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MANAGEMENT’S RESPONS IBILITY FOR FINANCIAL REPORTING  

The accompanying unaudited condensed interim financial statements of Founders Advantage Capital Corp. (“Founders Advantage” or the 

“Corporation”) for the three and nine month periods ended September 30, 2017 are the responsibility of the Board of Directors and 

management. These financial statements have been prepared by management in accordance with International Financial Reporting 

Standards, including International Accounting Standard 34, Interim Financial Reporting. Management maintains the necessary systems of 

internal controls, policies and procedures to provide assurance that assets are safeguarded and that the financial records are reliable and 

form a proper basis for the preparation of financial statements.  

 

The Board of Directors has delegated to the Audit Committee the responsibility for reviewing and approving the accompanying unaudited 

condensed interim financial statements; together with other financial information of the Corporation, and for ensuring that management 

fulfills its financial reporting responsibility. The Audit Committee has met with management to review the financial reporting process and 

other financial information of the Corporation, including the accompanying unaudited condensed interim financial statements.  

 

Peter C. McRae Ron Gratton 
(signed) Director (signed) Interim Chief Financial Officer 

 

Calgary, Canada 
November 27, 2017 

 

 

NOTICE TO READER  

The condensed interim financial statements of the Corporation for the three and nine months ended September 30, 2017 are unaudited and 

prepared by management. These financial statements have not been reviewed by the Corporation’s independent external auditor. 
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The accompanying notes form an integral part of these interim condensed consolidated financial statements.  

 

As at 

  September 30,  

2017 

 December 31,  

2016 

ASSETS                                                     

Current assets      

Cash and cash equivalents  $  29,248  $  7,824  

Trade and other receivables (note 5)    13,671    11,742  

Prepaids and other assets    1,225    1,340  

Notes receivable    274    290  

Financial instruments (note 6)    2,546   - 

Inventories    3,094   - 

    50,058    21,196  

      

Trade and other receivables (note 5)    961    671  

Investments (note 6)    186    2,673  

Equity accounted investment (note 7)    -      609  
Intangible assets (note 8)    146,496    137,441  

Goodwill     88,576    82,765  

Capital assets     12,699    12,816  

TOTAL ASSETS  $  298,976  $  258,171  

LIABILITIES      
Current liabilities      
Accounts payable and accrued liabilities  $  12,058  $  13,916  

Loans and borrowings (note 9)    9,356    25,064  

Deferred revenue    1,387    970  

Other current liabilities    443    636  

Non-controlling interest rights (note 10)    5,100   - 

    28,344    40,586  

      

Loans and borrowings (note 9)    54,408    7,391  

Other long-term liabilities    274   271  

Deferred tax liabilities     28,457    26,480  

Non-controlling interest rights (note 10)    3,215   - 

    114,698    74,728  

EQUITY      
Share capital (note 11)    115,055    111,429  
Contributed surplus     14,291    14,859  

Accumulated other comprehensive loss    (1,348)   -    

Deficit    (20,381)   (19,439) 

TOTAL SHAREHOLDERS’ EQUITY    107,617    106,849  

      

NON-CONTROLLING INTEREST    76,661    76,594  

      

TOTAL LIABILITIES AND EQUITY  $  298,976  $  258,171  

 
Commitments (note 18) 
Subsequent events (note 20) 
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 For the three months ended  
September 30, 

For the nine months ended  
September 30, 

  2017  2016  2017  2016 

         
Revenues (note 14) $  21,759  $   10,643   $   54,953  $   13,661  
Direct costs   3,101    1,506    8,658    2,110  

Gross profit   18,658    9,137    46,295    11,551  
         
Acquisition and due diligence costs   50    858    394    2,737  
General and administrative   10,479    3,504    30,505    6,701  
Share-based payments (note 12)   738    3,173    2,710    4,992  
Depreciation and amortization   2,854    903    7,299    1,197  

   14,121    8,438    40,908    15,627  
         
INCOME (LOSS) FROM OPERATIONS   4,537    699    5,387    (4,076) 
         
Other income (expenses)         
Finance expense   (1,692)   (1,505)   (3,109)   (2,021) 
Foreign exchange gain   1,113    136    1,689    133  
Gain on financial instruments (note 6)   2,487    -      2,546    -    
Non-cash write down/impairment (note 6 & 8)   (2,813)  -   (2,813)  - 
Loss on equity accounted investment   (23)   (5)   (205)   (20) 
Gain (loss) on sale of investments (note 7)   1,902    -      1,902    (1,319) 
Net (loss) gain on sale of capital and intangible assets   (38)   (11)   1,684    (11) 
Other expense (note 10)   (666)  -      (971)  -    
Other income   120   148   202   232 

   390    (1,237)   925    (3,006) 

INCOME (LOSS) BEFORE INCOME TAX   4,927    (538)   6,312    (7,082) 
         
Income tax (expense) recovery         
Current tax expense   (1,829)   (1,489)   (3,286)   (1,779) 
Deferred tax recovery   513    856    2,016    4,614  

   (1,316)   (633)   (1,270)   2,835  
         
NET INCOME (LOSS) FOR THE PERIOD $  3,611  $   (1,171)  $   5,042  $   (4,247) 

         
NET INCOME (LOSS) ATTRIBUTABLE TO:         
Shareholders   1,140    (2,842)   485    (6,268) 
Non-controlling interest   2,471    1,671    4,557    2,021  
         
 $  3,611  $  (1,171)   5,042    (4,247) 
         
NET INCOME (LOSS) PER COMMON SHARE (note 15)        
Basic $  0.03  $  (0.08) $  0.01  $  (0.27) 

Diluted $  0.03  $  (0.08) $  0.01  $  (0.27) 
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 For the three months ended  
September 30, 

For the nine months ended  
September 30, 

  2017  2016  2017  2016 
         
NET INCOME (LOSS) FOR THE PERIOD $  3,611  $  (1,171)   $   5,042  $   (4,247) 
         
OTHER COMPREHENSIVE INCOME (LOSS)         
Items that will be subsequently reclassified to   
    comprehensive income:        
Unrealized loss on available for sale financial  
    assets, net of tax (note 6) 

 
   -      (16) 

Foreign exchange translation loss   (808)   -      (1,348)  - 
   (808)  -    (1,348)   (16) 
         
COMPREHENSIVE INCOME (LOSS) FOR THE PERIOD $  2,803  $  (1,171)  $  3,694  $  (4,263) 

         
COMPREHENSIVE INCOME (LOSS) ATTRIBUTABLE TO:        
Shareholders   332   (2,842)   (863)   (6,284) 
Non-controlling interest   2,471   1,671   4,557    2,021  

 $  2,803  $ (1,171) $  3,694  $  (4,263) 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
  
 
 
 
 
 
 
 
 
 
 
 
 
 



Founders Advantage Capital Corp. 
Interim Condensed Consolidated Statements of Changes in Equity (unaudited) 
(in thousands of Canadian dollars) 
 

5 
The accompanying notes form an integral part of these interim condensed consolidated financial statements.  

 

Share  
          capital 

Contributed               
s       surplus 

Accumulated 
other 

comprehensive 
income (loss)  Deficit 

Total  

shareholders’ 
equity 

Non-

controlling 
interest 

Total  

Total  
equity 

Balance at December 31, 2015 $    27,027  $ 6,730 $              16 $     (10,761) $ 23,012 $ - $ 23,012 
               
Shares issued on the acquisition of 

Advantage Investments (note 11)  2,429  -  -  -  2,429  -  2,429 
Shares held in escrow (note 11)  (2,429)  -  -  -  (2,429)  -  (2,429) 
Share-based payments  -  4,992  -  -  4,992  -  4,992 
Subscription receipts offering  28,790  -  -  -  28,790  -  28,790 
Share issuance costs   (2,255)  -  -  -  (2,255)  -  (2,255) 
Net (loss) income and 

comprehensive loss  -  -  (16)  (6,268)  (6,284)  2,021  (4,263) 
Fair value of broker warrants issued  (2,178)  2,178  -  -  -  -  - 
Shares issued on the acquisition of     
    DLC Group  26,667  -  -  -  26,667  -  26,667 
Common share offering   33,289  -  -  -  33,289  -  33,289 
Non-controlling interest on 

acquisition  -  -  -  -  -  58,703  58,703 

Balance at September 30, 2016 $   111,340  $         13,900 $              - $  (17,029) $ 108,211 $ 60,724  $ 168,935 

Share issuance costs  (4)  -  -  -  (4)  -  (4) 
Share-based payments  -  1,021   -  -  1,021  -   1,021  
Net (loss) income   -   -   -  (2,410)  (2,410)      494   (1,916)  
Non-controlling interests acquired  -   -   -  -  -   16,453   16,453 
Exercise of broker warrants  93   (62)  -  -   31   -  31 
Distributions to non-controlling 

interest    -    -   -  -  -   (1,077)   (1,077) 

Balance at December 31, 2016 $ 111,429   $          14,859  $ - $ (19,439) $  106,849  $ 76,594 $ 183,443  

Share-based payments (note 12)  -   2,669   -  -   2,669   -   2,669  

Exercise of DSUs (note 12)  1,037   (1,862)  -  -   (825)  -   (825) 
Exercise of broker warrants  
  (note 12)  160   (106)  -  -   54   -   54  
Fair value of lender warrants issued 

(note 9 & 12)  -   1,160   -  -   1,160   -   1,160  
Share released from escrow (note 

11)  2,429   (2,429)  -  -   -     -  - 
Net (loss) income and 

comprehensive loss  -  -  (1,348)   485    (863)   4,557    3,694  
Distributions to non-controlling   

interest  -  -  -   -      -      (4,490)   (4,490) 

Dividends declared  -  -  -   (1,427)   (1,427)   -      (1,427) 

Balance at September 30, 2017 $ 115,055 $  14,291  $ (1,348) $  (20,381) $  107,617  $  76,661  $  184,278  
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  For the nine months ended September 30 
  2017  2016 

 
OPERATING ACTIVITIES 

    

Net Income (loss) for the period $  5,042  $  (4,247) 
     
Items not affecting cash:     
   Share-based payments (note 12)   2,710    4,992  
   Depreciation and amortization   7,299    1,197  
   (Gain) loss on sale of investments (note 7)   (1,902)   1,319  
   (Gain) loss on sale of capital and intangible assets (note 8)   (1,684)   11  
   Other non-cash items   (113)   271  
 Deferred tax recovery    (2,016)   (4,614) 

Changes in non-cash working capital (note 16)   (2,343)   (2,145) 

CASH PROVIDED BY (USED IN) OPERATING ACTIVITIES   6,993    (3,216) 

     
INVESTING ACTIVITIES     
Contributions to equity accounted investee   (194)   (20) 
Proceeds from sale of investments (note 7)   2,500    10,087  
Expenditures on capital assets   (1,513)   (132) 
Proceeds on disposition of capital and intangible assets (note 8)   1,477   -   
Investment in intangible assets (note 8)   (2,467)   (737) 
Distributions to non-controlling interest   (5,241)  -   
Investment in DLC, net of cash received   -    (54,770) 
Investment in Impact, net of cash received (note 4)    (11,996)  - 
Investment in shares   -    (45) 
Changes in non-cash investing working capital (note 16)   (566)  -   

CASH USED IN INVESTING ACTIVITIES   (18,000)   (45,617) 

     
FINANCING ACTIVITIES     
Proceeds from equity financing, net of transaction costs   -    59,012  
Proceeds from debt financing, net of transaction costs (note 9)   68,280    37,384  
Repayment of debt (note 9)   (32,641)   (21,016) 
Dividends paid to common shareholders   (950)   -  
Exercise of warrants (note 12)   54    -  
Exercise of DSUs (note 12)   (825)   -  
CASH PROVIDED BY FINANCING ACTIVITIES   33,918    75,380  

     

Increase in cash and cash equivalents   22,911   26,547  
Impact of foreign exchange on cash and cash equivalents   (1,487)   136  
Cash and cash equivalents, beginning of period   7,824    9,103  

Cash and cash equivalents, end of period $  29,248  $  35,786  

 
Cash flows include the following amounts: 

    

Interest paid $ 2,691 $ 1,597 
Interest received $ 53 $ 65 
Income taxes paid  $ 3,165 $ 776 
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1. NATURE OF OPE RATIONS  
 

Founders Advantage Capital Corp. (“Founders Advantage” or the “Corporation”) is an investment corporation listed on the TSX Venture 
Exchange (“Exchange”) under the symbol “FCF”. The Corporation’s name was changed from FCF Capital Inc. to Founders Advantage 
Capital Corp. on May 16, 2016. The head office of the Corporation is located at Suite 400, 2207 - 4th Street S.W., Calgary, Alberta T2S 
1X1. The Corporation was incorporated under the Business Corporations Act (Alberta) on October 1, 1998. 
 
The Corporation’s current investment approach is to acquire controlling equity interests in middle-market private companies with 
strong cash flows, and proven management teams who are driven to grow their underlying business (the “Founders Advantage 
Investment Approach”).  
 
On February 23, 2016, the Corporation acquired 100% of the shares of Advantage Investments (Alberta) Ltd. (“Advantage Investments”), 
which resulted in the Corporation obtaining the resources to pursue the Founders Advantage Investment Approach. This investment 
approach allows owners of investee companies to continue managing the day to day operations and has no mandated liquidity time 
frame. As a part of this ongoing investment strategy, Founders Advantage has acquired interests in the following subsidiaries: 
 

            Ownership interest 

 September 30,  
2017 

December 31,  
2016 

Dominion Lending Centers Limited Partnership (“DLC”) 60% 60% 
Club16 Limited Partnership (“Club16”) 60% 60% 
Cape Communications International Inc. (operating as Impact Radio Accessories) 
(“Impact”) (note 4) 52% - 

 
 

2. BASIS  OF PRE PARATION  
 

Statement of compliance 
These unaudited interim condensed consolidated financial statements (“interim financial statements”) of the Corporation have been 
prepared in accordance with International Financial Reporting Standards (“IFRS”) as issued by the International Accounting Standards 
Board (“IASB”), including International Accounting Standard (“IAS”) 34, Interim Financial Reporting. They do not include all information 
required for annual financial statements and, therefore, should be read in conjunction with the Corporation’s audited consolidated 
financial statements as at and for the fifteen months ended December 31, 2016. 
 
These interim financial statements were authorized for issuance by the Audit Committee of the Corporation, on behalf of the Board of 
Directors, on November 27, 2017. 

  
 
3. SIGNIFICANT ACCOUNTI NG POLICIE S  
 

The significant accounting policies and methods of computation used in the preparation of these interim financial statements are the 
same as those used in the most recent annual financial statements except those noted below.  

 

a) Revenue recognition 
Impact – Radio accessories 
Radio accessories revenue relates to revenues earned from the sale of two-way radio products, and is recognized when the risks 
and rewards of ownership are transferred to the buyer, it is probable the economic benefits will flow to the Corporation, the amount 
of revenue can be reasonably estimated, and the costs incurred with respect to the transaction can be reliably measured. 
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b) Share-based payments 
As a part of the Impact acquisition, share appreciation rights (“SARs”) were granted to the management of Impact. The SARs provide 
Impact’s management with the opportunity to receive a cash payment equal to the growth in the fair market value of Impact’s 
shares over and above the fair market value of the shares on the grant date. The liability is measured initially, and at the end of each 
reporting period until the liability is settled, at the fair value of the SARs by applying an option pricing model, with any changes in 
fair value recognized in the consolidated statement of income. 
 

c) Inventories 
Inventories are comprised of Impact’s two-way radio products and are measured at the lower of cost and net realizable value.  The 
cost of inventories is assigned on a weighted average cost formula. Cost of inventories is comprised of the purchase price and costs 
incurred to bring the inventories to their existing location and condition. Net realizable value is the estimated selling price in the 
ordinary course of business less the estimated costs to make the sale. 
 

d) Warranty provision 
The Corporation’s warranty provision relates to expected warranty claims on products sold to Impact’s customers, and includes the 
incremental costs related to handling the estimated warranty claims. The provision is estimated based on historical claims and is 
accrued for as the sale of the product is recognized. Impact provides warranties on its products for six months, two-year or three-
year periods, and expects these costs to be incurred over the next one to three years. Actual warranty costs are charged against the 
provision for warranty, which is included in other current liabilities on the consolidated statement of financial position. 
 

e) Foreign currency 
The interim financial statements are presented in Canadian dollars, which is the Corporation’s presentation currency.  
 
The financial statements of each of our subsidiaries are measured using the currency of the primary economic environment in which 
the subsidiary operates (the “functional currency”). The functional currency of each of the Corporation’s subsidiaries is the Canadian 
dollar, with the exception of Impact whose functional currency is the US dollar. Foreign currency transactions are translated into 
the functional currency using the exchange rates prevailing at the dates of the transaction. Foreign exchange gains and losses 
resulting from the settlement of such transactions are recognized in the consolidated statement of loss. 
 
Assets and liabilities of entities with functional currencies other than Canadian dollars are translated into Canadian dollars at the 
period end exchange rate, and the results of their operations are translated at the average rates for the period. The resulting 
translation adjustments are included in accumulated other comprehensive income.  

 

f) Intangible assets 
Intangible assets related to the Impact acquisition includes customer and supplier relationships, a non-compete agreement and the 
Impact brand name. These intangible assets are amortized on a straight-line basis over their respective useful lives. Customer 
relationships are amortized over the estimated economic life of 15 years. Supplier relationships and brand name are amortized over 
five-year terms. The non-compete agreement is amortized over the two-year term of the agreement.  
 

g) Financial instruments 
A financial instrument is any instrument that gives rise to a financial asset of one entity and a financial liability or equity instrument 
of another entity. On initial recognition, financial assets and liabilities are measured at their fair value, and then subsequently are 
measured based on their classification. The Corporation classifies its financial assets and liabilities into one of the following 
categories: 

 
Fair value through profit or loss 
A financial asset or liability is classified as fair value through profit or loss (“FVTPL”) if it is classified as held-for-trading or is 
designated as such on initial recognition. The Corporation classifies a financial instrument as held-for-trading if it was acquired 
principally for the purpose of selling or repurchasing in the short-term. Directly attributable transaction costs are recognized in 
income as incurred. These financial assets and financial liabilities are measured at fair value, with any gains and losses on revaluation 
recognized in income as incurred. The Corporation’s option agreements related to its investment in Vital Alert Communications Inc. 
(“Vital Alert”) is classified as FVTPL.  
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Loans and receivables 
Loans and receivables are financial assets with fixed or determinable payments that are not quoted in an active market. Assets in 
this category are initially measured at fair value and subsequently at amortized cost using the effective interest rate method. The 
Corporation’s loans and receivables are comprised of cash and cash equivalents, notes receivable and trade and other receivables.  
 
Available-for-sale assets 
Available-for-sale assets are non-derivative financial assets that are either designated in this category or are not classified in any of 
the other financial asset categories. These assets are measured at fair value, plus transaction costs, and subsequently are measured 
at fair value with changes recognized in other comprehensive income. Upon sale or impairment, the accumulated fair value 
adjustments are transferred from other comprehensive income to earnings for the period. The Corporation’s investment in Vital  
Alert is classified as available-for-sale. 
 
Financial liabilities at amortized cost 
This category consists of non-derivative financial liabilities that do not meet the definition of held-for-trading liabilities, and that 
have not been designated as liabilities at fair value through profit or loss. These liabilities are initially measured at fair value, less 
any directly attributable transaction costs, and are subsequently measured at amortized cost using the effective interest method. 
The Corporation’s financial liabilities that are measured at amortized cost include trade payables and loans and borrowings. 
 
Financial assets are derecognized when the rights to receive cash flows from the assets have expired, or the Corporation has 
transferred the rights to receive the contractual cash flows in a transaction in which substantially all of the risk and rewards of 
ownership of the financial assets have transferred. 
 
A financial liability is derecognized when its contractual obligations are discharged or expire. 

 

h) Recent accounting pronouncements 
Certain pronouncements are issued by the IASB that are effective for accounting periods beginning on or after January 1, 2018 and 
have not been applied to these Interim financial statements. Those which are relevant to the Corporation have been set out below. 
The Corporation is continuing to evaluate the impact of such standards.  
 
IFRS 9 - Financial instruments: classification and measurement  
A finalized version of IFRS 9 was issued in July 2014 and supersedes all previous versions, replacing IAS 39 Financial Instruments: 
Recognition and Measurement. IFRS 9 includes impairment requirements for financial assets, the classification and measurement 
requirements by introducing a fair value through other comprehensive income measurement category for certain simple debt 
instruments, de-recognition and general hedge accounting. This standard is to be applied retrospectively, and is effective for 
accounting periods beginning on or after January 1, 2018, with earlier adoption permitted. The Corporation intends to adopt the 
new standard on the required effective date, and is currently assessing the impact the amendment will have on the interim financial 
statements. 

 
IFRS 15 - Revenue from contracts with customers  
IFRS 15 was issued in May 2014, and provides a single comprehensive model to determine how and when an entity should recognize 
revenue arising from contracts with customers, and is requiring entities to provide users of financial statements with more 
informative, relevant disclosures. Either a full or modified retrospective application is required for annual periods beginning on or 
after January 1, 2018 with early adoption permitted. The Corporation intends to adopt the new standard on the required effective 
date, and is currently assessing the impact the amendment will have on the interim financial statements. 

 
IFRS 16 - Leases  
IFRS 16 introduces a single accounting model for leases. The standard requires a lessee to recognize assets and liabilities on its 
statement of financial position for all leases with a term of more than 12 months. IFRS 16 can be applied through a full or modified 
retrospective approach for annual reporting periods beginning on or after January 1, 2019. Earlier application is permitted if IFRS 
15 Revenue from Contracts with Customers has also been applied. The Corporation intends to adopt the new standard on the 
required effective date, and is currently assessing the impact the amendment will have on the interim financial statements. 
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4. ACQUISIT IONS 

 
Cape Communications International Inc. (operating as Impact Radio Accessories) 
On March 1, 2017, the Corporation acquired a 52% majority and voting interest in Impact, which is engaged in the designing, 
manufacturing and retailing of communication products. The aggregate purchase consideration was $12,576, $12,735 of which was 
funded by the Corporation’s existing credit facilities, which were amended to fund the acquisition with the remainder being an amount 
due from vendors of $159, which relates to sales tax amounts for which the Corporation has been indemnified (note 5).   
 
The Corporation accounted for the acquisition of Impact as a business combination. The acquisition method has been used to account 
for this transaction, whereby the assets acquired and liabilities assumed have been recorded at their estimated fair values. The purchase 
price allocation related to the acquisition is preliminary and may be subject to adjustments which may be material pending completion 
of final valuations. 
 
The fair values of the net assets acquired at the date of the transaction are as follows: 
 

Consideration given:   

Cash consideration $ 12,735 
Amount due from vendors  (159) 
 $ 12,576 

 

Assets acquired:   
Cash and cash equivalents $ 739  
Trade and other receivables   966  
Prepaids and other assets   67  
Inventories  4,254 
Capital assets   138  
Intangible assets    13,370  
Goodwill   6,209  
 

Liabilities assumed:  
 

Accounts payable and accrued liabilities   (812) 
Other current liabilities  (483) 
Deferred tax liabilities  (3,572) 
Non-controlling interest rights (note 10)   (8,300) 

 $ 12,576 

 
The excess of the purchase price over the net tangible and identifiable intangible assets acquired and liabilities assumed has been 
recorded as goodwill. The goodwill recorded primarily reflects the existing management team and the future growth potential of the 
business.  

 
Of the $13,370 allocated to intangible assets, $12,000 was allocated to customer relationships, $1,000 to supplier relationships, $280 to 
brand and $90 to non-compete covenants.  

 
The results of operations are included in the Corporation’s interim financial statements for the period since the acquisition date. From 
the closing date of the acquisition on March 1, 2017 to September 30, 2017, Impact contributed revenues of $6,708 and net income of 
$28 to the Corporation’s interim financial results. If the acquisition occurred on January 1, 2017, management estimates that revenue 
and net income would have been increased by approximately $1,532 and $91, respectively. 
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Measurement of fair values 
The valuation techniques used for measuring the fair value of material assets and non-controlling interest rights acquired were as follows: 

 

Assets acquired: Valuation technique: 

Intangible assets - brand name Relief-from-royalty method: The relief-from-royalty method values the intangible asset based on 
the present value of the after-tax royalty payments that are expected to be avoided as a result of 
the brand name being owned.  

Intangible assets – customer 
relationships 

Multi-period excess earnings method: The multi-period excess earnings method values the 
intangible asset based on the present value of incremental after-tax cash flows that are 
attributable only to the customer relationships after deducting any contributory asset charges. 

Intangible assets – non-compete Comparative method: This valuation technique values the intangible assets based on the present 
value of the after-tax cash flows of the business assuming the intangible asset is in place, 
compared to the present value of the after-tax cash flows assuming the absence of the intangible 
asset in order to isolate the value attributable to the intangible asset. 

Intangible assets – supplier 
relationships 

Cost savings method: This valuation technique is a specific application of the discounted cash 
flow method, whereby the cash flows associated with the cost savings the intangible asset affords 
its owner over the next best alternative are taken into account. Any costs savings are estimated 
over a discrete time period and discounted to present value. 

Non-controlling interest rights  The fair value of the non-controlling interest rights has been calculated based on the present 
value of the after-tax cash flows associated with two separate scenarios, the exercise of the put 
option and the exercise of the liquidity rights provided to the non-controlling shareholders as a 
part of the Impact acquisition (note 10). The cash flows associated with each of these scenarios 
was then assigned a probability rate to determine the fair value of the total liability. Key 
assumptions used in the fair value calculation include a discount rate of 26.5%, a tax rate of 26% 
and probability rates of 50% assigned to each of the two possible scenarios. 

 

 
 

5. TRADE  AND OTHE R RE CE IVABLE S  
 

  
   

September 30, 
2017 

 December 31, 
2016 

Trade accounts receivable      
DLC franchise fees and mortgage  

brokerage services 
 

$  11,418  
 

$ 8,693 
Radio and radio accessories   992   - 
Other trade receivables   138    672  
   12,548    9,365  

     
Other receivables   2,084    3,048  

Total trade and other receivables   14,632    12,413  
Less current portion   (13,671)   (11,742) 

 $  961  $ 671  

 
DLC’s franchise fees and mortgage brokerage services include connectivity fee revenue which is recognized on an accrual basis as the 
volume or activity thresholds are fulfilled, and are primarily collected in the first four months of the following fiscal year. 

 
Other receivables, as at September 30, 2017 includes $728 (December 31, 2016 - $1,623) due from the vendors in the DLC transaction 
(note 19) and $159 (December 31, 2016 - $nil) due from the vendors in the Impact transaction (note 4 and 19), which relates to sales tax 
amounts payable by the vendors (being the founders of DLC and Impact) for which the Corporation has been indemnified pursuant to 
the acquisition agreement. A partially offsetting amount is recorded in accounts payable and accrued liabilities which relates to sales tax 
amounts not yet paid by DLC and Impact.  
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6. INVE STME NTS 

 

 
 

 
 

September 30,  
2017 

 December 31, 
2016 

Vital Alert Communications Inc. (1) $ 186 $ 2,673 

 
(1) On December 23, 2015, the Corporation made an equity investment of $2,673 in Vital Alert, a Canadian private company which resulted in the Corporation acquiring 

25,999,568 voting preferred shares in the capital of Vital (representing 18.6% of the voting shares of Vital). At September 30, 2017 a director of the Corporation is also 
a director of Vital Alert (note 19).  

 
The Corporation holds securities in a private company (Vital Alert) which it has classified as available-for-sale assets, carried at fair value, 
with all unrealized gains and losses, other than impairment losses, held as a component of accumulated other comprehensive income in 
equity, net of deferred taxes.  
 
The Corporation’s available-for-sale investment in Vital Alert is considered a Level 3 investment. The investment was initially recorded 
at fair value, which was calculated using a discounted cash flow valuation technique, whereby a 50-70% discount rate was applied. 
Subsequent to September 30, 2017, Vital Alert consolidated the outstanding shares and issued an offering for convertible debenture 
units (note 20), which provides for each debenture unit to be converted into one common share of Vital Alert at a conversion price of 
$7.141 per common share. Management considers the terms of this unit offering to be indicative of the value of the Vital Alert common 
shares as at September 30, 2017, and as a result has adjusted the carrying value of the Corporation’s equity investment in Vital Alert to 
its fair value of $7.141 per share, or $186.  
 
At September 30, 2017, management assessed its investment in Vital Alert for impairment, and concluded that the decline in fair value 
of its investment to be permanent in nature. As a result, an impairment loss equal to the change in fair value of the investment of $2,487 
was recorded. 
 
For the three and nine months ended September 30, 2016, the Corporation transferred unrealized gain (losses) in the amount of $nil 
and $(16) from accumulated other comprehensive income to comprehensive loss for the period related to publicly traded investments 
in which the Corporation no longer holds.  
 
On April 28, 2017, the Corporation entered into two option agreements related to its equity interest in Vital Alert with significant 
shareholders and a director of Vital Alert. The agreements provide the Corporation with a put option to require the counterparties of 
the agreement to purchase all of the Corporation’s shares in Vital Alert at any time prior to April 28, 2018 for an aggregate purchase 
consideration of $2,732. In return, the Corporation provided the counterparties with a call option which requires the Corporation to sell 
its Vital Alert shares to the same shareholders and director of Vital Alert at any time prior to April 28, 2018 for an aggregate purchase 
price of $2,732. For the three and nine months ended September 30, 2017, the Corporation has recorded an unrealized gain on the 
options of $2,487and $2,546 (2016 - $nil and $nil). Subsequent to September 30, 2017, the option agreements were canceled and the 
Corporation participated in the convertible debenture offering (note 20). 
 
 

7. E QUITY A CCOUNTE D INVESTMENT 
 

The Corporation owns a 60% interest in DLC, which in turn owned a 20% interest in Canadiana Financial Corp. (“Canadiana”) giving the 
Corporation a 12% indirect interest in Canadiana. Canadiana is a privately held entity in the business of providing mortgage facilitation 
services.  
 
On August 1, 2017, DLC sold its 20% interest in Canadiana for $2,500. The carrying value of the investment as at August 1, 2017 was $598 
resulting in a gain on sale of investment of $1,902.  
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8. INTANGIBLE  ASSE TS 

 

 Franchise rights, 
relationships and 

agreements 
Brand  

names (1)  
Customer 

relationships 
 

Other (2) 
Total intangible  

assets (3)  

Cost           
    Balance at December 31, 2016  $  80,890  $  47,400  $  7,171  $  4,495  $  139,956  
    Acquisitions (4) (note 4)  -  264  11,260  1,029  12,553 
    Additions  2,200  -  138  129  2,467 
    Write down (5)  (326)  -  -  -  (326) 

Balance at September 30, 2017   82,764    47,664    18,569    5,653    154,650  

Accumulated amortization           
    Balance at December 31, 2016   (2,275)   (5)   (42)   (193)   (2,515) 
    Additions   (3,091)   (160)   (1,363)   (1,025)   (5,639) 

Balance at September 30, 2017   (5,366)   (165)   (1,405)   (1,218)   (8,154) 
Carrying value, December 31, 2016   78,615    47,395    7,129    4,302    137,441  

Carrying value, September 30, 2017 $  77,398  $    47,499  $    17,164  $    4,435  $  146,496  
 

(1) Includes the DLC indefinite life brand names ($45,700), the Club16 brand licensing agreement ($1,700), which is amortized over its useful life of 10 years and Impact 
brand name ($280), which is amortized over its useful life of 5 years. 

(2) Other intangible assets are comprised of software acquired on acquisition of DLC and Newton Connectivity Systems (“NCS”), intellectual property rights purchased by 
DLC, supplier relationships and a non-compete agreement acquired on acquisition of Impact. 

(3) All intangible assets included in the table above relate to DLC, Club16, NCS and Impact. 
(4) Amounts acquired on acquisition of Impact are adjusted for foreign exchange translation differences from March 1 to September 30, 2017.  
(5) During the three months ended September 30, 2017, DLC wrote off one of its franchise relationships and agreements, resulting in a write down of $326. 

 
During the nine months ended September 30, 2017, DLC disposed of a division of the NCS operations for total consideration of $1,361, 
which included cash proceeds of $1,045 and the assumption of liabilities of $316. The division was mainly comprised of software with a 
carrying value of $nil, resulting in an accounting gain of $1,361. During the nine months ended September 30, 2017 DLC also disposed of 
a book of royalty commissions for total proceeds of $398, resulting in a gain of $398. 

 
 

9. LOANS AND BORROWINGS 
 

 September 30,  
2017 

December 31,  
2016 

Corporate      

$28,000 credit facility $  -    $  13,050  

$42,000 USD credit facility   48,854   - 
Subsidiaries        
DLC term loan facilities   7,270    10,395  
DLC vehicle loan   5    9  
DLC - $4,500 operating facility   3,900    2,830  
DLC - $2,000 promissory notes   -      2,000  
Club16 term loans facilities   3,735    4,171  

Total loans and borrowings   63,764    32,455  
Less current portion    (9,356)   (25,064) 

 $  54,408  $  7,391  

 

Corporate credit facilities 

Corporate - $28,000 credit facility 
On February 28, 2017, the Corporation amended its Corporate credit facilities to increase its revolving acquisition credit facility from 
$17,000 to $28,000 (“2017 Amended Credit Agreement”) and cancel its $5,000 non-revolving demand acquisition credit facility. On June 
14, 2017, the Corporation repaid and cancelled this credit facility. 
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Corporate - $42,000 USD credit facility 
On May 31, 2017, the Corporation entered into a $42,000 USD term credit facility (“Corporate Credit Facility”) with Sagard Holdings ULC 
for the purposes of refinancing its 2017 Amended Credit Agreement, finance future acquisitions and for general corporate purposes. The 
facility has a five-year term and bears interest at the three-month LIBOR rate plus 7% per annum with interest payable quarterly. The 
term facility is secured by a general security agreement with first charge over the assets of the Corporation, subject to customary terms, 
conditions, covenants and other provisions. Financial covenants include the requirement to maintain a fixed charge coverage ratio of 
not less than 1:1 and a total leverage ratio of: 

• Less than 5.25:1 for the fiscal quarter ending June 30, 2017; 

• 4.75:1 for the fiscal quarters ending September 30, 2017 and December 31, 2017; 

• 4.25:1 for the fiscal quarter ending March 31, 2018; 

• 4.00:1 for the fiscal quarter ending June 30, 2018, September 30, 2018 and December 31, 2018; and 
• 3.75:1 the fiscal quarter ending thereafter. 

 
As at September 30, 2017, the Corporation was in compliance with all such covenants.  
 
In connection with entering into the Corporate Credit Facility, the Corporation issued the lender 2,078,568 common share purchase 
warrants (note 12).  

 

DLC - term loan facilities 
DLC has a term loan of which the remaining balance is $7,270 at September 30, 2017 (December 31, 2016 - $8,575). The facility is held 
at the DLC subsidiary level. As at September 30, 2017, DLC was in compliance with all such covenants.  

 
During the nine months ended September 30, 2017, DLC repaid the outstanding balance of $1,490 on a second term loan facility that 
was outstanding as of December 31, 2016 (December 31, 2016 - $1,820). 

 

DLC - $2,000 promissory notes 
On December 12, 2016, DLC entered into two promissory notes payable totaling $2,000 due to companies that are controlled by key 
management personnel and significant shareholders of DLC (note 19). During the quarter, DLC repaid the outstanding balance of $2,000 
on the promissory notes (December 31, 2016 - $2,000). 

 

Club16 - $7,000 term loan facility 
On January 23, 2017, Club16 entered into a $7,000 term loan facility (“Club16 Term Facility”) with a Canadian financial institution for the 
purposes of refinancing the Club16 term loan facilities, and thereafter to finance the opening of new fitness facilities. The balance owing 
under the facility is $3,735 at September 30, 2017 (December 31, 2016 - $4,171). The facility matures on the earlier of (i) demand by the 
lender, or (ii) 60 months from the date of each drawdown, and is secured by a general security agreement with first charge over the 
assets of Club16, subject to customary terms, conditions, covenants and other provisions. Financial covenants include the requirement 
to maintain a debt service charge ratio of not less than 1.25 and a maximum debt-to-EBITDA ratio of less than 2.25:1. As at September 
30, 2017, Club16 was in compliance with all such covenants. Borrowings under the facility bear interest at the prime rate, plus 1.25%. 
This facility is held at the Club16 subsidiary level.  

 

Club16 - $1,500 revolving facility 
On January 23, 2017, Club16 entered into a $1,500 revolving operating facility (“Club16 Operating Facility”) to finance working capital 
requirements. Borrowings under the revolving facility are due on demand and bear interest at the bank’s prime rate plus 1.25% per 
annum. This Club16 Operating Facility is provided by the same Canadian financial institution as the Club16 Term Facility. The Club16 
Operating Facility is secured by a general security agreement with first charge over the assets of Club16, subject to customary terms, 
conditions, covenants and other provisions. Financial covenants include the requirement to maintain a debt service charge ratio of not 
less than 1.25 and a maximum debt-to-EBITDA ratio of less than 2.25:1. As at September 30, 2017, Club16 was in compliance with all 
such covenants. This facility is held at the Club16 subsidiary level and is undrawn at September 30, 2017. 
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10. NON- CONT ROLLING INTE REST  RIGHTS 

 
In connection with the Impact acquisition, the Corporation provided the vendor with certain rights which include the right to require the 
Corporation to purchase an additional 22.2% interest in Impact for total proceeds of $5,100 (the “Option”), as well as the ability to 
control a future sales process for all outstanding shares of Impact (the “Liquidity Rights”). The Option can be exercised at any time 
between September 30, 2017 and March 31, 2018 provided Impact has maintained earnings before income taxes, depreciation and 
amortization of at least $4,000 during the twelve months preceding the date of exercise. The Liquidity Rights can be exercised any time 
on or after March 1, 2020, which would allow the vendor to control the decision-making process over the sale of both the Corporation’s 
and the vendor’s interest in Impact. These rights provided to the vendors are linked in that, in the event the Option is exercised, the 
Liquidity Rights transfer to the Corporation, and in turn are no longer available to the vendors.  
 
These rights result in a liability to the Corporation, which is measured at fair value on the date of the Impact acquisition, and any 
subsequent changes in fair value are recognized in income. The fair value of the liability has been calculated to be $8,315 at the balance 
sheet date ($8,300 at March 1, 2017), which is determined, in part, by discounting the estimated future payment obligations at each 
reporting date. Changes in the estimated value of the liability in future periods, as well as the non-controlling interest’s share of net 
income are reflected in the fair value of the liability at each reporting date, with the offset recorded in other expense in the consolidated 
statement of income (loss) (note 4). Amounts are adjusted for foreign exchange translation differences from March 1 to September 30, 
2017.  
 
 

11. SHARE  CAPITAL 
 
Share consolidation 
Effective May 18, 2016, the Corporation consolidated its common shares on the basis of one (1) post-consolidation common share for 
every fifteen (15) common shares outstanding. All figures in the interim financial statements have been adjusted to reflect the 15:1 
consolidation. The number of outstanding share options and deferred share units have also been adjusted proportionately. The 
corresponding exercise prices have increased by the same ratio. 
 
Authorized share capital 
The Corporation is authorized to issue an unlimited number of Class A common shares without par value and an unlimited number of 
Class B preferred shares.  A summary of changes in Class A common share capital in the period is as follows: 

 

 

(1) The shares held in escrow are issued and outstanding, but were held in escrow until investment opportunities and other investments made by the  
Corporation delivered cumulative earnings before interest, tax, depreciation and amortization to the Corporation of not less than $15,000 . The 
performance release condition was achieved in July 2017 and the shares were released from escrow.  

 Number of Class A  
common shares 

 
Amount 

Balance at December 31, 2015 9,953,397  27,027 
Shares held in escrow - issued to Advantage Investments        
    vendor on closing (1) 952,380   2,429  
Shares held in escrow (1) -   (2,429) 
Subscription receipts 13,709,306   28,790  
Share issuance costs -   (2,255) 
Broker warrants issued (note 12)  -   (2,178) 
Issued to DLC vendors on closing  4,761,902    26,667  
Common shares issued  8,322,330    33,289  
Balance at September 30, 2016  37,699,315    111,340  

 Share issuance costs -  (4) 
Broker warrants exercised 15,027   93  

Balance at December 31, 2016  37,714,342    111,429  

DSUs exercised (note 12) 388,589  1,037 
Broker warrants exercised (note 12) 25,675  160 
Shares released from escrow (1) -  2,429 

Balance at September 30, 2017 38,128,606 $ 115,055 
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12. SHARE - BASE D PAYME NTS 
 

Share options  
Under the Corporation’s share option plan (the “Plan”), the Corporation may grant share options to its directors, officers, employees, 
and consultants for up to 10% of the issued and outstanding common shares at the time of the share option grant. The Corporation’s 
directors determine the term and vesting period of the share options at the time of the grant with the maximum term under the Plan 
being ten years from the grant date. The exercise price of each share option is determined on issuance of the share options, which cannot 
be less than the market price, less a maximum discount of 15%, as defined by the Exchange. 
 
A summary of share option activity in the periods is as follows: 

 

  Number of  
share options 

Weighted average 
 exercise price 

Outstanding share options, December 31, 2015 213,333   2.45 

Granted 2,829,745  3.94 

Forfeited (20,000)  3.00 

Outstanding share options, December 31, 2016 3,023,078 $  3.85 
Forfeited (188,333)  4.40 
Options granted 275,000  3.73 

Outstanding share options, September 30, 2017  3,109,745 $ 3.80 

 
On July 3, 2017, the Corporation granted 75,000 share options to an officer and director of the Corporation. The share options are 
exercisable at a price of $3.00 per share and have an estimated fair value of $0.95 per share option. The options have a five-year term, 
and vested on the grant date. As at September 30, 2017 all of these share options are exercisable. 
 
On September 15, 2017, the Corporation granted 200,000 share options to an officer of the Corporation. The share options are 
exercisable at a price of $4.00 per share and have an estimated fair value of $0.39 per share option. The options have a five-year term, 
and vested on the grant date. As at September 30, 2017 all of these share options are exercisable. 
 
The following table summarizes the share options outstanding and exercisable under the Plan as at September 30, 2017: 

 
The Corporation recorded a share-based payment expense related to share options for the three and nine months ended September 30, 
2017 of $632 and $1,883 (2016 - $2,650 and $3,510). 

  

 
Grant Date 

Share options  
outstanding 

 

Exercise  
price 

Years to  
maturity 

Share options    
exercisable 

July 15, 2015 
 

193,333 $ 2.40 7.8  193,333  

February 23, 2016 
 

877,245  3.00 3.4  292,415  

July 7, 2016 1,614,167  4.40 3.8  1,174,169  

December 1, 2016 150,000  4.00 1.2  112,500  

July 3, 2017 75,000  3.00 4.8  75,000  

September 15, 2017 200,000  4.00 5.0  200,000  

 3,109,745    2,047,417 
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The fair value of the stock options granted were estimated on the date of the grant using the Black-Scholes option-pricing model with 
the following weighted average assumptions.  
 

 September 30, 
2017 

December 31, 
2016 

Risk-free interest rate 1.63%  0.60% 
Expected volatility 40%  100% 
Expected life  5 years  4.8 years 
Expected dividend yield $0.05  N/A 
Estimated forfeiture rate 0%  1.70% 

 

Warrants 
The following table summarizes the total warrants outstanding: 
 

 Warrants  
outstanding 

Exercise  
price 

Outstanding warrants, December 31, 2015 - $  - 
Broker warrants granted 528,691   2.10 
Broker warrants exercised (15,027)  2.10 

Outstanding warrants, December 31, 2016 513,664 $  2.10 
Lender warrants granted 2,078,568  3.74 
Broker warrants exercised (25,675)  2.10 

Outstanding warrants, September 30, 2017 2,566,557 $ 3.43 

 
On June 14, 2017, the Corporation issued 2,078,568 common share lender warrants, each of which entitles the holder thereof to acquire 
one common share of the Corporation for a period of five years. One half of the warrants have an exercise price of $3.508 and one half 
have an exercise price of $3.965. The warrants vested on the grant date and were issued as non-cash compensation to lenders of the 
Corporate Credit Facility (note 9). Using a Black-Scholes pricing model, one half of the warrants have been valued at $0.81 and one half 
at $0.72. The fair value of the warrants has been recognized as a credit to contributed surplus (net of deferred tax of $421), with the 
offsetting debit to debt issuance costs, which is netted against loans and borrowings on the Corporation’s statement of financial position. 
The Corporation recorded a charge to finance expense related to these warrants for the three and nine months ended September 30, 
2017 of $98 and $121 (2016 - $nil and $nil). 

 
The fair value of the lender and broker warrants granted were estimated on the date of the grant using the Black-Scholes option-pricing 
model with the following weighted average assumptions.  
 

 September 30, 
2017 (1) 

December 31, 
2016 (1) 

Risk-free interest rate 1.06%  0.51% 
Expected volatility 45%  100% 
Expected life  5 years  2 years 
Expected dividend yield $0.05  N/A 
Estimated forfeiture rate 0%  0% 
Share price on grant date $2.84  $5.60 

 
(1) The lender warrants were granted on June 14, 2017 and the broker warrants were granted on June 3, 2016. 

 
During the nine months ended September 30, 2017, 25,675 of the broker warrants were exercised for total proceeds of $54.  
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Deferred share units 
The following table summarizes the total deferred share units (“DSUs”) outstanding: 

              DSUs  
outstanding 

Outstanding DSUs, December 31, 2015    580,366 
Granted   43,297 

Outstanding DSUs, December 31, 2016   623,663 
Exercised    (623,663) 

Outstanding DSUs, September 30, 2017   - 
  

During the nine months ended September 30, 2017, 623,663 DSUs were exercised, resulting in the issuance of 388,589 common shares 
of the Corporation (net of applicable withholding taxes of $825).  
 
The Corporation recorded a share-based payment expense related to DSUs for the three and nine months ended September 30, 2017 of 
$nil and $nil (2016 - $nil and $100). 

 
Share appreciation rights 
On March 1, 2017, as a part of the Impact acquisition, share appreciation rights (“SARs”) were granted to the management of Impact. 
The SARs provide Impact’s management with the opportunity to receive a cash payment equal to the growth in the fair market value of 
the Impact’s shares over and above the fair market value of the shares on the grant date. The SARs have no expiry and vest over a five-
year period, with one-third of the grant amount vesting on each of the third, fourth and fifth anniversaries of the grant date, and must 
be exercised by December 31 of the year in which they vest. The SARs have an estimated fair value of $271. As at September 30, 2017, 
none of these SARs are exercisable. 
 
The fair value of the SARs granted during the nine months ended September 30, 2017 were estimated on the date of the grant using the 
Black-Scholes option-pricing model with the following weighted average assumptions: 
 

 September 30,  
2017 

   December 31,  
                     2016 

Risk-free interest rate 1.68% - 
Expected volatility 65% - 
Expected life  4.8 years   - 
Expected dividend yield $1,200 - 
Estimated forfeiture rate 0% - 

 
The Corporation recorded a share-based payment expense related to the share appreciation rights for the three and nine months 
ended September 30, 2017 of $8 and $41 (2016 - $nil and $nil).  
 
The Corporation recorded total share-based payment expense for the three and nine months ended September 30, 2017 of $738 and 
$2,710 (2016 - $3,173 and $4,992). These amounts include share-based payments related to shares held in escrow of $98 and $786 (2016 
- $523 and $1,382) relating to the Advantage transaction.  
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13. SE GME NTE D INFORMATIO N 

 
The Corporation’s operating segments represent the components of the business whose operating results are reviewed regularly by the Corporation’s chief operating decision 
makers, which is made up of the Corporation’s senior management. The Corporation currently has three operating segments, which consists of business operations conducted 
through DLC, Club16 and Impact. The DLC segment is engaged in the business of franchising mortgage brokerage services and operates in all 13 Canadian provinces and 
territories. The DLC segment includes the net assets and operating results of NCS. The Club16 segment is engaged in the business of operating fitness clubs in the Metro 
Vancouver area. The Impact segment is engaged in the business of designing, manufacturing and retailing of communication products and has sales throughout North America.  
 
“Corporate” used in the following segment tables is not a separate segment and is only presented to reconcile to interim financial statements, revenue earned and expenses 
incurred at the corporate office of the Corporation (excluding investee). 

As at September 30, 2017 ASSETS LIABILITIES 

  
Cash and 

 cash 
equivalents  

 
Trade and  

other  
receivables 

 
 

Intangible  
assets 

 
 
 

Goodwill 
Other  
assets 

 
 
 

Total 

Accounts 
payable and 

accrued 
liabilities  

 
 

Loans and 
borrowings 

 
 

     Deferred  
             tax 

 
 

Other  
liabilities 

 
 
 

Total  

DLC $  2,176  $  12,444  $  126,647  $  60,726  $  1,125  $  203,118  $  8,978  $  11,175  $  31,044  $  1,040  $  52,237  
Club16   1,515    58    7,937    22,040    12,517    44,067    1,308    3,735    1,681    589    7,313  
Impact   1,250    992    11,912    5,810    3,363    23,327    705    -      3,442    3,673    7,820  
Corporate   24,307    1,138    -      -      3,019    28,464    1,067    48,854    (7,710)   5,117    47,328  

Consolidated $  29,248  $   14,632  $   146,496  $   88,576  $   20,024  $   298,976  $   12,058  $   63,764  $   28,457  $   10,419  $   114,698  

 

For the three months 
ended September 30, 2017 Revenue Direct costs 

Acquisition and 
due diligence costs 

General and 
administrative 

Share-based 
payments 

Finance  
expense 

Other (income) 
expense 

      Income (loss) 
before tax 

DLC $  12,895  $  1,222  $  -    $  4,093  $  -    $  148  $  (228) $  7,660  
Club16   5,933    472    -      3,968    -      41    1,201    251  
Impact   2,931    1,407    -      648    8    -      935    (67) 
Corporate   -      -      50    1,770    730    1,503    (1,136)   (2,917) 

Consolidated $  21,759   $   3,101  $  50  $  10,479  $  738  $  1,692  $  772  $ 4,927 

 

For the nine months ended 
September 30, 2017 Revenue Direct costs 

Acquisition and 
due diligence costs 

General and 
administrative 

Share-based 
payments 

Finance  
expense 

Other (income) 
expense 

      Income (loss) 
before tax 

DLC $ 29,035  $  4,027  $  -    $  12,886  $  -    $  493  $ 818 $  10,811  
Club16  19,210    1,548    -      11,758    -      138   2,581   3,185  
Impact (1)  6,708    3,083    -      1,559    41    -     1,605   420  
Corporate  -      -      394    4,302    2,669    2,478    (1,739)   (8,104) 
Consolidated $ 54,953   $   8,658  $  394  $  30,505  $  2,710  $  3,109  $  3,265  $ 6,312 

(1) From the date of acquisition on March 1, 2017. Other expenses included non-controlling interest share of net income.  
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14. RE VE NUE S  
 

 
 

For the three months ended  
September 30,   

For the nine months ended  
September 30,  

     2017 2016 2017 2016 

Franchising revenue, mortgage  
   brokerage services  

 
$ 

 
 12,746  

 
$ 

 
10,512 

 
$ 

 
 28,678  

 
$ 

 
13,495 

Brokering of mortgages   114   131   277   166 
Memberships and dues revenue   4,236   -   14,518   - 
Radio and radio accessories   2,894   -   6,639   - 
Supplementary services revenue and other revenue   1,769   -   4,841   - 

 $  21,759  $ 10,643 $  54,953  $ 13,661 

 
The revenues reflect the amounts earned by DLC and Club16 for the nine months ended September 30, 2017 and the amounts earned 
by Impact from the closing date of the Impact acquisition (March 1, 2017) to September 30, 2017.  
 
The DLC operating segment is subject to seasonal variances that fluctuate in accordance with the normal home buying season. This 
typically results in higher revenues in the months of June through September of each year, and results in lower revenues during the 
months of January through March. 
 
Club16’s revenues increase significantly in the second quarter of each year, as an annual club enhancement fee is charged to its 
members in May of each year.  

 
 

15. INCOME  PE R SHARE 
 

 For the three months ended  
September 30, 

For the nine months ended  
September 30, 

  2017  2016  2017  2016 

Net income (loss) attributable to shareholders $ 1,140  $  (2,842)  $ 485 $  (6,268) 
         
Basic weighted average number of shares  37,818,047  36,294,634   37,319,314   23,187,167 
Effect of dilutive securities         
   Share options  7,733  -   40,941   - 
   DSUs  -  -   -     - 
   Warrants  78,078  -   149,779     - 

Diluted basic average number of shares  37,903,858  36,294,634   37,510,034   23,187,167 
         
Basic income (loss) per share $ 0.03 $ (0.08) $  0.01  $ (0.27) 
Diluted income (loss) per share $ 0.03 $ (0.08) $  0.01  $ (0.27) 
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16. SUPPLE ME NTAL CASH FL OW INFORMATION 

 
The changes in non-cash working capital are as follows: 

  
 

For the nine months ended  
September 30,   

For the nine months ended  
September 30,   

2017 2016 

Trade and other receivables $  (861) $  (2,267) 
Prepaid expenses and deposits   182    (817) 

Note receivable   16    (112) 

Inventories   1,160    -    
Accounts payable and accrued liabilities   (3,147)   895  
Deferred revenue   417    156  
Other current liabilities   (676)   -    

   (2,909)   (2,145) 

     

Changes in non-cash operating working capital   (2,343)   (2,145) 

Changes in non-cash investing working capital   (566)   -    

 $  (2,909) $  (2,145) 

 
Changes in non-cash investing working capital is comprised of a $1,461 payment due to the founders of Club16, and $895 payment 
received from the founders of DLC for amounts due from DLC for sales tax amounts payable by DLC (note 5 and note 19). 
 
 

17. FINANCIAL INSTRUME NT  FAIR VALUE S 
 
In accordance with IFRS 13, Fair value measurement, the Corporation considers the following fair value hierarchy in measuring the fair 
values of the financial instruments presented in the Corporation’s interim financial statements. The hierarchy reflects the significance 
of the inputs used in determining the fair values of the Corporation’s financial instruments. 

 

• Level 1 fair value measurements are those derived from quoted prices (unadjusted) in active markets for identical assets or 
liabilities; 

• Level 2 fair value measurements are those derived from inputs other than quoted prices included within Level 1 that are observable 
for the asset or liability, either directly (i.e. as prices) or indirectly (i.e. derived from prices); and 

• Level 3 fair value measurements are those derived from valuation techniques that include inputs for the asset or liability that are 
not based on observable market data (unobservable inputs). 

  



Founders Advantage Capital Corp. 
Notes to the Interim Condensed Consolidated Financial Statements (unaudited) 
For the three and nine months ended September 30, 2017 and 2016 
(in thousands of Canadian dollars, except share and per share amounts) 

22 
     

 
The following table provides the fair values of the financial assets and liabilities in the Corporation’s interim financial statements, and 
is categorized by hierarchical levels and their related classifications. 
 

 Fair value as at September 30, 2017 

 Carrying value 
 as at  

September 30, 
2017 

Quoted prices in 
 active markets for 

identical assets 
(Level 1) 

Significant  
other observable 

inputs 
 (Level 2) 

Significant 
unobservable 

inputs  
(Level 3) 

Financial Assets         

   Cash and cash equivalents $ 29,248  $  29,248 $   -    $   -    
   Trade and other receivables  14,632  14,632  -     -    
   Notes receivable  274  274   -      -    
   Investments (note 6)  186   -      -      186  
   Financial Instruments – option agreement    
     (note 6)  2,546  -  -  2,546 
Financial Liabilities         
   Loans and borrowings   (63,764)   -     (63,764)  -    
   Accounts payable and accrued liabilities   (12,058)  (12,058)   -      -    
   Other financial liabilities   (443)  (443)  -   -  
   Non-controlling interest rights (note 4 and      

 10)   (8,315)  -  -  (8,315) 

 
The fair value of cash, trade and other receivables, note receivable, accounts payable and accrued liabilities, and other liabilities 
approximates their carrying values due to their short-term nature. 
 
As at September 30, 2017, management has determined that the fair value of its loans and borrowings approximates its carrying value 
as the loans and borrowings are subject to floating interest rates and the Corporation and its subsidiary’s credit risk profiles have not 
significantly changed since obtaining each of the facilities. 

 
 
18. COMMITME NTS 
 

Consulting Agreement 
On January 31, 2016, DLC entered into a three-year consulting agreement whereby DLC has agreed to incur an annual amount of $350, 
paid quarterly, for consulting services related to promotional support. 
 
Leases 
The Corporation entered into a lease agreement for the lease of its office space. The lease has a six-year term and expires in 2023.  
  
DLC has entered into four separate lease agreements, two of these with related companies (note 19), for the lease of its office space. 
The leases are for one to five-year terms, and expire between November 30, 2017 and May 30, 2021.   
 
Club16 has entered into 16 separate lease agreements, two of which are with related companies (note 19). The leases have terms 
ranging from one to twelve-year terms, and expire between 2018 and 2029. 
 
Impact has entered into a lease agreement with a related company (note 19). The lease has a five-year term and expires in 2021. 
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The approximate lease payments remaining for the next five years are as follows: 

 Year Lease payments  

 2017 (1) $  1,112   
 2018   4,921   
 2019   4,726   
 2020   4,702   
 2021   4,311   

  $  19,772   
 
(1) For the remaining three months of 2017.  

 
19. RE LATE D PARTY TRANSA CTIONS  

 
Related party transactions and balances as at and for the three and nine months ended September 30, 2017 are described below. 
 
Investment in Vital Alert  
Founders Advantage holds an investment in Vital Alert.  At the time of purchase of the investment on December 23, 2015, two directors 
of the Corporation were also directors of Vital Alert.  In February 2016, one of these directors resigned as a director of the Corporation 
and management determined that as such, Vital Alert was no longer considered a related party of the Corporation from that date 
forward.  

 
Property leases and rent 
DLC leases and rents office space from companies that are controlled by key management personnel and significant shareholders of 
DLC. Total costs incurred during the period under these leases for the three and nine months ended September 30, 2017 was $93 and 
$278 (September 30, 2016 - $58 and $78). The lease term maturities range from 2017 - 2021.  

  
Club16 leases office space and a facility for one of its fitness clubs from companies that are controlled by key management personnel  
and significant shareholders of Club16. Total costs incurred under these leases for the three and nine months ended September 30, 
2017 was $100 and $300 (September 30, 2016 - $nil and $nil). The lease term maturities range from 2017 - 2020.  
 
Impact leases office space from a company that is controlled by key management personnel and a significant shareholder of Impact. 
Total costs incurred during the three and nine months ended September 30, 2017 was $29 and $67 (September 30, 2016 - $nil and 
$nil). The lease term matures in 2021.  
 
The expenses related to these related party leases is recorded in general and administrative expenses and is paid monthly; as such, no 
amount remains payable within the Corporation’s interim financial statements.  
 
Sales tax receivable  
On acquisition of DLC, the Corporation was indemnified against any sales tax amounts assessed based on DLC’s past results. As at 
September 30, 2017, the Corporation has recorded a receivable due from the DLC founders in the amount of $728 (December 31, 2016 
- $1,623) for the sales tax amounts payable recorded by DLC. This receivable has been recorded in long-term trade and other receivables 
in the Corporation’s interim financial statements.  

 
US state tax receivable  
On acquisition of Impact, the Corporation was indemnified against any US state sales tax amounts assessed based on Impact’s past 
results. As at September 30, 2017, the Corporation has recorded a receivable due from the Impact founders in the amount of $159 for 
the US state tax amounts payable recorded by Impact. This receivable has been recorded in trade and other receivables in the 
Corporation’s interim financial statements. 
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Loans and advances 
DLC has loans and advances due to/from companies that are controlled by key management personnel and both significant and minority 
shareholders of DLC. Due to amounts of $15 (December 31, 2016 - $31) have been included in accounts payable and accrued liabilities 
in the Corporation’s interim financial statements as at September 30, 2017. Due from amounts of $101 (December 31, 2016 - $24) have 
been included in trade and other receivables in the Corporation’s interim financial statements as at September 30, 2017.  
 
Club16 has loans and advances due to companies that are controlled by key management personnel and significant shareholders of 
Club16 in the amount of $71 as at September 30, 2017 (December 31, 2016 - $nil). The balance is included in accounts payable and 
accrued liabilities in the Corporation’s interim financial statements. Due from amounts of $21 (December 31, 2016 - $nil) have been 
included in trade and other receivables in the Corporation’s interim financial statements as at September 30, 2017.  
 
All related party loans and advances are unsecured, due on demand and are non-interest bearing. 

 
Promissory notes 
DLC entered into two promissory notes payable totaling $2.0 million due to companies that are controlled by key management 
personnel and significant shareholders of DLC. These notes were repaid in full during the quarter (note 9). 
 
Administrative services 
Club16 has entered into an agreement to provide administrative services to a company controlled by key management personnel and 
significant shareholders of Club16. Total fees charged for services under this agreement for the three and nine months ended 
September 30, 2017 was $25 and $74 (September 30, 2016 - $nil and $nil). The agreement can be terminated by either party with six 
months’ prior written notice.  

 
 
20. SUBSE QUE NT E VENTS 

 

Acquisition of Astley Gilbert Limited 
On October 31, 2017, the Corporation acquired a 50% interest in Astley Gilbert Limited. Astley Gilbert has 13 locations across Ontario 
offering non-traditional digital printing and imaging solutions to over 6,000 active customers in a wide range of industries. The aggregate 
purchase consideration was $24,700, subject to post-closing adjustments. The purchase price was funded through the Corporate Credit 
Facility and a $2,500 vendor take back note.  

 

Vital Alert - purchase of debenture units and cancelation of option agreements 
On October 31, 2017, the Corporation entered into an agreement to purchase 371 convertible debenture units in Vital Alert for gross 
proceeds of $371, which are to be purchased by the Corporation in four separate tranches over a four-month period. Each unit consists 
of $1,000 principal amount of secured convertible debenture and a common share purchase warrant to purchase common shares of 
Vital Alert. The convertible debentures mature one year from the date of issuance, bear interest at a rate of 14% per annum, payable 
on maturity, and allow the holder to convert the debentures into common shares of Vital Alert at a conversion price of $7.141 per 
share. In conjunction with entering into the debenture unit purchase agreement, the Corporation entered into an agreement to 
terminate the option agreements related to its equity interest in Vital Alert (note 6). 

 
 


