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Highlights

Current Price $0.14
Fair Value $0.32 (1)
Rating* BUY
Risk* 3 (Average)
52 Week Range $0.10 -$0.32
Shares O/S 8.60 mm
Market Cap $1.20 mm
Current Yield N/A
P/IE N/A
P/B 1.63
YoY Return -46.2%
YoY TSX-V -32.2%
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In Q2 2009, the company reported revenues of $1.93 million versus $2.12
million in Q2 2008. For the first 6 months of 2009, Hodgins reported revenues
of $2.12 million versus $2.24 million in the same period in 2008.

Hodgins has implemented growth strategies of diversification and increasing its
online business. According to management, the company conducted 2 large
industrial and construction equipment auctions in Q2 2009, with gross sales of
about $2 million each, and an average commission rate of 16% (compared to an
average commission of about 8% the company typicaly generates). The
company’s commission revenues from online auctions aso increased
significantly during Q2 2009.

We think both the industrial and increased online auctions have had a positive
impact on the company’s margins. Gross margins improved to 78.0% in Q2
2009, from 75.4% in Q2 2008, and to 65.0% for the first 6 months of 2009, from
60.3% in the same period in 2008. In addition, reduced direct costs from
improving operational efficiencies also contributed to the improvement.

All other margins in Q2, and the first 6 months of 2009, also improved over
those from comparable periods in 2008, and exceeded our expectations. The
company was successful in reducing its Y TD G& A expenses.

As a result, the company posted higher net income of $0.92 million (EPS:
$0.11), compared to 0.83 million (EPS: $0.10) in Q2 2008. For the first 6
months of 2009, the company posted net income of $0.45 million (EPS: $0.05),
compared to 0.22 million (EPS: $0.02) in the same period in 2008. We have
raised our EPS outlook for both 2009 and 2010.

We maintain our BUY rating and raise our fair value estimate from $0.25 per
share to $0.32 per share.

Key Financial Data (FYE - Dec 31)

(Million C$) 2003 2004 2005 2006 2007 2008 2009E 2010E
Revenue 2.336 3531 3611 3.343 4.257 3.399 3.042 3.454
Net Income (0.006) 0.198 0.040 (0.186) 0.487 (0.384) (0.134) 0.007
EPS na 0.040 0.005 (0.020) 0.040 (0.050) (0.016) 0.001
Cash 0.256 0.379 0.469 0.107 0.001 0.247 0.030 (0.032)
Working Capital (0.691) (0.008) 0.002 (0.185) 0.216 (0.163) (0.431) (0.628)
Total Assets 0.913 1.082 1.416 0.962 1.328 1.422 1.429 1.484
Debts/Assets 83.9% 38.4% 31.0% 41.7% 32.8% 47.1% 47.2% 34.3%

Hodgins Auctioneers Inc. is a Melfort, Saskatchewan based auctioneer, providing auction services of agricultural, and industrial
equipment and real estate. The company conducts live onsite auctions primarily in Western Canada, and also has an online only
auction platform. To achieve a successful auction, Hodgins offers a range of services such as marketing campaigns, financial
guarantees, outright purchases, live internet bidding, and various support services.
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I ndustry The agriculture industry has slowed down for the first 6 months of 2009. This was as

Update expected, and the following table shows that farm receipts for Saskatchewan, the
company’s primary operating area, have declined 2% YTD. At the end of August 2009,
crop prices have aso declined considerably compared to those at the beginning of 2009.
The slowdown has negatively affected agricultural related auction activities in Western
Canada. In particular, Hodgins conducted considerably fewer auctions in the first half of
2009. However, we are pleased to see that the company was able to improve margins and
financial results during the period by its business diversification strategy and cost
reduction measures as discussed later in this report.

Provincial farm cash receipts January to June 2008 January to June 2009 change (%)
($ millions)

Canada 22,593 22,285 -1.4
Newfoundland and Labrador 59 55 -6.8
Prince Edward Island 189 219 15.9
Nova Scotia 235 225 -4.3
New Brunswick 232 257 10.8
Quebec 3,437 3,597 4.7
Ontario 4,724 4519 -4.3
Manitoba 2,459 2,477 0.7
Saskatchewan 4,853 4,758 -2
Alberta 5,196 5,012 -35
British Columbia 1,211 1,165 -3.8

Source: Statistics Canada

For the balance of 2009, we think the agriculture industry and consequently, auction
activities of farmland and farm equipment, will improve in association with an expected
economic recovery. However, we think the improvement will be margina and Hodgins
will still record a decline in auction actives for the rest of 2009, from those seen in the
same period of 2008. Note that despite lower activities (measured by revenues), we have
raised our EPS forecast for 2009, due to the improvements as a result the company’s
strategy discussed below. In 2010, we think the company will be able to increase its
activities considerably as the Canadian economy resumes growth (GDP growth of 1.6%
according to the IMF). We also expect Saskatchewan’s economy to perform considerably
better than most other provinces in Canada due to its tax reductions and infrastructure
investment by its provincial government, as well as continued inter-provincial migration.
This will lead to an increase in demand for Saskatchewan’s key export products such as
crops, potash, uranium and oil

chus_ed_ on Based on our discussion with management, Hodgins has implemented growth strategies of
Diversification yerification and increas ng its online business. A simple look at the company’s list of
gnd Increase upcoming auctions would confirm this strategy. In September, the company has scheduled
g‘u(;?llgse to host an Online Collector Car Auction as well as a National Online Real Estate Auction.

Both these auctions utilize the online platform for items that are not traditionally auctioned
by the company. In Q2 2009, the company has carried out the following activities
consistent with its strategy, which we believe had a positive impact for its Q2 and YTD
performance:

Industrial and Construction Equipment Auctions: In addition to providing auction
services to farmland and farmland equipment, the company continues to expand into the
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auctioning of industrial and construction equipment. During Q2 2009, Hodgins held alarge
heavy construction and forestry equipment auction in Ear Falls, Ontario. The auction
covered alarge selection of construction and forestry equipment such as heavy trucks and
trailers from the close-out of a northern Ontario construction contracting company. This
auction attracted 517 registered live and online bidders from Ontario, Quebec, Manitoba,
Saskatchewan, Alberta, Michigan, Minnesota and Wisconsin. The company posted very
large gross sales in excess of $2 million from this auction, compared to the average gross
sales of $0.41 million per auction for the company’s 96 auctions held in 2008. This has
shown that industrial and construction equipment auctions are usually much larger in size
compared to agriculture related auctions.

Management also informed us the company held another large industrial auction in Regina
during Q2 2009, with gross sales of close to $2 million. The two industrial and
construction auctions generated a much higher commission rate averaging 16%, compared
to an average commission rate in the level of 8% for the company’s traditional farmland
and farmland equipment auctions.

Significant Increase in Online Auctions. As shown in the table below (data provided to
us by management), the company posted significantly higher gross sales and commission
revenues from online auctions in Q2 2009, compared to those in Q2 2008. The average
commission rate also increased from 7.8% in Q2 2008, to 9.1% in Q2 2009.

Online Auctions Q2 2009 Q2 2008
Gross Sales 2,269,759 930,611
Commission 206,876 72,971
Commission (%) 9.1% 7.8%
# of auctions 5 3

At this time, we are very pleased to see the company’s successful efforts to diversify its
businesses further and increase its online presence for the following reasons. First, as
explained in our initiating report, gross margins of industrial and construction equipment
auctions and online auctions are higher than agriculture related auctions. We think this has
had a very positive impact on the company’s Q2 and YTD performance as the company’s
margins have seen notable improvement (discussed in detail below). Second, this weathers
the company in the current downturn in the agriculture industry.

The company reported revenues $1.93 million ($1.90 million from commission revenues)
in Q2 2009, compared to $2.12 million ($2.07 million from commission revenues) in Q2
2008. For the first 6 months of 2009, Hodgins reported revenues $2.12 million ($2.08
million from commission revenues), compared to $2.24 million ($2.17 million from
commission revenues) in the same period in 2008.

Lower quarterly and YTD revenues were primarily due to the lower number of auctionsin
light of the expected downturn in the agriculture industry in 2009. Gross auction sales
reduced to $18.85 million (from 38 auctions) in Q2 2009, versus $25.38 million (from 64
auctions) in Q2 2008. For the first 6 months of 2009, gross auction sales were $20.84
million (from 46 auctions), down from $27.85 million (from 70 auctions) in the same
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period in 2008. However, despite the lower number of auctions, the company held larger
auctions in 2009 (average gross sales per auction of $0.50 million in Q2 2009 versus $0.40
million in Q2 2008, and average gross saes of $0.45 million per auction for the first 6
months of 2009 versus $0.40 million in the same period in 2008). We think the very large
size of the industrial and construction equipment auctions, and the larger size in the
company’s online auctions held in Q2 2009, had a positive impact in increasing the
average size of auctions. In addition, Hodgins reported higher average commission rates
(commission revenues as a percentage of gross auction sales) of 10.1% in Q2 2009, versus
8.1% in Q2 2008, and 10.0% for the first 6 months of 2009, versus 7.8% in the same
period of 2008.

Overall, based on YTD performance and our industry outlook for therest of 2009, we
have lowered our commission revenue forecast from $3.03 million to $2.93 million,
and total revenues from $3.15 million to $3.04 million. Note that although we lowered
revenues in light of the economic downturn, we think the company will improve its
profitability in 2009, compared to 2008, and our previous estimates, primarily as a
result of its efforts to diversify and increasing its online businesses. In 2010, in
anticipation of a considerable improvement in economic conditions in Saskatchewan
and Canada, we expect an average year for the company and maintain our revenue
forecast at $3.45 million.

Margins Lower Direct Costs: Gross margins improved to 78.0% in Q2 2009, from 75.4% in Q2

Exceeded 2008, and to 65.0% for the first 6 months of 2009, from 60.3% in the same period in 2008.

Expectations  Despite lower revenues, the increase in gross margins was partly because of higher
operating efficiencies in conducting auctions, which lowered direct costs. Asindustrial and
construction equipment auctions as well as online auctions typically have higher gross
margins than those from farmland and farm equipment auctions, we think the company’s 2
large industrial auctions and increased online auctions during Q2 2009, also had a very
positive impact on its gross margins. As a result of the improvements, we have increased
our gross margins forecast from 51.9% to 54.9% in 2009. In 2010, we have maintained our
forecast at 50.7% (a historical average) until we see further evidence of improvement.

Margns 2008 2004 2006 2006 2007 2008 2000E 20106 Q22000 Q22008] 6mp2009 6 mo 2008
GossMagn S56% 5l5% 465% 463% 538% 501% 54% S04 B0% B 60%  603%
EBITDA Magn 43% 102% 4% -0T% 125% -61% 34% 544 527 4654  81%  18%
EBIT Magrs 28% 8% 2% -28% 103% 90% O05% 234 5L6% 4504  260%  165%
EBT Magin 0% 71% 18% -56% 93% -113% -46% 034 487% 494 24  15%
Net Margin 02 56% 11% -56% 114% -113% -46% 0204  474% 3024  212% 9%

Lower G& A Expenses. The company reduced its G& A expenses to $0.78 million for the
first six months of 2009, compared to $0.94 million for the same period in 2008, as a result
of various reductions in expenses such as professional fees and wages. We have reflected
this in our valuation model, and our EBITDA margin forecast has increased to 3.4% for
2009, from previous -2.0% as aresult of all the improvements discussed above.
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Raised EPS In Q2 2009, the company posted net income of $0.92 million (EPS: $0.11), compared to

Forecasts $0.83 million (EPS: $0.10) in Q2 2008. For the first 6 months of 2009, the company
posted net income of $0.45 million (EPS: $0.05), compared to $0.22 million (EPS: $0.02)
in the same period in 2008. Given all the changes shown above, we have reduced our
net loss forecast in 2009 from $0.22 million (EPS: -$0.03) to $0.13 million (EPS: -
$0.02). In 2010, we raise our EPS forecast from a net loss of $0.07 million (EPS: -
$0.01) to net income of $0.01 million (EPS: 0.00).

Cash Flows, For the first 6 months of 2009, the company generated $2.58 million from operations
Liquidityand  (primarily resulting from a $2.34 million increase in accounts payables) and spent a net
Capital $0.15 million on new equipment. The company a so issued net $0.05 million in term loans
Expenditures  ($0.18 in new loans net repayment of $0.13 million). As a result of the cash inflows, the
company had $2.61 million in cash and $0.21 million in working capita at the end of June
2009, compared to $0.45 million in cash and -$0.68 million in working capital at the end
of March 2009. However, we expect the company to use the existing cash to significantly
pay down its payables in the balance of the year. Based on a capital expenditure forecast
of $0.24 million in 2009 (unchanged from previous report), our valuation model indicates
that the company’s current cash will not be sufficient and it will have to raise $0.25 million
(from short term bank lines as assumed by our valuation model) for the balance of 2009.

Valuation Given al changes discussed above, our revised DCF model gave a fair vaue estimate of
$0.32 per share, up from $0.25 per share in our previous report.

Hodgins Auctioneers Inc - DCF Valuation

Million C$) 2009E 2010E 2011E 2012E 2013E 2014E 2015 2016E 2017E 2018E Terminal
Net Income (0.134) 0.007 0.092 0.172 0.253 0.333 0.385 0.439 0.496 0.555 0.616
Non Cash Charges 0.090 0.108 0.113 0.111 0.110 0.109 0.108 0.107 0.106 0.105 0.105
Funds from Operations (0.044) 0.115 0.204 0.283 0.363 0.442 0.493 0.546 0.602 0.660 0.721
Investment in W/C (0.151) (0.014) (0.011) (0.010) (0.010) (0.011) (0.004) (0.004) (0.004) (0.004) (0.005)
Cash From Operations (0.195) 0.102 0.193 0.273 0.352 0.431 0.489 0.542 0.597 0.656 0.717
Capex 0.240 0.150 0.100 0.100 0.100 0.100 0.100 0.100 0.100 0.100 0.100
Free Cash Flow (0.435) (0.048) 0.093 0.173 0.252 0.331 0.389 0.442 0.497 0.556 0.617
PV (0.419) (0.042) 0.072 0.119 0.154 0.181 0.190 0.192 0.193 0.193 2379
Discount Rate 12%

Terminal Growth 3%
Firm PV 3212
Cash (Beg. of Year) 0.247

LT Debt (Beg. Of Year) 0.670
PV Equity 2.790
Shares O/S (in Millions) 8.599
DCF Value/Share 0.32

Conclusion &  Although we believe the downturn in the Agriculture industry will negatively affect
Rating Hodgins for the balance of 2009, the company’s strategy of business diversification
and increasing online auctions have shown to be successful in improving margins and
profitability. As the company continues to carry out this strategy, we expect the
company to fare considerably better in 2009. As a result of the improvement, we
maintain our BUY rating on Hodgins and increase our fair value estimate from $0.25
per shareto $0.32 per share. We continueto ratethe company a RISK of 3 (Average).

Risks - The company operates in a highly competitive industry, which subjects the
company to price competition.
- The company’s expansion plan is likely to require additional capital, which is
difficult to raise in current market conditions.
- The company’s business is highly seasonal, and largely dependent on the spring
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auction season. We note the company’s business diversification and increasing
presence in online auctions may offset this effect.

- The company’s business is subject to the economic downturn, but the risk may be
partially offset by an increase in insolvency related auctions and the company’s
business diversification strategy.
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Appendix

Hodgins Auctioneers Inc - Income Statements
(in Million C$)

2003 2004 2005 2006 2007 2008 2009E 2010E
Revenues
Auction revenues 2.20 3.38 3.50 3.23 4.12 3.29 2.93 3.32
Rental income 0.10 0.10 0.10 0.08 0.11 0.06 0.07 0.09
Other income 0.09 0.05 0.01 0.03 0.02 0.05 0.05 0.04

2.39 3.53 3.61 3.34 4.26 3.40 3.04 3.45
Direct Costs 1.06 1.71 1.93 1.79 1.97 1.70 1.37 1.70
GrossMargin 1.33 1.82 1.68 1.55 2.29 1.70 1.67 1.75
G&A 122 1.38 1.50 157 1.76 1.87 157 157
Stock Based Compensation - 0.08 0.01 0.00 - 0.05
EBITDA 0.10 0.36 0.17 (0.02) 0.53 (0.21) 0.10 0.19
Amortization 0.04 0.05 0.07 0.07 0.09 0.10 0.09 0.11
EBIT 0.07 0.31 0.10 (0.10) 0.44 (0.31) 0.01 0.08
I nterest 0.07 0.06 0.03 0.09 0.04 0.08 0.15 0.07
EBT (0.01) 0.25 0.07 (0.19) 0.40 (0.38) (0.13) 0.01
Tax - 0.05 0.03 - (0.09) - - 0.00
Net Income (0.006) 0.198 0.040 (0.186) 0.487 (0.384) (0.134) 0.007

EPS n‘a 0.04 0.00 (0.02) 0.04 (0.05) (0.02) 0.00
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Hodgins Auctioneers I nc - Balance Sheets
(in Million C$)
2003 2004 2005 2006 2007 2008 2009E 2010E
ASSETS
Cash And Equivalents 0.256 0.379 0.469 0.107 0.001 0.247 0.03 0.018
Accounts Receivable 0.152 0.037 0.233 0.128 0.326 0.108 0.123 0.175
Inventory 0.03 0.038 0.031 0.033 0.196 0.086 0.145 0.165
Prepaid Exp. - - 0.028 0.048 0.049 0.034 0.034 0.039
Total Current Assets 0.438 0.454 0.761 0.316 0.572 0.476 0.332 0.396
Long-Term Note Receivable 0.173 0.173 0.173
Net Property, Plant & Equipment 0.476 0.628 0.656 0.646 0.755 0.773 0.923 0.915
Total Assets 0.913 1.082 1.416 0.962 1.328 1422 1.429 1.484
LIABILITIES
Bank Indebtedness 0.106 0.090 0.340 0.490
Accounts Payable 0.32 0.29 0.524 0.159 0.223 0.337 0.259 0.322
Due to Shareholders 0.042 0.042 0.042 0.042 0.042 0.04 - -
Curr. Port. of LT Debt 0.766 0.075 0.112 0.08 0.092 0.176 0.164 0.162
Curr. Income Taxes Payable - 0.054 0.08 0.114 - - - -
Total Current Liabilities 1.129 0.462 0.759 0.501 0.356 0.639 0.764 0.974
Long-Term Debt - 0.341 0.327 0.321 0.344 0.494 0.51 0.348
Total Liabilities 1.129 0.802 1.085 0.822 0.701 1.133 1.273 1.321
Common Stock 0.0 0.215 0.234 0.234 0.234 0.234 0.234 0.234
Additional Paid In Capital - 0.081 0.074 0.07 0.07 0.116 0.116 0.116
Retained Earnings (0.215) (0.017) 0.023 (0.163) 0.324 (0.06) (0.194) (0.187)
Total Shareholder's Equity (0.215) 0.279 0.331 0.14 0.627 0.29 0.156 0.163
Total Liability and Equity 0.913 1.082 1.416 0.962 1.328 1.422 1.429 1.484
© 2009 Fundamental Research Corp. wWww.resear chfrc.com Brian Tang, BBA, CFA

PLEASE READ THE IMPORTANT DISCLOSURES AT THE BACK OF THIS REPORT



Hodgins Auctioneers Inc. (TSX.V: HA) — Update Page 9
Hodgins Auctioneersinc - Cash Flow Statements
(in Million C$)
2003 2004 2005 2006 2007 2008 2009E 2010E
Net Income (0.006) 0.198 0.0398 (0.186) 0.487 (0.384) (0.134) 0.007
Depreciation & Amort. 0.037 0.048 0.073 0.071 0.091 0.097 0.09 0.108
(Gain) Loss From Sale Of Assets - (0.013) (0.006) - -
Stock-Based Compensation - 0.081 0.009 0.002 - 0.05 -
0.032 0.314 0.116 (0.112) 0.578 (0.24) (0.044) 0.115
Changein Acc. Receivable (0.058) 0.137 (0.196) 0.105 (0.197) 0.217 (0.015) (0.052)
Change In Inventories 0.0195 (0.007) 0.007 (0.002) (0.164) 0.11 (0.059) (0.02)
Changein Acc. Payable (0.431) (0.066) 0.254 (0.365) 0.063 0.114 (0.077) 0.062
Changein Inc. Taxes - 0.054 0.026 0.034 (0.124)
Change in Other Net Operating Assets - - (0.028) (0.02) (0.001) 0.015 (0.0) (0.005)
Cash from Operations (0.437) 0.433 0.179 (0.36) 0.165 0.216 (0.195) 0.102
Capital Expenditure (0.006) (0.21) (0.121) (0.062) (0.21) (0.168) (0.24) (0.15)
Property, Plant, and Equipment - 0.023 0.026 - 0.01 0.052
Increase in Note Receivable (0.173)
Cash from Investing (0.006) (0.187) (0.095) (0.062) (0.2 (0.289) (0.24) (0.15)
Debt Issued 0.8 - 0.084 0.031 0.123 0.386 0.18
Debt Repaid (0.49) (0.351) (0.061) (0.069) (0.088) (0.152) (0.176) (0.164)
Bank Indebtness 0.25 0.15
Issuance of Common Stock - 0.229 - - -
Repurchase of Common Stock - - (0.017) (0.007) -
Other (0.005) (0.036)
Cash from Financing 0.31 (0.122) 0.006 (0.045) 0.035 0.228 0.218 (0.01)
Changein Cash (0.133) 0.124 0.089 (0.467) 0.0 0.156 (0.217) (0.063)
© 2009 Fundamental Research Corp. wWww.resear chfrc.com Brian Tang, BBA, CFA
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Fundamental Research Corp. Equity Rating Scale:

Buy — Annual expected rate of return exceeds 12% or the expected return is commensurate with risk

Hold — Annual expected rate of return is between 5% and 12%

Sell — Annual expected rate of return is below 5% or the expected return is not commensurate with risk

Suspended or Rating N/A— Coverage and ratings suspended until more information can be obtained from the company regarding recent events.

Fundamental Research Corp. Risk Rating Scale:

1 (Low Risk) - The company operates in an industry where it has a strong position (for example a monopoly, high market share etc.) or operatesin
aregulated industry. The future outlook is stable or positive for the industry. The company generates positive free cash flow and has a history of
profitability. The capital structure is conservative with little or no debt.

2 (Below Average Risk) - The company operates in an industry where the fundamentals and outlook are positive. The industry and company are
relatively less sensitive to systematic risk than companies with a Risk Rating of 3. The company has a history of profitability and has demonstrated
its ability to generate positive free cash flows (though current free cash flow may be negative due to capital investment). The company’s capital
structure is conservative with little to modest use of debt.

3 (Average Risk) - The company operates in an industry that has average sensitivity to systematic risk. The industry may be cyclical. Profits and
cash flow are sensitive to economic factors athough the company has demonstrated its ability to generate positive earnings and cash flow. Debt use
isin line with industry averages, and coverage ratios are sufficient.

4 (Speculative) - The company has little or no history of generating earnings or cash flow. Debt useishigher. These companies may be in start-up
mode or in aturnaround situation. These companies should be considered speculative.

5 (Highly Speculative) - The company has no history of generating earnings or cash flow. They may operate in a new industry with new, and
unproven products. Products may be at the development stage, testing, or seeking regulatory approval. These companies may run into liquidity
issues, and may rely on externa funding. These stocks are considered highly speculative.

Disclaimersand Disclosure

The opinions expressed in this report are the true opinions of the analyst about this company and industry. Any “forward looking statements” are our best estimates
and opinions based upon information that is publicly available and that we believe to be correct, but we have not independently verified with respect to truth or
correctness. There is no guarantee that our forecasts will materialize. Actual results will likely vary. The analyst and Fundamental Research Corp. “FRC” does not
own any shares of the subject company, does not make a market or offer shares for sale of the subject company, and does not have any investment banking business
with the subject company.  Fees of less than $30,000 have been paid by HA to FRC. The purpose of the fee is to subsidize the high costs of research and
monitoring. FRC takes steps to ensure independence including setting fees in advance and utilizing analysts who must abide by CFA Institute Code of Ethics and
Standards of Professional Conduct. Additionally, analysts may not trade in any security under coverage. Our full editorial control of all research, timing of release
of the reports, and release of liability for negative reports are protected contractualy. To further ensure independence, HA has agreed to a minimum coverage term
including four updates. Coverage can not be unilaterally terminated. Distribution procedure: our reports are distributed first to our web-based subscribers on the
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