ac counts pay able or the pay ment of ac cru als, for ex am ple,
per for mance bo nuses paid in a sub se quent pe riod. The cash con se -
quences of other op er at ing trans ac tions may also be ac cel er ated or de -
ferred on a long-term ba sis. A com mon ex am ple is the pen sion
con tri bu tion re lated to the pe ri odic pen sion ex pense. Fund ing such
amounts may in volve a sig nif i cant degree of management discretion. 

The amount of many pe ri odic op er at ing cash flows is sub ject to a sim i -
lar de gree of man age ment dis cre tion. Other ex am ples of long-term
op er at ing items that are sub ject to de fer rals re sult ing from some de -
gree of man a ge rial dis cre tion are as set re tire ment ob li ga tions, free
rent ar range ments, and de ferred in ter est pay ments on dis counted
long-term ob li ga tions. These items are non-cash op er at ing trans ac -
tions un til funded. The fund ing of such amounts may be de ter mined
by con tract, such as free rent ob li ga tions which are de ferred un til rent 
is paid, or by the con clu sion or ter mi na tion of a con tract, such as ac -
crued in ter est on a debt in stru ment orig i nally is sued at a dis count,
which is paid at re demp tion. Such dis cre tion ary man age ment of these 
op er at ing items may have a sig nif i cant ef fect on the en tity’s periodic
cash flows from operating activities and its Standardized
Distributable Cash. 

The ef fect of such dis cre tion ary items on cash flows from op er at ing
ac tiv i ties and on pe ri odic Stan dard ized Dis trib ut able Cash should be
ex plic itly dis closed. To the ex tent that changes in short-term ob li ga -
tions oc cur, they should be an a lyzed in ac cor dance with
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rec om men da tion 4 be low. To the ex tent that changes in long-term op -
er at ing ob li ga tions oc cur, they should be an a lyzed in accordance with
recommendation 5 below. 

In ad di tion to be ing af fected by the dis cre tion ary man age ment of op -
er at ing ac tiv i ties, dis tri bu tions, funded in whole or in part by Stan -
dard ized Dis trib ut able Cash, may com pete with or be com ple mented
by other in vest ing and fi nanc ing trans ac tions. Ac cord ingly, for the in -
ves tor to un der stand the sig nif i cance of the pe ri odic Stan dard ized
Dis trib ut able Cash, the en tity should also pro vide an anal y sis of the
ef fect of in vest ing and financing transactions on its distributions.

4. Anal y sis of the re la tion ship be tween Stan dard ized Dis -
trib ut able Cash and changes in work ing capital 

The start ing point of the Stan dard ized Dis trib ut able Cash mea sure is
the pe ri odic amount of cash flows from op er at ing ac tiv i ties. Changes
in work ing cap i tal may be a sig nif i cant source of vari a tion in such op -
er at ing cash flows. Us ers should un der stand the ex tent to which
changes in an en tity’s work ing cap i tal have produced or consumed
cash.

To pro vide a con text for such changes, it is nec es sary to have some
bench mark data so that the ef fects of say, sea son al ity, can be dis tin -
guished from those of growth, or, in chal leng ing times, ex cess in vest -
ments in work ing cap i tal. To en able such anal y ses, which are
im por tant to the de ter mi na tion of ex pected fu ture cash flows from op -
er a tions, an en tity should dis close its his tory of sea son al ity in work -
ing cap i tal, if any, and its pol i cies or benchmarks for days sales
out stand ing in re ceiv ables, in ven tory turn over, and sim i lar mat ters
that are ger mane to the anal y sis of work ing cap i tal move ments. Such
in for ma tion would en able a user to as sess the im pact of sea son al ity on 
in terim Stan dard ized Dis trib ut able Cash mea sures. An nu al ized
benchmarks for work ing cap i tal man age ment would en able a user to
de ter mine if an en tity was con sum ing or generating cash through
expected or unexpected growth in working capital.
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Flow-through en ti ties should dis close:

(a) their work ing cap i tal pol i cies, spe cif i cally iden ti fy ing:
• any his tory of sea son al ity in work ing cap i tal re quire -

ments; and 
• benchmarks for days sales in re ceiv ables, in ven tory

turn over, and other work ing cap i tal items; and
(b) an anal y sis of pe ri odic changes in the work ing cap i tal

and their ef fects on Stan dard ized Dis trib ut able Cash.

If short-term items in work ing cap i tal af fect an en tity’s dis -
tri bu tions, these amounts should be quan ti fied and dis -
closed, and, when an ad justed dis tri bu tion base is re ported,
rec og nized in the en tity’s cal cu la tion of that base.

The Stan dard ized Dis trib ut able Cash cal cu la tion is only com pa ra ble
to other en ti ties’ Stan dard ized Dis trib ut able Cash mea sures if it is
con sis tently com puted on a cash ba sis. None the less, if an en tity’s dis -
tri bu tions are af fected by trans ac tions that are em bed ded in its work -
ing cap i tal po si tions, such as payables and re ceiv ables that are very
short-term in na ture, those amounts should be re flected in the en -
tity’s cal cu la tion of its adjusted distribution base.

5. Anal y sis of the re la tion ship be tween Stan dard ized Dis -
trib ut able Cash, dis tri bu tions, and in vest ing and fi nanc -
ing activities 

Fi nanc ing and in vest ing ac tiv i ties (other than cap i tal ex pen di tures)
are not an el e ment of the cal cu la tion of Stan dard ized Dis trib ut able
Cash. They ei ther pro vide com ple men tary sources of cash or may
com pete with dis tri bu tions as uses for the Stan dard ized Dis trib ut able 
Cash. For ex am ple, out side debt fi nanc ing may fund all or a por tion of
the cap i tal ex pen di tures of an en tity, and hence com ple ment the
Stan dard ized Dis trib ut able Cash. Con versely, the re pay ment (rather
than re fi nanc ing) of ma tur ing debt or lines of credit may com pete
with cash dis tri bu tions to unitholders as a use of Standardized
Distributable Cash.

In ef fect, Stan dard ized Dis trib ut able Cash is a re or ga ni za tion of the
GAAP State ment of Cash Flows to re flect the in ter ac tion be tween an
en tity’s cash flows from op er at ing ac tiv i ties and its cap i tal ex pen di -
tures, the lat ter out flows be ing the en tity’s pe ri odic in vest ment in
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pro duc tive ca pac ity. Cash dis tri bu tions to unitholders are only one
po ten tial use of the re main ing cash: un der stand ing the en tity’s pol i -
cies and ac tions with re spect to the other sources and uses of cash pro -
vides a more com plete ba sis for the analysis of Standardized
Distributable Cash. 

Flow-through en ti ties should pro vide an anal y sis of the re la -
tion ship be tween pe ri odic amounts of Stan dard ized Dis trib -
ut able Cash, dis tri bu tions, and in vest ing and fi nanc ing
ac tiv i ties, in clud ing changes in long-term un funded op er at -
ing ob li ga tions. When such ac tiv i ties have a sig nif i cant im -
pact on cash that is dis trib ut able to unitholders, for ex am ple, 
when in vest ing ac tiv i ties gen er ate cash from the sale of cap i -
tal as sets or when fi nanc ing ac tiv i ties re quire the sig nif i cant
out flow of cash, their im pact should be re flected in an anal y -
sis of the use of the Standardized Distributable Cash. 

The re la tion ship be tween the pe ri odic amount of Stan dard -
ized Dis trib ut able Cash and changes in long-term un funded
op er at ing ob li ga tions that ul ti mately will re sult in fu ture op -
er at ing out flows or in flows should be ex plic itly ad dressed. In
par tic u lar, the amount and ex pected tim ing of the re ver sal of 
any sig nif i cant de fer rals of un funded op er at ing trans ac -
tions, such as pen sion con tri bu tions, ARO’s, or ac crued in ter -
est in each of the next five years, should be spe cif i cally
identified.

Cash dis tri bu tions in clude not only dis tri bu tions di rectly to
unitholders but also unit re pur chases through nor mal course is suer
bids or any other unit trans ac tion ex e cuted in ex change for cash in
the nor mal course of business.

The spe cific dis cus sion of un funded op er at ing ob li ga tions rec og nizes
that there are em bed ded fi nanc ing ac tiv i ties in amounts that are con -
ven tion ally re corded in the GAAP fi nan cial state ments as op er at ing
ac tiv i ties. These in clude pen sion con tri bu tions that re sult from
short-run op er at ing ac tiv i ties but which may be funded over a lon ger
time pe riod. A sim i lar sit u a tion in volves the in cur rence of long-term
as set re tire ment ob li ga tions that are es sen tially fi nanced by the en -
tity un til cashed out. Free rent in leas ing sit u a tions is es sen tially the
land lord fi nanc ing the ten ants’ ini tially “free” rent on a long-term
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ba sis, i.e. the pay back be ing over the pe riod of the cash lease pay -
ments. Sim i larly zero-cou pon bonds are not in ter est free, but pro vide
the in ves tor with com pound in ter est at the time of re pay ment of the
face amount of the ob li ga tion.4 The anal y sis should ex plain the ex tent
to which such ob li ga tions have been de ferred from the cur rent pe riod
and when such de fer rals are ex pected to af fect Stan dard ized Dis trib -
ut able Cash in the fu ture. In par tic u lar, the anal y sis should iden tify
the amounts ex pected to be needed to fund these ob li ga tions and the
amounts ex pected to be paid in each of the next five years. This
disclosure would be similar to that required for conventional
financing transactions. 

C. ADDITIONAL DISCLOSURES TO ACCOMPANY
STANDARDIZED DISTRIBUTABLE CASH

Stan dard ized Dis trib ut able Cash is un der stand able by us ers only if
its con text is un der stood. Spe cif i cally, the fol low ing dis clo sures are
rec om mended to pro vide a con text for the com pre hen sion of an en -
tity’s pe ri odic Stan dard ized Dis trib ut able Cash: in for ma tion on the
en tity’s pro duc tive ca pac ity (in clud ing its his tory and the strat egy for
its man age ment); its debt man age ment strat egy (in clud ing un funded
op er at ing ob li ga tions); in for ma tion about com pli ance with debt cov e -
nants; per unit and ra tio dis clo sures; and in for ma tion about the en -
tity’s tax at trib utes. This ad di tional in for ma tion is es sen tial to
un der stand ing relative amounts of Standardized Distributable Cash
and the level of distributions. 

6. Def i ni tion and his tory of pro duc tive ca pac ity
To rec og nize the cost of the con sump tion of cap i tal as sets, GAAP pro -
vides for mea sures of de pre ci a tion, de ple tion and am or ti za tion in ar -
riv ing at net in come. Stan dard ized Dis trib ut able Cash does not
in clude a pro vi sion for the use of cap i tal as sets. Rather, it de ducts the
to tal amount of cap i tal ex pen di tures in the pe riod to rec og nize the en -
tity’s use of cash to sup port its pro duc tive ca pac ity. To un der stand
the con se quences of the amount of cash used in cap i tal ex pen di tures
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(rather than in dis tri bu tions), the rec om men da tions re quire a dis cus -
sion of the im pact of the cap i tal ex pen di tures on an en tity’s pro duc -
tive ca pac ity.

Con cep tu ally, the pe ri odic cost that an en tity would in cur to sim ply
main tain its pro duc tive ca pac ity could be pro vided in stead of the ac -
tual amount of cap i tal ex pen di tures. How ever, such mea sures suf fer
from sev eral po ten tial de fects. First, they are in her ently for ward
look ing, and there fore are gen er ally in com pat i ble with the in sti tu -
tional frame work which chal lenges such for ward-look ing in for ma -
tion. Sec ond, such mea sures may not re flect the strat egy of the en tity, 
which may be not to re place or main tain the ca pac ity con sumed. Fi -
nally, it may be dif fi cult to dis crim i nate be tween the amounts needed
to main tain an en tity’s ca pac ity and to grow the en tity’s ca pac ity to
pro duce goods and ser vices in the fu ture, particularly if the nature of
such goods and services changes over time.

While a pro vi sion for pro duc tive ca pac ity main te nance may not be ca -
pa ble of be ing ex pressed in fi nan cial terms, it is none the less nec es -
sary to have some in for ma tion to as sess whether the cash the en tity
ex pends on cap i tal ex pen di tures is in fact main tain ing, grow ing, or
oth er wise trans form ing the en tity’s pro duc tive ca pac ity. An ex plicit
mea sure of the pro duc tive ca pac ity of the en tity, to gether with an his -
tor i cal re cord of changes in that ca pac ity, would pro vide the user with
the abil ity to as sess whether the en tity’s po ten tial to pro duce fu ture
op er at ing cash flow has been maintained or otherwise transformed by 
its capital expenditures.

This is un likely to be a one-size-fits-all anal y sis. There are many di -
men sions to pro duc tive ca pac ity, in clud ing com par a tive costs of pro -
duc tion, vin tage of tech nol ogy, and flex i bil ity to pro duce al ter na tive
out puts. Those di men sions that de scribe the com pet i tive na ture of
pro duc tive ca pac ity are usu ally the most important to investors.

In stead of re quir ing a fi nan cial mea sure of a pro vi sion to main tain
pro duc tive ca pac ity, these rec om men da tions man date dis clo sure of
the en tity’s phys i cal mea sure of pro duc tive ca pac ity, by seg ment if ap -
pro pri ate. En ti ties can ex press the no tion of pro duc tive ca pac ity in a
num ber of dif fer ent ways, vary ing by in dus try and en tity, al though
at trib utes are gen er ally ex pressed in phys i cal, tech no log i cal, and eco -
nomic terms. In tan gi ble as well as tan gi ble as sets should be in cluded

PAGE 23 — July 2007 — Man age ment’s Dis cus sion & Anal y sis — In ter pre tive Release
© The Ca na dian In sti tute of Char tered Ac coun tants

Recommendations



in the no tions of pro duc tive ca pac ity. In for ma tion should in clude not
only phys i cal mea sures of pro duc tive ca pac ity, but also in di ca tors of
the rel a tive com pet i tive ness of the capacity, as expressed in cost per
unit output, vintage, or other competitive attribute.

The pe ri odic change in pro duc tive ca pac ity should be rec on ciled to the 
en tity’s cap i tal ex pen di ture el e ment of its Stan dard ized Dis trib ut able 
Cash cal cu la tion. Spe cif i cally a re cent his tory of the en tity’s pro duc -
tive ca pac ity should be pro vided to en able a reader to as sess whether
pro duc tive ca pac ity, as de fined by the en tity, has been growing,
maintained, or in decline.

Flow-through en ti ties should dis close in for ma tion con cern -
ing the pro duc tive ca pac ity of the en tity, or its seg ments,
in clud ing:

(a) a def i ni tion and mea sure of pro duc tive ca pac ity that re -
flects the prin ci pal busi ness op er a tions, or that of their
sig nif i cant seg ments, if ap pro pri ate. This dis cus sion
should in clude rel e vant phys i cal, tech no log i cal and eco -
nomic at trib utes;

(b) a re cent his tory of the mea sure of pro duc tive ca pac ity as 
de fined, iden ti fy ing sig nif i cant changes in pro duc tive
ca pac ity, sep a rat ing those aris ing through ac qui si tions
and dis po si tions from those aris ing from cap i tal
ex pen di tures; 

(c) iden ti fi ca tion of any in tan gi ble as sets, such as cus tomer
con tracts, long-term pur chase and sup ply agree ments,
and pat ents or trade marks that are a sig nif i cant in put
into the pro duc tive ac tiv i ties of an en tity, whether or
not they are re corded for fi nan cial state ment pur poses; 

(d) an anal y sis of the his tor i cal re cord of both to tal pro duc -
tive ca pac ity and fully di luted per unit pro duc tive ca pac -
ity and trends for such ca pac ity; and

(e) a rec on cil i a tion of the change in pro duc tive ca pac ity in
the pe riod with the pe riod’s to tal cap i tal ex pen di ture.

In man u fac tur ing en ti ties, pro duc tive ca pac ity may be mea sured in
units of pro duc tion per unit time, such as tons of out put/day. In ser -
vice in dus tries, the mea sure may be one of phys i cal ca pac ity, such as
ton-miles or seat-miles, or some other mea sure of through-put. In the
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re source sec tor, it would be proved and prob a ble re serves or bar rels of 
oil equiv a lent (BOE) per day. In real es tate it would be square foot age
of a real es tate prop erty. In re tail dis tri bu tion, it would be store mea -
sures. Such mea sures should rep re sent the fun da men tal units of pro -
duc tion en abling an entity to competitively produce output. 

To un der stand the re la tion ship be tween pro duc tive ca pac ity and op -
er at ing cash flow po ten tial, such data will need to be sup ple mented
with fi nan cial mea sures that pro vide ad di tional in sights into the eco -
nomic char ac ter is tics of the ca pac ity, for ex am ple cost per ton of out -
put, or sim i lar in di ca tors of the vin tage or com pet i tive ness of the
ca pac ity. All these mea sures pro vide an in di ca tion of the ex tent to
which the en tity can gen er ate through put or pro duc tion in the broad -
est sense. The pro duc tive ca pac ity his tory should be put into con text
by dis cus sion of in her ent risks in that mea sure of ca pac ity. For ex am -
ple in the en ergy sec tor, when an en tity elects to de fine pro duc tive ca -
pac ity in terms of vol umes of re serves, the def i ni tion and his tory of
pro duc tive ca pac ity may be ac com pa nied by or cross-ref er enced to a
sensitivity analysis that sets out the impact on reserves of changes in
oil and gas prices.

For many en ti ties, the def i ni tion of pro duc tive ca pac ity will need to be 
com ple mented with a dis cus sion of re lated in tan gi bles. For ex am ple,
the in for ma tion tech nol ogy in fra struc ture will of ten be a sig nif i cant
de ter mi nant of an en tity’s com pet i tive ness. Any data-in ten sive op er -
a tion will likely have its ca pac ity af fected by this el e ment of pro duc -
tive ca pac ity. An other ex am ple is a long-term fixed-price sup ply
con tract that de ter mines sales rev e nues for a sig nif i cant por tion of an 
en tity’s out put and that on ex piry or re newal, could sig nif i cantly
change the en tity’s op er at ing cash flows. The re main ing term of such
a con tract may be a crit i cal at trib ute of its ca pac ity, as well as the
periodic volumes and prices of output the contract specifies.

7. Pro duc tive ca pac ity man age ment strat egy
Cap i tal ex pen di tures com pete with dis tri bu tions for the use of an en -
tity’s cash. An in ves tor’s ex pec ta tions of fu ture cash flows will be af -
fected by the en tity’s strat egy for man ag ing its pro duc tive ca pac ity.
The pro duc tive ca pac ity man age ment strat e gies in flow-through en ti -
ties may range from the sim ple main te nance of a ba sic ser vice (e.g.
sim ply main tain rental pre mises) to growth strat e gies that en able the 
en tity to grow cash flows through the de ploy ment of the lat est
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tech nol ogy. The strat egy may be op por tu nis tic: ca pac ity is main -
tained when it is af ford able and ex pected to yield pos i tive re turns and
per mit ted to de plete when mar ket con di tions in di cate that it would
not be fruit ful to main tain. In some cir cum stances, the en tity’s strat -
egy may be not to re place ca pac ity at all, but to per mit the ca pac ity to
be con sumed. Any one of these strat e gies may make sense in the con -
text of a flow-through en tity, and it is im pos si ble to un der stand the
im pli ca tions of an en tity’s Stan dard ized Dis trib ut able Cash that is
mea sured net of its capital expenditures without a statement of its
strategy on management of productive capacity.

Flow-through en ti ties should pro vide:

(a) a clear state ment of their strat egy with re spect to pro -
duc tive ca pac ity man age ment, their ac tiv i ties to im ple -
ment this strat egy, and the risks re lated to its
ac com plish ment. The di min ish ment or ex pan sion of pro -
duc tive ca pac ity from such fac tors as pro duc tion or use,
tech no log i cal change and ob so les cence, chang ing in put
or out put prices, and the ef fects of changes in in for ma -
tion tech nol ogy, should be iden ti fied, as well as the en -
tity’s planned re sponse to such factors;

(b) the strat egy with re spect to the man age ment of in tan gi -
ble as sets that af fect the abil ity of that pro duc tive ca -
pac ity to pro duce op er at ing cash flows; and 

(c) the po ten tial risks as so ci ated with such strat e gies, such
as the abil ity to rep li cate the ca pac ity, em pha siz ing the
tim ing as well as the ef fect of such risks.

When dif fer ent busi ness seg ments have dif fer ent strat e gies,
each seg ment’s strat egy should be ex plained. 

Such strat e gies may in clude “op por tu nis tic” ap proaches, i.e.
ca pac ity man age ment strat e gies that are con tin gent on prod -
uct and cap i tal as set prices, fi nanc ing and mar ket
con di tions.

For some en ti ties, such as min ing op er a tions, the pro duc tive ca pac ity
man age ment strat egy dis cus sion might de scribe the en tity’s strat egy
for the ex plo ra tion and de vel op ment of new re serves. In some cir cum -
stances, the abil ity to de velop new ca pac ity on a com pet i tive ba sis
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may be sub ject to con sid er able un cer tainty, such as when find ing
costs per BOE are highly vari able. In those cir cum stances, the his tor i -
cal re cord of ca pac ity and of the re sults of pre vi ous cap i tal
expenditure programs would be highly useful. 

To the ex tent pos si ble, the dis cus sion of pro duc tive ca pac ity man age -
ment strat egy should in clude an out look for the fore see able fu ture,
but not nec es sar ily in the form of a fi nan cial out look. In those busi -
nesses where cy cli cal main te nance oc curs only once ev ery few years,
it would be ap pro pri ate to pro vide an ex pla na tion of the main te nance
cy cle and its im pact on op er at ing cash flows and cap i tal ex pen di tures.
This should in clude the timeframe con tem plated by the outlook,
which will likely not exceed five years. 

Dif fer ent pro duc tive ca pac ity man age ment strat e gies will in volve dif -
fer ent risks. Ex am ples in clude the risk of tech no log i cal change, ob so -
les cence, and changes in prices in prod uct or in put prices that
chal lenge the com pet i tive po si tion of an en tity’s ca pac ity. For some
cir cum stances, the res o lu tion of an un cer tainty may take a con sid er -
able pe riod of time. For ex am ple a long-term fixed price sup ply con -
tract may not be re new able for many years. En ti ties should pro vide a
dis cus sion of both the like li hood and tim ing that a risk re lated to
main tain ing pro duc tive ca pac ity will ma ture as well as the
consequence of a matured risk and risk mitigation strategies.

8. Fi nanc ing strat egy
While fi nanc ing trans ac tions do not ex plic itly en ter into the mea sure
of Stan dard ized Dis trib ut able Cash, such trans ac tions may com ple -
ment or com pete with dis tri bu tions as a use of Stan dard ized Dis trib -
ut able Cash. Us ers need to un der stand the en tity’s strat egy for debt
man age ment and the risks as so ci ated with the strat egy in or der to
for mu late ex pec ta tions of fu ture cash dis tri bu tions. Some en ti ties
may plan to con tin u ally roll over debt as it ma tures, while oth ers may
plan to dis charge debt in the nor mal course of busi ness. In some in -
dus tries, an en tity’s fi nanc ing strat egy may largely de pend on ex ter -
nal fac tors, such as the im pact of com mod ity prices on the value of the
en tity’s as set base. In other cir cum stances, an en tity may plan to am -
or tize the prin ci pal amounts of its debts as its as set base de pletes over 
time. In yet other cir cum stances, the debt man age ment strat egy may

PAGE 27 — July 2007 — Man age ment’s Dis cus sion & Anal y sis — In ter pre tive Release
© The Ca na dian In sti tute of Char tered Ac coun tants

Recommendations



not stip u late spe cific tar gets, e.g. debt/eq uity ra tios, but rather con -
sider the terms and amounts of funds avail able and needed at any
given time. 

As noted above, some en ti ties may have sig nif i cant amounts of
long-term un funded op er at ing ob li ga tions, such as pen sion plan li a -
bil i ties, as set re tire ment ob li ga tions and free rent that may also re -
quire the al lo ca tion of fu ture op er at ing cash flows. In cir cum stances
such as these, the en tity should dis cuss its strat egy for fund ing these
ob li ga tions as part of the debt man age ment strat egy. This would in -
clude quan ti fi ca tion of the amounts in volved, time pe riod over which
fund ing is likely to oc cur, and the planned source for fund ing, par tic u -
larly those amounts that are ex pected to be due or payable within the
next five years. 

Each strat egy has a dif fer ent im pact on an in ves tor’s ex pec ta tions of
an en tity’s dis tri bu tions. Ac cord ingly, en ti ties should dis cuss their
debt man age ment strat egy for the next five years. As well, en ti ties
should dis cuss their re cent his tory of the is su ance and re pay ment of
debt. This anal y sis should be re ported by segment when leverage
varies.

Flow-through en ti ties should dis cuss their strat egy for man -
ag ing the debt el e ment of their fi nan cial cap i tal struc ture for 
the next five years. This would in clude:

• the man ner and time pe riod over which the en tity in tends
to re pay or re fi nance ex ist ing ob li ga tions; and

• the ex tent to which debt fi nanc ing may com ple ment or
com pete with dis tri bu tions.

The debt man age ment strat egy dis cus sion should in clude in -
come tax li a bil i ties and un funded op er at ing ob li ga tions, such 
as un funded pen sion ob li ga tions, as set re tire ment ob li ga -
tions, and free rent.

Flow-through en ti ties should ex plain the re la tion ship, if any, 
of their pro duc tive ca pac ity man age ment strat egy with that
of their debt man age ment strat egy in di cat ing the risks to
cash dis tri bu tions that arise from that re la tion ship.

July 2007 — Man age ment’s Dis cus sion & Anal y sis — In ter pre tive Re lease — PAGE 28
 © The Ca na dian In sti tute of Char tered Ac coun tants

Stan dard ized Dis trib ut able Cash in In come Trusts
and Other Flow-Through Entities



As noted above, an en tity’s debt man age ment strat egy may im pact its
dis tri bu tions and thus the re la tion ship be tween dis tri bu tions and
Stan dard ized Dis trib ut able Cash, gen er ally re ferred to as its pay-out
ra tio. Ac cord ingly, any ef fect of the en tity’s re cent debt his tory on dis -
tri bu tions should be dis cussed as part of the dis cus sion of the pay-out
ratio (see 10 below).

9. Ex tent of com pli ance with fi nan cial cov e nants at the
par ent or sub sid iary levels

Debt ob li ga tions may con tain pro vi sions that re strict the dis cre tion -
ary uses of cash un der cer tain con di tions and ac cord ingly limit the en -
tity’s fi nan cial flex i bil ity and po ten tially its dis tri bu tions. These
lim i ta tions may arise be cause of fi nan cial cov e nants of the par ent en -
tity, or fi nan cial cov e nants of a sub sid iary that limit dis tri bu tions to a
par ent even though con sol i dated op er at ing cash flows are pos i tive.
Such lim i ta tions are im por tant for us ers to know when try ing to es -
tab lish the degree of flexibility an entity has to make distributions.

Flow-through en ti ties should dis close the sig nif i cant terms
of their fi nan cial cov e nants and the ex tent to which they
meet or ex ceed the most re stric tive cov e nants that would af -
fect their abil ity to dis trib ute cash to unitholders, or in the
case of in cor po rated sub sid iar ies, share hold ers. This would
ap ply to cov e nants in ef fect at both the par ent and sub sid iary 
en ti ties, and ap ply to intra-en tity as well as third party
ob li ga tions. 

The terms dis cussed should in clude:

(a) the sig nif i cant con di tions of de fault that would ac cel er -
ate the ma tu rity of the ob li ga tion and/or limit an en tity’s 
abil ity to pay dis tri bu tions to unitholders; and

(b) the ex tent to which the en tity ex ceeds or is not in com pli -
ance with the thresh old for such con di tions, as at the
bal ance sheet date, or, if rel e vant, later.

En ti ties should pro vide de tails of de fault trig gers on debt cov e nants
whether or not they are re stric tive at the time of re port ing, and any
other po ten tial re stric tions on the dis tri bu tion of cash by vir tue of
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cov e nants, as well as the ex tent of the en tity’s de gree of com pli ance
with such pro vi sions as of the date of the MD&A. Us ers can then
make their own as sess ment of the likelihood of default.

10. Per Unit and ra tio dis clo sures
Us ers want to un der stand the per unit amounts of Stan dard ized Dis -
trib ut able Cash in a pe riod and the quan ti ta tive re la tion ship be tween
dis tri bu tions and Stan dard ized Dis trib ut able Cash, com monly
known as the “pay-out ratio.” 

Flow-through en ti ties should:

(a) dis close Stan dard ized Dis trib ut able Cash in to tal, on a
weighted av er age per unit ba sis, and on a fully di luted
per unit ba sis;

(b) com pute and re port a pay-out ra tio, where the nu mer a -
tor is the ag gre gate cash dis tri bu tions of the pe riod in -
clud ing the amounts dis persed on the re pur chase of
units and the de nom i na tor is Stan dard ized Dis trib ut -
able Cash of the pe riod; and

(c) dis close the cu mu la tive cash dis tri bu tions since in cep -
tion and cu mu la tive Stan dard ized Dis trib ut able Cash
over the same pe riod of time and com pute and re port a
cu mu la tive pay-out ra tio.

When an en tity dis closes an ad justed dis tri bu tion base, it
should also re port these per unit and ra tio dis clo sures for the 
ad justed dis tri bu tion base.

Dis clo sure of Stan dard ized Dis trib ut able Cash in to tal and
on a per unit basis
In for ma tion about the weighted av er age Stan dard ized Dis trib ut able
Cash per unit and per fully di luted unit en ables us ers to un der stand
the im pact of the is su ance of units and the im pact of all po ten tially
dilutive units on Stan dard ized Dis trib ut able Cash. A fully di luted cal -
cu la tion should be based on the ef fect of po ten tial is su ances of units
on the Stan dard ized Dis trib ut able Cash per unit calculation.
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Dis close cu mu la tive Stan dard ized Dis trib ut able Cash and
dis trib uted cash
Given the po ten tial vol a til ity of Stan dard ized Dis trib ut able Cash, the
re la tion ship be tween Stan dard ized Dis trib ut able Cash and the ac tual 
rates of dis tri bu tion may vary as the re sult of sea sonal fac tors,
non-re cur ring items, and other ran dom fac tors. Dis clos ing both an
en tity’s cu mu la tive Stan dard ized Dis trib ut able Cash and cu mu la tive
dis tri bu tions since in cep tion ac cu mu lates the ef fects of short-term
swings such as those aris ing from sea sonal changes in work ing cap i -
tal. If such items are truly sea sonal or cy cli cal, they should ef fec tively
off set each other over time. This should be ev i dent from the long-term 
pay-out ra tio. In ad di tion, trail ing twelve-month mea sures may be
calculated to eliminate the most recent seasonal effects. 

Pay-out ra tios
A pay-out ra tio is em ployed to elim i nate the ef fects of size of dif fer ent
en ti ties’ Stan dard ized Dis trib ut able Cash and dis tri bu tions and so
en able com par i sons of the rel a tive dis tri bu tion lev els be tween en ti -
ties. On a pe ri odic ba sis (quar terly and year-to-date) the pay out ra tio
should be com puted as the ra tio of ag gre gate dis tri bu tions to the ag -
gre gate Stan dard ized Dis trib ut able Cash. Dis tri bu tions would in -
clude cash pay ments to unitholders as well as unit re demp tions or
re pur chases. As a long-run mea sure, the cu mu la tive pay-out ra tio
should pro vide a lon ger-term per spec tive on the re la tion ship between
Standardized Distributable Cash and cash distributions. 

Any vari ance be tween the short-term pay-out ra tio and the long-term
ra tio or any tar get ra tio should be ex plained. The vari ance be tween
con sec u tive pe ri ods should also be ex plained. This ex pla na tion would
in clude a dis cus sion of the im pact of any sig nif i cant op er at ing, fi nanc -
ing and in vest ing ac tiv i ties or changes in strat e gies that might
change the reported ratios.

Time pe riod for de ter min ing cu mu la tive amounts
When ever pos si ble, dis clo sure should be made of cu mu la tive Stan -
dard ized Dis trib ut able Cash and cu mu la tive dis tri bu tions since in -
cep tion. When this in for ma tion is not readily avail able, for ex am ple
on ini tial adop tion of this guid ance, the cu mu la tive pe riod should be
the lesser of 10 years or the life of the entity.
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Other dis clo sures
When an en tity re ports an ad justed dis tri bu tion base, it should dis -
cuss the his tor i cal re la tion ship and trend be tween dis tri bu tions and
that base. 

11. Tax at trib utes of dis tri bu tions and the en tity’s as sets 
His tor i cally, a sig nif i cant mo ti va tion for the use of flow-through ve hi -
cles is their abil ity to min i mize the in ci dence of tax a tion by dis tri bu -
tions of tax able in come to in ves tors. Flow-through en ti ties can
dis trib ute their tax able in come and avoid a tax li a bil ity, but the ex -
tent to which dis tri bu tions are po ten tially tax able in the hands of the
unitholder can only be de ter mined through dis clo sure. Hence an en -
tity should dis close in for ma tion about the tax at trib utes of dis tri bu -
tions as soon as they are reasonably determinable.

In ad di tion, to the ex tent that an en tity has op er at ing cash flows that
are not shel tered from in come tax, there will be a higher mo ti va tion to 
pay out such cash flows in the form of dis tri bu tions. 

Flow-through en ti ties should:

(a) dis close the tax at trib utes of dis tri bu tions; and
(b) dis close, quan tify, and dis cuss sig nif i cant dif fer ences

be tween the tax bases of sig nif i cant classes of as sets and
the car ry ing val ues of those as sets that may shel ter fu -
ture op er at ing cash flows from tax and af fect fu ture
dis tri bu tions.

The tax bases of an en tity’s as sets will fre quently de ter mine the ex -
tent to which fu ture dis tri bu tions may be shel tered from in come tax
or po ten tially be sub ject to tax. Ac cord ingly, if there are sig nif i cant
dif fer ences be tween the book and tax val ues of as sets that may af fect
the na ture and tim ing of tax able in come to the en tity and to its
unitholders, that in for ma tion should be dis closed. When a
flow-through en tity an tic i pates a sig nif i cant change in its tax sit u a -
tion in the fore see able fu ture, this should not re sult in an ad just ment
to Stan dard ized Dis trib ut able Cash, but should nev er the less be dis -
closed as it will have an impact on future distributions.
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APPENDIX
SUM MARY OF REC OM MENDATIONS





Ap pen dix — Sum mary of RecommendationsA. GEN ERAL

1. Com pli ance with guid ance

(a)When a flow-through en tity uses a non-GAAP fi nan -
cial mea sure to re port the cash avail able for dis tri bu -
tion to unitholders, the en tity should re port
Stan dard ized Dis trib ut able Cash and re lated dis clo -
sures in ac cor dance with these rec om men da tions.

(b)Whether or not a flow-through en tity uses a
non-GAAP mea sure to por tray cash avail able for dis -
tri bu tion to unitholders, the en tity should dis cuss in
its MD&A its def i ni tion and his tory of pro duc tive ca -
pac ity, and its pro duc tive ca pac ity man age ment and
fi nanc ing strat e gies.

(c) Flow-through en ti ties should make a state ment that
their MD&A is in com pli ance with this guid ance. 

2. The def i ni tion and dis clo sure of Stan dard ized Dis trib ut -
able Cash

Stan dard ized Dis trib ut able Cash is de fined in these rec -
om men da tions as the pe ri odic cash flows from op er at ing 
ac tiv i ties as re ported in the GAAP fi nan cial state ments,
in clud ing the ef fects of changes in non-cash work ing
cap i tal and any op er at ing cash flows pro vided from or
used in dis con tin ued op er a tions, less ad just ments for: 

(a)to tal cap i tal ex pen di tures as re ported in the GAAP fi -
nan cial state ments; and

(b)re stric tions on dis tri bu tions aris ing from com pli ance
with fi nan cial cov e nants re stric tive at the date of the
cal cu la tion of Stan dard ized Dis trib ut able Cash and
lim i ta tions aris ing from the ex is tence of a mi nor ity
in ter est in a sub sid iary.

No other ad just ments for “one-time” or “un usual items”
should be made to cash flows from op er at ing ac tiv i ties in 
the cal cu la tion of Stan dard ized Dis trib ut able Cash.
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Flow-through en ti ties should dis close each of the el e -
ments of the def i ni tion of Stan dard ized Dis trib ut able
Cash sep a rately, in the form of a rec on cil i a tion be tween
pe ri odic cash flows from op er at ing ac tiv i ties de ter -
mined in ac cor dance with GAAP and Stan dard ized Dis -
trib ut able Cash. 

3. Ad just ments be yond items in Stan dard ized Dis trib ut -
able Cash: non-re cur ring items, non-cash items and
Funds from Op er a tions

When ad di tional en tity-spe cific ad just ments are made
that are out side the def i ni tion of Stan dard ized Dis trib -
ut able Cash, these amounts should be sep a rately dis -
closed af ter the com pu ta tion of Stan dard ized
Dis trib ut able Cash and the ad justed amount re ported as
an ad justed dis tri bu tion base.

When an en tity re ports an ad justed dis tri bu tion base,
the com po nents of each ad just ment should be dis closed
and an a lyzed. For ex am ple, when an ad just ment is made
for work ing cap i tal, the el e ments of the ad just ment,
such as sea son al ity and growth, should be an a lyzed by
their na ture and the im pact of each el e ment on work ing
cap i tal ex plained.

B. RELATIONSHIP OF STANDARDIZED DISTRIBUTABLE
CASH TO THE ENTITY’S OPERATIONS AND INVESTING
AND FINANCING ACTIVITIES

4. Anal y sis of the re la tion ship be tween Stan dard ized Dis -
trib ut able Cash and changes in work ing cap i tal

Flow-through en ti ties should dis close:

(a)their work ing cap i tal pol i cies, spe cif i cally
iden ti fy ing:
• any his tory of sea son al ity in work ing cap i tal re -

quire ments; and 
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• benchmarks for days sales in re ceiv ables, in ven -
tory turn over, and other work ing cap i tal items;
and

(b)an anal y sis of pe ri odic changes in the work ing cap i tal 
and their ef fects on Stan dard ized Dis trib ut able Cash.

If short-term items in work ing cap i tal af fect an en tity’s
dis tri bu tions, these amounts should be quan ti fied and
dis closed, and, when an ad justed dis tri bu tion base is re -
ported, rec og nized in the en tity’s cal cu la tion of that
base.

5. Anal y sis of the re la tion ship be tween Stan dard ized Dis -
trib ut able Cash, dis tri bu tions, and in vest ing and fi nanc -
ing ac tiv i ties 

Flow-through en ti ties should pro vide an anal y sis of the
re la tion ship be tween pe ri odic amounts of Stan dard ized
Dis trib ut able Cash, dis tri bu tions, and in vest ing and fi -
nanc ing ac tiv i ties, in clud ing changes in long-term un -
funded op er at ing ob li ga tions. When such ac tiv i ties have
a sig nif i cant im pact on cash that is dis trib ut able to
unitholders, for ex am ple, when in vest ing ac tiv i ties gen -
er ate cash from the sale of cap i tal as sets or when fi nanc -
ing ac tiv i ties re quire the sig nif i cant out flow of cash,
their im pact should be re flected in an anal y sis of the use
of the Stan dard ized Dis trib ut able Cash. 

The re la tion ship be tween the pe ri odic amount of Stan -
dard ized Dis trib ut able Cash and changes in long-term
un funded op er at ing ob li ga tions that ul ti mately will re -
sult in fu ture op er at ing out flows or in flows should be ex -
plic itly ad dressed. In par tic u lar, the amount and
ex pected tim ing of the re ver sal of any sig nif i cant de fer -
rals of un funded op er at ing trans ac tions, such as pen sion 
con tri bu tions, ARO’s, or ac crued in ter est in each of the
next five years, should be spe cif i cally iden ti fied.
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C. ADDITIONAL DISCLOSURES TO ACCOMPANY
STANDARDIZED DISTRIBUTABLE CASH

6. Def i ni tion and his tory of pro duc tive ca pac ity

Flow-through en ti ties should dis close in for ma tion con -
cern ing the pro duc tive ca pac ity of the en tity, or its seg -
ments, in clud ing:

(a)a def i ni tion and mea sure of pro duc tive ca pac ity that
re flects the prin ci pal busi ness op er a tions, or that of
their sig nif i cant seg ments, if ap pro pri ate. This dis -
cus sion should in clude rel e vant phys i cal, tech no log i -
cal and eco nomic at trib utes;

(b)a re cent his tory of the mea sure of pro duc tive ca pac ity 
as de fined, iden ti fy ing sig nif i cant changes in pro duc -
tive ca pac ity, sep a rat ing those aris ing through ac qui -
si tions and dis po si tions from those aris ing from
cap i tal ex pen di tures; 

(c) iden ti fi ca tion of any in tan gi ble as sets, such as cus -
tomer con tracts, long-term pur chase and sup ply
agree ments, and pat ents or trade marks that are a
sig nif i cant in put into the pro duc tive ac tiv i ties of an
en tity, whether or not they are re corded for fi nan cial
state ment pur poses; 

(d)an anal y sis of the his tor i cal re cord of both to tal pro -
duc tive ca pac ity and fully di luted per unit pro duc tive 
ca pac ity and trends for such ca pac ity; and

(e)a rec on cil i a tion of the change in pro duc tive ca pac ity
in the pe riod with the pe riod’s to tal cap i tal
ex pen di ture.

7. Pro duc tive ca pac ity man age ment strat egy

Flow-through en ti ties should pro vide:

(a)a clear state ment of their strat egy with re spect to
pro duc tive ca pac ity man age ment, their ac tiv i ties to
im ple ment this strat egy, and the risks re lated to its
ac com plish ment. The di min ish ment or ex pan sion of
pro duc tive ca pac ity from such fac tors as pro duc tion
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or use, tech no log i cal change and ob so les cence,
chang ing in put or out put prices, and the ef fects of
changes in in for ma tion tech nol ogy, should be iden ti -
fied, as well as the en tity’s planned re sponse to such
fac tors;

(b)the strat egy with re spect to the man age ment of in tan -
gi ble as sets that af fect the abil ity of that pro duc tive
ca pac ity to pro duce op er at ing cash flows; and 

(c) the po ten tial risks as so ci ated with such strat e gies,
such as the abil ity to rep li cate the ca pac ity, em pha -
siz ing the tim ing as well as the ef fect of such risks. 

When dif fer ent busi ness seg ments have dif fer ent strat e -
gies, each seg ment’s strat egy should be ex plained. 

Such strat e gies may in clude “op por tu nis tic” ap -
proaches, i.e. ca pac ity man age ment strat e gies that are
con tin gent on prod uct and cap i tal as set prices, fi nanc -
ing and mar ket con di tions.

8. Fi nanc ing strat egy

Flow-through en ti ties should dis cuss their strat egy for
man ag ing the debt el e ment of their fi nan cial cap i tal
struc ture for the next five years. This would in clude:
• the man ner and time pe riod over which the en tity in -

tends to re pay or re fi nance ex ist ing ob li ga tions; and 
• the ex tent to which debt fi nanc ing may com ple ment

or com pete with dis tri bu tions. 

The debt man age ment strat egy dis cus sion should in -
clude in come tax li a bil i ties and un funded op er at ing ob -
li ga tions, such as un funded pen sion ob li ga tions, as set
re tire ment ob li ga tions, and free rent.

Flow-through en ti ties should ex plain the re la tion ship, if
any, of their pro duc tive ca pac ity man age ment strat egy
with that of their debt man age ment strat egy in di cat ing
the risks to cash dis tri bu tions that arise from that
re la tion ship. 
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9. Ex tent of com pli ance with fi nan cial cov e nants at the
par ent or sub sid iary lev els

Flow-through en ti ties should dis close the sig nif i cant
terms of their fi nan cial cov e nants and the ex tent to
which they meet or ex ceed the most re stric tive cov e -
nants that would af fect their abil ity to dis trib ute cash to
unitholders, or in the case of in cor po rated sub sid iar ies,
share hold ers. This would ap ply to cov e nants in ef fect at
both the par ent and sub sid iary en ti ties, and ap ply to
intra-en tity as well as third party ob li ga tions. 

The terms dis cussed should in clude:

(a)the sig nif i cant con di tions of de fault that would ac cel -
er ate the ma tu rity of the ob li ga tion and/or limit an
en tity’s abil ity to pay dis tri bu tions to unitholders;
and

(b)the ex tent to which the en tity ex ceeds or is not in
com pli ance with the thresh old for such con di tions, as
at the bal ance sheet date, or, if rel e vant, later.

10. Per unit and ra tio dis clo sures 

Flow-through en ti ties should:

(a)dis close Stan dard ized Dis trib ut able Cash in to tal, on
a weighted av er age per unit ba sis, and on a fully di -
luted per unit ba sis;

(b)com pute and re port a pay-out ra tio, where the nu mer -
a tor is the ag gre gate cash dis tri bu tions of the pe riod
in clud ing the amounts dis persed on the re pur chase of 
units and the de nom i na tor is Stan dard ized Dis trib ut -
able Cash of the pe riod; and

(c) dis close the cu mu la tive cash dis tri bu tions since in -
cep tion and cu mu la tive Stan dard ized Dis trib ut able
Cash over the same pe riod of time and com pute and
re port a cu mu la tive pay-out ra tio.
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When an en tity dis closes an ad justed dis tri bu tion base,
it should also re port these per unit and ra tio dis clo sures
for the ad justed dis tri bu tion base.

11. Tax at trib utes of dis tri bu tions and the en tity’s as sets 

Flow-through en ti ties should:

(a)dis close the tax at trib utes of dis tri bu tions; and
(b)dis close, quan tify, and dis cuss sig nif i cant dif fer ences

be tween the tax bases of sig nif i cant classes of as sets
and the car ry ing val ues of those as sets that may shel -
ter fu ture op er at ing cash flows and af fect fu ture
dis tri bu tions.
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