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About the Corporation

Incorporated as Algoma Central Railway in Sault Ste. Marie, Ontario in 1899, the Corporationõs executive offices 
are located in St. Catharines, Ontario. The Corporation employs approximately 1,200 people.

Algoma Central Corporation is the largest Canadian-flag ship owner on the Great Lakes-St. Lawrence Waterway.

With assets of approximately $468 million, and revenue of approximately $510 million, the Algoma Central 
Corporation group includes Algoma Shipping Inc., Algoma Tankers, Fraser Marine & Industrial, Algoma Central 
Properties Inc., and a share of Marbulk Canada Inc. and Seaway Marine Transport.

Algoma Central Corporation operates vessels throughout the Great Lakes-St. Lawrence Waterway from the 
Gulf of St. Lawrence, through all five Great Lakes. The Corporation owns 19 Canadian-flagged dry-bulk vessels. 
The operational and commercial activities of the Canadian-flag dry-bulk fleet are managed by Seaway Marine 
Transport, a partnership with Upper Lakes Shipping Inc., an unrelated company. The Corporation also has an 
interest in three tugs and two barges.

The Corporation owns and manages the operational and commercial activities of five Canadian-flag tanker vessels.

The Corporation also owns one ocean-going self-unloader through a wholly-owned foreign subsidiary and has an 
interest through a joint venture in an ocean-going fleet of five self-unloaders. These vessels are part of a 22-vessel 
ocean-going self-unloader commercial pool, which is the largest of its type in the world. 

The Corporation also provides diversified ship repair, diesel engine repair services and fabrication services to 
ship-owners and industrial customers throughout the Great Lakes-St. Lawrence Waterway.

The Corporation, through a wholly-owned subsidiary, also owns and manages commercial real estate properties 
in Sault Ste. Marie, St. Catharines and Waterloo, Ontario.

For the year
Revenue $     510,480 $     466,550 
Net earnings $       31,541 $       23,915 
Cash þow from operations $       69,682 $       41,752 
Capital asset additions $       39,414 $       89,265 
Dividends paid per common share $           1.00 $           1.00 
Earnings per common share $           8.11 $           6.15 

At December 31
Total assets $     468,203 $     455,569 
Shareholdersô equity $     294,084 $     267,558 
Long-term debt $       36,124 $       51,873 
Long-term debt as a percentage of shareholdersô equity 12% 19%
Common shares outstanding 3,891 3,891 
Equity per common share $         75.58 $         68.76 

Financial Highlights

In thousands of dollars, except per share figures  2005 2004
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Message to Shareholders

Algoma Central Corporation had record earnings of $31.5 million in 2005, an increase of 32% over 2004 results.  
The Corporation beneýted from new capacity, strong market demand and high utilization.  Shareholdersô equity 
grew by 10% and return on capital employed increased to 10%.  All the operating units experienced revenue 
growth with Ocean Shipping and Product Tankers contributing the largest improvement in 2005 over 2004.  The 
value of our diversiýcation strategy was again highlighted in 2005 as overall earnings increased substantially even 
as our largest business unit had a decline in earnings.

Capital asset additions totalled $39.4 million during 2005 and amounted to $128.7 million since the beginning of 
2004.  Including the acquisition of the Amalienborg in April 2006, over $160 million will have been invested over 
the last two years to grow our operations to meet our customersô current and future needs.  

The Corporationôs strong ýnancial position improved further in 2005, with long-term debt dropping $15.8 million to 
$36.1 million and long-term debt as a percentage of shareholdersô equity declining to 12% from 19% at the end of 
2004.  Cash on hand and the 2005 cash þow from operations of $69.7 million were utilized to purchase most of 
the 2005 capital asset additions and to reduce long-term debt.

Product Tankers

Algoma Tankers, our 100% owned domestic Product Tanker þeet expanded during 2005 with the addition of 
the Algosea (former Aggersborg), a 1998 built 16,000 tonne tanker and the Canadian-þagging of the Algosar 
(formerly the U.S.-þag Gemini), an 11,000 tonne lakes specialized tanker.  These ships, as well as the 2004 built 
Algoscotia, the double-hulled Algoeast and the Algonova, provide our customers with competitive, technologically 
advanced and environmentally safe marine transportation services.

On March 3, 2006, the Corporation announced a further expansion to its þeet with the $31 million acquisition 
of the Amalienborg, a sister ship to the Algosea.  Since 2002, the Corporation has invested $110 million to 
modernize its tanker þeet and to position Algoma Tankers as a leader in the transportation of petroleum products.

Algoma Tankers achieved 100% utilization and strong operational performance in 2005 and realized operating 
earnings of $14.2 million, an increase of $5.4 million over 2004.

Algoma Tankersô focus is on continual improvement for accident and spill-free operations. Initiatives such as 
ñSustaining Excellenceò and ñJob Observationò are being implemented shipboard to help achieve these goals.

Our 2006 outlook is for continued high utilization for our tanker þeet and for improved earnings due to the addition 
of the Amalienborg in April.

Ocean Shipping

Ocean Shipping operating earnings increased $5.3 million in 2005 to $14.7 million.  This gain was mainly 
attributed to continued strong demand for ocean-going self-unloaders.  The ocean shipping pool, of which 
the Corporation is a member, will expand from 22 to 27 self-unloaders in 2006 as other pool partners supply 
additional panamax self-unloaders to meet growing requirements in the wallboard, construction, power generation 
and steel industries.

Improved vessel operational performance and the Corporationôs increased ownership of the Bahama Spirit from 
50% to 100% in December 2004 also contributed to the 2005 results.

Although the demand from the poolôs customers remains strong and is primarily served under long-term contracts, 
we nevertheless expect a decline in operating earnings in 2006 due to the loss of approximately 200 days of vessel 
service due to planned dry-dockings of Marbulk vessels.

There continues to be new opportunities under review with our commercial pool manager that may require 
further self-unloader capacity for the pool which in turn provides an opportunity for the Corporation to expand its 
investment in this segment.
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Domestic Dry-Bulk

The Domestic Dry-Bulk sector consists of Seaway Marine Transport, our partnership with Upper Lakes Shipping 
Inc. and Fraser Marine & Industrial our 100% owned ship and industrial repair facility. 

In 2005, Seaway Marine Transportôs revenue reached a record level surpassing 2004 levels by ýve percent.  
Freight contracts for the aggregate, iron ore, steel and agricultural sectors were successfully renewed at higher 
revenue levels. 

Unfortunately, a number of negative factors had the combined effect of reducing Domestic Dry-Bulk operating 
earnings to $6.4 million from $9.4 million in 2004.  One such factor was rising fuel costs in 2005.  Although Seaway 
Marine Transport recovered approximately 90% of its fuel costs, the Corporationôs share of this shortfall in fuel 
cost recovery was estimated to be approximately $4.0 million.  Unplanned vessel dry-dockings due to mechanical 
problems contributed to excessive non-productive time and additional costs.  The abnormal weather conditions 
throughout the Great Lakes and Gulf of St. Lawrence during the fourth quarter of 2005 also contributed to reduced 
earnings.  

Seaway Marine Transport continues to make progress towards full fuel cost recovery and expects improved 
operational performance from its þeet due to engineering, operational and preventive maintenance enhancements.

Seaway Marine Transport is committed to maintaining and operating the þeet to the highest operational 
standards.  Substantial technical improvements are being made to improve the operational performance and 
longevity of the þeet, with annual lay-up budgets in excess of $45 million.  Long-term þeet plans are updated 
annually to ensure spending programs are prioritized and completed on schedule.  

Fleet renewal is also a priority for Seaway Marine Transport.  Technical alternatives are being evaluated globally 
and are being reviewed with customers as possible long-term competitive solutions for their water transportation 
requirements.

Seaway Marine Transport expects better results in 2006 assuming improved operational performance, continued 
strong demand for the þeet and normal operating conditions.

Fraser Marine & Industrial returned to proýtability in 2005 due to increased revenue, the successful management 
of major repair contracts and reduced overhead as a result of consolidation of its operations in Port Colborne.

Real Estate

Algoma Central Propertiesô operating earnings grew $0.5 million in 2005 to $7.5 million.  This growth is 
predominantly attributable to the ýrst full year of operation for the two Waterloo properties purchased in August 2004.  

The development of the Waterloo Technology Campus was completed in 2005 with the construction and 100% 
lease-up of a 27,000 square foot ofýce building.  This building is 50% owned by the Corporation and was 
completed under budget and on time.

For 2006, moderate improvements in revenue from existing operations are expected.

Algoma Central Properties continues to investigate opportunities in Southern Ontario to expand their quality real 
estate portfolio.

Outlook

For 2006, improved results from the Product Tankers, the Domestic Dry-Bulk þeet and Real Estate should help to 
offset Ocean Shippingôs expected decline in earnings due to the planned dry-dockings of three ocean self-unloaders.

We look forward to the future with optimism.  Our business segments operate in diverse geographic and 
economic markets which helps to mitigate the risk that an individual market segment may experience a decline 
in earnings at a particular time.  These segments have leading market share in their respective industries with 
most of their service agreements being long-term.  We continue to improve our existing businesses by seeking 
investments that increase our competitive advantage for the future and yield acceptable returns on capital for our 
shareholders.
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Algoma Central Corporation is well positioned to expand and strengthen each business unit as investment 
opportunities develop.  Further growth opportunities are being investigated recognizing the Corporationôs growth 
principles and strong ýnancial position.

The strategic plan of all business segments includes the mandate to continually improve their operational 
excellence, their customer service, their competitiveness and their ýnancial return to shareholders.  Goals include 
achieving a safe and secure workplace that is accident and spill-free.  

One of our key strenghts is our dedicated and highly-skilled employees who demonstrate daily their commitment 
to continuous improvement and operational excellence.  Employees are guided by the Corporationôs values of 
integrity, responsibility, respect, leadership and teamwork.  In addition, our employees are active in helping to 
make the communities in which they work better places to live.  We are proud of all our employees who have 
made a difference in their community.  

We also thank our valued customers, suppliers and business partners who continually demonstrate their 
commitment to work with us to meet todayôs requirements and the challenges of tomorrow.  

We also thank our Board of Directors who provide strong leadership, guidance and governance of Algoma Central 
Corporation.

Tim S. Dool
President & Chief Executive Officer

Radcliffe R. Latimer
Chairman of the Board
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Managementõs Discussion and Analysis

General

Algoma Central Corporation operates through four segments, Domestic Dry-Bulk, Product Tankers, Ocean 
Shipping and Real Estate.

This Managementõs Discussion and Analysis of Algoma Central Corporation should be read in conjunction 
with its consolidated financial statements for the years ending December 31, 2005 and 2004 and related notes 
thereto, and has been prepared as at March 3, 2006.

This Managementõs Discussion and Analysis has been prepared by reference to the disclosure requirement 
established under National Instrument 51-102 òContinuous Disclosure Obligationsó of the Canadian Securities 
Administrators.  Additional information on Algoma Central Corporation, including its Annual Information Form, is 
available on the SEDAR website at www.sedar.com.

The accounting principles used by Algoma Central Corporation to prepare the financial data contained in this 
Managementõs Discussion and Analysis are fully described in the notes to the consolidated financial statements.  
The reporting currency used is the Canadian dollar and all amounts are reported in thousands of dollars except 
for per share data.  

In this Managementõs Discussion and Analysis, reference is made to Return on Capital Employed which is not a 
measure of financial performance under Canadian generally accepted accounting principles.  This measure is 
not necessarily comparable to similarly titled measures used by other corporations. 

This Managementõs Discussion and Analysis may include forward-looking statements concerning the future 
results of the Corporation.  These forward-looking statements are based on current expectations.  The 
Corporation cautions that all forward-looking information is inherently uncertain and actual results may differ 
materially from the assumptions, estimates or expectations reflected or contained in the forward-looking 
information, and that actual future results will be affected by a number of factors, including economic conditions, 
technological change, weather conditions, water levels, regulatory change and competitive factors, many of 
which are beyond the Corporationõs control.

Overall Performance

In 2005, the Corporation reported net earning of $31,541 compared to net 
earnings of $23,915 for 2004.  The increase in net earnings was primarily 
due to improvements in earnings in the Ocean Shipping and Product Tanker 
segments.  The Ocean Shipping segment improvement was mainly due to 
the continuing strong demand for ocean self-unloaders and the increase in 
earnings from the Bahama Spirit in 2005 due to 100% ownership in 2005 versus 
50% for the majority of 2004.  The Product Tanker segment results improved 
primarily due to the addition of two new vessels, the Algoscotia and the 
Algosea, which entered service in August 2004 and July 2005 respectively. 

The results of the Domestic Dry-Bulk segment decreased in 2005 when 
compared to the previous year due primarily to significant increases in fuel 
costs and other operating expenses, and operational difficulties.

Earnings per common share in 2005 were $8.11 compared to $6.15 for 2004. 
The 2005 earnings per share when compared to earnings of prior years 
before corporate income tax rate adjustments and any extraordinary items, 
were the highest on record for the Corporation.

Cash flow from operations in 2005 of $69,682 and 2004 of $41,752 resulted in the Corporation maintaining 
significant cash balances.  Cash totalled $51,216 at December 31, 2005 compared to $41,888 at the end of 2004.
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Selected Annual Information 
2005 2004 2003

Revenues  $ 510,480  $ 466,550  $ 402,248

Earnings from continuing operations  $   30,904  $   22,545  $   11,042 

Earnings per common share

from continuing operations  $       7.95  $       5.80  $       2.84 

Net earnings  $   31,541  $   23,915  $   11,739 

Earnings per common share  $       8.11  $       6.15  $       3.02 

At December 31

Total assets  $ 468,203  $ 455,569  $ 402,431 

Total long-term financial liabilities  $   51,086  $   65,072  $   39,597 

Total assets increased in 2005 by $12,634. Capital assets increased by a net amount of $9,338 due primarily 
to the acquisition of tankers partially offset by amortization expense for the year.  Current assets increased by 
$2,766 due primarily to an increase in cash which was partially offset by decreases in accounts receivable and 
income taxes recoverable.

Long-term financial liabilities which consist of long-term debt and amounts advanced from the minority interest 
decreased by $13,986 in 2005.  The decrease was due mostly to the Corporationõs share of the prepayment of 
debt by Marbulk Canada Inc. as a result of their strong cash flow in 2005.

Results of Operations

Earnings from continuing operations for 2005 were $30,904 as compared to $22,545 for 2004.  The increase was 
mainly attributable to higher earnings from the Ocean Shipping and Product Tanker segments.

Earnings from continuing operations by segment are as follows:

2005 2004

Operating Earnings

Domestic Dry-Bulk  $          6,363  $          9,394 

Product Tankers            14,244              8,832 

Ocean Shipping            14,690              9,423 

Real Estate              7,512              6,976 

           42,809            34,625 

Not specifically identifiable to segments

Net gain (loss) on translation of foreign-denominated

     monetary assets and liabilities                 238                (925)

Financial             (1,841)                (858)

Income tax provision           (10,302)           (10,297)

Earnings from Continuing Operations  $        30,904  $        22,545 
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Revenues

Revenues were $510,480 for the year ended December 31, 2005 compared to $466,550 in 2004.  The increase 
in revenue was due primarily to additional operating days for the Domestic Dry-Bulk fleet, the continuing strong 
demand for ocean self-unloaders and the increase from the Bahama Spirit in 2005 due to 100% ownership versus 
50% for the majority of 2004, the addition of two tankers, the Algoscotia and the Algosea, which entered service 
in August 2004 and July 2005 respectively, and the addition of real estate properties in Waterloo, Ontario.

Revenue by segment is as follows:

2005 2004

Domestic Dry-Bulk  $      372,176  $      353,046 

Product Tankers 63,954 53,594 

Ocean Shipping 51,973 39,881 

Real Estate 22,377 20,029 

 $      510,480  $      466,550 

Operating Expenses

Operating expenses were $415,061 for the year ended December 31, 2005 compared to $379,414 in 2004. The 
increase in operating expenses was due primarily to additional operating days and increased fuel costs for the 
Domestic Dry-Bulk fleet, the addition of two tankers, the Algoscotia and the Algosea which entered service in 
August 2004 and July 2005 respectively, the increase from the Bahama Spirit in 2005 due to 100% ownership 
versus 50% for the majority of 2004, and the addition of real estate rental properties in Waterloo, Ontario.

The operating expenses by segment are as follows:

2005 2004

Domestic Dry-Bulk  $      329,658  $      306,182 

Product Tankers 43,933 39,009 

Ocean Shipping 32,212 26,156 

Real Estate 9,258 8,067 

 $      415,061  $      379,414 

General and administrative

General and administrative expenses were $20,593 for the year ended December 31, 2005 compared to $20,818 
for the year before.

Amortization

Amortization expense was $28,284 for the year ended December 31, 2005 compared to $25,435 in 2004.  The 
increase of $2,849 is primarily a result of an increase in amortizable assets including two tankers, the Waterloo real 
estate and the increase from the Bahama Spirit due to 100% ownership in 2005 versus 50% for the majority of 2004.
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Financial Expense

Financial expense for 2005 totalled $3,006 compared to $1,586 in 2004.  The increase is due to additional 
borrowings resulting from the acquisition of the Waterloo properties in August 2004, the acquisition of the ocean-
going self-unloader, the Bahama Spirit, in December 2004, increasing the Corporationõs interest in this vessel 
from 50% to 100%, and the acquisition of the double-hulled tanker, the Algosea, in April 2005.

Net Gain (Loss) on Translation of Foreign Assets and Liabilities

The Corporation recognized net foreign exchange gains of $161 in 2005 compared to a loss of $925 in 2004.  
The exchange gains or losses are a result of the translation of the Corporationõs net liabilities (net assets in 2004) 
that are denominated in U.S. dollars.

Income Tax Provision

The income tax provision was $9,937 for the year ended December 31, 2005 compared to $10,067 in 2004.  The 
effective income tax rate for 2005 was 22.7% compared to an effective rate of 26.2% for 2004.  The Canadian 
statutory income tax rate for the Corporation for 2005 was 35.2% and 35.1% for 2004. 

The variation in the effective income tax rate from the statutory income tax rate is due primarily to lower income 
tax rates of certain foreign subsidiaries.  

Discontinued Operations

Discontinued operations consist of vessels that were sold and which have separately identifiable cash flows.  
One vessel was sold in January 2005 and two vessels were sold in 2004.  For financial statement reporting 
purposes, the results of operations and the related carrying values have been shown as discontinued operations.  
There was no significant effect of discontinued operations on current operations.

Financial Condition, Liquidity and Capital Resources

Statement of Cash Flows

2005 2004 Change

Earnings from continuing operations  $      30,904  $      22,545  $      8,359 

Cash provided from continuing operations

before changes in working capital  $      59,630  $      52,145  $      7,485 

Cash provided from continuing operations 
after changes in working capital  $      69,682  $      41,752  $    27,930 

Cash used in investing activities  $     (38,715)  $     (77,543)  $    38,828

Cash (used in) provided by

financing activities  $     (22,382)  $      10,919  $   (33,301)

Cash Provided from Operating Activities

Cash provided from continuing operations before changes in working capital in 2005 was $59,630 compared 
to $52,145 in 2004.  The increase in cash flow was due primarily to significant improvements in earnings of the 
ocean and tanker segments. 

The net change in non-cash operating working capital resulted in cash provided of $10,052 in 2005 compared to 
a use of cash of $10,392 in 2004.  The increase in cash provided from working capital in 2005 was due primarily 
to a decrease in accounts receivable of $3,807 due to the timing of receipts, income taxes recoverable of $3,409 
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due to refunds received in the year, and an increase in accounts payable and 
accrual charges of $4,915 due primarily to the timing of payments. These 
increases were offset partially by an increase in materials and supplies of 
$1,535 due primarily to higher fuel costs.

The cash used by working capital in 2004 was primarily the result of an increase 
in accounts receivable of $14,215 due primarily to timing of receipts, an increase 
in materials and supplies of $1,992 due primarily to higher fuel prices, and an 
increase in income tax instalments of $2,678. These increases in the use of cash 
were partially offset by an increase in accounts payable and accrued charges of 
$9,613 due mainly to the timing of payments.  

Cash Used in Investing Activities

Cash used in investing activities declined from $77,543 in 2004 to $38,715 in 
2005, primarily due to a decrease in additions to capital assets of $42,180. In 
2005, significant additions to capital assets included the purchase of a new 
tanker, the Algosea for $32,774, the modifications to comply with Transport 
Canada regulations of the vessel Algosar (formerly known as Gemini) for 
$1,860, the acquisition of a 50% interest in a new rental building in Waterloo 
for $1,363 and the re-powering of a tug for $1,491. 

In 2004, significant additions to capital assets were the acquisition of the real 
estate rental properties in Waterloo for $18,511, the purchase of a new tanker, 
the Algoscotia for $26,738, the purchase of the Bahama Spirit for $17,068 
to increase the Corporationõs interest in the vessel from 50% to 100%, the 
Corporationõs share of improvements to the Eastern Power of $4,732 and the 
purchase of three tugs and two barges for $16,074.

Cash Provided by or Used in Financing Activities

Cash used in financing activities in 2005 was $22,382 versus cash provided 
from financing activities in 2004 of $10,919.  In 2005, the Corporation borrowed 
$20,000 to partly finance the acquisition of the vessel Algosea.  Repayments 
on outstanding debt in 2005 totalled $34,588, including the $20,000 borrowed 
to acquire the Algosea and $9,616 representing our share of the prepayments 
of long-term debt by Marbulk Canada Inc.  In 2004, new borrowings totalled 
$24,040 and repayments of long term debt totalled $15,269.

Dividends were paid in both years to shareholders at a rate of $1.00 per 
common share, totalling $3,797 in 2005 and $3,803 in 2004.

Capital Resources

Capital resources at December 31, 2005 include cash of $51,216.  The cash 
on hand and expected cash from operations in 2006 will allow the Corporation 
to meet its planned operating and capital requirements and other contractual 
obligations for 2006.

With its existing credit availabilities and cash resources, the Corporation is well 
positioned to take advantage of new investment opportunities as they arise in 
the future.

Off Balance Sheet Financing and Contingencies

For information on off balance sheet financing arrangements and contingencies, please refer to Notes 16 and 17 
of the consolidated financial statements. 
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Transactions with Related Parties

There were no transactions with related parties in 2005 or 2004.

Fourth Quarter 2005

Refer to the Corporationõs news release announcing fourth quarter results dated March 1, 2006 which can be 
accessed from the SEDAR website at www.sedar.com or the Corporationõs website at www.algonet.com.

Critical Accounting Estimates

The Corporationõs significant accounting policies are described in Note 2 to the consolidated financial 
statements.  Some of these accounting policies require management to make estimates and assumptions 
about matters that are uncertain at the time the estimates and assumptions are made.  Management believes 
that the estimates are reasonable; however, different estimates could potentially have a material impact on the 
Corporationõs financial position or results of operations.

Employee Future Benefits

The Corporation provides pensions and post-retirement benefits including health care, dental care and life 
insurance to employees.  The determination of the obligation and expense for defined benefit pension plans 
and post-retirement benefits is dependent on the selection of certain assumptions used by the Corporationõs 
actuaries in calculating such amounts.  Those assumptions are disclosed in Note 9 to the Corporationõs 
consolidated financial statements, the most significant of which are the discount rate, the rate of increase of 
compensation, expected rates of return on plan assets, and the rate of increase in the cost of health care.  The 
assumptions are reviewed annually and the impact of any changes in the assumptions is reflected in actuarial 
gains or losses as disclosed in Note 9 to the consolidated financial statements.  The significant actuarial 
assumptions adopted are internally consistent and reflect the long-term nature of employee future benefits.  
Significant changes in assumptions could materially affect the Corporationõs employee benefit obligations and 
future expense.

Change in Accounting Policy

Effective January 1, 2005, the Corporation implemented CICA Accounting Guideline 15 (òAcG 15ó) 
òConsolidation of Variable Interest Entitiesó. AcG 15 requires the consolidation of variable interest entities where 
the Corporation is the primary beneficiary.  A variable interest entity is any type of legal structure which does not 
have sufficient equity at risk to finance its activities without additional subordinated financial support or where 
the holders of the equity at risk lack the characteristics of a controlling financial interest.  A primary beneficiary is 
required to fully consolidate an entity when that party will absorb a majority of a variable interest entityõs expected 
losses and/or receive a majority of the expected residual returns through contractual, ownership or other 
financial arrangements, as opposed to traditional voting rights.

As a result of adopting the Guideline, the Corporation has determined that it had an interest in two variable 
interest entities in 2004 and one in 2005. Cleveland Tankers (1991) Inc. (òCTIó) was a variable interest entity in 
2004 as the Corporation was the primary beneficiary. CTI became a wholly owned subsidiary in 2005. Seaway 
Marine Transport (òSMTó), a partnership the Corporation participates in, was a variable interest entity for both 
years since the Corporation was the primary beneficiary and SMT does not have sufficient equity at risk. 
Accordingly, effective January 1, 2005, the Corporation has fully consolidated the results of its variable interest 
entities and has applied the Guideline on a retroactive basis with restatement of prior periods.  The Corporation 
previously used the proportionate consolidation method to account for its interest in SMT and the equity method 
for its interest in CTI.
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The impact of the change in accounting policy for the twelve month periods ended December 31, 2005 and 2004 
is as follows.  

2005 2004

Increase in revenue  $       152,716  $       146,758

Increase in expenses (149,860) (140,998)

Earnings of minority interest (2,856) (5,760)

Change in net earnings  $                   -    $                   -   

At December 31

Increase in assets  $         34,779  $         35,359

Increase in liabilities  $         34,779  $         35,359 

Change in shareholdersõ equity  $                   -    $                   -   

Increase (decrease) in cash flows from:

Operating activities  $           5,733  $         13,499 

Investing activities             (912)       (16,825)

Financing activities          (3,578)           5,951 

 $           1,243  $           2,625 

Disclosure Controls and Procedures over Financial Reporting

Disclosure controls and procedures are designed to provide reasonable assurance that all material information 
is reported to the Chief Executive Officer (CEO) and the Chief Financial Officer (CFO) on a timely basis so that 
appropriate decisions can be made regarding public disclosure.

As at the financial year ended December 31, 2005, an evaluation of the effectiveness of the design and operation 
of the Corporationõs disclosure controls and procedures was carried out under the supervision of and with 
the participation of the CEO and CFO.  Based on that evaluation, the CEO and CFO have concluded that the 
Corporationõs disclosure controls and procedures are effective as of December 31, 2005 to provide reasonable 
assurance that material information relating to the Corporation and its consolidated subsidiaries would be made 
known to them by others within those entities.

Derivative Financial Instruments

The Corporation utilizes interest rate swap agreements on its debt instruments to manage risks associated with 
interest rate movements.  At December 31, 2005 and 2004, the interest rate swap contracts had a positive fair 
value of $292 and $154 respectively.  The asset has not been recorded on the financial statements in accordance 
with the Corporationõs hedge accounting policy.
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Return on Capital Employed

The Corporation uses Return on Capital Employed (ROCE) to measure how 
effectively management utilizes the capital it has been provided and the value 
that has been created for shareholders.  

The Corporation defines ROCE as earnings before financial expense and 
gains or losses on the translation of foreign-denominated assets and liabilities, 
on an after-tax basis, expressed as a percentage of average capital.  Capital is 
long-term debt including the current portion plus shareholdersõ equity.

In 2005, the ROCE increased to 10.04% from 8.64% in 2004 as a result of 
increased earnings and the utilization of cash resources to partially finance 
new acquisitions.

Summary of Quarterly Results 

The results for the last eight quarters are as follows with amounts in thousands of dollars except per share figures.

Earnings
Revenue Earnings per share

from from from Earnings
continuing continuing continuing Net per

Year Quarter operations operations operations earnings share

2005 Quarter 4  $         155,322  $             8,112  $             2.08  $             8,113  $               2.08 
Quarter 3  $         154,499  $           10,003  $             2.58  $           10,003  $               2.58 
Quarter 2  $         150,588  $             9,246  $             2.37  $             9,246  $               2.37 
Quarter 1  $           50,071  $             3,543  $             0.92  $             4,179  $               1.08 

2004 Quarter 4  $         149,546  $             5,916  $              1.52  $             6,362  $               1.64 
Quarter 3  $         138,372  $             5,377  $              1.39  $             5,352  $               1.38 
Quarter 2  $         136,377  $             8,110  $              2.09  $             7,876  $               2.03 
Quarter 1  $           42,255  $             3,142  $              0.80  $             4,325  $               1.10 

The nature of the Corporationõs business is such that the earnings in the first quarter of each year are not typically 
indicative of the results for the other three quarters in a year. Due to the closing of the canal system and the winter 
weather conditions in the Great Lakes-St Lawrence Waterway, the majority of the Domestic Dry-Bulk fleet does not 
operate for much of the first quarter.  As a result, the first quarter revenues and earnings are typically lower than the 
remaining quarters in the year.  However the fluctuations and seasonality of the quarterly earnings has become less 
of a factor in recent years due to the Product Tanker and Ocean Shipping fleets operating year round, a somewhat 
longer season for the Domestic Dry-Bulk fleet and the increase in our Real Estate portfolio.



13

M A N A G E M E N T õ S  D I S C U S S I O N  A N D  A N A LY S I S

Contractual Obligations 

The table below provides aggregate information about the Corporationõs contractual obligations at December 
31, 2005, which affects the Corporationõs liquidity and capital resource needs.  The Corporationõs contractual 
obligations include repayment of long-term debt and capital asset purchases.

Within 2-3 4-5 Over
one year years years 5 years Total

Repayment of long-term debt  $        5,034  $      17,088  $        9,150  $        9,886  $       41,158 

Capital asset purchases  $      34,063  $                -    $                -    $                -    $       34,063 

Total  $      39,097  $      17,088  $        9,150  $        9,886  $       75,221 

Domestic Dry-Bulk

The Domestic Dry-Bulk segment includes the activities of the Corporationõs Canadian dry-bulk vessels, three tugs 
and two barges and a ship repair and marine engineering business.

Domestic Dry-Bulk and Tug Barge Vessels

The commercial and vessel management activities of the Corporationôs Canadian flag dry-bulk cargo vessels, 
consisting of 14 self-unloading vessels and five bulk carriers is managed by Seaway Marine Transport (òSMTó), a 
partnership jointly owned with Upper Lakes Shipping Inc. (òULSIó).

Prior to 2004, SMT performed the marketing, vessel traffic and commercial functions for the two fleets.  
Beginning in 2004, this activity was expanded to include vessel management, purchasing, accounting and 
administrative functions previously performed by the Corporation and ULSI for their respective fleets. 

SMT operated 23 self-unloaders and 12 conventional bulk carriers in 2005.  In addition, SMT has a 25% interest 
in Laken Shipping Corporation located in Cleveland, Ohio. Laken Shipping Corporation owns a US-flag tug and 
barge fleet consisting of a 10,200 net tonne capacity self-unloading barge, a 3,600 net tonne deck barge, a 5,000 
HP tug, a 3,000 HP tug and a 750 HP tug.  SMT (USA) Inc., a wholly owned US subsidiary of SMT time charters the 
vessels owned by Laken Shipping Corporation and is the commercial manager for them. SMT also provided ship 
management services for two vessels not owned by the two partners. 

The SMT fleet is the largest and most diversified dry-bulk cargo fleet operating on the Great Lakes. The size of the 
fleet, together with a variety of unique vessel configurations, allows SMT to accommodate almost every dry-bulk 
shipping requirement. SMT is based in St. Catharines, Ontario and has a marketing and customer service office in 
Winnipeg, Manitoba.  SMT (USA) Inc. has an office in Cleveland, Ohio.

SMTõs fleet complies with both the ISO:9001 Quality Standard and the ISM Code 
requirements and has been granted full term ISO:9001 and ISM Certification.  
Certification was performed by Lloyds Register.  SMTõs Quality and Safety 
Management System ensures continued compliance with these codes.  In 
addition, all SMT managed vessels have approved security plans that, in addition 
to the Canadian regulations, comply with the International Ship and Port Security 
(ISPS) Code and associated US regulations on marine security.

SMT serves a wide variety of major industrial segments, including iron and 
steel producers, aggregate, cement and building material producers, electric 
utilities, salt producers and agriculture product producers. SMTõs customer 
group includes leading companies in each market sector and service 
relationships are typically long-term in nature.  
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In 2005, SMT set new records for vessel operating days and freight revenue earned, surpassing 2004 results in 
these areas.  As a result, revenues of the Domestic Dry-Bulk segment increased from $353,046 to $372,176, an 
increase of 5%.  Unfortunately, rapidly rising fuel costs, diminished vessel productivity, including three unplanned 
dry-dockings, and higher than expected operating costs had the combined effect of reducing operating earnings to 
$6,363, a decrease of $3,031 from 2004.

Operational excellence, effective cost control and continuous improvement remain the focus of Seaway Marine 
Transport as they are critical to its goal of being the most competitive Great Lakes marine transportation service 
provider.  Two key measures of quality performance are incident costs and non-productive days. In 2005 incident 
costs as a percentage of net revenue were 1.58%, up from 1.04% in 2004.  Non-productive days as a percentage 
of available days were 3.22% up from 2.01% in 2004. Seaway Marine Transport is focusing on improving these 
measures in 2006.

In 2005, Seaway Marine Transport embarked on a strategic planning initiative to renew and improve its information 
systems.  The objective of the planning initiative was to create an integrated, company-wide information system that 
encompasses all functional areas within SMTõs offices and fleet and incorporates a modern vessel communications 
system and computer hardware within a robust and scalable business system architecture.  The result of this planning 
exercise was the development of a multi-year information systems renewal project that includes implementation of 
an enterprise software solution for SMTõs primary information systems and the testing and development of improved 
vessel communication and information systems.  The Corporation will apply the same enterprise software solution for 
the human resource and payroll functions related to vessel crewing that are managed on behalf of SMT.

Tonnage carried in 2005 by Seaway Marine Transport, including tonnage carried by SMT (USA) Inc., totalled 45.2 
million tonnes.  Total vessel operating days for Seaway Marine Transport increased by 1.4% in 2005. 

Total cargo carried by Seaway Marine Transport and SMT (USA) Inc. in 2005 for self-unloader customers equalled 
2004 cargo carried of 35.9 million tonnes. 

Self-unloading bulk carriers discharge their cargo using onboard equipment. Cargo flows from the cargo hold 
through gates to conveyors located below the cargo hold. The cargo is carried through the ship, and then elevated 
to an unloading boom at deck level. Unloading booms are 75-80 metres long and can be moved up to 90 degrees 
from each side of the vessel. Self-unloaders either discharge cargo to stockpiles or directly into receiving storage 
facilities. Because of the flexibility of self-unloaders, the demand for this type of vessel remains high. The self-
unloader fleet carries iron ore and coal for steel producers, aggregate products, cement and gypsum for the 
construction and road-building industries, salt for road de-icing and other safety and commercial uses, coal for 
electric power generation, grain and fertilizers for the agriculture industry and a variety of other products.

The amount of cargo carried by the bulker fleet increased by 7% over 2004 levels to 9.3 million tonnes. Bulkers 
require shore based equipment to unload. The majority of bulker activity is limited to grain and iron ore shipments.

Water levels were higher in 2005 than in 2004 at the beginning of the navigation season, however, by July, water 
levels fell below 2004 levels and remained lower for the remainder of the season.  The maximum permissible 
operating draft for most vessels in the St. Lawrence Seaway system remained at the higher level set in 2004 of 
80.8 dm (26õ6ó).   

Fuel prices increased throughout 2005.  Seaway Marine Transport recovers the cost of fuel used by its vessels 
through its freight service contracts.  Variations in the prices of different fuel types and under-recovery of total fuel 
costs under some freight contracts created exposure to rising fuel costs.  This exposure was first identified in 
2004 when fuel prices increased rapidly.  At the present time Seaway Marine Transport estimates that it recovers 
nearly 90% of total fuel costs.  It is working with its customers to address imbalances that exist.  

The Canadian flagged vessels in the SMT fleet have labour agreements with various unions representing the 
officers and seamen.  The three labour unions representing the shipboard employees on the Corporationõs 
vessels all expire on May 31, 2006.  The two labour unions representing the shipboard employees on the vessels 
owned by ULSI expire on May 31, 2007 and March 31, 2008.
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Looking ahead to 2006, Seaway Marine Transport expects demand for both 
self-unloaders and bulkers to continue to be strong. Customers in all market 
segments have reported expected increases in their volume requirements.

Strong North American and world demand for steel products are expected to 
continue through 2006.  The North American steel industry has undergone a 
significant re-structuring over the last several years. The result is a much more 
competitive industry. The steel industry represented about 26% of the total 
cargo carried by Seaway Marine Transport in 2005.

Demand for aggregates, cement and construction materials are expected to 
remain stable in 2006.   This market segment accounted for about 29% of the 
total cargo carried by Seaway Marine Transport in 2005.

Salt shipments represented about 14% of the cargo carried by Seaway Marine 
Transport in 2005. Salt shipments are expected to be stable in 2006.  Coal 
shipments for electric power utilities represent about 22% of all cargo carried.  
Coal shipments are expected to increase in 2006.

Agricultural product shipments represent about 8% of total cargo carried by 
Seaway Marine Transport.  Shipments in this sector are expected to remain 
stable in 2006.

Ship Repair and Marine Engineering 

The Corporationõs ship repair and marine engineering business is managed by Fraser Marine & Industrial 
(òFMIó) based in Port Colborne, Ontario. FMI provides diversified ship repair, steel fabrication, and machine 
shop and electrical repair services to the Corporationõs vessels, as well as other fleets on the Great Lakes - St. 
Lawrence Waterway.  FMI is included in the Domestic Dry-Bulk segment for financial reporting. FMI performs 
winter repair programs on vessels located in ports throughout the Great Lakes - St. Lawrence Waterway, often 
employing more than 400 skilled trades-people during this period. FMI continues to explore ways to improve 
its competitiveness by utilizing labour and shop facilities during the summer months when the amount of ship 
related work is reduced.  The volume of ship repair business has declined due to rationalization of the Great 
Lakes fleets.  To adjust to the new levels of marine related work FMI consolidated its operations to Port Colborne 
in 2004 and focused on its core business of traditional marine repairs in traditional locations.  Overhead 
reductions that started in 2004 continued through 2005.  These cost control measures combined with a 
successful 2005 winter repair program contributed to FMIõs return to profitability. 

From their Port Colborne location, FMI services marine customers in Owen Sound, Sarnia, Hamilton, Toronto, 
Montreal and the Welland Canal area.  Supervision and core skills are provided from Port Colborne and 
local, temporary labour is hired for the work in specific ports.  These ports are traditionally the busy repair 
centers during the winter lay-up period but FMI can quickly mobilize a work force in any Great Lakes port if 
justified.  During the summer months a core of supervisors and skilled workers are available for unscheduled 
and emergency repair work that inevitably occurs on both domestic and foreign vessels on the Great Lakes. 
FMI continues to work with its customers and provides competitive rates for prefabrication of material that is 
anticipated for the coming winter. When successful, this allows utilization of shop facilities and labour during slow 
summer months and efficient use of more limited resources in the winter.  

In 2004, FMI negotiated a two-year labour agreement with a local of the United Steelworkers of America which 
expires on May 31, 2006. Negotiations regarding a new agreement are expected to commence in April 2006. 

FMI is the premier top-side ship repair firm on the Great Lakes and has demonstrated its ability to take on 
very large and complex projects and complete them in the short winter repair period.  They have an enviable 
reputation of finishing these projects on time and on budget and to a high standard of quality.  The challenges 
continue to be cost control and utilization of labour and facilities during the summer operating season.  FMI 
continues to work to establish a reputation as a repair option for the non-marine industrial sector.
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Product Tankers

Algoma Tankers owns and operates five Canadian flag liquid petroleum 
products tankers.  This fleetõs primary function is to provide transportation 
of liquid petroleum products throughout the Great Lakes ð St. Lawrence 
Waterway and Atlantic Canada regions.  Our customers, who demand a 
high level of quality, include major oil refiners, wholesale distributors, large 
consumers of clean and black petroleum products and customers in the 
easy-chemical trade.

Of these customers, our largest accounts for 95% of total Product Tanker 
segment revenue.  Although such a significant concentration of revenue 
from one customer would appear to be a high risk, we feel this risk is 
significantly mitigated due to the fact that the contractual arrangement with 
this customer is for a long-term, the customer has numerous refineries and 
storage depots throughout our service area and the customer is a financially 
stable subsidiary of a large multi-national oil company.

The composition of the tanker fleet continued to improve in 2005 with the 
purchase of the Aggersborg, a 1998 built double hulled petroleum product 
tanker, in April 2005 and the transfer to Canadian flag of the Algosar, a double 
hulled petroleum product tanker in February 2005.

The Aggersborg was purchased from Dannebrog Rederi AS of Copenhagen, 
Denmark.  We took delivery of the vessel in South Africa and, upon arrival in 
Halifax, it was renamed the Algosea.  It entered service as a Canadian flag 
tanker in July 2005 after undergoing modifications in order to comply with 
Transport Canada and St. Lawrence Seaway requirements.  The delivered 
cost was $36,027.  Both the Algosea and the Algoscotia, our 2004 built 17,980 
tonne Product Tanker, were designed by Skipskonsulent of Norway and are 
very similar in construction, layout and equipment.

Also in 2005 Algoma Tankers transferred to Canadian flag, the Gemini, a US 
flag double hulled petroleum product tanker from Cleveland Tankers (1991) 
Inc.  The Corporation owned 25% of Cleveland Tankers (1991) Inc. and 
had employed the Gemini under a long-term charter arrangement through 
Algoma Tankers (USA) Inc., a 100% wholly-owned subsidiary.  Coincident with 
the transfer to Canadian flag, the vessel was renamed the Algosar.  Prior to 
entering service, the vessel underwent modifications to comply with Transport 
Canada regulations.  These modifications, which cost $1,860, were completed 
on March 15, 2005 and the Algosar entered service immediately and operated 
almost continuously for the balance of the season.

With the addition of the Algosea and Algosar in 2005, the Algoscotia in 2004 
and the removal from service of three older single hulled vessels, two of 
which were sold in 2004 and one that was sold in 2005, the current five vessel 
tanker fleet is the most modern fleet in our service area.  The fleet has a total 
deadweight capacity of 61,400 tonnes or 447,753 barrels. 

The technical and commercial operations are managed by the staff located at 
63 Church Street in St. Catharines, Ontario.  This group is focused on customer 
service, quality performance and safety and environmental responsibilities.  Key 
indications of quality performance are incident costs and non-productive days.  
In 2005, non-productive days as a percentage of available days was 0.33 %, the 
lowest in five years and incident costs as a percentage of net revenue was 0.55 %.  
Our shore and fleet staff are to be commended for achieving these results, a clear 
indicator of a quality operation.
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To ensure that fleet operations continue to improve, the fleet managers are implementing an initiative called 
òSustaining Excellenceó.  A detailed review of incidents and near misses suggested that there still is room 
for improvement in some areas.  The Sustaining Excellence initiative is designed to consolidate and build on 
existing quality operations and search for continuous improvement opportunities.  

The ship management staff has taken this message to the tanker crews who have been tasked to observe their 
operations and activities.  Through observation òat riskó activities can be identified and modified to mitigate the 
risk. Through the use of òJob Observationó and other such tools Algoma Tankers expects to maintain customer 
confidence and further improve on all aspects of tanker operations.            

The Product Tanker fleet achieved 100% utilization in 2005 as all available vessels were fully employed.  The 
strong customer demand as well as tight vessel capacity that we experienced in 2004 continued throughout 
2005.  As a result, revenue from continuing operations generated by the tanker fleet in 2005 was $63,954 
compared to $53,594 in 2004, an increase of 19%.

Operating earnings for the Product Tanker fleet increased from $8,832 in 2004 to $14,244 in 2005.  This increase 
of $5,412 was due mainly to the following factors:

¶ Continued diligence in cost containment

¶ Continued strong quality performance relating to incident costs and non-productive time

¶ The incremental earnings generated from the vessels that joined the fleet in August 2004 
(Algoscotia), March 2005 (Algosar) and July 2005 (Algosea).  With the addition of these vessels over 
this two year period, our capital employed has increased by $78,100. 

The vessels in the Product Tanker fleet have labour agreements with three collective bargaining units.  The 
agreement with the Seafarers International Union was renewed in 2005 to expire July 31, 2010 while the other 
two agreements have expired and are currently in negotiations.

We see the strong demand experienced in 2004 and 2005 continuing throughout 2006.  Once again scheduled 
refinery shutdowns beginning in April contribute to this strong demand picture.

With the exception of the Algonova, we see the fleet achieving virtually full employment.  In addition, as a result of 
the availability of the Algosea and Algosar for a full year, we see a significant reduction in outside charters for 2006.

In order to improve utilization, we will be instituting procedures that will allow the Algosea and Algoscotia to 
operate in a òshared serviceó mode.  This will allow these vessels to carry both clean and black products 
simultaneously thus providing flexibility in cargo moves.

We are continuing to explore ways to develop a larger customer base and increase the capacity of our tanker fleet. 

On March 3, 2006, the Corporation entered into a Memorandum of Agreement to purchase the Amalienborg, 
a 1998 built double-hulled petroleum products tanker, from Borg Tankers I Limited, Bermuda and operated by 
Dannebrog Rederi AS of Copenhagen, Denmark.  This vessel is a sister ship to the Algosea. The transaction is 
expected to close in April 2006 at a cost of approximately $31 million.  The vessel is currently trading in Northern 
Europe and will remain in this trade for approximately one year after the transaction is complete.
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Ocean Shipping

The Corporationõs interest in ocean shipping consists of 100% ownership 
of one ocean-going self-unloading vessel through its wholly-owned 
subsidiary, Algoma Shipping Inc. and a 50% ownership of five ocean-going 
self-unloading vessels, through its 50% ownership of Marbulk Canada Inc. 
(òMCIó)

These six vessels are combined with the ocean-going self-unloading vessels 
of CSL International Inc. (òCSLIó), the other 50% owner of MCI, Egon 
Oldendorff, a German shipowner based in L¿beck, Germany and the Torvald 
Klaveness Group, a Norwegian shipowner based in Oslo, Norway to form the 
CSL International pool.  This 22 vessel pool is the largest ocean-going self-
unloading fleet of its type in the world. 

The CSL International pool has experienced very strong demand for 
its vessels for the last few years.  The three major commodities which 
are served by the pool, gypsum for wallboard, crushed aggregates for 
construction and coal for power generation, have all moved in record 
quantities.  The Pool manager expects this strong demand to continue in 
2006 and beyond.

As a result of this increased demand, the pool will be growing to 27 vessels 
by late 2006.  These five additional vessels which will all be Panamax self-
unloading vessels and are being provided by CSL International, Oldendorff 
and Klaveness.  The CSL International pool continues to develop new 
contracts that may provide Algoma Shipping Inc. with an opportunity to add 
capacity as well.

The revenue from continuing operations earned from Ocean Shipping 
increased from $39,881 to $51,973, an increase of 30%.  This increase was 
due to a combination of the following factors:

¶ Continued strong results from the CSL International pool

¶ Continued improvement in vessel availability through reduced 
vessel off-hire (see chart)

¶ The full annual impact of the successful upgrade of the Eastern Powerõs self-load/unload capabilities in 
October 2004

¶ The full annual impact of increasing our ownership of the Bahama Spirit from 50% to 100% in December 2004.

Earnings from continuing operations continue to improve for Ocean Shipping.  In 2005 earnings from continuing 
operations increased to $14,690 from $9,423 in 2004.  This 56% increase was due to the factors detailed 
above explaining the revenue increase as well as continued cost containment successes achieved by the ship 
managers. 

Vessel management and maintenance of the Bahama Spirit and the Marbulk vessels is outsourced to Atlantic 
Marine Limited Partnerships and V-Ships, two of the worldõs leading ship management companies.  However, the 
technical departments of the two principals of Marbulk, the Corporation and CSLI have oversight responsibilities 
for the fleet.  There continues to be a strong focus on improving productivity and operational excellence 
including safety, security and environmental protection. 

Significant improvements have been achieved in vessel productivity.  The percentage of non productive days, 
excluding planned dry-dockings has been reduced to .97% in 2005 from 1.28% in 2004.  This is an excellent 
result and speaks to the professionalism and diligence of the ship managers and vessel crew members. 

Although the outlook for Ocean Shipping remains very strong, the Corporation expects declining operating 
earnings from Ocean Shipping in 2006 as a result of planned dry-dockings for three of the Marbulk vessels.  We 
expect these vessels to be off-hire from the Pool for approximately 200 days in total. 


