
ROBIX ENVIRONMENTAL TECHNOLOGIES INC. 
#3, 1406 – 3rd Avenue South 

Lethbridge, AB  T1J 0K6 

 

November 22, 2016 

 

 

MANAGEMENT’S DISCUSSION & ANALYSIS 

 

 

 

The following Management’s Discussion & Analysis (“MD&A”) is management’s analysis of 

financial and operating results for Robix Environmental Technologies Inc. (“Robix” or the 

“Corporation”), and is intended to be read in conjunction with the Corporation’s interim 

consolidated financial statements and the accompanying notes for the nine months ended 

September 30, 2016, as well as the annual audited financial statements and related notes thereto 

for the  year ended December 31, 2015, (the “Financial Statements”) which have been reported 

in Canadian dollars, and prepared in accordance with International Financial Reporting 

Standards (“IFRS”). 

 

FORWARD-LOOKING INFORMATION 

 

This MD&A may contain “forward-looking information” within the meaning of applicable 

Canadian securities legislation.  All statements, other than statements of historical fact, included 

herein may be forward-looking information.  Generally, forward-looking information may be 

identified by the use of forward-looking terminology such as “plans”, “expects” or “does not 

expect”, “proposed”, “is expected”, “budgets”, “scheduled”, “estimates”, “forecasts”, “ intends”, 

“anticipates” or “does not anticipate”, or “believes”, or variations of such words and phrases, or 

by the use of words or phrases which state that certain actions, events or results may, could, 

would, or might occur or be achieved.  This forward-looking information reflects the 

Corporation’s current beliefs and is based on information currently available to the Corporation 

and on assumptions the Corporation believes are reasonable.  Forward-looking information is 

subject to known and unknown risks, uncertainties and other factors that may cause the actual 

results, level of activity, performance or achievements of the Corporation to be materially 

different from those expressed or implied by such forward-looking information.  Such risks and 

other factors may include, but are not limited to: the early stage development of the Corporation 

and its projects; general business, economic, competitive, political and social uncertainties; the 

actual results of operational activities; competition; delay or failure to receive board or regulatory 

approvals; changes in legislation, affecting the Corporation; timing and availability of external 

financing on acceptable terms; conclusions of economic evaluations; and lack of qualified, skilled 

labour or loss of key individuals.  Although the Corporation has attempted to identify important 

factors that could cause actual results to differ materially from those contained in forward-looking 

information, there may be other factors that cause results not to be as anticipated, estimated or 

intended.  Accordingly, readers should not place undue reliance on forward-looking information.  

The Corporation does not undertake to update any forward-looking information, except in 

accordance with applicable securities laws. 

 

Overview 

 
Robix was incorporated on June 9th, 2011 as 1611985 Alberta Ltd, pursuant to the Alberta 
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Business Corporations Act.  The Corporation was formed as a subsidiary of MLB Industries, Inc. 

(“MLB”), and subsequently became part of a Plan of Arrangement (the “Arrangement”) 

between Blue Horizon Energy, Inc., MLB, 1603546 Alberta Ltd., 1619959 Alberta, Ltd., (which 

subsequently changed its name to Outrider Merchant Equities, Inc.) and the Corporation.  The 

Corporation’s articles of incorporation were amended on July 27, 2011 to remove the restrictions 

of share transfers of the Corporation, changing from a non-reporting issuer to a reporting issuer, 

pursuant to the Business Corporations Act (Alberta).  The Corporation’s articles of incorporation 

were further amended on July 19, 2012, to change the name of the Corporation from 1611985 

Alberta Ltd. to Robix Alternative Fuels, Inc.  On March 1, 2016, the Corporation’s name was 

changed to Robix Environmental Technologies, Inc. 

 

The Corporation is listed for trading on the Canadian Securities Exchange (“CSE”) under the 

trading symbol “RZX” and on the Frankfurt Stock Exchange under the symbol “R0X”.   

 

The head office is located at Bay #3, 1406 – 3rd Ave. South, Lethbridge, AB, T1J 0K6.  The 

registered office of the Corporation is located at 10th Floor, Livingston Place, 250-2nd Street SW, 

Calgary, AB, T2P 0C1. 

 

Description of the Business 

 

The Corporation's primary asset is the C Series Clean Ocean Vessel patent and related technology 

(the “C Series or COV”).  Pursuant to the Arrangement, Robix purchased all intellectual property 

(“IP”) associated with the COV from MLB.  As consideration for the purchase of the IP, the 

Corporation issued 3,454,035 common shares in its capital stock, which shares were distributed to 

the shareholders of MLB pursuant to the terms of the Arrangement.  

 

The C Series is an oil spill recovery vessel design with the capability to recover oil in rough and 

debris laden sea conditions through which the Corporation has recognized a worldwide market 

opportunity for effective containment, recovery and disposal equipment, particularly in the oil 

spill protection industry, and it proposes to develop a business model as a service provider, and/or  

equipment provider under licensing agreements with other industry participants, wherein Robix 

will use its C Series patented design solution. 

 

The C Series is an ocean vessel, catamaran-hull barge design, capable of recovering oil from 

water, in virtually any conditions, especially in rough conditions.  Contra-rotating drums lift 

oil/water fluid from the surface of the ocean and scavenger blades “scrape” the oil/water fluid off 

the drums into storage tanks within the catamaran hulls.  A prototype of the technology has been 

tested, is proven and scalable.  The C Series has received independent verification through a 

Certificate of Endorsement by COPP, the USA based Committee for Oil Pollution Prevention. 

 

The recently unveiled patented C160 vessel, a catamaran style vessel capable of recovering up to 

160 m3 /hr of spilt petroleum off the surface of the ocean is part of the C Series product line, 

which are scalable recovery vessels by design. The small end, the C10, can recover up to 10 m3 

/hr while the C20, C40 and C80 increase proportionally to the medium sized C160. Larger sizes 

are available on request. The C Series is capable of efficiently and effectively recovering oil in 

rough and debris laden sea conditions due to its rugged design and stable platform. Where other 

conventional mechanical oil recovery systems quite often fail in anything more than calm waters, 

the C Series can operate in waves up to 8 feet, depending on the size of the vessel. The recovery 

rate of the C Series is in the 90-97% range which is significantly higher than traditional recovery 

rates recorded by industry over the past two decades.  
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The first 40 foot prototype was built by previous owners of the technology in the 1990s, in 

Sturgeon Bay, Wisconsin, and tested in Leonardo, New Jersey, and the Corporation has been 

using the available data to encourage potential customers to engage with the Corporation in an 

agreement that would assist in moving the newly built C160 into a suitable testing and 

demonstrating facility.  The Corporation is moving forward with potential joint venture partners, 

pursuant to non-binding letters of intent that contemplate the entering into of one or more 

Definitive Agreements regarding such testing and validation of the current designed and built 

C160.   

 

Construction of the first 40-ft C160 unit was completed by Rayco Steel Ltd, of Sparwood, British 

Columbia. Construction progress during the construction period was updated periodically by 

including progress pictures on the robixfuels.com website.   

 

Since acquiring the C Series technology, Robix has designed state-of-the-art hydraulics and 

electronics systems, which were installed on the C160 unit. The new systems will allow the new 

C160 to perform more efficiently with less potential future maintenance issues, when compared 

with the 1990’s version.   

 

In November 2015, the Corporation demonstrated the C160 vessel in open water testing in 

Mexico. The C160 exceeded expectations in terms of its oil recovery performance and operation. 

Plans were put in place to complete independent 3rd party testing by local authorities to qualify 

the C Series for commercial sales in Mexico, which testing is scheduled for early 2016.  Once 

completed, the Corporation expects to begin negotiations for revenue from these units in Mexico 

under a business model of leasing them on a standby basis, with a separate fee charged through its 

joint venture partners once the equipment is deployed in an emergency situation.  

 

A number of customers have been identified and the Corporation will be working closely with its 

joint venture partners in Mexico to produce a sales order book. Elsewhere, the Corporation will 

follow a similar model by finding established in-country environmental services groups with 

which to partner. Thereby, the Corporation becomes the technology provider to established 

regional service providers to expand the reach of its products in each region. Near term targets 

include Canada, Mexico and the Middle East.  

 

In April 2016, the Corporation announced that the performance testing of the Robix C160 oil spill 

recovery vessel by the Instituto Mexicano del Petroleo (Petroleum Institute of Mexico) had been 

completed.  This testing was necessary for the Corporation to engage in equipment deliveries in 

Mexico, and required by Pemex. The results exceeded the Corporation’s oil recovery and 

efficiencies expectations. As part of accreditation protocol, the field testing and documentation 

meets the requirements of Mexican authorities.  

 

Now that the testing protocol is complete, the Corporation’s Joint Venture partner has initiated 

the invitation to more than 200 key personnel, including but not limited to, Pemex management 

personnel and various government officials to be on site during the week of May 13th, 2016, for 

formal demonstrations of the C160 in operation.  

 

During testing, variable oil harvest yields were predictable and controllable with only minor 

mechanical adjustments. Product design changes made by the Corporation during fabrication of 

the C160 have proven to enhance consistent oil recovery performance in actual field testing 

applications. This bodes well when compensating for variations in actual field applications of the 

C Series vessels in real world oil spills.  
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The Corporation formed a Mexican subsidiary, Corris Technologies Mexico, S.A. de C.V. 

(“Corris”), through which it entered into: 

 

(1)  A non-binding Letter of Intent (“LOI”) with Grupo Macomax S.A. de C.V., a Mexican 

corporation that offers solutions to environmental emergencies in the whole Mexican 

territory and forms part of a multi-million dollar consortium that has been in business for 

over 17 years; and  

 

(2)  a non-binding LOI with Petrolmeca S.A. de C.V. (“Petrolmeca”), which was created in 

2004 and maintains a permanent staff of 33 specialists in multiple engineering 

disciplines, and has developed several projects for PEMEX both onshore and offshore. 

To date, Petrolmeca has executed projects valued at more than US$118 Million, mainly 

in the development of basic and detailed engineering plans for the expansion of 

infrastructure, modernization and rehabilitation of offshore platforms as well as land and 

marine terminals of Dos Bocas, Tabasco. The purpose of the LOI is to reflect the desire 

of the parties to agree upon the terms of a commercial transaction, whereby the 

Corporation’s C Series technology will be introduced to Mexico and utilized for oil spill 

recovery and remediation, with the initial area of focus being the state of Tabasco. 

Tabasco is a significant oil producing region of Mexico and, as such, hosts a large system 

of petroleum bearing pipelines throughout the region. In April, the state of Tabasco 

launched an emergency plan to supply drinking water to its capital city of Villahermosa 

after rivers that normally supply the city became contaminated by oil leaking from 

punctured pipelines. Oil spill contamination of rivers resulting from punctured pipelines 

has become a recurring problem in this region.  Petrolmeca has been instrumental in 

introducing the C Series product to Pemex (defined below) and the subsequent 

development of the P Series for Pemex, as more particularly set forth below. 

 

On May 22nd, 2015, the Corporation announced that Corris had entered into an engagement 

agreement with Alva, O'Driscoll & Associados SC in order to, among other things, identify and 

present potential business-related transactions to the Corporation and Corris and to assist with 

bringing such transactions to a close. The engagement agreement contemplates services to be 

provided with respect to potential business opportunities in certain specified jurisdictions, with 

the initial focus on Mexico. 

 

Building on the success with the Petrolmeca relationship, Corris entered into another joint venture 

partnership agreement with Grupo Macomax S.A. de C.V. in Mexico. Grupo Macomax is a 

Mexican corporation that offers solutions to environmental emergencies in the whole Mexican 

territory. Grupo Macomax is currently in discussion with Pemex in other regions of Mexico on 

both the C Series and the P Series.  

 

The Corporation has signed a non-binding Memorandum of Understanding (“MOU”) with 

MERV Marine Limited (“MML”), an Australian based company, for the co-distribution of 

products.  Pursuant to the MOU, MML would market and sell the Robix C Series clean ocean 

vessels on a worldwide basis, except in Mexico, and Robix would market MML’s multi-purpose 

emergency workboat on a worldwide basis, except in Australia.  MML is an established 

Australian based research and development company focused on emergency and marine needs. 

MML’s Marine Emergency Response Vessel, the “MERV”, is a multi-purpose workboat with 

optional modules for most of the clean-up needs in a marina, port and ocean with specific models 

for oil rigs and oil tankers. MML also offers a smaller twin outboard Marina Cleana.  Both 

vessels are catamaran style workboats. 
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On June 10th, 2016, the Corporation announced that, through its Mexico subsidiary, Corris,, it 

had entered into an agreement with Corporation T&M S.A. de C.V, of Villahermosa, Tabasco 

State, Mexico (“T&M”). The agreement provides the basis for the procurement of Robix C Series 

equipment to be provided as stand-by protection equipment in facilities wherein T&M is the 

contractor to supply the primary construction and maintenance services with a customer.  

 

And on June 20, 2016, the Corporation announced that it had received a firm C Series equipment 

order, to lease the services of a Robix C20 clean ocean oil recovery vessel, from T&M.  The 

Corporation will lease the C20 through its wholly owned Mexican subsidiary Corris. Under the 

lease agreement, the Corporation will build and own the C20 and train T&M staff to operate the 

equipment. Per the lease agreement T&M will pay Robix a total sum of to $29,700,409 MXN 

(approx. CAD$2,040,000). The contracted service will be paid monthly at a rate of $1,237,517.00 

MXN (approx. CAD$85,000) for a term of 24 months.  

 

The C20 will collect oil or hydrocarbon containing materials in the work area, either in case of 

environmental emergency or as a result of the daily maintenance operation. Robix will also 

provide staff training to T&M for the proper operation of the equipment. Maintenance of 

equipment and warranty materials will be the responsibility of Robix and are included in the 

monthly fee.  

 

In September 2015, the Corporation launched its P Series oil recovery platform concept, which is 

designed to address the oil-production settling pond market. The P Series leverages the 

proprietary drum technology first commercialized in the Corporation’s C Series product line.  

 

As a result of meetings with senior representatives of Petroleos Mexicanos (“Pemex”) which 

commenced in July 2015 in Villahermosa, Mexico, and the Corporation’s newly formed joint 

venture (“JV”) between its Mexican subsidiary, Corris and Petrolmeca, the Corporation identified 

a need to accelerate the time it takes for effluent oil to be recovered from settling ponds and 

processed into “refinery-ready” crude oil. By applying the core technology and design principals 

of the C Series, the Corporation created a new product that is designed to cost effectively recover 

oil in a settling pond environment, effectively improving the customer’s bottom line while 

reducing impact on the local environment. The first model is the P140 and has an oil recovery 

rate of 140 m3/hr. To date, the Corporation has received technical and legal approvals from its 

customer, Pemex, with budgetary approval expected in 2016.  

 

The business model is to own and operate these units and lease them on a monthly fee basis 

through joint venture agreements, with the Corporation as the technology provider, and the joint 

venture partner as operator. Many production facilities have settling ponds to handle effluent oil 

and the P Series is the ideal solution for these customers. The Corporation is in active discussions 

with a number of customers in North America and the Middle East.  

 

The Corporation also entered into a mutual marketing relationship with Canadian Floating Fence 

Ltd. (“CFFC”). Accordingly, in October 2015, the Corporation signed a Joint Marketing 

Agreement with CFFC, a private Canadian corporation based in Calgary, Alberta. CFFC is the 

developer, intellectual property owner and manufacturer of XBOOM® Floating Fence and 

associated XBOOM® gear. The XBOOM® is a complementary product to the Corporation’s C 

Series and P Series product lines. When used in conjunction with the Corporation’s products, the 

XBOOM® contains and traps oil and directs it toward the contra-rotating drums of the Robix C 

or P Series units, improving oil recovery efficiencies.  

 

On July 11th, 2016, the Corporation announced that it had received a firm P Series equipment 
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order, to lease the services of a Robix P140 oil recovery platform, from Petrolmeca as the primary 

contractor for Petroleos Mexicanos (“Pemex”).  The Corporation will lease the P140 through its 

wholly owned Mexican subsidiary Corris. Under the lease agreement, the Corporation will build 

and own the P140 and Petrolmeca will operate and maintain the unit at Pemex facilities. The 

contracted service will be paid monthly for a term of 5 years.  

 

The Corporation has identified at least 14 additional Pemex locations where the P Series can be 

deployed.  With this order, it will be generating revenue from its two major product lines, the P 

Series and the C Series.  

 

The P Series uses patented drum technology to siphon oil from the surface of the settling ponds 

within oil production facilities. The recovered oil is recirculated within the customer’s facility. 

The Corporation’s first model is the P140, which has an oil recovery rate of 140 m3 /hr.  

 

Amalgamation with Formation Fluid Management Inc. 

 

On August 26th, 2016, the Corporation entered into an Amalgamation Agreement with Formation 

Fluid Management Inc. (“Formation Fluid”) (the “Amalgamation Agreement”) together with a 

newly incorporated subsidiary of the Corporation (“SubCo”), pursuant to which the Corporation 

agreed to acquire all of the outstanding shares of Formation Fluid by way of a three-cornered 

amalgamation (the “Amalgamation”). Under the terms of the Amalgamation Agreement, 

Formation Fluid and Subco agreed to amalgamate under the Business Corporations Act (British 

Columbia) and continue as one corporation, which would be a wholly-owned subsidiary of the 

Corporation and will carry on the business of Formation Fluid following the completion of the 

Amalgamation.  

 

Formation Fluid Management Inc. (doing business as Formation Fluid Technology Inc.) 

(“Formation Fluid”) (FFM:TSX-V), an Alberta-based corporation listed on the TSX Venture 

Exchange, focused on the development and operation of industrial wastewater treatment facilities 

and commercial mobile systems designed and engineered for energy clients.  

 

Formation Fluid’s wastewater treatments technologies are cost-effective and innovative ways of 

delivering a new source of water, which meets or exceeds regulatory and operational 

requirements for reuse, surface discharge, or aquatic release. It is an ideal fit with the 

Corporation’s P Series oil production platform, as energy customers are looking for a turn-key 

solution for their oil water separation needs and to meet regulatory specifications for engineered 

water. 

 

On October 11, 2016, the Corporation announced that the Amalgamation was approved by the 

shareholders of Formation Fluid at a special meeting held on October 7, 2016. In accordance with 

the terms of the Amalgamation Agreement, the Formation Fluid common shares (“Formation 

Fluid Shares”) were delisted from the TSX Venture Exchange.  

 

Under the terms of the Amalgamation Agreement, Formation Fluid shareholders were entitled to 

receive approximately 0.425 of a common share of the Corporation for every one Formation 

Fluid Share held. In connection with the Acquisition, the Corporation issued 25,419,159 common 

shares to the former Formation Fluid shareholders.  

 

In addition, Ken Rose and Mark Bentsen joined the Board of Directors of the Corporation and 

Wanda Cutler and Kevin Aylward resigned from the Board.  
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Upon the closing of the Amalgamation, Mohammed Al-Mofty joined the management team of 

the Corporation as the Vice-President of Engineering. Mr. Al-Mofty holds a Master of Science in 

Environmental Engineering and a Bachelor of Science in Chemical Engineering. He brings over 

20 years of experience in the design, construction, and commissioning of both conventional and 

non-conventional oil and gas and industrial wastewater treatment processes, with capacities from 

500 m3/day to 500,000 m3/day. He joined the team at Formation Fluid in 2010.  

 

Pursuant to the terms of his employment agreement, the Corporation issued 300,000 common 

shares to Mr. Al-Mofty. In addition, pursuant to the terms of the employment agreements with 

other directors and officers of the Corporation, the Corporation issued an aggregate of 1,050,000 

common shares.  

 

59,809,787 Formation Fluid Shares were acquired by the Corporation in connection with the 

Acquisition, representing 100% of the issued and outstanding Formation Fluid Shares. The total 

transaction value for the Corporation to acquire to the Formation Fluid Shares was approximately 

$5,973,502.36 (based on the deemed price of $0.235 per common share).  Following the closing 

of the Amalgamation, the Corporation owns or controls 25,419,160 common shares of Amalco, 

representing all of the issued and outstanding common shares of Amalco.  

 

Gravitas Securities Inc. 

 

On June 7, 2016, the Corporation announced that it had engaged Gravitas Securities Inc. 

(“Gravitas”) to act as financial adviser to the Corporation with respect to the Transaction.  

Gravitas will provide a number of services to the Corporation, including a fairness opinion on the 

proposed Transaction. In addition to these advisory services, Gravitas will provide ongoing 

business consulting services, review contemplated transactions of the Corporation, and from time 

to time, provide recommendations in regards to capital requirements and strategic business 

decisions.  

 

MOU with James Smith Cree Nation 

 

By News Release dated August 25, 2016, the Corporation announced that it had signed a 

Memorandum of Understanding (“MOU”) with the James Smith Cree Nation (“JSCN”) to form 

a partnership pursuant to which the Corporation shall supply the licensing rights to certain 

intellectual property, as well as certain other services that will be supportive to the JSCN ongoing 

mandate. JSCN shall supply a number of operations personnel and administrative human 

resources for its proposed business of emergency preparedness and disaster resilience planning, 

especially as it relates to oil spill emergency, protection of the environment from oil related 

disasters, and water quality monitoring and stewardship.  

 

Both parties have agreed to negotiate a percentage ownership of the partnership in accordance 

with applicable laws related to existing articles of the organizations proposing the Partnership, 

with the intent to share a 51/49 percentage arrangement in favor of JSCN, or such percentage that 

allows for each party to comply with applicable securities regulations, and other matters of law. 
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Summary of Quarterly Results 

 

Description 

Three 

months 

ended Sept 

30, 2016 

$ 

Three 

months 

ended 

June 30, 

2016 

$ 

Three 

months 

ended 

Mar 31 

2016 

$ 

Three 

months 

ended   

Dec 31 

2015 

$ 

Three 

months 

ended 

Sept 30, 

2015 

$ 

Three 

months 

ended 

June 30, 

2015 

$ 

Three 

months 

ended 

Mar 31 

2015 

$ 

Three 

months 

ended   

Dec 31 

2014 

$ 

Total Revenue 71,615 Nil Nil Nil Nil Nil 14 Nil 

Total Expenses 1,126,701 536,335 347,862 1,050,396 415,537 340,118 330,971 1,790,062 

Income (loss) total (1,099,835) (536,335) (347,862) (1,050,382) (415,537) (340,118) (330,957) (1,790,062) 

Income (loss) per 

share (0.05) (0.03) (0.015) (0.12) (0.02) (0.02) (0.02) (0.17)  

Total Assets 1,444,115 1,626,183 1,611,565 1,777,378 1,815,579 1,887,741 1,977,808 574,789 

Total Current 

Liabilities 2,147,198 1,528,999 1,208,645 1,034,096 1,362,453 1,138,078 880,529 340,140 

 

Results of Operations 

 

Three Months ended September 30, 2016  

 

During the three months ended September 30, 2016, the Corporation received revenues of 

$71,615, compared to $Nil for the three months ended September 30, 2015, and reported a net 

loss of $1,099,835, compared to a net loss of $415,537 for the three months ended September 30, 

2015.   

 

The following is a breakdown of significant items from operations for the three months ended 

September 30, 2016, compared to the three months ended September 30, 2015:  advertising and 

promotion of $78,693 (2015 - $199,680), amortization of $76,195 (2015 - $Nil), consulting fees 

of $233,000 (2015 - $97,611), management salaries and bonuses of $204,603 (2015 - $Nil), 

management fees of $25,500 (2015 - $25,500), interest and bank charges of $17,364 (2015 - 

$6,165), office of $137,084 (2015 - $13,107), professional fees of $82,667 (2015 - $6,682), other 

expenses of $81,719 (2015 - $8,725), salaries and related benefits of $92,340 (2015 - $Nil) and 

travel and accommodation of $97,111 (2015 - $51,015). 

 

Nine Months ended September 30, 2016  

 

During the nine months ended September 30, 2016, the Corporation received revenues in the 

amount of $71,615, compared to $Nil for the nine months ended September 30, 2015, and 

reported a net loss of $2,041,422, compared to a net loss of $1,086,625 for the nine months ended 

September 30, 2015.   

 

The following is a breakdown of significant items from operations for the nine months ended 

September 30, 2016, compared to the nine months ended September 30, 2015:  advertising and 

promotion of $216,678 (2015 - $276,133), amortization of $228,585 (2015 - $Nil), consulting 

fees of $335,800 (2015 - $249,868), insurance of $165,000 (2015 - $Nil), interest and bank 

charges of $43,278 (2015 - $18,004), management fees of $79,000 (2015 – $51,000), professional 

fees of $109,455 (2015 - $56,686), office of $193,455 (2015 - $37,026), subscriptions, permits 

and licenses of $23,747 (2015 - $88,029), salaries and related benefits of $236,520 (2015 - 

$87,323), and travel and accommodation of $150,438 (2015 - $213,831) and other expenses of 

$81,719 (2015 - $8,725). 

 

The material differences between the three and nine-month reporting period ended September 30, 
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2016 compared with the comparable reporting periods ended September 30, 2015 are described as 

follows:  advertising and promotion decreased comparatively due to the previous period having 

more emphasis on building a corporate awareness in the Mexico marketplace primarily; 

amortization comparative changes resulted from reporting on an interim basis, rather than on an 

annual basis; interest and bank charges increased as a result of the Corporation issuing and 

accruing interest charges on certain promissory notes issued during the period subsequent to 

September 30, 2015; office charges were the result of a requirement to pay for office facilities in 

Mexico, where previously, the Corporation received the use of offices in Lethbridge at a nominal 

charge;  professional fees increased compared to previous period due to legal costs related to due 

diligence requirements in the acquisition of the Formation Fluid Management Inc.; office charges 

were the result of a requirement to pay for office facilities in Mexico, where previously, the 

Corporation received the use of administrative offices in Lethbridge at a nominal charge; 

subscriptions, permits and licenses costs decreased comparatively due to the fact that the costs of 

securing the Mexico marketplace had been incurred in the nine-month period ended September 

30, 2015; salaries and related benefits increased due to a recording of certain personnel that had 

previously served as consultants, and were subsequently changed to salaried employees to 

comply with policies of Canada Revenue Agency; travel and accommodation decreased primarily 

due to variance in the average during the nine-months of activity in Mexico. 

 

Liquidity and Capital Resources 
 

As at September 30, 2016, the Corporation had working capital deficit of $2,009,643, compared 

to a working capital deficiency of $791,863 for the year ended December 31, 2015, total assets of 

$1,444,115 (December 31, 2015: $1,777,378) and current liabilities of $2,147,198 (December 31, 

2015: $1,034,096).  

 

The Corporation has limited history of earnings or the provision of a return on investment, and 

there is no assurance that its asset will provide a return on investment in the future.  The 

Corporation may not realize on the future value of its primary asset, the C Series, and the value of 

the C Series may or may not be economic.   

 

The Corporation relies solely upon the ability to raise additional capital in the short term, through 

the issuance of equity, debt instruments, or other such types of financing arrangements, in order to 

continue operations and meet its financial obligations related to promissory note repayment, 

management fees and continuous disclosure costs, as well as to advance the business.  The 

Corporation’s ability to generate sufficient amounts of cash and cash equivalents in the long term 

is dependent upon the Corporation’s success in realizing on the value of the COV IP, and then 

recovering its anticipated costs of any proposed transaction or transactions, and any anticipated 

return on capital. 

 

There is no guarantee that additional financing will be available or that it will be available on 

terms acceptable to management of the Corporation. The Corporation will be competing with 

other companies for available financing sources, many of which will have far greater resources 

and experience than the Corporation. No assurance can be given that the Corporation will be 

successful in raising the funds required for the costs related to advancing the viability of the COV, 

or any other potential business transaction. 

 

As at the date of this MD&A, the Corporation is in need of sufficient working capital to exist as a 

going concern.  There is no assurance that the Corporation will be able to meet those needs, and 

therefore may not be able to continue operations. 
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During the nine months ended September 30, 2016, the Corporation: 

 

(a) completed a private placement of an aggregate of 2,015,238 units at a price of $0.20 per 

unit for total proceeds of $403,048; 

 

(b) settled indebtedness of $156,071 by the issuance of 678,571 units at a price $0.23 per unit;  

 

(c) issued an aggregate of 830,000 common shares upon the exercise of stock options for net 

proceeds of $170,600; and 

 

(d) issued an aggregate of 288,625 common shares upon the exercise of share purchase 

warrants for net proceeds of $47,125. 

 

Transactions with Related Parties 

 

During the nine months ended September 30, 2016 and September 30, 2015, the following 

transactions were recorded with the directors and officers of the Corporation:   

 

 September 30, 2016 September 30, 2015 

Management fees $    79,000 $    25,500 

Consulting fees 133,800 152,257 

Salaries and related benefits 209,520 87,323 

 $  422,320 $   265,080 

 

Financial Instruments and Other Instruments 

 

The values of cash, accounts receivable, accounts payable and accrued liabilities and loans 

payable approximate their fair values due to the short-term maturity of these financial 

instruments. The values of restricted cash and promissory note payable approximate their fair 

values due to being amortized at the interest rates prevailing on the market.   

 

Credit Risk 

 

Credit risk arises from the potential that a counter party will fail to perform its obligations. As at 

September 30, 2016, there is no financial instrument that potentially subjects the Corporation 

concerning credit risk. The Board of Directors monitors the exposure to credit risk on an ongoing 

basis and does not consider such risk significant at this time. The Corporation is exposed to the 

credit risk through its cash and restricted cash.  

 

Liquidity Risk 

 

Liquidity risk is the risk that the Corporation will encounter difficulty in meeting obligations 

associated with financial liabilities.  The Corporation manages its liquidity risk by forecasting 

cash flows from operations and anticipated investing and financing activities.  The Corporation 

does not have sufficient cash at September 30, 2016 to meet its short-term liabilities of 

$2,147,198. The Corporation requires significant additional funding to meet its administration 

overhead costs and the outstanding liabilities, and relies on the financial market to raise equity 

capital required to meet its obligations. 
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Market Risk 

 

Market risk is the risk that the fair value or future cash flows of a financial instrument will 

fluctuate because of changes in market prices. Market risk comprises three types of risk: interest 

rate risk, foreign currency risk, and other price risk. 

 

Interest rate risk 

 

Interest rate risk consists of two components: 

 

(a) to the extent that payments made or received on the Corporation’s monetary assets and 

liabilities are affected by changes in the prevailing market interest rates, the Corporation 

is exposed to interest rate cash flow risk; and  

 

(b) to the extent that changes in prevailing market rates differ from the interest rate in the 

Corporation’s monetary assets and liabilities, the Corporation is exposed to interest rate 

price risk. 

 

The Corporation is not exposed to the interest rate risk.  

 

Foreign currency risk 

 

Foreign currency risk is the risk that the fair value or future cash flows of a financial 

instrument will fluctuate because of changes in foreign exchange rates. The Corporation is not 

exposed to significant foreign currency risk. 

 

Other price risk 

 

Other price risk is the risk that the fair value or future cash flows of a financial instrument will 

fluctuate because of changes in market prices (other than those arising from interest rate risk 

or currency risk), whether those changes are caused by factors specific to individual financial 

instrument or its issuer, or factors affecting all similar financial instruments traded in the 

market. The Corporation is not exposed to other price risk.  

 

Sensitivity analysis 

 

Based on management’s knowledge and experience of financial markets, the Corporation believes 

that movements in interest rates that are reasonably possible over the next twelve months will not 

have a significant impact on the Corporation. 

 

Disclosure of Outstanding Share Data 

 

The Corporation has an authorized share capital of an unlimited number of common shares, of 

which 54,226,604 common shares are issued and outstanding as of the date of this MD&A.   

 

During the nine months ended September 30, 2016, the Corporation: 

 

(a) completed a private placement of an aggregate of 2,015,238 units at a price of $0.20 per 

unit for total proceeds of $403,048, with each unit consisting of one common share and 

one-half share purchase warrant.  Each whole warrant entitles the holder thereof to 
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purchase one additional common share at a price of $0.25 per share for a term of one year;  

 

(b) settled indebtedness of $156,071 by the issuance of 678,571 units at a price $0.23 per unit, 

with each unit consisting of one common share and one share purchase warrant to purchase 

one additional common share, exercisable on or before February 19, 2017; 

 

(c) issued an aggregate of 830,000 common shares upon the exercise of stock options for net 

proceeds of $170,600; 

 

(d) issued an aggregate of 288,625 common shares upon the exercise of share purchase 

warrants for net proceeds of $47,125. 

 

During the nine months ended September 30, 2016, a total of 1,445,811 stock options were 

granted, a total of 546,084 incentive stock options expired and a total of 830,000 stock options 

were exercised.  The Corporation granted the following stock options during the nine months 

ended September 30, 2016:   

 

Date of Grant No. of Options Exercise Price Per Share Expiry Date 

February 18, 2016 400,000 $0.14 February 18, 2019 

April 19, 2016 1,045,811 $0.21 April 19, 2019 

 

Subsequent to the nine months ended September 30, 2016, the Corporation granted incentive 

stock options to purchase an aggregate of 1,517,000 common shares at an exercise price of $0.22 

per share to a director and consultants, which options expire on October 11, 2019.  

 

As at the date of this MD&A, the Corporation has a total of 3,614,041 incentive stock options 

outstanding and unexercised and a total of 3,079,940 share purchase warrants outstanding. 

 

Off-Balance Sheet Arrangements 

 

The Corporation does not currently have any off-balance sheet arrangements. 

 

Changes in Accounting Policies including Initial Adoption 

 

Future accounting pronouncements 

 

IFRS 9 Financial Instruments 

 

The International Accounting Standard Board intends to replace IAS 39, “Financial Instruments: 

Recognition and Measurements” (“IAS 39”) with IFRS 9, “Financial Instruments” (“IFRS 9”).  

IFRS 9 will be published in three phases, of which the first phase has been published.  For 

financial assets, IFRS 9 uses a single approach to determine whether a financial asset is measured 

at amortized cost or fair value, and replaces the multiple rules in IAS 39.  The approach in IFRS 9 

is based on how an entity measures its financial instruments in the context of its business model 

and the contractual cash flow characteristics of the financial assets.  The new standard also 

requires a single impairment method to be used.  For financial liabilities, the approach to the fair 

value option may require different accounting for changes to the fair value of a financial liability 

as a result of changes to an entity’s own credit risk.  IFRS 9 is effective for annual periods 

beginning on or after January 1, 2015. The Corporation has not yet assessed the impact of the 
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standard.  

 

IFRS 15 Revenue from Contracts with Customers 

 

IFRS 15 will supersede the current revenue recognition guidance including IAS 18 Revenue, IAS 

11 Construction Contracts and the related Interpretations when it becomes effective. The core 

principle of IFRS 15 is that an entity should recognise revenue to depict the transfer of promised 

goods or services to customers in an amount that reflects the consideration to which the entity 

expects to be entitled in exchange for those goods or services. Under IFRS 15, an entity 

recognises revenue when (or as) a performance obligation is satisfied, i.e. when `control` of the 

goods or services underlying the particular performance obligation is transferred to the customer. 

Far more prescriptive guidance has been added in IFRS 15 to deal with specific scenarios. 

Furthermore, extensive disclosures are required by IFRS 15. 

 

This standard is effective for annual periods beginning on or after January 1, 2017. The 

Corporation will adopt this standard when it becomes effective. The Corporation has currently not 

assessed the impact of adopting this standard. 

 

Subsequent Events  

 

Shares for Debt Settlement 

 

By News Release dated October 5, 2016, the Corporation announced it had settled outstanding 

indebtedness of $696,790 through the issuance of 2,787,158 common shares at a deemed price of 

$0.25 per common share. Karla Jorstad, the Chief Operating Officer and a director of the 

Corporation, received 240,000 common shares and a company controlled by Wayne MacDonald, 

the Chief Development Officer of the Corporation, received 430,000 common shares pursuant to 

the shares for debt settlement.  

 

Grant of Stock Options 

 

By News Release dated October 12, 2016, the Corporation announced the grant of incentive stock 

options to purchase an aggregate of 1,517,000 common shares at an exercise price of $0.22 per 

share to a director and consultants, which options expire on October 11, 2019.  

 

Amalgamation with Formation Fluid Management Inc. 

 

By News Release dated October 11, 2016, the Corporation announced that its amalgamation with 

Formation Fluid Management Inc. together with a newly incorporated subsidiary of the 

Corporation (“SubCo”) had been approved by the shareholders of Formation Fluid at a special 

meeting.  Pursuant to the terms of the Amalgamation Agreement, the Corporation acquired all of 

the outstanding shares of Formation Fluid by way of a three-cornered amalgamation (the 

“Amalgamation”) and the Formation Fluid common shares (“Formation Fluid Shares”) were 

delisted from the TSX Venture Exchange.  

 

Under the terms of the Amalgamation Agreement, Formation Fluid shareholders were entitled to 

receive approximately 0.425 of a common share of the Corporation for every one Formation 

Fluid Share held.  Accordingly, the Corporation issued 25,419,159 common shares to the former 

Formation Fluid shareholders.  59,809,787 Formation Fluid Shares were acquired by the 

Corporation, representing 100% of the issued and outstanding Formation Fluid Shares.  

Following the closing of the Amalgamation, the Corporation owns or controls 25,419,160 
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common shares of Amalco, representing all of the issued and outstanding common shares of 

Amalco.  

 

In addition, Ken Rose and Mark Bentsen joined the Board of Directors of the Corporation and 

Wanda Cutler and Kevin Aylward resigned from the Board.  

 

Upon the closing of the Amalgamation, Mohammed Al-Mofty joined the management team of 

the Corporation as the Vice-President of Engineering.  Pursuant to the terms of his employment 

agreement, the Corporation issued 300,000 common shares to Mr. Al-Mofty. In addition, 

pursuant to the terms of the employment agreements with other directors and officers of the 

Corporation, the Corporation issued an aggregate of 1,050,000 common shares.  

 

Proposed Shares for Debt Settlement 

 

On October 31, 2016, the Corporation announced a proposed issuance of 1,707,086 common 

shares at a deemed price of $0.16 per share, in settlement of indebtedness totaling $273,133.78 to 

certain holders of unsecured, 12% promissory notes. 

 

Additional Information 

 

The information provided in this document is not intended to be a comprehensive review of all 

matters concerning the Corporation. This MD&A should be read in conjunction with other 

disclosure documents provided by the Corporation, which can be accessed at 

http://www.sedar.com/.  No securities commission or regulatory body has reviewed the accuracy 

or adequacy of the information presented herein. 

 


