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Cautionary Statement Regarding Forward-Looking Information 

This Listing Statement and the documents incorporated into this Listing Statement contain “forward-

looking statements” and “forward-looking information” within the meaning of applicable securities laws 

(forward-looking information and forward-looking statements being collectively hereinafter referred to as 

“forward-looking statements”).  Such forward-looking statements are based on expectations, estimates 

and projections as at the date of this Listing Statement or the dates of the documents incorporated herein, 

as applicable.  Any statements that involve discussions with respect to predictions, expectations, beliefs, 

plans, projections, objectives, assumptions or future events or performance (often but not always using 

phrases such as “expects” or “does not expect”, “is expected”, “anticipates” or “does not anticipate”, 

“plans”, “budget”, “scheduled”, “forecasts”, “estimates”, “believes” or “intends”, or variations of such 

words and phrases, or stating that certain actions, events or results “may” or “could”, “would”, “should”, 

“might” or “will” be taken, occur or be achieved) are not statements of historical fact and may be 

forward-looking statements and are intended to identify forward-looking statements.   

These forward-looking statements include, but are not limited to, statements and information concerning: 

the intentions, plans and future actions of the Issuer, CannCentral and the Resulting Issuer; statements 

relating to the business and future activities of the Resulting Issuer after the date of this Listing Statement; 

market position, ability to compete and future financial or operating performance of the Resulting Issuer 

after the date of this Listing Statement; statements based on the audited and unaudited financial 

statements of CannCentral and the Issuer included as Schedules to this Listing Statement; anticipated 

developments in operations; the future demand for the Resulting Issuer’s products; the results of 

development of products and the timing thereof; the timing and amount of estimated capital expenditures 

in respect of the business of the Resulting Issuer; operating expenditures; success of marketing activities; 

estimated budgets; currency fluctuations; requirements for additional capital; government regulation; 

limitations on insurance coverage; the timing and possible outcome of litigation in future periods; the 

timing and possible outcome of regulatory and permitting matters; goals; strategies; future growth; 

planned business activities and planned future acquisitions; the adequacy of financial resources; and other 

events or conditions that may occur in the future. 

Forward-looking statements are based on the beliefs of  management of the Issuer and CannCentral, as 

well as on assumptions, which such management believes to be reasonable based on information currently 

available at the time such statements were made.  However, by their nature, forward-looking statements 

are based on assumptions and involve known and unknown risks, uncertainties and other factors which 

may cause the actual results, performance or achievements to be materially different from any future 

results, performance or achievements expressed or implied by the forward-looking statements.   

Forward-looking statements are subject to a variety of risks, uncertainties and other factors which could 

cause actual events or results to differ from those expressed or implied by the forward-looking statements, 

including, without limitation those risks outlined in Section 17 of this Listing Statement. 

The list of risk factors set out in this Listing Statement is not exhaustive of the factors that may affect any 

forward-looking statements of the Issuer, CannCentral and the Resulting Issuer.  Forward-looking 

statements are statements about the future and are inherently uncertain.  Actual results could differ 

materially from those projected in the forward-looking statements as a result of the matters set out or 

incorporated by reference in this Listing Statement generally and certain economic and business factors, 

some of which may be beyond the control of the Issuer, CannCentral and the Resulting Issuer.   
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In addition, recent unprecedented events in the world economy and global financial and credit markets 

have resulted in high market and commodity volatility and a contraction in debt and equity markets, 

which could have a particularly significant, detrimental and unpredictable effect on forward-looking 

statements.   

None of the Issuer, CannCentral or the Resulting Issuer intend, and do not assume any obligation, to 

update any forward-looking statements, other than as required by applicable law.  For all of these reasons, 

securityholders should not place undue reliance on forward-looking statements.
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GLOSSARY 

“Affiliate” means a company that is affiliated with another company as described below. 

A company is an “Affiliate” of another company if: 

(a) one of them is the subsidiary of the other, or 

(b) each of them is controlled by the same person. 

A company is “controlled” by a person if: 

(a) voting securities of the company are held, other than by way of security only, by or for 

the benefit of that person, and 

(b) the voting securities, if voted, entitle the person to elect a majority of the directors of the 

company. 

A person beneficially owns securities that are beneficially owned by: 

(a) a company controlled by that person, or 

(b) an Affiliate of that person or an Affiliate of any company controlled by that person. 

“Amalco” has the meaning ascribed to it in section 3.1. 

“Amalgamation” has the meaning ascribed to it in section 2.4. 

“Amalgamation Agreement” means the amalgamation agreement dated July 26, 2019 as amended on 

September 18, 2019 among the Issuer, CannCentral, and Numco. 

“Associate” when used to indicate a relationship with a person, means 

(a) an issuer of which the person beneficially owns or controls, directly or indirectly, voting 

securities entitling him to more than 10% of the voting rights attached to outstanding 

securities of the issuer, 

(b) any partner of the person, 

(c) any trust or estate in which the person has a substantial beneficial interest or in respect of 

which a person or company serves as trustee or in a similar capacity, 

(d) in the case of a person that is an individual, a relative of that person, including 

(i) that person’s spouse or child, or 

(ii) any relative of the person or of his spouse who has the same residence as that 

person; 

“Board of Directors” or “Directors” means the Board of Directors of the Resulting Issuer. 
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“CannCentral” means CannCentral Inc. (prior to the completion of the Amalgamation). 

“CannCentral Shares” means the Class A common shares, the Class B common shares and the Class C 

common shares in the capital of CannCentral. 

“Common Shares” means the common shares in the capital of the Resulting Issuer. 

“company” unless specifically indicated otherwise, means a corporation, unincorporated association or 

organization, body corporate, partnership, trust, association or other entity other than an individual. 

“Contemplated Transaction” has the meaning ascribed to it in section 3.1. 

“CSE” means the Canadian Securities Exchange. 

“Effective Date” means the date shown on the Certificate of Amalgamation; 

“Insider” if used in relation to an issuer, means: 

(a) a director or senior officer of the issuer; 

(b) a director or senior officer of the company that is an Insider or subsidiary of the issuer; 

(c) a person that beneficially owns or controls, directly or indirectly, voting shares carrying 

more than 10% of the voting rights attached to all outstanding voting shares of the issuer; 

or 

(d) the issuer itself if it holds any of its own securities. 

“IntellaEquity Shares” has the meaning ascribed to it in section 3.1. 

“Issuer” or “IEQ” means IntellaEquity Inc. prior to the completion of the of Amalgamation. 

“Listing Statement” means this listing statement dated October 23, 2019. 

“Numco” has the meaning ascribed to it in section 2.4. 

“person” means a company or individual. 

“Promoter” has the meaning ascribed to it in the Securities Act (Ontario). 

“Resulting Issuer” has the meaning ascribed to it in section 2.1. 

“SEDAR” means the System for Electronic Document Analysis and Retrieval. 

“Unit” has the meaning ascribed to it in section 2.4. 

“Transfer Agent” means Capital Transfer Agency, ULC. 
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“voting shares” means a security of an issuer that: 

(a) is not a debt security; and 

(b) carries a voting right either under all circumstances or under some circumstances that 

have occurred and are continuing. 
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2. CORPORATE STRUCTURE 

2.1 Corporate Name and Head and Registered Office  

The full corporate name of entity is Media Central Corporation Inc. (the “Resulting Issuer”) 

which was changed from IntellaEquity Inc. upon completion of the Amalgamation.  The head and 

registered office address of the Resulting Issuer is 27 Roytec Road, Suite 9B, Vaughan, ON, L4L 

8E3.  The Resulting Issuer is a reporting issuer in the Provinces of British Columbia, Alberta and 

Ontario. 

2.2 Jurisdiction of Incorporation 

IEQ 

IEQ was incorporated under the Laws of the State of Delaware on October 13, 1999 and became 

a reporting issuer in Alberta, British Columbia and Ontario on August 3, 2004.  On July 26, 2019, 

IEQ completed the Contemplated Transaction through the amalgamation of CannCentral and 

Numco (a wholly-owned subsidiary of IEQ) by way of a three-cornered amalgamation.  On 

October 11, 2019 IEQ completed and filed Articles of Continuance out of the State of Delaware, 

increased its authorized capital to an unlimited number of Common Shares and changed its name 

from “IntellaEquity Inc.” to “Media Central Corporation Inc.”. 

2.3 Intercorporate Relationships 

The current corporate organization chart for the Resulting Issuer is as follows: 

 

 

 

 

 

 

 

 

2.4 Fundamental Change 

IEQ has been listed on the CSE and, as the Amalgamation constitutes a fundamental change 

according to the policies of the CSE, must requalify its securities for listing pursuant to Section 

1.2 of CSE Policy 8. 

  

Media Central Corporation Inc.  

(previously, IntellaEquity Inc.) 

(the “Resulting Issuer”) 

(Ontario) 

CannCentral Inc.  

(amalgamation of CannCentral Inc. and  

Paragon Blockchain Inc. 

(Ontario) 

100% 
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Prior to completion of the Amalgamation, the corporate structure of IEQ was as follows: 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

On July 26, 2019, CannCentral, IEQ, and Paragon Blockchain Inc. (“Numco”) entered into an 

amalgamation agreement (the “Amalgamation Agreement”), pursuant to which the parties 

completed a business combination by way of a three-cornered amalgamation (the 

“Amalgamation”) under the Business Corporations Act (Ontario).  The Amalgamation 

Agreement was amended on September 18, 2019.  Under the terms of the Amalgamation 

Agreement CannCentral amalgamated with Numco and continues to carry on the business of 

CannCentral as a wholly owned operating subsidiary of the Resulting Issuer.  IEQ also filed 

Articles of Continuance to change its name to Media Central Corporation Inc. 

Pursuant to the terms of the Amalgamation Agreement, each former shareholder of CannCentral 

other than the holders of the Class A Common Shares of CannCentral received one (1) Common 

Share for every one (1) CannCentral Share held by such shareholder and each holder of Class A 

Common Shares of CannCentral received one (1) Common Share for every two (2) Class A 

Common Shares of CannCentral held by such Shareholder.  In addition, each holder of warrants 

of CannCentral received an equal number of replacement warrants of the Resulting Issuer, with 

the same exercise prices and expiry dates as the equivalent CannCentral warrants. 

Prior to the Amalgamation, CannCentral had outstanding 382,650,000 CannCentral Shares and 

157,650,000 warrants outstanding. 

Between January and March of 2019, CannCentral issued 225,000,000 Class A CannCentral 

Shares at a price of $0.005 per share for services rendered and business development by Brian 

Kalish as the founder of CannCentral.  These Class A CannCentral Shares have been exchanged 

for 112,500,000 Common Shares.  Mr. Kalish subsequently transferred 168,000,000 (representing 

84,000,000 Common Shares) of these Class A CannCentral Shares to various arm’s length third 

parties resulting in Mr. Kalish holding 57,000,000 (representing 28,500,000 Common Shares) 

Class A CannCentral Shares.  All Resulting Issuer Shares issued to Brian Kalish are subject to 

escrow.  See Item 11 – Escrowed Securities. 

IntellaEquity Inc. 

(Delaware) 

Marcon 

International Inc. 

(Ontario) 

Paragon 

Blockchain Inc. 

(Ontario) 

100% 100% 
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On April 10, 2019 CannCentral completed a private placement of 117,500,000 units (each a 

“$0.02 Unit”) at a price of $0.02 per unit, with each $0.02 Unit consisting of one Class B 

common share of CannCentral and one warrant to acquire a further Class B common share of 

CannCentral at $0.10 per share, for gross proceeds of $2,350,000.  

On August 16, 2019, CannCentral completed a private placement of 40,150,000 units (each a 

“$0.05 Unit”) at a price of $0.05 per unit, with each $0.05 Unit consisting of one Class C 

common share of CannCentral and one warrant to acquire a further Class C common share of 

CannCentral at $0.30 per share, for gross proceeds of $2,007,500. 

Effective October 23, 2019, IEQ disposed of all of its assets including all of its subsidiaries. 

Following the completion of the Amalgamation, there are an aggregate of 308,115,278 Common 

Shares issued and outstanding with former shareholders of CannCentral holding 270,150,000 

Common Shares, representing approximately 87.7% of the Common Shares and the original 

shareholders of the Issuer holding 37,965,278 Common Shares, representing approximately 

12.3% of the outstanding Common Shares. 

CannCentral does not have any subsidiaries. 

As a result of the Amalgamation, CannCentral Inc. is a wholly-owned subsidiary of CannCentral 

Media Inc. (formerly IEQ) and the Contemplated Transaction resulted in a reverse take-over of 

IEQ, which filed Articles of Continuance to continue into Ontario, amend its authorized capital to 

provide for an unlimited number of Common Shares and to change its name to Media Central 

Corporation Inc. having the following corporate structure: 

 

 

 

 

 

 

 

 

2.5 The Resulting Issuer is neither a non-corporate issuer nor an issuer incorporated outside of 

Canada as a result of the continuance of IEQ in Ontario. 

3. GENERAL DEVELOPMENT OF THE BUSINESS 

3.1 General Development of the Business 

Media Central Corporation Inc.  

(previously, IntellaEquity Inc.) 

(the “Resulting Issuer”) 

(Ontario) 

CannCentral Inc.  

(amalgamation of CannCentral Inc. and  

Paragon Blockchain Inc.  

(Ontario) 

100% 
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IEQ 

Overview 

IEQ was incorporated on October 13, 1999 under the laws of the State of Delaware, USA and had 

offices in Mississauga, Ontario and Calgary, Alberta. 

Marcon International Inc. (“Marcon”) was incorporated under the laws of the Province of 

Ontario on April 28, 2010.  On July 31, 2010, Marcon purchased certain assets from Knoxbridge 

Corp. (“Knoxbridge”) pursuant to an asset purchase agreement dated May 13, 2010, as amended 

by an amending agreement dated July 23, 2010 (the “Marcon Purchase Agreement”).  Pursuant 

to the Marcon Purchase Agreement, Marcon purchased all of the contracts, intellectual property 

and goodwill of Knoxbridge that pertained to the business of Knoxbridge for $750,000 which was 

satisfied through the issuance of an aggregate of 73,397,870 common shares of Marcon.  All 

discussion of the business of Marcon will include a discussion of the business of Knoxbridge. 

In addition, Allen Lone, the sole shareholder of Knoxbridge, transferred all of his shares in 

Marcon International (USA), Inc. (a Delaware corporation) and Marcon International (UK) Ltd. 

(an England and Wales corporation) to Marcon in consideration for $1.  The transactions 

contemplated by the Marcon Purchase Agreement and the transfer of all of the shares of Marcon 

International (USA), Inc. and Marcon (UK) Ltd. to Marcon are non-arm’s length transactions as 

Allen Lone is the sole shareholder of Knoxbridge, Marcon International (USA), Inc. and Marcon 

(UK) Ltd. as well as the sole officer and director of Marcon.  Marcon International (USA), Inc. 

(“Marcon USA”) and Marcon International (UK) Ltd. (“Marcon UK”) were incorporated on 

April 2, 2002 and February 18, 2002, respectively, to facilitate the procurement of contracts in the 

United States and European Union. 

Developments in 2016 

During the year ended December 31, 2016, IEQ conducted operations through its wholly-owned 

subsidiaries: 

(a) Fiber Optic System Technology (Canada) Inc.; 

(b) PinPoint Fox-Tek Inc.; 

(c) Fox-Tek Canada Inc. (“Fox-Tek”); 

(d) Marcon International Inc. (“Marcon”); 

(e) Marcon International (USA) Inc.; and  

(f) Marcon International (UK) Ltd.  

 

Fox-Tex and Marcon were the primary subsidiaries which all of IEQ’s revenue is generated from. 

Fox-Tek was engaged in the development, design, manufacture and supply of systems using fiber 

optic sensors, related monitoring instruments, and software. Clients bought and operated systems 

and Fox-Tek handled the installation and reporting of information on an outsourcing basis. Fox-

Tek provided support engineering services related to planning, training, on-site installation, and 

data interpretation and reporting. Fox-Tek’s target market included the monitoring, 

communication, alarming and prediction of safe/unsafe conditions in structures and facilities. 

Fox-Tek’s main products were patented non-intrusive asset health monitoring sensor systems for 

the oil and gas market to help operators track the thinning of pipelines and refinery vessels due to 

corrosion/erosion, strain due to bending/buckling, and process pressure and temperature. 
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Marcon is involved in the industrial supply of equipment and parts procurement for its clients, 

including the sale and distribution of Electrical, Mechanical and Instrumentation equipment. The 

equipment is purchased from various suppliers in Canada, the United States and Europe. Its 

clients are principally clients in the oil and gas industry, United States government agencies such 

as the Department of Defence, Department of the Interior, Department of Homeland Security and 

Department of Agriculture and in the Middle East. In addition to departments and agencies of the 

U.S. Government, Marcon’s major clients include Saudi Arabia-Sabic Services (Refining and 

Petrochemical), Bahrain National Gas Co, Bahrain Petroleum, Qatar Petroleum, Qatar Gas, Qatar 

Petrochemical, Gulf of Suez Petroleum, Agiba Petroleum and Burullus Gas Co. 

During the year ended December 31, 2016, IEQ continued its work to improve its position in 

terms of intellectual property and what it offers to its customers. In fiscal 2016 IEQ focused on 

continuous improvements to its technology in markets with the highest perceived potential 

payoff, particularly in the oil and gas sectors.  

Notable events in fiscal 2016 included the following:  

(a) Fox-Tek continued to support its independent sales agents and distributors primarily 

outside of North America with the intent of utilizing their local contacts and establish 

relationships within the oil and gas industry to expedite the distribution of Fox-Tek’s 

products in local jurisdictions. Fox-Tek also streamlined its production process to meet 

the higher demands of its systems. In addition, the company worked toward a goal of 

significant reductions in overhead expenses, to provide greater potential for corporate 

profitability.  

(b) Marcon continued to provide procurement and support services to existing and new 

projects worldwide in the energy sector. Initially Marcon had focused on providing 

services in the energy sector but moved on to government contracts and government 

services. Marcon has two subsidiaries, Marcon USA and Marcon UK, to help enhance 

and support its logistic and sales operations. Over the years, it has established a good 

reputation and has been a consistent performer for its clients in the government as well as 

the international oil and gas industry. 

Developments in 2017 

During the year ended December 31, 2017, IEQ continued its work to improve its position in 

terms of intellectual property and what it offers to its customers. In fiscal 2017 IEQ focused on 

continuous improvements to its technology in markets with the highest perceived potential 

payoff, particularly in the oil and gas sectors.  

Notable events in fiscal 2017 included the following:  

(a) IEQ created Numco with an intent to commence the process of implementing Blockchain 

technology.  While a memorandum of understanding was executed with an undisclosed 

blockchain company to advise and develop a new set of blockchain applications for IEQ 

no transaction was ever completed and Numco never carried on business.  

(b) Fox-Tek continued to support its independent sales agents and distributors primarily 

outside of North America with the intent of utilizing their local contacts and establish 

relationships within the oil and gas industry to expedite the distribution of Fox-Tek’s 

products in the local jurisdictions. Fox-Tek continued to streamline its production process 
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to meet the higher demands of its systems, and continued to work toward a goal of 

significant reductions in overhead expenses, to provide greater potential for corporate 

profitability.  

(c) After a very successful first introductory trip to India, Fox-Tek provided a number of 

technical proposals and bids on a number of different projects based on a number of its 

technologies. One of the more interested oil companies requested a bid for 2 large 

systems to be placed on vessels within a refinery. The client provided a sample plate for 

testing purposes that would lead to a custom design for that specific material.  

(d) Fox-Tek also initiated talks with the Ontario Centres of Excellence (“OCE”) to 

supplement a number of high quality personnel (“HQP”) within the organization. This 

included having a post doctorate Fellow to come in and provide a full assessment on the 

company’s data analysis techniques, and to look at ways to better manage its large 

database. 

(e) Marcon continued to provide procurement and support services to existing and new 

projects worldwide in the energy sector and continued to use its subsidiaries, Marcon 

USA and Marcon UK to enhance and support its logistics and sales operations. Initially 

Marcon focused on providing services in the energy sector but moved on to government 

contracts and government services.  

Developments in 2018 

Notable events in fiscal 2018 included the following:  

(a) Fox-Tek was sold to Sensor Technologies Corp. (“Sensor”) for a purchase price of 

$21,500,000. $9,500,000 of the purchase price was satisfied through the issuance of an 

aggregate of 47,500,000 post-consolidated common shares (the “Consideration Shares”) 

in the capital of Sensor at a price of $0.20 per Consideration Share. The balance of the 

purchase price, being up to $12,000,000 will be satisfied through a royalty of 15% on all 

future sales of Fox-Tek’s products and a 20% royalty on all future sales of FoxTek’s 

services (collectively, the “Royalty”). The Royalty shall be payable until the earlier of (i) 

the 10 year anniversary of the closing of the acquisition of Fox-Tek, and (ii) the 

aggregate payment of $12,000,000.  

On July 11, 2018, the shareholders of IEQ approved, among other things: 

(a) a change in the business of the Issuer from an “industrial issuer” to an “investment 

issuer”; 

(b) a change in the name of the Issuer from “Augusta Industries Inc.” to “IntellaEquity Inc.”; 

(c) the sale of all of the issued and outstanding securities in the capital of Fox-Tek to Sensor; 

(d) the consolidation of the Issuer’s shares on the basis of one (1) post-consolidation 

common share for up to every twenty (20) pre-consolidation common shares outstanding; 

and 

(e) the voluntary delisting of the Issuer’s shares from the TSX Venture Exchange and a new 

listing of such common shares on the CSE. 
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The IntellaEquity Shares commenced trading through the facilities of the CSE on October 4, 

2018. 

Developments during the period 2019 

On February 12, 2019, IEQ sold 51% of all of the issued and outstanding securities (the “Marcon 

Securities”) in the capital of Marcon International (USA) Inc. to GRX Industries Inc. (“GRX”), 

an arm’s length third party. Pursuant to the share purchase agreement, GRX acquired the Marcon 

Securities for an aggregate purchase price of $981,500, which was satisfied through the 

assumption of debt and debt forgiveness. 

On May 14, 2019, the Issuer entered into a letter of intent with CannCentral, which was 

superceded and replaced by the Amalgamation Agreement dated July 26, 2019, as amended on 

September 18, 2019, among IEQ, CannCentral and Numco, whereby CannCentral will 

amalgamate with Numco, and each former shareholder of the CannCentral other than the holders 

of the Class A Common Shares of CannCentral received one (1) Common Share for every one (1) 

CannCentral Share held by such shareholder and each holder of Class A Common Shares of 

CannCentral received one (1) Common Share for each two (2) Class A Common Shares of 

CannCentral held by such Shareholder.  In addition, each holder of warrants of CannCentral 

received will receive an equal number of replacement warrants of the Resulting Issuer, with the 

same exercise prices and expiry dates as the equivalent CannCentral warrants which results in the 

shareholders of CannCentral controlling the Resulting Issuer. 

The terms of the contemplated transaction (the “Contemplated Transaction”) are as follows: 

(a) Numco amalgamates with CannCentral to form a new entity, to be called “CannCentral 

Subsidiary Limited” (“Amalco”).  Holders of the issued and outstanding Class A 

common shares, Class B common shares and Class common shares of CannCentral (the 

“CannCentral Shares”) will receive common shares of the Resulting Issuer (the 

“IntellaEquity Shares”) on the completion of the Amalgamation.  As a result, Amalco 

will be a wholly-owned subsidiary of the Resulting Issuer. 

(b) On the Effective Date, holders of the issued and outstanding warrants of CannCentral (the 

“CannCentral Warrants”) will receive an equal number of replacement warrants of the 

Issuer with the same exercise price and expiry date as the applicable CannCentral 

Warrants; 

(c) IEQ will continue into existence in the province of Ontario, amend its authorized capital 

to provide for an unlimited number of common shares and will change its name to Media 

Central Corporation Inc.; and 

(d) The proposed nominee directors of CannCentral will be elected as directors of the 

Resulting Issuer. 

(e) IEQ is required to dispose of all of its remaining assets including all securities held by it 

and settle all of its liabilities so that on closing it has other assets of no more than 

$10,000. 

The Resulting Issuer 

Overview 
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The Resulting Issuer seeks to become a leading information and eCommerce platform for the 

cannabis industry.  The Resulting Issuer will provide cannabis consumers and treatment seekers 

with information necessary to make informed lifestyle, commercial and healthcare decisions.  By 

aggregating industry and user data, connecting consumers with producers, and treatment seekers 

with providers, the Resulting Issuer will seek to rapidly adapt to the latest market trends enabling 

it to consistently offer new products and services to cannabis consumers all over the world. 

The Resulting Issuer will look to take advantage of the rapidly emerging cannabis industry, but 

since it is not a producer, manufacturer or distributor of cannabis products, the Resulting Issuer 

will not be subject to the same degree of government regulation that may be imposed on others 

working to exploit the current demand for cannabis products. 

The CannCentral platform (the “Platform”) consists in part of a consumer-facing wiki, 

accessible through an iOS application, Android application, and web portal, as well as a business 

portal for industry and commercial participants.  The Platform will help users discover and 

classify cannabis products given their preferences or medical and other expanding needs, then 

connects consumers to local dispensaries and other providers of goods and services. 

The Platform has not yet generated any revenue.  If the Platform does generate revenue in the 

future it is expected to be generated nearly one hundred percent through a variety of online 

advertising models, including but not limited to ad server, programmatic, sponsorship and direct 

to business methods.  Each of the Platform’s various advertising mediums will be tailored to 

specific user preferences and geographic location.  CannCentral will seek to grow Platform usage 

supported by its marketing strategies which will include multiple online and traditional marketing 

tactics.  This is expected to generate increasing and highly targeted traffic, and demand from 

advertisers.   

The Platform will exist in the form of an easily accessible web and mobile application.  The 

Resulting Issuer manages and maintains various social media presences.  The Platform is free-to-

use for all consumers and gives users the infrastructure necessary to guide them through all stages 

of the customer journey.  Users have the ability to review cannabis strains and products based on 

a variety of factors.  The Platform will feature a comprehensive loyalty program to provide 

ongoing incentives for purchases and consumer engagement. 

The Resulting Issuer seeks to become the global go-to platform for cannabis products.  Having 

built capabilities to facilitate worldwide direct to consumer distribution of Cannabis and its 

associated products, the Resulting Issuer will look to transition into eCommerce.  By allowing 

users to purchase a variety of different cannabis products through a network of licensed 

dispensaries, the Resulting Issuer may further generate revenue on every transaction without the 

cost of inventory, production, overhead or supply chain management. 

The Resulting Issuer expects its success will be primarily driven by the following factors: 

 Management Team:  The Resulting Issuer will be led by a management team with 

extensive media, technology and capital markets experience, which will allow for the 

Resulting Issuer to position itself to become an influential digital publisher and e-

Commerce platform for cannabis related products. 

 Functionality of the Platform:  The Resulting Issuer strives to become the global go-to 

platform for all things cannabis related.  The Platform will be easily accessible by web 
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and mobile applications and will be available in English, French, Spanish and German.  

The Platform will use semi-proprietary technology and will have several functions, as 

outlined in Item 4.1.  

 

 Content of the Platform: The Platform will provide cannabis enthusiasts, patients and 

investors with: (i) an official strain library; (ii) dispensary directory reviews; (iii) product 

directory reviews and purchase fulfilment; (iv) business and legislative news; (v) fact 

checker; and (vi) various initiatives and programs to incentivize engagement. 

 

Developments during the year ended May 31, 2019 

 

During June 2018, CannCentral began initial development of the Platform which included, but 

was not limited to: 

 

 Concept refinement of the initial selected features and specifications of the Platform; 

 Business and financial plan development; 

 Market research and competitive analysis studies; 

 Sales and marketing strategies, including search engine optimization strategies and social 

media marketing strategies; 

 Recruitment strategies, including initial allocation of work and responsibilities and 

scoping for board, executive and management level staffing; 

 Technical architecture research; 

 Platform and algorithmic logic; and 

 Technical work and deployment plans. 

 

In March 2019, CannCentral began commercial development of the Platform, including 

formalization of staffing relating to board recruitment, executive level recruitment and mid-

service level recruitment. 

 

In March 2019, CannCentral completed its first round of financing with a $2.35 million private 

placement, which was over-subscribed by approximately 15%.  Pursuant to this placement, 

CannCentral issued 117,500,000 Class B Common Shares priced at $0.02 per share together with 

117,500,000 warrants to acquire Class B Common Shares at a price of $0.10 per share for two 

years.  

 

Developments during the period to the date hereof 

 

During June 2019, CannCentral began beta testing the functionality and content of the Platform, 

to key stakeholders and shareholders within the organization, including a sampling of third-party 

vendors hired specifically for testing.  CannCentral expects to launch the Platform concurrently 

with the Contemplated Transaction. 

 

On August 16, 2019 CannCentral completed a second round of financing with a $2,007,500 

private placement.  Pursuant to this placement, CannCentral issued 40,150,000 Class C Common 

Shares priced at $0.05 per share together with 40,150,000 warrants to acquire Class C Common 

Shares at a price of $0.30 per share for two years. 
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3.2 Significant Acquisitions and Dispositions 

Please refer to Item 2.4 and Item 3.1. 

3.3 Trends, Commitments, Events or Uncertainties 

Cannabis Industry Overview  

The global regulated cannabis industry is expected to reach USD $146.4 billion by the end of 

fiscal 2025
1
.  The growing adoption of marijuana use in medical applications is expected to 

propel industry wide revenue growth.  The recreational marijuana segment has been gaining 

global traction due to high consumer demand and favorable regulatory frameworks in various 

countries.  Additionally, high levels of public and private investment for research and 

development continue to expand product derivatives, including oils and accessories.  As global 

consumption of marijuana levels continues to grow, the Resulting Issuer will be positioned to 

monetize its technical platform in the regulated cannabis industry. 

Global Stance on Marijuana  

In 2018, the Canadian government joined a small group of nations that have taken the effort to 

legalize marijuana for recreational and medicinal use
2
.  Several nations, including Uruguay and 

South Africa, have legalized recreational use of marijuana, whereas most nations, including the 

Netherlands, Portugal, Peru, and Spain, have decriminalized the act
3
.  Many European countries 

have begun to allow for the use of medical cannabis as evidenced by the German supreme court 

decision of 2016, which made it easier for patients to qualify for prescriptions.  Medicalization is 

also beginning to occur across various Asian countries following the Chinese government’s 

decision to encourage medical cannabis research.  In the United States of America, recreational 

use has been legalized in ten states, including the District of Columbia.  In addition to recreational 

use, 35 states in America have legalized cannabis for medicinal use.  However the U.S. federal 

government continues to list cannabis, other than industrial hemp, as a Schedule 1 narcotic. 

As the widespread legalization of cannabis for recreational use continues, it is expected that other 

countries will follow.  Additionally, the increasing number of companies operating in the 

marijuana market is expected to bolster the quantity and variety of products reaching consumers. 

Industry Players 

There are currently over 21 cannabis producing, or a cannabis related businesses listed on public 

exchanges, of which the four largest companies by production, Aurora Cannabis, Cronos Group, 

Canopy Growth, and Tilray, were first movers in the marijuana industry.  These corporations are 

the global recreational market’s driving force, based on market capitalization and production.  

With favorable Canadian regulatory frameworks and financial policies, these companies have 

experienced tremendous growth since their early establishment.  Today, these companies 

facilitate the supply to retailers within the geographic regions in which they operate.  Combined, 

                                                      

1  Grand View Research, Inc. (April, 2018). Legal Marijuana Market Size, Share & Trends Analysis Report By Type (Medical, 

Recreational), By Product Type, By Medical Application (Chronic Pain, Mental Disorders, Cancer), And Segment Forecasts, 

2018 - 2025, GVR-2-68038-152-8, 1-100. 
2  Marketline. (2019). Cannabis Market: Canada’s legalization of recreational marijuana is boosting the fortunes of cannabis 

stocks (ML00030-014). Marketline. 
3  Ibid. 
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they represent over 50% of the Canadian, and 30% of the global, cannabis markets respectively
4
.  

The financial success of these companies has led to the global recognition of the cannabis 

industry as being one of the fastest growing industries today.  This in turn has brought significant 

investment from around the world, further fueling supply for an industry with high demand. 

As the aforementioned companies lead the cannabis markets to new levels, companies which are 

involved in cannabis products will further influence the global industry.  Anheuser-Busch, 

AbbVie and Alita are among the largest players in the cannabis product market by market 

capitalization, ranging from $94.4 billion to $152.4 billion, have significant influence in the 

industry due to their vast networks of consumers and distribution capability. 

Canadian Cannabis Market 

The Canadian government has legalized recreational marijuana use through the Cannabis Act, as 

well as Bill C-46, an amendment to the Criminal Code in October 2018.  This resulted in a new 

market of companies with production and distribution verticals under recreational use.  This 

legislative framework established Canada as the global center for marijuana, attracting 

institutional investment into all sectors of the industry.  

The Canadian government has also established a favorable operating environment for cannabis 

companies.  Access to government-backed distribution infrastructure enabled the growth of 

cannabis and affiliated products exports.  When compared to similarly classified goods, Canadian 

excise tax of cannabis production is capped at 10%, while alcohol can range from 50-80%
5
.  Such 

circumstances have attracted businesses ranging from manufacturing, distribution, retail and 

derivative products that will continue to fuel the Canadian industry. 

American Cannabis Market 

The legislative framework of the United States allows for the commercial distribution of cannabis 

in states where such activity has been legalized.  Colorado, Washington DC, Alaska, Oregon, 

California, Maine, Nevada, Massachusetts, Vermont, and Washington have established 

frameworks for recreational use, enabling the growth of medical and recreational marijuana 

markets.  Additionally, 35 states have recognized and permitted cannabis for medicinal use
6
.  

However, under federal law in the U.S. cannabis, other than industrial hemp, is still considered a 

Schedule 1 narcotic.  

European Cannabis Market 

In the next five years, Europe is set to become one of the world’s largest legal cannabis markets. 

With a population of more than double that of the United States and Canada combined, the 

market is ripe and the industry has grown more in the last year than the last six combined
7
.  More 

than €500 million has been invested in the cannabis industry to date, and six countries have 

announced new legislation regarding the growth, sale, or consumption of cannabis.  France, the 

UK, and Spain are reviewing current legislation, while Germany, Italy, and the Netherlands – 

                                                      

4  IBISWorld. (2018). IBISWorld Industry Report 11141CA Cannabis Production in Canada. IBISWorld. 
5  Canada Revenue Agency. (March 2019). Excise taxes and other levies technical information 
6  Marketline. (2019). Cannabis Market: Canada’s legalization of recreational marijuana is boosting the fortunes of cannabis 

stocks (ML00030-014). Marketline. 
7  Europe, Consultancy. “Europe Blooms to World's Largest Legal Cannabis Market.” Consultancy.eu, 2019, 

www.consultancy.eu/news/2307/europe-to-become-the-worlds-largest-legal-cannabis-market. 
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countries considered industry leaders – are focusing on expanding existing medical programs.  

The market is primed and ready for harvest – one that could be worth as much as €123 billion by 

2028, say researchers at Prohibition Partners in a report titled ‘The European Cannabis Report’. 

The Future of the North American Cannabis Industry 

The driving force of the industry is dependent on the legalization of recreational use, and as more 

nations follow, the market will continue to grow.  In Canada, the cannabis industry is expected to 

increase by an annualized rate of 115.3%
8
.  The number of companies in the cannabis production 

industry is expected to grow by an annualized rate of 82.1%, increasing industry employment by 

44.6%. 

To demonstrate these projections in a quantitative perspective, the sales of cannabis for 

recreational use in the United States was $351 million in 2014, $998 million in 2015, and 

projected to top $11,670 million in 2020
9
, as demonstrated in Figure 2.5.1.  Figure 2.5.2 

highlights the size of the total cannabis market and recreational cannabis market in Canada and 

California from 2014 to 2025.  This data further demonstrates the exponential growth that the 

marijuana industry is expected to generate, leading as one of the fastest growing industries in the 

world. 

Figure 2.6.1: Cannabis Market Sales for Recreational Use in the United States from 2014-2020* 

 
*Sources: ArcView; MJardin; New Frontier Data; Statista. Additional Information: USA; ArcView; New Frontier Data; 2014 and 2015 

Figure 2.6.2: Cannabis Market Sales for Recreational Use in Canada and California from 2018-2025  

                                                      

8  IBISWorld. (2018). IBISWorld Industry Report 11141CA Cannabis Production in Canada. IBISWorld. 
9  ArcView, & MJardin. (n.d.). Cannabis market sales for recreational use in the United States from 2014 to 2020 (in million 

U.S. dollars). Statista. 
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*Sources: New Frontier Data; Statista. Additional Information: USA; New Frontier Data; CanStats; California 

Market Demographics and Trends 

Market Drivers 

Regulation 

Regulatory forces dictate the direction of the entire cannabis industry.  In the past several years, 

there has been a significant upward trajectory of nations legalizing cannabis production, 

distribution and consumption.  From decriminalization to permitting medicinal and recreational 

use, an increasing number of nations are beginning to favour the industry for the derived tax 

revenue. 

Senior Age Group 

The number of people aged 65 and older are a key driving force of this industry.  These 

individuals are most likely to require the use of medicinal marijuana to battle age-related 

diagnosis and diseases including Alzheimer’s.  As statistical participation of this age group is 

expected to rise in the upcoming years, this market segment will likely continue to drive an 

increase in demand
10

. 

Competition 

Due to the nature of the pharmaceutical and healthcare industries, cannabis companies are under 

constant competition from supplementary or replacement products.  As the market expands and 

cannabis sales increase, an increased level of competition within the industry is expected.  

Income Levels 

The industry experiences a positive correlation between income levels and recreational cannabis 

sales
11

.  As income levels are expected to rise recreational cannabis sales can also be expected to 

                                                      

10  IBISWorld. (2018). IBISWorld Industry Report 11141CA Cannabis Production in Canada. IBISWorld. 
11  Ibid. 
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rise.  Medical cannabis sales are less affected by varying income levels due to its prescription 

nature.  

Derivative Products 

As the demand for cannabis increases, so has the demand for its derivative products.  The most 

notable form, an oil, which can be consumed through various devices or capsules.  The demand 

for cannabis derivative products has also experienced growth through various food and beverage 

companies, most notably, Anheuser-Busch, AbbVie and Alita.  

Many accessories that complement the consumption of such products have added an additional 

level of demand to the industry.  Some examples of such are vaporizers, rolling papers, and 

grinders.  In 2017, the demand in Canada for derivative products surpassed that of dried cannabis 

plant
12

.  

Market Demographics and Segmentation 

In determining marketing implications, the Resulting Issuer has considered the market 

segmentation of the cannabis industry.  The following data is primarily for the Canadian market 

as it serves as a benchmark for the global industry. 

Ages 18-24 

531,000 Canadians in this age group consume marijuana at least once a week.  This is the second 

largest market segment, accounting for 25.5% of the total sales.  This consumer group is also 

growing at an annualized rate of 1.8%
13

.  Due to the high sales volume of this market segment, it 

has driven much of the innovation of product offerings in the cannabis industry. 

Ages 25-44 

900,000 Canadians in this age group consume marijuana at least once a week.  This is both the 

largest and fastest growing market segment of the cannabis industry.  Given the vast disposable 

income of this age group, they represent 42.2% of the total marijuana expenditure in Canada.  

Furthermore, with a growth rate of 5.2%, this age group represents a critical target market for 

companies in the cannabis industry
14

. 

Ages 45+ 

Individuals in this age group account for 27.9% of the total sales of the cannabis industry in 

Canada.  With a growth rate of 5% they are an important market segment of the industry.  In fact, 

this age group (particularly those over the age of 65) account for the most significant market 

segment for medicinal marijuana.  However, recreational use among the older aged individuals is 

much lower relative to the other age groups. 

                                                      

12  Ibid. 
13  Ibid. 
14  IBISWorld. (2018). IBISWorld Industry Report 11141CA Cannabis Production in Canada. IBISWorld. 
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Market Trends 

Given the increase in supply from licensed producers of cannabis and its derivative products, the 

industry has experienced simultaneous growth in demand for the medical, chemical, and 

experiential information. 

As North American Cannabis legislation prohibits any claim of health benefits or graphics 

associated with branded strains, the need for consumer information vehicles has significantly 

grown.  Given the various medical use cases, consumers require considerable information on the 

strains and their associated effects on the human body. 

Due to the structure of the industry supply chain, the available information is distributed across a 

variety of mediums.  This is where the Company’s information technology significantly adds 

value to consumers and retail distributors alike.  An example of the complex information 

referenced in this section is as follows. 

Cannabidiol (CBD) versus Tetrahydrocannabinol (THC) 

Cannabinoids are a diverse class of chemical compounds that interact with the Endocannabinoid 

System (ECS) of the human body.  There are 85 known cannabinoids in the cannabis plant, the 

most prominent of which are Tetrahydrocannabinol (THC) and Cannabidiol (CBD).  Though 

identical in their chemical composition, the arrangement of a single atom in these two 

cannabinoids establish a significant difference on the effects it has on the human body.  This 

difference accounts for the various uses consumers experience with cannabis
15

. 

The most common effects that cannabis has on the human body are pain relief, anxiety relief, 

appetite stimulation, and mood management.  These effects are induced from both CBD and 

THC, however, the additional effect THC induces is psychoactive effects due to the chemical 

bond THC with the CB1 receptors, in contrast to CBD.  Due to the different effects these 

substances have on the body, there are different uses for them, and thus different demands. 

The mature market segment prefers a cannabis strain with a higher CBD concentration as they 

seek cannabis for its pain relief effect, without significant psychoactive effects.  Meanwhile, 

younger segments prefer a cannabis strain with a higher THC concentration. 

Market Opportunity 

With an ever-growing number of products in the industry, management of the Resulting Issuer 

believes (i) that consumers are in need of an unbiased information platform that will guide them 

through all stages of the customer journey, and (ii) that platforms that classify information in an 

unbiased and concise fashion will see a rapid influx of user growth.  By providing valuable 

content to consumers and exposure to retailers, information communities will bridge the gap 

between licensed distributors and the end-users. 

  

                                                      

15  Cadena, A. (2019). CBD vs THC: The Difference Explained. 
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4. NARRATIVE DESCRIPTION OF THE BUSINESS 

4.1 General  

IEQ 

IEQ was incorporated under the Laws of the State of Delaware on October 13, 1999.  On July 26, 

2019, IEQ amalgamated with CannCentral and Numco by way of a three-cornered amalgamation.  

The Issuer filed Articles of Continuance effective October 11, 2019 changing its name from 

“IntellaEquity Inc.” to “Media Central Corporation Inc.”. 

CannCentral 

CannCentral was incorporated under the Ontario Business Corporations Act on January 17, 2017 

under the name 2556543 Ontario Inc. On March 11, 2019, 2556543 Ontario Inc. changed its 

name to CannCentral Inc. by way of certificate and articles of amendment.  CannCentral has its 

registered office at 27 Roytec Road, Suite 9B, Vaughan, ON, L4L 8E3. 

CannCentral has been developing itself to be an information and eCommerce platform for the 

cannabis industry.  Following the Contemplated Transaction, the Resulting Issuer will seek to 

provide cannabis consumers and treatment seekers with information intended to assist consumers 

with making informed lifestyle, commercial and healthcare decisions.  By aggregating industry 

and user data, connecting consumers with producers, and treatment seekers with providers, 

management believes that the Resulting Issuer can rapidly adapt to the latest market trends 

enabling it to consistently offer new products and services to cannabis consumers all over the 

world. 

Business Overview 

The Resulting Issuer seeks to become a leading information platform for the cannabis industry.  

Using in part its proprietary technology, the Resulting Issuer will look to provide cannabis 

consumers with the information necessary to make informed purchasing and lifestyle decisions 

with respect to cannabis products.  The Resulting Issuer seeks to accomplish this through: (1) 

information of the variety of different cannabis strains and cannabis derivative products; (2) 

community-driven reviews of the variety of different cannabis strains and cannabis derivative 

products; (3) information on geographically segmented dispensaries and available product 

offerings; (4) daily updates to industry information and relevant news.  The platform also 

provides user feedback and reviews on products, and aggregates user data to inform businesses on 

trends and purchasing decisions.  Utilizing consumer traffic and data analytics, the Resulting 

Issuer seeks to generate revenue through a variety of different advertising channels. 

The CannCentral Technical Platform  

The CannCentral Platform consists of a comprehensive consumer information database, an 

interactive web-portal, as well as a business portal for industry participants – all accessible from 

any platform with an internet connection.  In addition to other applications, the Platform allows 

users to navigate and classify cannabis products given their preferences or medical needs, then 

directs consumers to local dispensaries.  The Resulting Issuer has also developed an e-commerce 

portal with the capability of integrating product offerings, thereby enabling monetization as an 

affiliate seller. 
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Function of the Platform 

The Resulting Issuer seeks to become the global go-to platform for cannabis products, news and 

information.  The Platform will develop the capabilities to facilitate worldwide direct to consumer 

distribution of medicinal marijuana, cannabinoids, CBD and industrial hemp, where allowable by 

law. 

The Platform will exist in the form of an easily accessible web and mobile application.  The 

Resulting Issuer will manage and maintain a social media presence on platforms, including 

Facebook, Instagram, YouTube and LinkedIn.  The Platform will be free-to-use for all consumers 

and gives users the infrastructure necessary for making well informed purchasing decisions.  

Users have the ability to review strains and products based on factors including type of product, 

medicinal characteristics, and quality.  These reviews will be displayed on the product pages 

within the Platform.  The Platform will also feature a comprehensive loyalty program that 

provides on-going incentives for customer purchases.  The Platform will have several different 

functions which are elaborated upon below:  

Product Explorer 

The Resulting Issuer has created a product explorer that populates and displays cannabis, 

cannabinoid, and relevant medicinal product information.  

Filter System 

The filter system allows users to search through a directory that is categorized with the available 

products, and filter by medicinal needs, preferences, desired effects, and symptom relief based on 

extensive user data. 

Curated List 

The Platform curates products according to user preferences.  This is achieved by filtering 

popular products, purchasing information and individual consumer data. 

CannCentral Followings 

The Platform enables constant exposure to a variety of different products by enabling users to 

follow categories, product news, and other associated listings.  

Dispensary Explorer 

The Platform can identify users by their locational information, directing consumers to nearby 

dispensaries.  The Platform gathers dispensary information that users require for purchasing 

decisions, including menus and in-stock availability of items, reviews and photos.  

Review System 

Users will have the ability to review cannabis products and retailers based on their experiences.  

This will enable crowdsourced information to ensure a transparent user experience.  Additionally, 

users will be able to review and search cannabis products based on their symptom relief and other 

consumption attributes. 
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Business Portal 

The Platform will also maintain a business portal where dispensaries, licensed producers, 

distributors, affiliate product suppliers, and other industry participants may advertise their goods 

and services.  This portal will provide businesses an enhanced targeting and analytic experience 

on par with other industry leaders for serving advertisements to the users.  

Ecommerce Fulfillment 

The Resulting Issuer has also developed an eCommerce portal for integrating product offerings 

enabling monetization as an affiliate seller.  By fulfilling orders generated from its network, 

businesses are provided additional exposure and revenue potential opportunities. 

Loyalty Program 

The Resulting Issuer’s Loyalty Program will be a critical aspect of the Platform.  This reward 

system will enable users to earn points for every review and purchase they make on the Platform.  

Users are able to redeem these points for goods, services, and credit towards future purchases. 

User Data Monetization 

The Resulting Issuer will aggregate user data on interactions, product preferences, and locational 

information.  Management believes this is a critical driving force for corporate growth.  From 

both web and mobile usage, the Resulting Issuer expects to be able to gain critical insights to 

consumer behaviours.  These insights include consumer spending behaviour, psychological 

behaviours, and product preferences.  By gaining an in-depth analysis of consumer choices and 

behaviours, the Resulting Issuer expects to be able to constantly adapt, expand, and keep-up with 

the latest market trends as well as deliver the best matched cannabis products to the end users.  

This enables the Resulting Issuer to consistently offer new products and services and proactively 

cater its offerings to consumer demands. 

Primary Revenue Models 

If the Platform begins to generate revenue, the Platform expects to generate nearly all of its 

revenue through a variety of online advertising models including but not limited to ad server, 

programmatic, sponsorship and direct to business methods.  Each advertisement will be tailored 

to user preferences, based on consumer data, to create a catered and informative experience.  

Management is projecting significant Platform usage, which is expected to generate increasing 

demand of advertisement to the user base.  Businesses may further leverage this traffic and 

advertise to consumers based on the data gathered by the Resulting Issuer.  This is anticipated to 

generate revenue when: (1) advertisers pay the Resulting Issuer to display an advertising message 

to visitors on the Platform, (2) advertisers pay the Resulting Issuer to refer visitors to the 

advertiser’s website, (3) advertisers pay the Resulting Issuer to display advertising messages and 

provide click-through functionality to the advertiser’s site.  These potential revenue models are 

listed below: 

Revenue from CPM Display Advertising 

CPM stands for “cost per thousand”.  The Resulting Issuer will seek to charge advertisers a rate 

price according to the number of its ads shown to Platform visitors.  Ads may be served by the 
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Platform’s own ad servers or more through a third-party ad network service such as Google 

AdSense. 

Revenue from CPC Advertising 

CPC stands for “Cost Per Click”.  Advertisers would be charged not simply for the number of 

times their ads are displayed, but according to the number of times they are clicked on the 

Resulting Issuer’s Platform.  Typical costs per click are medium to high as cannabis and 

marijuana advertising holds high customer lifetime value. 

Revenue from Native Advertising and Content Sponsorship 

Revenue could also be generated from content and page-specific advertising placements.  This 

type of advertising is often for a fixed amount per year, where a page is divided into 100-pixel 

blocks, each measuring 10x10 pixels, of which there are 10,000 giving 1,000,000 pixels in total.  

Advertisers can pay to place content within the native experience of the Platform. 

Affiliate Revenue (CPA and CPC) 

Affiliate revenue is commission based, for example, the Resulting Issuer may display an 

advertiser’s own page for product sales and receive up to 5% of the cover price as a fee from the 

advertiser.  Such an arrangement is sometimes known as Cost Per Acquisition (CPA). 

Listing Fees 

The Resulting Issuer may charge dispensaries and other partners to list their products and services 

on the Platform.  Through traffic and consumer data, the Resulting Issuer will seek to leverage its 

position within the industry to maximize its ability to charge for business listings, determining the 

listing price based on a variety of factors including product, service category, size of business, 

and placement on the list. 

Marketing Strategy and Strategic Partnerships 

The Resulting Issuer’s marketing efforts will be directed toward executing the objectives of 

building awareness and driving traffic to the Platform.  The combination of creative advertising 

and partnerships with traffic generating sites is expected to result in many who will become loyal, 

repeat customers.  The Resulting Issuer expects to use a variety of marketing tools including 

grassroots marketing, web advertising, affiliate marketing programs, public relations, and key 

strategic alliances to drive traffic.  The following provides a breakdown of the marketing strategy: 

Grassroots Marketing 

Management believes that it is important to use word-of-mouth marketing campaigns, especially 

in the early phases of site launch.  The Resulting Issuer will target a variety of online chat groups 

that are likely to have a high number of web users that classify under their target demographic.  

This would include groups that are built around specific topics.  The Resulting Issuer intends to 

participate in discussions with the goal of informally promoting its services. 
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Internet Advertising 

The Resulting Issuer intends to place banner ads with major portal sites to increase traffic and 

awareness.  This advertising will be specifically targeted towards the Resulting Issuer’s targeted 

demographic audience of the low-income demographic.  In addition, the company intends to 

lock-up keyword advertising slots in which the banner is automatically served when someone 

enters a keyword (e.g. “Medical Cannabis Benefits”) during a web search.  The Resulting Issuer 

will also keep current on the latest Search Engine Technology to maintain its presence in its 

industry categories.  Management believes that the Resulting Issuer’s commitment to the entire 

user experience, striving to exceed customers’ expectations, will support a loyal following as new 

competitors join the market. 

Public and Media Relations 

The Resulting Issuer will implement an on-going public and media relations campaigns to build 

awareness and traffic to the Platform.  The public relations strategist to be employed by the 

Resulting Issuer will design the outline of how to craft the Resulting Issuer’s image.  Once 

determined, the Resulting Issuer will then focus on the mediums to circulate the message. 

Interacting with the media is the main function of this effort.  The Resulting Issuer will seek to 

arrange Interviews with management, field questions from reporters, and written press releases to 

make the media aware of announcements and achievements. 

Strategic Alliances 

The Resulting Issuer will establish strategic partnerships and alliances with key industry players 

and major organizations to facilitate the development of brand recognition and trust.  These 

alliances will result in extensive co-marketing by both organizations, with the goal of driving 

traffic and building awareness of the Resulting Issuer’s offerings. 

Event Marketing 

The Resulting Issuer executives will arrange and attend industry events to increase its profile.  By 

lending the Resulting Issuer’s name and brand to an event that aligns with the services of the 

organization, The Resulting Issuer will seek to build favorable impressions amongst consumers 

and competitors.  

Influencer Marketing 

The Resulting Issuer will engage in various influencer marketing strategies across a variety of 

mediums including YouTube, Snap Chat and Instagram.  These efforts are intended to help the 

brand boost its authenticity, by connecting with the target consumers through a variety of trusted 

individuals with large audiences.  It will also help drive engagement, website traffic, and 

conversions. 

Referral and Other Incentives 

The Resulting Issuer will offer existing clients a way to make a rebate usable on their payments 

for their support of the application through a referral program.  This promotional feature will be 

marketed directly to the Resulting Issuer’s existing and past client base, as well as through online 

affiliations, strategic partners, and grassroots marketing. 
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Sales and Lead Conversion Strategy 

As the Resulting Issuer grows its online presence, it will seek to begin generating mass user lists 

and potential advertising leads.  These leads begin with a phone call or email to the potential 

advertiser.  In addition, the Resulting Issuer’s sales team will proactively make calls to their 

respective assigned regions.  Initially, the Resulting Issuer plans to divide North America into 

eight regions of responsibility (Northeast, Mid-Atlantic, Southeast, North Central, South Central, 

West, Canada and Mexico).  

Direct to Business Sales 

The Resulting Issuer’s sales team will be proactively contacting potential advertisers and business 

partners.  The Resulting Issuer will support any level of service the customer requires with the 

objective to get their listings on the Platform.  The Resulting Issuer will also have the ability to 

send a third-party media companies to their client’s property and gather the data, videos, pictures, 

and other forms of media to achieve this goal.  To protect the Resulting Issuer’s long-term 

viability, sales team members will be required to sign a limited non-compete agreement. 

The Resulting Issuer will invest in technical infrastructure to maintain the integrity of its sales 

database.  The Resulting Issuer will provide each team member with a intra-networked computer 

that will allow them to access its sales tools and infrastructure.  The Resulting Issuer’s database 

will be maintained by Salesforce.com, which will deter theft of information and keep the data 

clean.  With regard to the Resulting Issuer’s database of customers and prospects, it is essential 

that a consultative sales approach be adopted to ensure a thorough, organized, orderly approach 

for each prospect.  Detailed notes will be kept on each client.  This approach will allow the 

Resulting Issuer flexibility in case of turnover.  A new team member will have the ability to be 

quickly trained and instantly become a profit center by utilizing the existing contact database with 

detailed notes. 

Mergers and Acquisitions 

Management realizes mergers and acquisitions may be a powerful expansion strategy for future 

business development.  If an appropriate opportunity arises, the Resulting Issuer will take into 

consideration a possible acquisition to help grow the firm’s market share within the industry and 

reap the benefits of the synergies that may arise. 

Competition 

The following is a summary of some of the principal competitors of the Resulting Issuer: 

Massroots 

Founded in 2013, Massroots, a cannabis technology company, is a direct competitor of 

CannCentral.  Using consumer generated data (mainly reviews and ratings), it allows users to 

make informed decisions with respect to their cannabis purchases.  By creating such a user 

following, Massroots is able to leverage user traffic to charge businesses for advertisements 

which is its main source of revenue. 
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Weedmaps 

Founded in 2008, Weedmaps is a California-based technology company.  It’s goal, similar to the 

other competitors in the industry is to connect buyers and sellers through an online platform 

which displays local dispensaries, and reviews of products and businesses. 

Leafly 

As the world’s largest cannabis technology company, Leafly is the largest direct competitor of 

CannCentral.  Similar to Massroots, Leafly allows its 14 million active users to find the right 

product for them through a large community of user-generated reviews and ratings.  The success 

of this firm demonstrates the opportunity and potential of this industry in which CannCentral 

seeks to compete for market share. 

Puff Puff Post 

Puff Puff Post is an online news outlet for all things cannabis.  The company delivers industry 

information and stories from around the world to its consumers through an online web service.  

The company aims to take a community focus by showcasing a wide variety of content in various 

forms including article and video. 

The Weed Blog 

The Weed Blog has been based in activism and the mobilization and movements for marijuana 

policy reform happening around the country.  It was created to facilitate a constructive 

conversation about marijuana in America.  This includes both medical and recreational marijuana 

policy, as well as the marijuana industry and culture. 

Competitive Advantage 

Management believes that CannCentral’s competitive advantage stems from the knowledge and 

experience of management as well as its proprietary technology.  CannCentral plans to utilize a 

proven business model that targets the cannabis industry and converts both medical and 

recreational consumers of cannabis.  

Management Team 

CannCentral’s management team brings together over 100 years of valuable cumulative 

experience from different sectors of industry.  The management team is an innovative group of 

individuals that understands the latest market trends and are willing to adapt business models to 

take advantage of industry developments.  This flexibility and innovation ensure a competitive 

advantage over other market participants that will contribute to the growth of CannCentral.  

Brian Kalish 

Chief Executive Officer, Director 

In 1999 Brian founded the first interactive point of purchase retail media.  He later went on to 

co-direct the acquisition and re-development of the Toronto Argonauts Football Club of the 

Canadian Football League in 2003.  Brian was a Director and the Chief Executive Officer 

(“CEO”) of Gemoscan Canada, Inc. a vertically integrated healthcare company which he 

reorganized and led through a series of capitalizations and public listings.  Gemoscan was the first 
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company to have commercialized a naturopathic service at retail pharmacy in North America.  

Earlier, Brian was a member of the turn-around team at KIK Corporation (now KIK Custom 

Products) a leading private label CPG producer.  Most recently, Brian was a founder, Director 

and President of specialty finance companies focusing on factoring and asset-based lending.  

Brian graduated from York University with an Honors Bachelor of Arts degree in Political 

Economy in 1993. 

Stephen Gledhill, CPA, CMA 

Chief Financial Officer 

Stephen is the founding member of Keshill Consulting Associates Inc., a boutique management 

consulting practice specializing in accounting, administrative and corporate secretarial services.  

He is also the Managing Director and founding member of RG Management Services 

Inc. Stephen has over 25 years of financial-control experience acting as Chief Financial Officer 

(“CFO”) and Corporate Secretary for multiple publicly-traded companies, several of which he 

was instrumental in scaling-up and taking public.  He currently serves as the CFO of DelphX 

Capital Markets Inc. (TSXV:DELX), Bhang Inc. (CSE:BHNG), POSaBIT Systems Corporation 

(CSE:PBIT) and CO2 GRO Inc. (TSXV:GROW).  He is also a member of the board of directors 

of Bhang Inc. and Grown Rogue International Inc. (CSE:GRIN), serving as the Audit committee 

of both companies and the Audit Chair of Grown Rogue International Inc.  Prior to RGMS, 

Stephen served as SVP and CFO of Borealis Capital Corporation, and VP Finance of OMERS 

Realty Corporation.  Stephen is a Chartered Public Accountant (CPA, CMA)and received a 

Bachelor of Math Degree from the University of Waterloo in 1984. 

Igor Kostioutchenko, CPA, CA, CD, CFE, CIA, LPA 

Controller 

Igor has extensive experience providing controllership services, applying IFRS, ASPE and U.S.  

GAAP frameworks, advising on restructuring, mergers, acquisitions and public market offerings, 

and conducting accounting investigations.  Igor graduated with distinction from the University of 

Toronto’s Rotman School of Management.  Igor began his public accounting career with Deloitte 

LLP, he later moved to lead audit and special engagements with Collins Barrow Toronto LLP, 

now RSM Canada LLP.  Subsequent to his tenure at Collins Barrow Toronto LLP, Igor co-

founded Kostioutchenko & Patel, CPAs, Professional Corporation, an affiliate under Abacus 

Group, where he now serves as Partner in the assurance and advisory practice. Igor graduated 

from the University of Toronto, Rotman’s School of Management with a Bachelor of Commerce 

degree in 2009, where he specialized in Finance and Majored in Economics.  He was certified as 

an internal auditor by the Institute of Internal Auditors in 2010.  In 2012, Igor became a Chartered 

Accountant and a Chartered Professional Accountant, and in 2012 obtained certification as a 

Fraud Examiner by the Association of Certified Fraud Examiners. 

Anton Tikhomirov 

Senior Vice President, Technology and Architecture 

Anton comes to the Company with over fifteen years of experience in digital technologies, with a 

specialization in eCommerce constructs.  His unique approach to systems allowed him to 

establish a chain of eCommerce platforms in 2008 which, within two years generated over 1 

million unique visitors per month.  Anton’s ability to develop strategic plans and execute against 

them allowed him to open a full-service digital agency in 2016 which currently serves nearly 40 

clients across Canada and the US. Anton obtained a Master of Mathematical Economics in 2008 

from the National Research Nuclear University MEPhI (Moscow Engineering Physics Institute) 
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Proprietary Technology  

The Platform in part runs on a robust technical engine that positions the Resulting Issuer to 

become a global participant in the cannabis industry with the following components: 

Data Analytics 

The Platform aggregates industry and user data in order to facilitate a curated experience for each 

consumer.  By gaining an in-depth analysis of consumer choices and behaviours, the Resulting 

Issuer expect to be able to constantly adapt, expand, and stay ahead of the latest market trends.  

The methods by which the Resulting Issuer analyses and utilizes this data are expected to derive a 

competitive advantage over other participants.  

Integration 

The Platform has the ability to easily integrate third party applications directly into the system, a 

key feature which will provide additional engagement, retention and simplicity of use.  The 

Platform will be accessible in various popular languages including but not limited to English, 

German, French, and Spanish, and will have the ability to service a worldwide consumer base in 

real time. 

eCommerce 

The Resulting Issuer will look to expand its business model to become a global platform for 

cannabis related products.  Having built capabilities to facilitate worldwide direct to consumer 

distribution of medicinal marijuana, cannabinoids, CBD, and industrial hemp, the Platform will 

transition to focus on its eCommerce efforts over time. 

Milestones  

(a) the Resulting Issuer has completed the beta development of the Platform and expects to 

begin commercialization of its Platform in the fall of 2019.  Commercialization includes, 

but is not limited to, developing application and editorial content, marketing and selling 

the Platform in an effort begin to realize sales revenue. 

(b) the following are the significant events or milestones that must occur for the business 

objectives in (a) to be accomplished:  (i) the completion of the beta version of the 

Platform (completed  in July 2019); (ii) the completion of quality assurance testing of the 

Platform (completed in September of 2019) and (iii) Application and editorial content has 

been developed and created as of July 2019, with standard operating procedures being 

finalized to support the commercialization of the Platform in September of  2019.  

(c) Funds available 

The concurrent financing raised aggregate gross proceeds of $2,007,500.  In conjunction 

with the $2,198,351 working capital available to CannCentral as of May 31, 2019, 

CannCentral had aggregate proceeds of $4,055,851 available following the completion of 

the financing net of transaction costs of  $150,000 costs associated with the Contemplated 

Transaction (inclusive of legal fees, accounting fees, technology related costs and other 

fees associated with the Contemplated Transaction).  The Resulting Issuer had an 
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estimate of $4,055,851 of estimated funds available upon completion of the 

Contemplated Transaction. 

The table set forth below contains a detailed breakdown of the estimate available funds 

following the completion of the transaction: 

 Amount 

($) 

Working capital as of May 31, 2019 2,198,351 

Gross proceeds of concurrent financing 2,007,500 

Transaction costs 150,000 

Net proceeds of Contemplated Transaction 4,055,851 

 

(d) Use of funds 

The Resulting Issuer intends to use the funds available principally to further its business 

objectives and pursue a growth strategy, as follows: 

 Continue to grow staff in key areas, including business development, engineering, 

operations, human resources, as well as management and executive-level recruitment; 

 Completion and commercialization of the Platform; and 

 Accelerate business development growth. 

Funds that are not immediately committed to the various uses, as described above, will be 

invested in short-term, investment grade, interest-bearing securities, such as money 

market accounts, certificates of deposit, commercial paper, guaranteed obligations and 

bank demand deposits. 

The table set forth below contains a detailed breakdown of the proposed principal uses 

for the estimated funds available over the next twelve months: 
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 Amount 

($) 

Development of the Platform 250,000 

Editorial content 150,000 

Advertising and promotion 220,000 

Salaries, benefits and consulting fees 800,000 

General and administrative 130,000 

Professional fees 100,000 

Unallocated working capital 2,405,851 

Total funds available 4,055,851 

 

The above uses of available funds are estimates only. Notwithstanding the proposed uses 

of available funds, as per the above, there may be circumstances where, for sound 

business reasons, a reallocation of funds may be necessary, including due to demands for 

shifting focus or investment in marketing and business development activities, 

requirements for accelerating, increasing, reducing, or eliminating initiatives in response 

to changes in market, regulations and/or developments in research and design, 

unexpected setbacks, and strategic opportunities, such as strategic partnerships, joint 

ventures, mergers, acquisitions, and other opportunities.  

4.2 Asset Backed Securities 

The Resulting Issuer does not have any asset-backed securities. 

4.3 Mineral Projects 

The Resulting Issuer does not have any mineral projects. 

4.4 Issuers with Oil and Gas Operations 

The Resulting Issuer does not have any oil and gas operations. 

5. SELECTED FINANCIAL INFORMATION  

5.1 Annual Information 

IEQ 

Historical financial information for IEQ for the last three completed financial years ended 

December 31, 2018, 2017 and 2016 and for the subsequent six-month period ended June 30, 2019 

are appended hereto as Appendix A.   As all assets and liabilities of IEQ are being disposed of as 

a condition of the Contemplated Transaction, summary financial information for IEQ is not 

considered relevant. 
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CannCentral 

The following table summarizes financial information of CannCentral for the years ended May 

31, 2019 and May 31, 2018.  This summary of financial information should only be read in 

conjunction with the financial statements and the notes thereto.  See “Financial Statements” in 

section 24 and Appendix B. 

For the year ended May 31, 2019 

(audited) 

May 31, 2018 

(audited) 

Total expenses $(1,260,650) $nil 

Total net loss $(1,260,650) $nil 

Based and diluted loss per share $(0.02) $(0.00) 

Total assets $2,240,077 $100 

Total liabilities $41,727 $nil 

Total shareholder’s equity $2,198,350 $100 

Dividends $nil $nil 

Number of shares outstanding 342,500,000 1,000 

 

5.2 Quarterly Information 

Issuer 

As noted above, as all assets and liabilities of IEQ are required to be disposed of as a condition to 

the Contemplated Transaction, historical financial information on IEQ is not being provided but 

is attached as Appendix A. 

CannCentral 

CannCentral has not prepared quarterly financial statements to date. 

5.3 Dividends 

No dividends on the IntellaEquity Shares or the CannCentral Shares have been paid to date.  The 

Resulting Issuer anticipates that for the foreseeable future it will retain future earnings and other 

cash resources for the operation and development of its business.  Payment of any future 

dividends will be at the discretion of the Board after taking into account many factors, including 

the Issuer’s operating results, financial condition, and current and anticipated cash needs. 

5.4 Foreign GAAP 

Not applicable.  Neither the IEQ’s nor CannCentral’s financial statements are prepared using 

foreign GAAP. 



  

 

October 2019 

Page 35  

6. MANAGEMENT’S DISCUSSION AND ANALYSIS 

Annual MD&A 

Issuer 

The Issuer’s annual Management’s Discussion and Analysis (“MD&A”) for its most recent year 

ended December 31, 2018 is appended hereto as Appendix A. 

CannCentral 

CannCentral’s annual MD&A for the year ended May 31, 2019 is included as Appendix B of this 

Listing Statement. 

Interim MD&A 

Issuer 

The Issuer’s interim MD&A for the applicable periods are appended hereto as Appendix A.   

CannCentral 

CannCentral has not historically prepared interim MD&A. 

7. MARKET FOR SECURITIES 

The Issuer is a reporting issuer in British Columbia, Alberta and Ontario, and its Common Shares 

are currently listed for trading on the CSE under the symbol “IEQ”. 

8. CONSOLIDATED CAPITALIZATION 

The Issuer 

On October 16, 2017, the Issuer issued 180,800 common shares for $9,040 debt owing to an 

arm’s length corporation.  Issuance costs were $1,000 relating to the exchange of shares for debt. 

Other than the Contemplated Transaction herein, there have been no material changes to the share 

capitalization structure of the Issuer since October 2018, at which time the Issuer consolidated its 

common shares on a 10:1 basis.  

CannCentral 

As of May 31, 2019 (the date of CannCentral’s last audited annual statements), CannCentral had 

225,000,000 Class A Common Shares and 117,500,000 Class B Common Shares issued and 

outstanding together with 117,500,000 warrants to acquire Class B Common Shares at a price of 

$0.10 for a period of two years.  

On August 16, 2019 CannCentral completed a second round of financing with a $2,007,500 

private placement.  Pursuant to this placement, CannCentral issued 40,150,000 Class C Common 

Shares priced at $0.05 per share together with 40,150,000 warrants to acquire Class C Common 

Shares at a price of $0.30 per share for two years. 
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Immediately prior to the completion of the Contemplated Transaction, there were 382,650,000 

CannCentral Shares issued and outstanding and 157,650,000 CannCentral Warrants.  

The Resulting Issuer 

Upon completion of the Contemplated Transaction, the Resulting Issuer has 308,115,278 

Common Shares issued and outstanding and 160,664,000 warrants outstanding including 

previously outstanding warrants in IEQ. 

9. OPTIONS TO PURCHASE SECURITIES 

The Issuer 

The Issuer currently has 1,150,000 stock options issued and outstanding. Each option is 

exercisable at $1.00 per share and expire on January 30, 2022. 

CannCentral 

CannCentral currently has no stock options issued and outstanding. 

The Resulting Issuer 

Upon completion of the Amalgamation, the Issuer will have 1,150,000 stock options outstanding 

exercisable at $1.00 per share and expiring on January 30, 2022. 

10. DESCRIPTION OF THE SECURITIES 

10.1 Common Shares 

IEQ 

After the filing of the Articles of Continuance, the Resulting Issuer is authorized to issue an 

unlimited number of common shares without par value.  Immediately prior to the completion of 

the Contemplated Transaction there were 37,965,278 IntellaEquity Shares issued and outstanding 

as fully paid and non-assessable shares. 

The holders of IntellaEquity Shares are entitled to receive notice of and attend all meetings of the 

shareholders of IEQ and are entitled to one vote in respect of each common share held at such 

meetings.  Subject to the prior rights of any class of shares from time to time having priority over 

the common shares, the holders of the common shares shall have the right to receive such 

dividends (if any) as the directors in their sole discretion may declare.  In the event of liquidation, 

dissolution or winding-up of IEQ, the holders of common shares are entitled to share rateably in 

the remaining assets of IEQ. 
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CannCentral 

CannCentral is authorized to issue an unlimited number of Class A Common Shares without par 

value, an unlimited number of Class B Common Shares without par value, an unlimited number 

of Class C Common Shares without par value and an unlimited number of Class D common 

shares without par value.  Each class of CannCentral Shares has the same rights and privileges 

and rank pari passu.  Immediately prior to the completion of the Contemplated Transaction, there 

were 225,000,000 Class A Common Shares, 117,500,000 Class B Common Shares and 

40,150,000 Class C Common Shares issued and outstanding as fully paid and non-assessable 

shares. 

The holders of CannCentral Shares are entitled to receive notice of and attend all meetings of the 

shareholders of CannCentral and are entitled to one vote in respect of each CannCentral Share 

held at such meetings (except with respect to such matters as to which voting rights are accorded 

holders of another class of shares meeting separately as a class or series).  The holders of 

CannCentral Shares are entitled to receive dividends if, as and when declared by the board of 

directors of CannCentral.  In the event of liquidation, dissolution or winding-up of CannCentral, 

the holders of CannCentral Shares are entitled to share rateably in any distribution of the property 

or assets of CannCentral, subject to the rights of holders of any other class of shares of 

CannCentral entitled to receive assets or property of CannCentral upon such distribution in 

priority or rateably with the holders of CannCentral Shares. 

There are no pre-emptive rights, no conversion or exchange rights, no redemption, retraction, 

purchase for cancellation or surrender provisions.  There are no sinking or purchase fund 

provisions, no provisions permitting or restricting the issuance of additional securities or any 

other material restrictions, and there are no provisions, which are capable of requiring a security 

holder to contribute additional capital. 

10.2 Warrants 

IEQ  

Immediately prior to the completion of the Contemplated Transaction, IEQ had 2,020,000 

warrants exercisable at a price of $0.70 per share until July 14, 2020 and 994,000 warrants 

exercisable at a price of $1.00 until December 18, 2020 outstanding. 

CannCentral 

Immediately prior to the completion of the Contemplated Transaction, CannCentral had 

117,500,000 warrants exercisable at $0.10 per share and 40,150,000 warrants exercisable at $0.30 

per share outstanding. 

10.3 Options 

IEQ  

Immediately prior to the completion of the Contemplated Transaction, IEQ had 1,150,000 options 

exercisable at $1.00 per share until January 30, 2022 outstanding. 
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CannCentral 

Immediately prior to the completion of the Contemplated Transaction CannCentral did not have 

any stock options outstanding.  Following Closing, the Board of Directors will look to grant stock 

options as part of its compensation agreement with certain consultants to the company, 

management and employees. 

10.4 The Resulting Issuer 

The authorized capital of the Resulting Issuer will be an unlimited number of Common Shares of 

which 308,115,278 Common Shares will be outstanding together with warrants to acquire 

160,664,000 Common Shares and options to acquire 1,150,000 Common Shares. 

10.5 Debt Securities 

The Resulting Issuer has no debt securities outstanding.  

10.6 Other Securities 

The Resulting Issuer has no other securities outstanding. 

10.7 Modification of Terms 

This is not applicable to the Resulting Issuer. 

10.8 Other Attributes 

This is not applicable to the Resulting Issuer. 

10.9 Prior Sales  

The Issuer 

The Issuer did not issue securities within the past 12 months before the date of this Listing 

Statement other than the issuance of 12,335,714 common shares on October 23, 2019 to settle 

$493,428 in debt at $0.04 per share as part of the Contemplated Transaction. 

CannCentral 

On January 1 and March 20, 2019 CannCentral issued a total of 225,000,000 Class A common 

shares at a price of $0.005 per share in consideration for services rendered to CannCentral and 

work developing the Platform and which were exchanged for 112,500,000 Resulting Issuer 

Shares on the Amalgamation. 

On March 20, 2019 CannCentral completed a private placement of 117,500,000 units (each a 

“$0.02 Unit”) at a price of $0.02 per unit, with each unit consisting of one Class B common share 

of CannCentral and one warrant to acquire a further Class B common share of CannCentral at 

$0.10 per share, for gross proceeds of $2,350,000 and which were exchanged for 117,500,000 

Resulting Issuer Shares and 117,500,000 warrants to acquire Resulting Issuer Shares at $0.10 per 

share on the Amalgamation.  
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On August 16, 2019, CannCentral completed a private placement of 40,150,000 units (each a 

“$0.05 Unit”) at a price of $0.05 per unit, with each $0.05 Unit consisting of one Class C 

common share of CannCentral and one warrant to acquire a further Class C common share of 

CannCentral at $0.30 per share, for gross proceeds of 2,007,500 and which were exchanged for 

40,150,000 Resulting Issuer Shares and warrants to acquire 40,150,000 Resulting Issuer Shares at 

$0.30 per share on the Amalgamation. 

10.10 Stock Exchange Price: 

The IntellaEquity Shares have been listed and posted for trading on the CSE since October 4, 

2018.  The following table sets out the price ranges and trading volume on the CSE of the 

IntellaEquity Shares for the periods indicated: 

Quarter ended High ($) Low ($) Volume 

Stub-period ending July 2019 0.045 0.035 355,795 

June 2019 0.050 0.025 2,926,820 

March 2019 0.090 0.025 1,977,269 

December 2018 0.230 0.040 6,285,400 

September 2018 0.070 0.025 69,703,200 

June 2018 0.040 0.025 10,114,270 

March 2018 0.035 0.020 43,748,310 

11. ESCROWED SECURITIES 

Immediately prior to the completion of the Contemplated Transaction, none of the IntellaEquity 

Shares or other securities were held in escrow. 

Upon listing of the Common Shares on the CSE, securities were held by “Principals” of the 

Resulting Issuer will be subject to escrow requirements. “Principals” being (i) directors and 

senior officers of the Issuer or any material operating subsidiary, (ii) promoters of the 

CannCentral during the two years preceding the Amalgamation, (iii) holders of more than 10% of 

the outstanding Common Shares who also have a right to elect or appoint a director or senior 

officer of the Issuer or a material operating subsidiary, (iv) holders of more than 20% of the 

outstanding Common Shares, (v) companies, trusts, partnerships or other entities held more than 

50% by one or more of the foregoing, and (vi) spouses or other relatives that live at the same 

address as any of the foregoing.  The following persons are subject to the escrow: 

Name Of Shareholder Number of Resulting Issuer 

Shares 

% of Outstanding Resulting 

Issuer Shares 

Brian Kalish 28,500,000 9.25% 

 

After the Contemplated Transaction, the securities are held in escrow by Capital Transfer 

Agency, ULC, as escrow agent and depositary pursuant an escrow agreement dated October 23, 

2019. 10% of such securities held in escrow will be released from escrow on the date the 

Common Shares are listed on the Exchange, and 15% every six months thereafter, subject to 

acceleration provisions provided for in National Policy 46-201 – Escrow for Initial Public 

Offerings.  The following table sets forth details of the securities of the Issuer to be held in 

escrow following the listing of the Common Shares on the Exchange: 
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Number of Common 

Shares 

% of Outstanding 

Common Shares 

Release Schedule 

28,500,000 

 

9.25% 10% released upon Listing on the Exchange; 

15% released 6 months from Listing; 

15% released 12 months from Listing; 

15% released 18 months from Listing; 

15% released 24 months from Listing; 

15% released 30 months from Listing; 

15% released 36 months from Listing. 

 

12. PRINCIPAL SHAREHOLDERS  

Resulting Issuer 

To the knowledge of the directors and senior officers of the Issuer, upon completion of the 

Amalgamation, no person or company will beneficially own, directly or indirectly, or exercise 

control or direction over, shares of the Resulting Issuer carrying more than 10% of the voting 

rights attached to all outstanding shares of the Resulting Issuer. 

13. DIRECTORS AND OFFICERS 

13.1 Directors and Officers 

Resulting Issuer 

Upon completion of the Amalgamation, it is anticipated that the current board of the Issuer will 

resign and that the Board of Directors of the Resulting Issuer will consist of the 4 current 

directors of CannCentral. 

The following table sets out the names, municipalities of residence, the number of voting 

securities beneficially owned, directly or indirectly, or over which each exercises control or 

direction, and the offices held in the Resulting Issuer and the principal occupation of the directors 

and senior officers during the past five years: 

Name, Position, 

Province and 

Country of 

Residence 

Principal Occupancy or Employment for the 

Past Five Years 

Date 

Elected or 

Appointed 

Number and 

Percentage of 

Shares Held 

Brian Kalish 

CEO and Director 

 

Ontario, Canada 

CEO of CannCentral, President of Mercury 

Financial Solution Inc., President of Factbanc 

Corporation and CEO of Gemoscan Canada, 

Inc. 

Proposed 28,500,000 

9.25% 

Stephen Gledhill 

CFO 

 

Ontario, Canada 

Founding Member of Keshill Consulting 

Associates Inc. and Founding Member and 

Managing Director of RG Management 

Services Inc. 

Proposed Nil 

0.00% 

Igor Kostioutchenko 

Controller 

Controller of CannCentral, Co-Founder and 

Partner of Abacus Group, Principal of K&P 

Proposed Nil 

0.00% 
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Ontario, Canada 

CPAs, Senior Manager at Collins Barrow 

Toronto LLP (now RSM Canada LLP), and 

Manager at Deloitte LLP 

Anton Tikhomirov 

Senior Vice President, 

Technology and 

Architecture 

 

Ontario, Canada 

Sr. Vice President, Technology and 

Architecture of CannCentral, and Principal at 

Just Web Agency 

Proposed Nil 

0.00% 

Larry Latowsky
(1)

 

Director 

 

Ontario, Canada 

CEO of Top Drug Corp, CEO of Epic Sales 

Limited, Interim CEO and Chairman of the 

Board of Directors of Well, CEO of Katz 

Group Canada / Rexall Pharmaplus, CEO of 

Drug Trading Company 

Proposed Nil 

0.00% 

Gil Steinfield
(1)

 

Director 

 

Ontario, Canada 

Independent Consultant providing sales and 

marketing services to providers of internet-

based goods and services 

Proposed Nil 

0.00% 

Scott Wilson
(1)

 

Director 

 

Ontario, Canada 

Chairman and CEO of Physiomed Health Proposed Nil 

0.00% 

(1) Proposed members of the Audit Committee. 

Biographies for the persons listed in the above table are set out in Section 13.9. 

13.2 Period of Service of Director 

Information on the period of service of directors is contained in the table in Section 13.1. 

13.3 Directors and Executive Officers Common Share Ownership 

Following completion of the Amalgamation, Brian Kalish, Director, will directly or indirectly, 

beneficially own or exercise control over 28,500,000 Common Shares, representing 

approximately 9.25% of the issued and outstanding Common Shares following completion of the 

Amalgamation. 

13.4 Audit Committee 

The Issuer has one committee, the Audit Committee.  The Audit Committee assists the Board of 

Directors in fulfilling its responsibilities for oversight of financial and accounting matters. The 

Audit Committee recommends the auditors to be nominated and reviews the compensation of the 

auditors. The Audit Committee is directly responsible for overseeing the work of the auditors, 

must pre-approve non-audit services, be satisfied that adequate procedures are in place for the 

review of the Issuer’s public disclosure of financial information extracted or derived from the 

Resulting Issuer’s financial statements and must establish procedures for the receipt, retention 

and treatment of complaints regarding accounting, internal accounting controls or auditing 

matters.  
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The Audit Committee will be comprised of Larry Latowsky, Gil Steinfeld and Scott Wilson, each 

of whom is a director and financially literate in accordance with section 1.6 of NI 52-110 and 

independent within the meaning of Section 1.4 of NI 52-110.  

Following the completion of the Contemplated Transaction, the Board of Directors of the 

Resulting Issuer intend to establish such committees of the board as it determines to be 

appropriate in addition to the Audit Committee.  

13.5 Principal Occupation of Directors and Officers 

Information on directors and executive officers’ principal occupation is contained in the table in 

Section 13.1. 

13.6 Corporate Cease Trade Orders or Bankruptcies 

Except as described below, none of the proposed directors, officers or promoter (directly or 

indirectly through holding companies) of the Resulting Issuer has or has been, within the last ten 

years, a director, officer, promotor of any company that: 

(a) was subject to a cease trade order or similar order, or an order that denied the relevant 

company access to any exemption under securities legislation, that was in effect for a 

period of more than 30 consecutive days, while that person was acting in the capacity as 

an executive officer; or 

(b) was subject to an event that results, after the director or executive officer ceased to be a 

director or executive officer, in a company being the subject of a cease trade or similar 

order or an order that denied the relevant company access to any exemption under 

securities legislation, for a period of more than 30 consecutive days, state the fact and 

describe the basis on which the order was made and whether the order is still in effect; 

(c) become bankrupt, made a proposal under any legislation relating to bankruptcy or 

insolvency or was subject to or instituted any proceedings, arrangement or compromise 

with creditors or had a receiver, receiver manager or trustee appointed to hold its assets, 

state the fact; or  

(i) other than Brian Kalish was the CEO, Stephen Gledhill was the CFO and Scott 

Wilson was a director of Gemoscan Canada Inc., which was declared bankrupt 

on January 12, 2016.  Furthermore, Stephen Gledhill was the CFO of CO2 GRO 

Inc. (formerly BlueOcean NutraScience Inc.) when it applied for a Management 

Cease Trade Order in respect of its annual financial statements for the year ended 

December 31, 2015 which were due on April 29, 2016 which Management Cease 

Trade Order was granted and in force until July 21, 2016 when all requisite 

financial statements were filed. 

(d) within a year of that person ceasing to act in that capacity, became bankrupt, made a 

proposal under any legislation relating to bankruptcy or insolvency or was subject to or 

instituted any proceedings, arrangement or compromise with creditors or had a receiver, 

receiver manager or trustee appointed to hold its assets. 
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Penalties or Sanctions 

No proposed director, officer, or promoter of the Resulting Issuer, or any shareholder anticipated 

to hold a sufficient amount of securities of the Resulting Issuer to materially affect control of the 

Resulting Issuer has been: 

(e) subject to any penalties or sanctions imposed by a court relating to Canadian securities 

legislation or by a Canadian securities regulatory authority or has entered into a 

settlement agreement with a Canadian securities regulatory authority; or  

(f) has been subject to any other penalties or sanctions imposed by a court or regulatory 

body or self- regulatory authority that would be likely to be considered important to a 

reasonable investor making an investment decision. 

13.7 Personal Bankruptcies 

No proposed director, officer or promoter of the Resulting Issuer, or a shareholder anticipated to 

hold a sufficient amount of securities of the Resulting Issuer to affect materially the control of the 

Resulting Issuer, or a personal holding company of any such persons, has, within the 10 years 

preceding the date of this Listing Statement, become bankrupt, made a proposal under any 

legislation relating to bankruptcy or insolvency, or been subject to or instituted any proceedings, 

arrangement or compromise with creditors or had a receiver, receiver manager or trustee 

appointed to hold the assets of the individual. 

13.8 Conflicts of Interest 

The Board of Directors of the Resulting Issuer is required by law to act honestly and in good faith 

with a view to the best interests of the Issuer and to disclose any interests which they may have in 

any project or opportunity of the Issuer.  If a conflict arises, any director in a conflict will disclose 

his interest and abstain from voting on such matter at a meeting of the Board of Directors of the 

Resulting Issuer. 

To the best of the Resulting Issuer’s knowledge and other than as disclosed herein, there are no 

existing or potential conflicts of interest among the Resulting Issuer, its promoters, directors, 

officers or other members of management of the Resulting Issuer except that certain of the 

directors, officers, promoters and other members of management serve as directors, officers, 

promoters and members of management of other public companies and therefore it is possible 

that a conflict may arise between their duties as a director, officer, promoter or member of 

management of such other companies and their duties as a director, officer, promoter or member 

of management of the Issuer. 

The directors and officers of the Issuer are aware of the existence of laws governing 

accountability of directors and officers for corporate opportunity and requiring disclosure by 

directors of conflicts of interest and the Issuer will rely upon such laws in respect of any 

directors’ and officers’ conflicts of interest or in respect of any breaches of duty to any of its 

directors and officers.   



  

 

October 2019 

Page 44  

13.9 Management  

Proposed Management on Completion of Amalgamation 

Brian Kalish, age 49 

CEO and Director 

In 1999 Brian founded the first interactive point of purchase retail media.  He later went on to co-

direct the acquisition and re-development of the Toronto Argonauts Football Club of the 

Canadian Football League in 2003.  Brian was a Director and the CEO of Gemoscan Canada, Inc. 

a vertically integrated healthcare company which he reorganized and led through a series of 

capitalizations and public listings.  Gemoscan was the first company to have commercialized a 

naturopathic service at retail pharmacy in North America.  Earlier, Brian was a member of the 

turn-around team at KIK Corporation (now KIK Custom Products) a leading private label CPG 

producer.  Most recently, Brian was a founder, Director and President of specialty finance 

companies focusing on Factoring and Asset Based Lending. Brian graduated from York 

University with an Honors Bachelors of Arts degree in Political Economy in 1993. 

Stephen Gledhill, CPA, CMA, age 58  

CFO 

Stephen is the founding member of Keshill Consulting Associates Inc., a boutique management 

consulting practice specializing in accounting, administrative and corporate secretarial services.  

He is also the Managing Director and founding member of RG Management services 

Inc. Stephen has over 25 years of financial-control experience acting as CFO and Corporate 

Secretary for multiple publicly-traded companies, several of which he was instrumental in 

scaling-up and taking public.  He currently serves as the CFO of , DelphX Capital Markets Inc. 

(TSXV:DELX), POSaBIT Systems Corporation (CSE:PBIT), CO2 GRO Inc. (TSXV:GROW) 

and Bhang Inc. (CSE:BHNG).  He is also a member of the Board of Directors of Bhang Inc. and 

Grown Rogue International Inc. (CSE:GRIN), a member of the audit committee of both 

companies and acts as Audit Chair of Grown Rogue International Inc..  Prior to RGMS, Stephen 

served as SVP and CFO of Borealis Capital Corporation, and VP Finance of OMERS Realty 

Corporation.  Stephen is a Chartered Public Accountant since 1985 and a Certified Management 

Accountant and earned a Bachelor of Math Degree from the University of Waterloo in 1984. 

Igor Kostioutchenko, CPA, CA, CD, CFE, CIA, LPA, age 33  

Controller 

Igor has extensive experience providing controllership services, applying IFRS, ASPE and U.S.  

GAAP frameworks, advising on restructuring, mergers, acquisitions and public market offerings, 

and conducting accounting investigations.  Igor graduated with distinction from the University of 

Toronto’s Rotman School of Management.  Igor began his public accounting career with Deloitte 

LLP, he later moved to lead audit and special engagements with Collins Barrow Toronto LLP, 

now RSM Canada LLP.  Subsequent to his tenure at Collins Barrow Toronto LLP, Igor co-

founded Kostioutchenko & Patel, CPAs, Professional Corporation, an affiliate under Abacus 

Group, where he now serves as Partner in the assurance and advisory practice. Igor graduated 

from the University of Toronto, Rotman’s School of Management with a Bachelor of Commerce 

degree in 2009, where he specialized in Finance and Majored in Economics.  He was certified as 

an internal auditor by the Institute of Internal Auditors in 2010.  In 2012, Igor became a Chartered 

Accountant and a Chartered Professional Accountant, and in 2012 obtained certification as a 

Fraud Examiner by the Association of Certified Fraud Examiners. 
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Anton Tikhomirov, age 32  

Senior Vice President, Technology and Architecture 

Anton comes to the Company with over fifteen years of experience in digital technologies, with a 

specialization in e-Commerce constructs.  His unique approach to systems allowed him to 

establish a chain of e-Commerce platforms in 2008 which, within two years generated over 1 

million unique visitors per month.  Anton’s ability to develop strategic plans and execute against 

them allowed him to open a full-service digital agency in 2016 which currently serves nearly 40 

clients across Canada and the US. Anton obtained a Masters of Mathematical Economics in 2008 

from the National Research Nuclear University MEPhI (Moscow Engineering Physics Institute) 

Jessica Martin, MCM, age 36  

Vice President Investor Relations and Communications 

 

Jessica is a seasoned communications expert with nearly 20 years of investor, government 

and media relations expertise. Most recently, as VP of Public Relations and Regulatory Affairs 

for Invictus MD, she negotiated some of the first government contracts for 

Licensed Cannabis Producers. Previously Jessica was a spokesperson for Toronto Hydro, Press 

Secretary and Senior Communications Advisor to the Premier of Ontario and Ontario’s Minister 

of Finance.  Earlier she worked as a research analyst at Queen’s Park and as a Floor Director at 

CityTV in Toronto. In 2019 Jessica graduated from the McMaster-Syracuse Master of 

Communications Management (MCM) program. 

Larry Latowsky, age 59  

Proposed Director 

Larry brings decades of experience in the worlds of retail, technology and media to CannCentral.  

He is currently the Chairman and CEO of Top Drug Corp and Epic Sales Limited.  Prior to this 

Larry was the Interim CEO and Chairman of the Board of Well.ca before its sale to McKesson 

Corporation.  Well.ca focuses on delivering over 40,000-curated health and beauty care products, 

thousands of peer reviews, and Canada’s largest assortment of green and natural brands to 

consumers.  Before directing Well.ca, Larry was the CEO of Katz Group Canada/Rexall 

Pharmaplus from 2010-2014 and Drug Trading Company from 2004-2014, which provides 

independent or franchise pharmacy banner programs for IDA, Guardian, and Medicine Shoppe 

drug stores.  Drug Trading Company also incorporated the businesses of ProPharm Technology 

and DC Labs.  Larry received his Bachelor of Arts from York University in 1980 and is a 

graduated from the University of Toronto’s Rotman School of Business and Institute of Corporate 

Directors in 2013.  He previously served on the board of the Retail Council of Canada, Electronic 

Commerce Council of Canada, and the Canadian Association of Chain Drug Stores. 

Gil Steinfeld, age 49  

Proposed Director 

Gil has over 20 years’ experience as a marketing executive and online marketing consultant to the 

top online gaming brands.  Gil oversaw top level Canadian and U.S marketing strategies for 

PartyGaming Plc, and World Poker tour in the areas of online and traditional media.  Gil was the 

founding Director of Marketing at Microgaming where he helped grow the company from 20 to 

over 1000 employees.  Gil graduated from Seneca College with a diploma in Business 

Administration in 1991. 
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Dr. Scott Wilson, DC, age 50  

Proposed Director 

Dr. Scott Wilson is a passionate clinician, a serial healthcare entrepreneur, and a board-certified 

Doctor of Chiropractic in both Canada and the USA with over 25 years of experience treating 

patients.  Scott is the Founder & Chairman of Physiomed, one of Canada’s largest franchised 

networks of interdisciplinary healthcare clinics, with over 30 clinics in Ontario and British 

Columbia.  He has also founded or supported numerous other healthcare focused companies.  

Scott has had speaking engagements alongside Tony Robbins and is widely acknowledged to be a 

subject matter expert in the north American healthcare sector.  Scott graduated Magna Cum 

Laude with Clinical Honors from the Canadian Memorial Chiropractic College in 1994.  Scott is 

a member of: the US National Board of Chiropractic Examiners – Certified Level 1 and 2, 

Canadian Chiropractic Examining Board – Certified, the College of Chiropractors of Ontario, the 

Canadian Chiropractic Association, the Ontario Chiropractic Association and the Parker Research 

Foundation. 

14. CAPITALIZATION 

Issued Capital 

To the best knowledge of the Issuer, the following table sets out the number of Common Shares 

available to the Issuer’s Public Float and Freely-Tradeable Float on a diluted and non-diluted 

basis, assuming completion of the Contemplated Transaction: 

 

 
 Number of 

Common Shares 

(non-diluted) 

Number of 

Common Shares 

(fully diluted) 

 

% of Shares 

(non-diluted) 

 

% of Shares 

(fully diluted) 

 

Public Float 

 

Total outstanding after giving effect to 

the Contemplated Transaction (A)  

 

 

 

 

308,115,278 

 

 

 

 

469,929,278 

 

 

 

 

100% 

 

 

 

 

100% 

 

 

Held by Related Persons or employees 

of the Issuer or by persons or companies 

who beneficially own or control, 

directly or indirectly, more than a 5% 

voting position in the Issuer (or who 

would beneficially own or control, 

directly or indirectly, more than a 5% 

voting position in the Issuer upon 

exercise or conversion of other 

securities held) (B) 

 

 

 

 

 

 

 

 

 

 

 

28,500,000 

 

 

 

 

 

 

 

 

 

 

 

28,500,000 

 

 

 

 

 

 

 

 

 

 

 

9.25% 

 

 

 

 

 

 

 

 

 

 

 

6.06% 

 

 

Total Public Float [(A) - (B)] 

 

 

279,597,201 

 

 

441,411,201 

 

 

90.74% 

 

 

93.93% 

 

Freely Tradeable Float 

 

Number of outstanding common shares 

subject to resale restrictions, including 

restrictions imposed by pooling or other 

arrangements in a shareholder 
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agreement and securities held by control 

block holders (C) 

 

154,220,714 

 

296,105,714 

 

50.05% 

 

63.01% 

     

 

Total Tradeable Float [(A) - (C)] 

 

125,376,487 

 

145,305,487 

 

40.69% 

 

30.92% 

     

Public Securityholders (Registered and Beneficial) 

  

To the best knowledge of the Issuer, the following table sets out the breakdown of the registered 

shareholders of the Issuer and (i) beneficial holders holding securities in their own name as 

registered shareholders; and (ii) beneficial holders holding securities through an intermediary 

where Issuer has been given written confirmation of the shareholdings as of June 30, 2019, 

pursuant to the size of the shareholder’s holding. The tables have been prepared after giving 

effect to the Contemplated Transaction. For the purposes of this table, registered holders are 

persons other than persons enumerated in section B of the Issued Capital table above: 

 

Registered 

 

Size of holding Number of holders Number of common shares 

1 - 99 common shares - - 

100 - 499 common shares 4 830 

500 - 999 common shares - - 

1,000 - 1,999 common shares 2 3,474 

2,000 - 2,999 common shares 1 2,571 

3,000 - 3,999 common shares 1 3,776 

4,000 - 4,999 common shares - - 

5,000 or more common shares 77 282,768,417 

 

Beneficial 

 

Size of holding Number of holders Number of common shares 

1 - 99 common shares 254 10,172 

100 - 499 common shares 451 100,879 

500 - 999 common shares 158 100,246 

1,000 - 1,999 common shares 215 268,251 

2,000 - 2,999 common shares 106 240,983 

3,000 - 3,999 common shares 70 228,516 

4,000 - 4,999 common shares 55 230,851 

5,000 or more common shares 370 22,719,628 
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Non-Public Securityholders (Registered) 

To the best knowledge of the Issuer, the following table sets out the number of holders and 

securities non-public security holders of the Issuer as of the date hereof, pursuant to the size of 

the shareholders holding. For the purposes of this table, non-public security holders are persons 

enumerated in section B of the Issued Capital table above: 

Size of holding Number of holders Number of common shares 

1 - 99 common shares - - 

100 - 499 common shares - - 

500 - 999 common shares - - 

1,000 - 1,999 common shares - - 

2,000 - 2,999 common shares - - 

3,000 - 3,999 common shares - - 

4,000 - 4,999 common shares - - 

5,000 or more common shares 1 28,500,000 

 

14.1 The following table details any securities convertible or exchangeable into any class of listed 

securities: 

Description of Security (include 

conversion / exercise terms, 

including conversion /  

exercise price) 

Number of convertible / 

exchangeable securities 

outstanding 

Number of listed securities 

issuable upon conversion / 

exercise 

Stock Options 
(1)

 1,150,000 1,150,000 

IntellaEquity Warrants 
(2)

 3,014,000 3,014,000 

CannCentral Warrants 
(3)

 157,650,000 157,650,000 

 

Notes: 
1. The stock options are exercisable at a price of $1.00 per share and expire on January 30, 2022. 

2. 2,020,000 warrants are exercisable at a price of $0.70 per share and expire on July 14, 2020. The remaining 994,000 

warrants are exercisable at a price of $1.00 and expire on December 18, 2020. 

3. 117,500,000 warrants are exercisable at a price of $0.10 per share and expire on March 20, 2021. The remaining 

40,150,000 warrants are exercisable at a price of $0.30 per share and expire on August 16, 2021. 
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14.2 Listed securities reserved for issuance not included 

There are no listed securities reserved for issuance that are not included in section 14.2. 

15. EXECUTIVE COMPENSATION 

The Issuer’s executive compensation disclosure for its most recent fiscal year ended December 

31, 2018 has been posted and is accessible at www.sedar.com.  This executive compensation 

disclosure is specifically incorporated into and forms an integral part of this Listing Statement. 

Compensation Discussion and Analysis  

Securities legislation requires the disclosure of compensation received by each “Named 

Executive Officer” of the Issuer for the three most recently completed financial years. “Named 

Executive Officer” is defined by the legislation to mean (i) each of the CEO and the CFO of the 

Issuer, (ii) each of the Issuer’s three most highly compensated executive officers, other than the 

CEO and the CFO, who were serving as executive officers at the end of the most recently 

completed financial year and whose total compensation exceeds $150,000, and (iii) any additional 

individual for whom disclosure would have been provided under (ii) but for the fact that the 

individual was not serving as an executive officer of the Issuer at the end of the most recently 

completed financial year end of the Issuer. 

The Resulting Issuer will have two Named Executive Officers: Brian Kalish, CEO and Stephen 

Gledhill, CFO.  

The aggregate cash compensation (including salaries, fees, directors fees, commissions, bonuses 

paid for services rendered during the most recently completed financial year, bonuses paid for 

services rendered in the previous year, and any compensation other than bonuses earned during 

the most recently completed financial year, the payment of which was deferred) paid to the 

Named Executive Officers (or corporations controlled by Named Executive Officers), in the 

capacity of Named Executive Officers, since incorporation, was $29,970. 

Summary Compensation Table 

The table below sets forth information concerning the anticipated compensation paid, awarded or 

earned by each of the NEOs for services rendered in all capacities to the Resulting Issuer for the 

year ended December 31, 2019. 
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SUMMARY COMPENSATION TABLE 

Summary Compensation Table 

NEO 

Name 

and 

Principal 

Position 

Year 

ended 

December 

31, 

Salary 

($) 

Share 

based 

awards 

($) 

Option 

based 

awards(1) 

($) 

Non-equity incentive 

plan compensation 

($) 

Pension 

value 

($) 

All other 

compensation 

($) 

Total 

Compensation 

($) 

Annual 

incentive 

plans 

Long-

term 

incentive 

plans 

Brian 

Kalish 

 

CEO and 

Director 2019 $120,000 $nil $nil $nil $nil $nil $nil $120,000 

Stephen 

Gledhill 

 

CFO 2019 $21,000 $nil $nil $nil $nil $nil $nil $21,000 

 
Notes: 

(1) Management has not yet determined appropriate grants of stock options, but it is anticipated that such grants will be 

made prior to the end of 2019, see Item 10.3. 

 

Employment Agreements  

The Issuer currently has no employment contracts in place with any NEOs or other Executives. 

Pension Plan Benefits  

The Issuer does not have a pension plan that provides for payments or benefits to the NEOs at, 

following, or in connection with retirement.  

16. INDEBTEDNESS OF DIRECTORS AND EXECUTIVE OFFICERS 

16.1 Aggregate Indebtedness 

No director or officer of the Issuer, or person who acted in such capacity in the last financial year, 

or any other individual who at any time during the most recently completed financial year of the 

Issuer was a director of the Issuer or any associate of the Issuer, is indebted to the Issuer, nor is 

any indebtedness of any such person to another entity the subject of a guarantee, support 

agreement, letter of credit or other similar arrangement or understanding provided by the Issuer. 

No director or officer of CannCentral, or person who acted in such capacity in the last financial 

year, or any other individual who at any time during the most recently completed financial year of 

CannCentral was a director of CannCentral or any associate of CannCentral, is indebted to 

CannCentral, nor is any indebtedness of any such person to another entity the subject of a 

guarantee, support agreement, letter of credit or other similar arrangement or understanding 

provided by CannCentral.  
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17. RISK FACTORS 

In evaluating the Resulting Issuer and its new business, investors should carefully consider the 

following risk factors, in addition to the other information contained in this Listing Statement.  

These risk factors are not a definitive list of all risk factors associated with an investment in the 

Resulting Issuer or in connection with the Resulting Issuer’s operations. 

Risks Relating to The Business and Industry 

CannCentral has a limited history upon which an evaluation of its prospects and future 

performance can be made and have no history of profitable operations. 

CannCentral has only been active since January of 2019 and has a limited operating history and 

its business is subject to all of the risks inherent in the establishment of a new business enterprise. 

The likelihood of success must be considered in light of the problems, expenses, difficulties, 

complications and delays frequently encountered in connection with development and expansion 

of a new business enterprise. CannCentral has yet to generate revenue and will continue to sustain 

losses in the future as it implements its business plan. There can be no assurance that CannCentral 

will ever generate revenue or operate profitably. 

It is difficult for potential investors to evaluate the CannCentral Business. 

CannCentral’s limited operating history makes it difficult for potential investors to evaluate its 

business or prospective operations. As an early stage company, CannCentral is subject to all the 

risks inherent in the initial organization, financing, expenditures, complications and delays 

inherent in a new business. Investors should evaluate an investment in CannCentral in light of the 

uncertainties encountered by developing companies in a competitive and evolving environment. 

The business is dependent upon the implementation of the CannCentral business plan. There can 

be no assurances that CannCentral will be successful in implementing such plan and cannot 

guarantee that, if implemented, the plan will ultimately lead CannCentral to be able to attain 

profitability. 

CannCentral will need to obtain additional financing to fund its operations. 

CannCentral will need additional capital in the future to continue to execute its business plan. 

Therefore, CannCentral will be dependent upon additional capital in the form of either debt or 

equity to continue its operations. At the present time, there are no arrangements to raise additional 

capital, and CannCentral will need to identify potential investors and negotiate appropriate 

arrangements with them. CannCentral may not be able to arrange for financing at the time 

required or on terms that are acceptable. If CannCentral cannot obtain the needed capital, it may 

not be able to become profitable and may have to curtail or cease its operations. 

Cannabis remains illegal under United States and other jurisdictions’ Federal law. 

Despite the development of a regulated cannabis industry under the laws of certain states, these 

state laws regulating medical and adult recreational cannabis use are in conflict with the U.S 

Federal Controlled Substances Act, which classifies cannabis as a Schedule I controlled substance 

and makes cannabis use and possession illegal on a national level. The United States Supreme 

Court has ruled that the U.S Federal government has the right to regulate and criminalize 

cannabis, even for medical purposes, and thus U.S Federal law criminalizing the use of cannabis 

preempts state laws that regulate its use. Although the Obama administration determined that it 
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was not an efficient use of resources to direct U.S Federal law enforcement agencies to prosecute 

those lawfully abiding by state laws allowing the use and distribution of medical and recreational 

cannabis, on January 4, 2018, the current administration issued the Sessions Memo announcing a 

return to the rule of law and the rescission of previous guidance documents. The Sessions Memo 

rescinds the Cole Memo which was adopted by the Obama administration as a policy of non-

interference with marijuana-friendly state laws. The Sessions Memo shifts federal policy from a 

hands-off approach adopted by the Obama administration to permitting federal prosecutors across 

the United States to decide how to prioritize resources to regulate marijuana possession, 

distribution and cultivation in states where marijuana use is regulated. There can be no assurance 

that U.S federal prosecutors will not prosecute and dedicate resources to regulate marijuana 

possession, distribution and cultivation in states where marijuana use is regulated.  This may 

cause states to reconsider their regulation of marijuana which would have a detrimental effect on 

the marijuana industry. Any such change in state laws based upon the Sessions Memo and the 

Federal government’s enforcement of U.S and other Federal laws could cause significant 

financial damage to the Resulting Issuer and its stockholders. 

As the possession and use of cannabis is illegal under the United States Federal Controlled 

Substances Act, CannCentral may be deemed to be aiding and abetting illegal activities 

through the services and data that it provides to government regulators, dispensaries, 

cultivators and consumers. As a result, CannCentral may be subject to enforcement actions by 

law enforcement authorities, which would materially and adversely affect its business. 

Under U.S Federal law, and more specifically the U.S. Federal Controlled Substances Act, the 

possession, use, cultivation, and transfer of cannabis is illegal.  CannCentral’s business provides 

services to customers that are engaged in the business of possession, use, cultivation, and/or 

transfer of cannabis. As a result, law enforcement authorities, in their attempt to regulate the 

illegal use of cannabis, may seek to bring an action or actions against CannCentral, including, but 

not limited, to a claim of aiding and abetting another’s criminal activities. The U.S. Federal 

aiding and abetting statute provides that anyone who “commits an offense against the United 

States or aids, abets, counsels, commands, induces or procures its commission, is punishable as a 

principal.” As a result of such an action, CannCentral may be forced to cease operations and 

investors could lose their entire investment. Such an action would have a material negative effect 

on CannCentral’s business and operations. 

U.S federal enforcement practices could change with respect to services provided to 

participants in the cannabis industry, which could adversely impact CannCentral. If the U.S. 

Federal government were to expend its resources on enforcement actions against service 

providers in the cannabis industry under guidance provided by the Sessions Memo, such 

actions could have a material adverse effect on CannCentral’s operations, customers, and use 

of the Platform. 

It is possible that due to the U.S. regulatory environment CannCentral’s clients may discontinue 

the use of its services, potential source of customers may be reduced and revenues may decline. 

Further, additional government disruption in the cannabis industry could cause potential 

customers and users to be reluctant to use and advertise on the Platform, which would be 

detrimental to CannCentral. CannCentral cannot predict the impact of U.S. regulatory policy at 

this time nor can it predict the nature of any future laws, regulations, interpretations or 

applications including the effect of such additional regulations or administrative policies and 

procedures, when and if promulgated, could have on CannCentral’s business. 
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CannCentral is subject to legislative uncertainty that could slow or halt the legalization and 

use of cannabis, which could negatively affect its business. 

Continued development of the cannabis industry is dependent upon continued legislative 

authorization of cannabis in Canada and in the U.S. at the state level as well as in other countries 

federal, provincial and/or state levels, as well as the U.S. government’s continued non-

enforcement of U.S. federal cannabis laws against state-law-compliant cannabis businesses. 

Further, progress, while generally expected, is not assured. Some industry observers believe that 

well-funded interests, including businesses in the alcohol beverage and the pharmaceutical 

industries, may have a strong economic opposition to the continued legalization of cannabis. The 

pharmaceutical industry, for example, is well funded with a strong and experienced lobby that 

eclipses the funding of the medical cannabis movement. Any inroads legalization opponents 

could make in halting the impending cannabis industry could have a detrimental impact on 

CannCentral’s business. While there may be ample public support for legislative action, 

numerous factors impact the legislative process. Any one of these or other factors could slow or 

halt use of cannabis, which would negatively impact the Resulting Issuer’s business. 

CannCentral may be subject to increased scrutiny in the United States 

CannCentral’s proposed exposure in the United States, may become the subject of heightened 

scrutiny by regulators, stock exchanges and other authorities in Canada. As a result, CannCentral 

may  be  subject  to  significant  direct  or  indirect  interaction  with  public  officials.  There  can  

be  no  assurance  that  this heightened scrutiny will not in turn lead to the imposition of certain 

restrictions on CannCentral’s ability to invest in  the  United  States  or  any  other  jurisdiction,  

in  addition  to  those  described  herein.  Government  policy changes or changes in public 

opinion may also result in a significant influence over the regulation of the cannabis industry in 

Canada, the United States or elsewhere. A negative shift in the public’s perception of medical 

cannabis in the United States or any other applicable jurisdiction could affect future legislation or 

regulation. Among other things, such a shift could cause state jurisdictions to abandon initiatives 

or proposals to legalize medical cannabis, thereby limiting the number of new state jurisdictions 

that could result in clients and customers for CannCentral. Any inability to fully implement 

CannCentral’s business plan may have material adverse effects on CannCentral’s business, 

financial condition and results of operations. 

Because CannCentral’s business is dependent, in part, upon continued market acceptance of 

cannabis by consumers, any negative trends will adversely affect its business operations. 

CannCentral believes the cannabis industry is highly dependent upon consumer perception 

regarding the safety, efficacy and quality of the cannabis products produced.  Consumer 

perception of CannCentral’s business may be significantly influenced by scientific research or 

findings, regulatory investigations, litigation, media attention and other publicity regarding the 

consumption of cannabis products. There can be no assurance that future scientific research, 

findings, regulatory proceedings, litigation, media attention or other research findings or publicity 

will be favourable to the cannabis market or any particular product, or consistent with earlier 

publicity. Future research reports, findings, regulatory proceedings, litigation, media attention or 

other publicity that are perceived as less favourable than, or that question, earlier research reports, 

findings or publicity could have a material adverse effect on the demand for CannCentral’s 

Platform and the business, results of operations, financial condition and cash flows of 

CannCentral. CannCentral’s dependence upon consumer perceptions means that adverse 

scientific research reports, findings, regulatory proceedings, litigation, media attention or other 
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publicity, whether or not accurate or with merit, could have a material adverse effect on 

CannCentral, the demand for CannCentral’s Platform, and the business, results of operations, 

financial condition and cash flows of CannCentral. 

CannCentral may be negatively impacted by global economic conditions 

The ongoing economic slowdown and downturn of global capital markets has generally made the 

raising of capital by equity  or  debt  financing  more  difficult.  Access  to  financing  has  been  

negatively  impacted  by  the  ongoing  global economic  risks.  As  such,  CannCentral  is  

subject  to  liquidity  risks  in meeting its development and future operating cost requirements in 

instances where cash positions are unable to be maintained or appropriate financing is 

unavailable. These factors may impact CannCentral’s ability to raise equity or obtain loans and 

other credit  facilities  in  the  future  and  on  terms  favourable  to  CannCentral.  If  uncertain  

market  conditions  persist,  CannCentral’s ability to raise capital could be jeopardized, which 

could have an adverse impact on CannCentral’s operations, and the trading price of the 

CannCentral Shares on the CSE. 

CannCentral’s operations could be affected by the economic context should the unemployment 

level, interest rates or inflation reach levels that influence consumer trends and consequently, 

impact CannCentral’s revenues and profitability.   

New platform features or changes to existing platform features could fail to attract new users, 

retain existing users or generate revenue. 

CannCentral’s business strategy is dependent on its ability to develop platforms and features to 

attract new businesses and users, while retaining existing ones. Staffing changes, changes in user 

behavior or development of competing platforms may cause Users to switch to alternative 

platforms or decrease their use of its platform. There is no guarantee that companies and 

dispensaries will use these features and it may fail to generate revenue. Additionally, any of the 

following events may cause decreased use of the  Platform: 

 Emergence of competing platforms and applications; 

 Inability to convince potential companies to join its platform; 

 Technical issues on certain platforms or in the cross-compatibility of multiple platforms; 

 Securities breaches with respect to its data; 

 A rise in safety or privacy concerns; and 

 An increase in the level of spam or undesired content on the network. 

CannCentral is highly dependent on the services of key executives, the loss of whom could 

materially harm its business and strategic direction. If CannCentral loses key management or 

significant personnel, cannot recruit qualified employees, directors, officers, or other 

personnel or experience increases in compensation costs, its business may materially suffer. 

CannCentral is highly dependent on its management team, specifically its CEO, Brian Kalish. If 

CannCentral loses key employees, its business may suffer. Furthermore, future success will also 

depend in part on the continued service of key management personnel and CannCentral’s ability 

to identify, hire, and retain additional personnel. CannCentral does not carry “key-man” life 

insurance on the lives of its executive officer, employees or advisors. CannCentral experiences 

intense competition for qualified personnel and may be unable to attract and retain the personnel 

necessary for the development of its business. Because of this competition, its compensation costs 

may increase significantly. 
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CannCentral’s monetization strategy is dependent on many factors outside its control. 

There is no guarantee that CannCentral’s efforts to monetize the Platform will be successful. 

Furthermore, competitors may introduce more advanced technologies that deliver a greater value 

proposition to cannabis related businesses in the future. In addition, dispensaries may not be able 

to accept credit or bank cards due to banking regulations, which could significantly increase the 

cost and time required for CannCentral to generate revenue. All these factors individually or 

collectively may preclude CannCentral from effectively monetizing its business which would 

have a material adverse effect on its financial condition and results of operation. 

Government actions or digital distribution platform restrictions could result in CannCentral’s 

products and services being unavailable in certain geographic regions which may harm future 

growth. 

Due to CannCentral’s connections to the cannabis industry, governments and government 

agencies could ban or cause the CannCentral network to become unavailable in certain regions 

and jurisdictions. This could greatly impair or prevent CannCentral from registering new users in 

affected areas and prevent current users from accessing its network. In addition, government 

action taken against its service providers or partners could cause CannCentral’s network to 

become unavailable for extended periods of time. 

Failure to generate user growth or engagement could greatly harm the CannCentral business 

model. 

CannCentral’s business model involves attracting users to the Platform. There is no guarantee that 

growth strategies will bring new users to the network. Changes in relationships with partners, 

contractors and businesses retained to grow the network may result in significant increases in the 

cost to acquire new users. In addition, new users may fail to engage with the network to the same 

extent as contemplated in the business plan. Decreases in the size of the user base and/or 

decreased engagement on the network may impair CannCentral’s ability to generate revenue. 

Failure to attract clients could greatly harm CannCentral’s ability to generate revenue. 

CannCentral’s ability to generate revenue is dependent on the continued growth of the Platform. 

If CannCentral is unable grow its network or bring clients to its network, its ability to generate 

revenue would be greatly compromised. There is no guarantee businesses will want to join the 

Platform or that CannCentral will be able to generate revenue from its user base. 

All revenue is derived from advertising. The loss of clients or reduction in spending by 

advertisers may have a material adverse effect on CannCentral’s business. 

All of CannCentral’s revenue will be derived from third parties advertising on the Platform. Some 

third party advertisers may include cannabis companies such as regulated cannabis dispensaries, 

mainstream brands and other marketers who are intent on reaching and influencing readership 

through the Platform. As is common in the industry, advertisers usually would not have long-term 

advertising commitments. It is possible that such advertisers may not do business with 

CannCentral for several reasons including governmental regulatory constraints imposed on them, 

that they no longer believe that their advertisements on CannCentral’s website will generate a 

competitive return relative to other alternatives or in the alternative they may reduce amounts 

they are willing to pay to advertise their goods and services on the Platform. 
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Revenue could be adversely affected by a number of other factors including, but not limited to: 

 decreases in user engagement; 

 an inability to improve analytics and measurement solutions that demonstrate the value of  

ads and other commercial content; 

 loss of market share to competitors; 

 adverse legal developments relating to CannCentral’s business, including legislative and 

regulatory developments and developments in litigation, if any; 

 adverse media reports or other negative publicity involving us or other companies in the 

industry; and 

 the impact of macroeconomic conditions and conditions in the industry in general. 

The occurrence of any of these or other factors could result in decreased traffic to the website 

which may result in less views of third party ads. If CannCentral is unable to generate traffic to its 

website and as a result third party advertisers no longer continue to do business with CannCentral, 

its business, financial conditions and results of operation may be materially affected. 

User engagement and growth depends on software and device updates beyond CannCentral’s 

control. 

CannCentral’s websites will be available on multiple operating systems, including iOS and 

Android, across multiple different manufacturers, including Motorola, LG, Apple and Samsung 

and on thousands of devices. Changes to the device infrastructure or software updates on such 

devices could render the Platforms and services useless or inoperable and require users to utilize 

the website rather than CannCentral’s mobile application which may result in decreased user 

engagement. Any decrease in user engagement may devalue its value proposition to third party 

advertisers who may no longer continue to do business with CannCentral.  This which may could 

have  material adverse effects on business, financial conditions and results of operation. 

CannCentral may be unable to manage growth. 

Successful implementation of its business strategy requires CannCentral to manage its growth. 

Growth could place an increasing strain on management and financial resources. To manage 

growth effectively, CannCentral needs to continuously: 

 Evaluate definitive business strategies, goals and objectives; 

 Maintain a system of management controls; and 

 Attract and retain qualified personnel, as well as, develop, train and manage 

management-level and other employees. 

If CannCentral fails to manage its growth effectively, its business, financial condition or 

operating results could be materially harmed. 

CannCentral may not be able to compete successfully with other established companies 

offering the same or similar services and, as a result, it may not achieve projected revenue and 

user targets. 

CannCentral competes with both start-up and established technology companies. Its competitors 

may have substantially greater financial, marketing and other resources than it does and may have 

been in business longer or have greater name recognition and be better established in the 

technological or cannabis markets. If CannCentral is unable to compete successfully with other 
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businesses in the existing market, it may not achieve its projected revenue and/or user targets 

which may have a material adverse effect on its financial condition. 

Expansion by well-established competitors into the cannabis industry could prevent 

CannCentral from realizing anticipated growth in users and revenues. 

Competitors in the social network space, such as Twitter and Facebook, have continued to expand 

their businesses in recent years into other social network markets. If they decided to expand their 

social networks into the cannabis community, this could harm the growth of CannCentral’s 

business and user base and cause revenues to be lower than expected. 

Government regulation of the Internet and e-commerce is evolving, and unfavourable changes 

could substantially harm CannCentral’s business and results of operations. 

CannCentral is subject to general business regulations and laws as well as national, state and 

provincial regulations and laws specifically governing the Internet and e-commerce. Existing and 

future laws and regulations may impede the growth of the Internet, e-commerce or other online 

services, and increase the cost of providing online services. These regulations and laws may cover 

sweepstakes, taxation, tariffs, user privacy, data protection, pricing, content, copyrights, 

distribution, electronic contracts and other communications, consumer protection, broadband 

residential Internet access and the characteristics and quality of services. It is not clear how 

existing laws governing issues such as property ownership, sales, use and other taxes, personal 

privacy apply to the Internet and e-commerce. Unfavorable resolution of these issues may harm 

CannCentral ‘s business and results of operations. 

The failure to enforce and maintain CannCentral’s intellectual property rights could enable 

others to use trademarks used by its business which could adversely affect the its value. 

The success of CannCentral’s business depends on its continued ability to use its existing 

tradename in order to increase its brand awareness. As of the date hereof, CannCentral is not a 

federally registered trademark in Canada or the United States or any other jurisdiction.  The 

inability of obtaining the trademarks could diminish the value of CannCentral’s business which 

would have a material adverse effect on CannCentral’s financial condition and results of 

operation. 

Due to its involvement in the cannabis industry, CannCentral may have a difficult time 

obtaining insurance coverage for its business which may expose it to additional risk and 

financial liabilities. 

Insurance that may otherwise be readily available, such as workers compensation, general 

liability, and directors and officers insurance, is more expensive and difficult for CannCentral to 

obtain because it is a service provider to companies in the cannabis industry. Although 

CannCentral currently maintain director’s and officer’s liability insurance there can be no 

assurance that it will be able to maintain such policy in the future or at costs that are affordable to 

us due to the nature of its business operations. If CannCentral is unable to maintain insurance 

related to its business operations it will be exposed to additional risk and financial liabilities 

which may have a material adverse effect on its business and financial condition. 
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Risks Relating to the Resulting Issuer  

The market price of the Common Shares may be volatile and adversely affected by several 

factors. 

The market price of the Common Shares could fluctuate significantly in response to various 

factors and events, including, but not limited to: the Resulting Issuer’s ability to execute its 

business plan; operating results below expectations; announcements regarding regulatory 

developments with respect to the cannabis industry; issuance of additional securities, including 

debt or equity or a combination thereof, necessary to fund operating expenses; announcements of 

technological innovations or new products by the Resulting Issuer or its competitors; and period-

to-period fluctuations in its financial results. In addition, the securities markets have from time to 

time experienced significant price and volume fluctuations that are unrelated to the operating 

performance of particular companies. These market fluctuations may also materially and 

adversely affect the market price of the Common Shares. 

The Resulting Issuer does not anticipate paying dividends on Common Shares and investors 

may lose the entire amount of their investment. 

Cash dividends have never been declared or paid on the Common Shares and the Resulting Issuer 

does not anticipate such a declaration or payment for the foreseeable future. The Resulting Issuer 

expects to use future earnings, if any, to fund business growth. Therefore, holders of Common 

Shares will not receive any funds absent a sale of their Common Shares. Without the payment of 

dividends, Common Shares may be less valuable because a return on investment will only occur 

if the stock price appreciates. There can be no assurance of a positive return on investment when 

Common Shares are sold nor can there be any assurance that shareholders will not lose the entire 

amount of their investment. 

Shareholders could lose all of your investment. 

An investment in Common Shares is speculative and involves a high degree of risk. Holders of 

Common Shares should be aware that the value of an investment in the Resulting Issuer may go 

down as well as up. In addition, there can be no certainty that the market value of an investment 

in the Resulting Issuer will fully reflect its underlying value. You could lose your entire 

investment. 

18. PROMOTERS  

Mr. Brian Kalish is the promoter of CannCentral as he took the initiative to found CannCentral 

and develop its business model.  Mr. Kalish owns 28,500,000 CannCentral Shares which will 

represent 9.25% of the outstanding Common Shares of the Resulting Issuer after the 

Amalgamation.  For additional disclosure with respect to Mr. Kalish, see Item 13. 

19. LEGAL PROCEEDINGS 

19.1 Legal Proceedings 

There are no legal proceedings material to the Issuer to which the Issuer is a party or of which 

any of its property is the subject matter, and there are no such proceedings known to the Issuer to 

be contemplated. 
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There are no legal proceedings material to the Issuer to which CannCentral is a party or of which 

any of its property is the subject matter, and there are no such proceedings known to the Issuer to 

be contemplated.  Describe any legal proceedings material to the Issuer to which the Issuer or a 

subsidiary of the Issuer is a party or of which any of their respective property is the subject matter 

and any such proceedings known to the Issuer to be contemplated, including the name of the 

court or agency, the date instituted, the principal parties to the proceedings, the nature of the 

claim, the amount claimed, if any, if the proceedings are being contested, and the present status of 

the proceedings. 

19.2 Regulatory actions 

The Resulting Issuer is not subject to any penalties or sanctions imposed by any court or 

regulatory authority relating to securities legislation or by a securities regulatory authority, nor 

has the Resulting Issuer entered into a settlement agreement with a securities regulatory authority 

or been subject to any other penalties or sanctions imposed by a court or regulatory body or self-

regulatory authority, the disclosure of which is necessary to provide full, true and plain disclosure 

of all material facts relating to the Issuer’s securities or would be likely to be considered 

important to a reasonable investor making an investment decision. 

20. INTEREST OF MANAGEMENT AND OTHERS IN MATERIAL TRANSACTIONS 

No director or executive officer of the Issuer or any person or company that is the direct or 

indirect beneficial owner of, or who exercises control or direction over, more than 10 percent of 

any class of the Issuer’s outstanding voting securities, or an associate or affiliate of any such 

persons or companies, has any material interest, direct or indirect, in any transaction within the 

three years preceding the date of this document, or any proposed transaction, that has materially 

affected or will materially affect the Issuer or a subsidiary of the Issuer.  Other than the following 

related party transactions undertaken by the Issuer as of March 31, 2019: 

(a) $4,000 is owing to a law firm in which a director, Jay Vieira, is a former partner. 

(b) $2l,000 owing to the CEO and a company controlled by the CEO. 

(c) $41,000 was paid for services by a company controlled by the CEO. 

(d) IntellaEquity signed promissory notes secured against the assets of the company and 

received $30,000 from a company controlled by a director of the IntellaEquity in addition 

to $191,000 that was outstanding as at December 31, 2018.  

(e) $31,000 for legal fees and disbursements is owing to a law firm of which an officer of 

Sensor Technologies Corp. was a former partner. 

(f) $43,000 for legal fees and disbursements owing to a law firm of which a former officer of 

Sensor Technologies Corp. was a former partner. 

(g) $511,000 for unpaid remuneration of Sensor Technology Corp.’s former CEO and 

director. 

(h) $4,000 is owing to an officer and director of Sensor Technology Corp. 
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(i) $2,000 is owing to an accounting firm in which the CFO of Sensor Technology Corp. is a 

partner, for taxation services provided. 

(j) Promissory notes in the aggregate amount of $339,000 from related parties (former 

directors and a company controlled by a former officer of Sensor Technology Corp.) and 

secured against the assets of Sensor Technology Corp. and due on demand.  

(k) $15,000 is owing for legal services and disbursements provided by a director of the 

company and CEO  of Sensor Technology Corp. 

All amounts outstanding under these related party transactions were settled prior to the 

completion of the Amalgamation. 

Other than as disclosed herein, no director or executive officer of CannCentral or any person or 

company that is the direct or indirect beneficial owner of, or who exercises control or direction 

over, more than 10 percent of any class of CannCentral’s outstanding voting securities, or an 

associate or affiliate of any such persons or companies, has or has had any material interest, direct 

or indirect, in any transaction within the three years preceding the date of this document, or any 

proposed transaction, that has materially affected or will materially affect the Issuer or a 

subsidiary of CannCentral.  

21. AUDITORS, TRANSFER AGENTS AND REGISTRARS 

21.1 Auditors 

The auditor of the Issuer is the firm of Wasserman Ramsay Chartered Accountants, located at 

3601 Hwy 7 East, Suite 1008, Markham, Ontario, L3R 0M3. 

The auditor of CannCentral is the firm of DNTW Toronto LLP, located at 45 Sheppard Ave E., 

#703, North York, ON M2N 5W9. 

21.2 Registrar and Transfer Agent 

The registrar and transfer agent of the Issuer’s Common Shares is TSX Trust, located at 301-100 

Adelaide Street West, Toronto, Ontario, M5H 4H1. 

22. MATERIAL CONTRACTS 

22.1 None of the Issuer, CannCentral or the Resulting Issuer has entered into any material contracts 

other than in the ordinary course of business and the Amalgamation Agreement. 

23. INTEREST OF EXPERTS 

Certain legal matters relating to the Contemplated Transaction will be passed upon by Gardiner 

Roberts LLP, on behalf of CannCentral and by Jay Vieira, on behalf of the Issuer. Wasserman 

Ramsay Chartered Accountants is the auditor of the Issuer and DNTW Toronto LLP is the auditor 

of CannCentral. 

Except as set out below, as of the date of this Listing Statement, none of the aforementioned 

persons or their respective partners or employees and no person whose profession or business 

gives authority to a statement made by such person who is named in this Listing Statement: 
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(a) beneficially owns, directly or indirectly, any securities of the Issuer or CannCentral or 

their Associates and Affiliates; or 

(b) is or is expected to be elected, appointed or employed as a senior officer, director or 

employee of the Issuer or CannCentral or of an Associate or Affiliate of the Issuer or 

CannCentral, or a promoter of the CannCentral or of an Associate or Affiliate of 

CannCentral. 

24. OTHER MATERIAL FACTS 

24.1 There are no other material facts about the Resulting Issuer or the Common Shares that are not 

disclosed under any other item of this Listing Statement and are necessary in order for this Listing 

Statement to contain full, true and plain disclosure of all material facts relating to the Resulting 

Issuer or Common Shares. 

25. FINANCIAL STATEMENTS  

25.1 Please refer to Appendix A for IEQ for the audited financial statements for the years ended 

December 31, 2018, 2017 and 2016, and the unaudited interim financial statements for the period 

ended March 31, 2019, and the corresponding management’s discussion and analysis. 

All other historical financial statements and management’s discussion and analysis for IEQ can 

be located at www.sedar.com. 

25.2 Please refer to Appendix B for CannCentral for the audited financial statements for the years 

ended May 31, 2019 and 2018 and the corresponding management’s discussion and analysis.  

25.3 Please refer to Appendix C for the unaudited pro forma consolidated balance sheets and 

statements of loss and comprehensive loss for IntellaEquity Inc. and CannCentral given the effect 

of the Proposed Transaction for the year ended May 31, 2019.  
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CERTIFICATE OF THE ISSUER 

Pursuant to a resolution duly passed by its Board of Directors, Media Central Corporation Inc. hereby 

applies for the listing of the above mentioned securities on the Exchange.   

The foregoing contains full, true and plain disclosure of all material information relating to Media Central 

Corporation Inc..  It contains no untrue statement of a material fact and does not omit to state a material 

fact that is required to be stated or that is necessary to prevent a statement that is made from being false or 

misleading in light of the circumstances in which it was made. 

Dated at Toronto, Ontario this 23
rd

 day of October, 2019. 

 

 

“Brian Kalish”  “Stephen Gledhill” 

Chief Executive Officer and Director  Chief Financial Officer 

   

 

 

 

 

“Scott Wilson”  “Gil Steinfeld” 

Director  Director 
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The following Management’s Discussion and Analysis (“MD&A”) relates to the financial condition and results of operations 
of IntellaEquity Inc (formerly - Augusta Industries Inc.) as at and for the six months ended June 30, 2019 with comparatives.  
It should be read in conjunction with the interim condensed consolidated financial statements as at and for the six months 
ended June 30, 2019. Additional information relating to the Company is available on SEDAR at www.sedar.com, or on the 
CSE website at www.thecse.com, and on our website at www.marconintl.com. Information contained in or otherwise 
accessible through our website doesn’t form a part of this MD&A and is not incorporated into this MD&A by references. 
 
References to “we”, “our”, “Intella”, or “the Company” means IntellaEquity Inc. and its subsidiaries, unless the context 
requires otherwise.  
 
BASIS OF PRESENTATION 

Unless otherwise noted, all financial information has been prepared in accordance with International Financial Reporting 
Standards (“IFRS”).  
 
The interim consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries, Fiber 
Optic Systems Technology (Canada), Inc., PinPoint FOX-TEK Inc., Marcon International Inc., Marcon International (USA) 
Inc., Marcon International (UK) Ltd. and its 82% owned subsidiary Sensor Technologies Corp. and Paragon Blockchain Inc. 
(collectively referred to as the “Company” or “Intella”).  
 
The disposal of Marcon International (USA) Inc., Fiber Optic Systems Technology (Canada), Inc., and PinPoint FOX-TEK 
Inc. have been recognized in these financial statements as described in note 5. 
 
On December 12, 2018, the Company announced its intention to distribute an aggregate of 25,611 common shares of STC 
to shareholders of the Company on the basis of one STC shares for every one Intella shares outstanding. Subsequent to the 
year ended December 31, 2018, the distribution was completed through two distributions in March 2019 bringing down the 
number of common shares of STC owned by the company to 21,889 or 38%. The regulatory bodies have not yet given 
permission for the distribution and accordingly the Company views that it still controlled 47,500 of common shares of STC 
(82%) as at June 30, 2019. 
 
All financial information is reported in Canadian dollars and is expressed in thousands except for per share amounts which 
are expressed in dollars.   
 
The MD&A was approved for issue by the Board of Directors on August 29, 2019. 
 
FORWARD-LOOKING STATEMENTS 

This MD&A contains certain forward-looking statements, except for historical information, and reflect the Company’s 
present assumptions regarding future events.  These statements involve known and unknown risks, uncertainties, and other 
factors that may cause the Company’s actual results, levels of activity, performance, and/or achievements to be materially 
different from any future results, levels of activity, performance, or achievements expressed or implied by these forward-
looking statements. 
 
Certain statements contained in this document constitute “forward-looking statements”. When used in this document, the 
words “may”, “would”, “could”, “will”, “intend”, “plan”, “propose”, “anticipate”, “believe”, “forecast”, “estimate”, “expect” 
and similar expressions used by any of the Company’s management, are intended to identify forward-looking statements. 
Such statements reflect the Company’s internal projections, expectations, future growth, performance and business 
prospects and opportunities and are based on information currently available to the Company. Since they relate to the 
Company’s current views with respect to future events, they are subject to certain risks, uncertainties and assumptions. 
Many factors could cause the Company’s actual results, performance or achievements to be materially different from any 
future results, performance or achievements that may be expressed or implied by such forward-looking statements. Given 
these risks and uncertainties, readers are cautioned not to place undue reliance on such forward-looking statements. The 
Company does not intend, and does not assume any obligation, to update any such factors or to publicly announce the 

http://www.sedar.com/
http://www.thecse.com/
http://www.marconintl.com/
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result of any revisions to any of the forward-looking statements contained herein to reflect future results, events or 
developments except as required by applicable securities legislation, regulations or policies. 
 
 
OVERVIEW OF BUSINESS 

Corporate Overview 
 
IntellaEquity Inc. (formerly Augusta Industries Inc.) (“IntellaEquity”) was incorporated on October 13, 1999 under the laws 
of the State of Delaware with a registered and head-office located at 277 Lakeshore Road East, Suite 304, Oakville, Ontario 
L6J 6J3, Ontario L5A 3P1. The Company has offices in Mississauga, Ontario and Calgary, Alberta. IntellaEquity is traded on 
the CSE under the symbol “IEQ”, 
 
Marcon International Inc. (“Marcon”) was incorporated under the laws of the Province of Ontario on April 28, 2010. On 
August 1, 2010, Marcon entered into an asset purchase agreement with Knoxbridge Corp. (“Knoxbridge”), whereby 
Knoxbridge transferred certain net assets, to Marcon in exchange for shares and debt. As at December 31, 2018, 
IntellaEquity’s significant shareholder is Knoxbridge who owns 30.0% (2017 – 30.0%) of the voting shares of the Company. 
 
Fox-Tek Canada Inc. (“FOX-TEK”), a wholly-owned subsidiary of IntellaEquity, was sold to Sensor Technologies Corp. 
(“STC”) for a purchase price of $21,500. $9,500 of the purchase price will be satisfied through the issuance of an aggregate 
of 47,500 post-consolidated common shares (the "Consideration Shares") in the capital of STC at a price of $0.20 per 
Consideration Share. The balance of the purchase price, being up to $12,000, will be satisfied through a royalty of 15% on 
all future sales of Fox-Tek's products and a 20% royalty on all future sales of Fox-Tek's services (collectively, the "Royalty"). 
The Royalty shall be payable until the earlier of (i) the 10 year anniversary of the closing of the acquisition of Fox-Tek, and 
(ii) the aggregate payment of $12,000. The value of the Royalty has not been included in the purchase price as the amount is 
uncertain.  
 
On December 12, 2018, the Company announced its intention to distribute an aggregate of 25,611 common shares of STC 
to shareholders of the Company on the basis of one STC shares for every one Intella shares outstanding. Subsequent to the 
year ended December 31, 2018, the distribution was completed through two distributions in March 2019 bringing down the 
number of common shares of STC owned by the company to 21,889 or 38%. The regulatory bodies have not yet given 
permission for the distribution and accordingly the Company views that it still controlled 47,500 of common shares of STC 
(82%) as at June 30, 2019. 
 
The Company sold 51% of shares of Marcon International (USA) to a third party, GRX Industries Inc. (“GRX”), a Delaware 
corporation on January 31, 2019. The Company considers Marcon (USA) an associate since January 31,019 and has 
recognised Marcon (USA) as an investment at cost adjusted for Intella’s share of Marcon (USA)’s income since then. 
 
Going Concern 

The interim consolidated statements have been prepared on a going concern basis.  The going concern basis of 
presentation assumes that the Company will continue operations for the foreseeable future and will be able to realize its 
assets and discharge its liabilities and commitments in the normal course of operations.  

The Company has earned a net income of $231 for the six months ended June 30, 2019 (six months ended June 30, 2018 – 
$(317)) and has an accumulated deficit of $11,022 (December 31, 2018 – $11,231) from inception. The challenges of 
securing requisite funding beyond June 30, 2020 and the cumulative operating losses indicate the existence of a material 
uncertainty that may cast significant doubt upon the Company’s ability to continue as a going concern. These interim 
consolidated statements do not include any adjustments relating to the recoverability and classification of recorded asset 
amounts nor to the amounts or classification of liabilities that might be necessary should the Company be unable to 
continue as a going concern. Such adjustments could be material. 
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Principal Business 
 
Marcon was involved in the industrial supply of equipment and parts procuring for its clients, including the sale and 
distribution of Electrical, Mechanical and Instrumentation equipment.  
 
The Company sold 51% of shares of Marcon (USA) to a third party, GRX Industries Inc. (“GRX”), a Delaware corporation 
on January 31, 2019. The Company considers Marcon (USA) an associate since January 31,019 and has recognised Marcon 
(USA) as an investment at cost adjusted for Intella’s share of Marcon (USA)’s income since then. There has been no further 
revenue from Marcon since sale of Marcon (USA) Inc. 
 
Subsequent to the sale of Marcon (USA), IntellaEquity has re-positioned itself as a diversified investment and venture capital 
firm focused on providing investors with long-term capital growth by investing in a portfolio of undervalued companies and 
assets. The investment portfolio may comprise securities of both public and private issuers primarily in technology, artificial 
intelligence, blockchain and may also include investments in certain other sectors, including water, green energy, and 
alternative energy. Target investments shall encompass companies at all stages of development, including pre-initial public 
offering and/or early-stage companies requiring start-up or development capital, as well as intermediate and senior 
companies. 
 
BUSINESS DEVELOPMENT 

The Company is constantly working to improve its position in terms of intellectual property and what it offers to its 
customers. In fiscal 2019 the Company continues to focused on continuous improvements to its technology in markets with 
the highest perceived potential payoff, particularly in the oil and gas sectors.  
 
Marcon Segment 
 
Marcon provided procurement and support services to existing and new projects worldwide in the energy sector.  The 
Company sold 51% of shares of Marcon International (USA) to a third party, GRX Industries Inc. (“GRX”), a Delaware 
corporation on January 31, 2019. The Company considers Marcon (USA) an associate since January 31,019 and has 
recognised Marcon (USA) as an investment at cost adjusted for Intella’s share of Marcon (USA)’s income since then. There 
has been no further revenue from Marcon since sale of Marcon (USA). 
 
Sensor Technologies Segment 
 
Sensor Technologies Inc. (“STI”) is engaged in the development, design, manufacture and supply of systems using fiber optic 
sensors, related monitoring instruments, and software. Clients buy and operate systems and Sensor handles the installation 
and reporting of information on an outsourcing basis. Sensor provides support engineering services related to planning, 
training, on-site installation, and data interpretation and reporting. Sensor’s target market includes the monitoring, 
communication, alarming and prediction of safe/unsafe conditions in structures and facilities. 
 
STI’s main products are patented non-intrusive asset health monitoring sensor systems for the oil and gas market to help 
operators track the thinning of pipelines and refinery vessels due to corrosion/erosion, strain due to bending/buckling, and 
process pressure and temperature.   

STI’s FT fiber optic sensor monitoring systems allow cost-effective, 24/7 remote monitoring capabilities to improve 
scheduled maintenance operations, avoid unnecessary shutdowns, and prevent accidents and leaks. The FT system uses 
non-intrusive fiber optic Sensor s to monitor strain due to settling, movement or buckling of a variety of civil structures, 
such as bending, buckling, elongation or compression of pipelines. Movement of soil or foundation footing can also be 
monitored. Measurements can be made at multiple locations up to 2,000 meters apart. FT systems are highly sensitive and 
easy to operate: portable or dedicated FT monitors make continuous or periodic measurements by interrogating multiple 
permanently mounted sensors. Digital data facilitates semi-automated analysis and prompt reporting. Remote telemetry, 
long robust lead cables, and maintenance-free sensors enable early warning, or confirmation of effective mitigation solutions 
such as rebuilding slopes or grades. The non-electrical Sensor s are very robust and inherently immune to electromagnetic 



IntellaEquity Inc (Formerly - Augusta Industries Inc.) 
Management’s Discussion and Analysis  
June 30, 2019 
 

5 
 

interference. FT Sensors can be field-bonded to steel, concrete, composite / FRP structures located underwater, below 
grade or imbedded during a pour.  

STI’s Electric Field Mapping (“EFM”) System is a continuous, non-intrusive wall thickness monitoring system for pipelines 
and process piping with a number of breakthrough features:  

1. Welded-on or spring-loaded sensor array  
2. Rated for direct burial applications  
3. Remote telemetry  
4. Immediate reporting of alarms  
5. Streamlined, objective data processing  

 
STI’s Data Management and Analysis Tool (“DMAT”) platform is the database management and analysis tool for providing 
analysis and interpretation of the collected data. Data from all channels of FT Monitors, or EFM Monitors is collected and 
processed into easily understood tabular or graphical formats.  It is anticipated that the DMAT Platform will provide 
additional value to pipeline operators and other stakeholders by allowing such users to easily manage multiple sensor (”FT”) 
systems.  STI has been able to enhance the DMAT Platform user interface to facilitate the consistent presentation of data 
across multiple sites and improve the tools for location comparison and data reporting. In addition, the DMAT Platform 
now contains an alarm-on-event capability which the customer can customize according to their specific needs and 
thresholds.  
 
In the 4th quarter of 2018, STI was awarded six contracts, two of which are for a complete leak detection systems to 
monitor infrastructure for one of North America's largest pipeline companies and the third contract for phase two (phase 
one proof-of-concept application was completed in 2017) in the nuclear space using its high precision fiber bragg grating 
(FBG) acquisition equipment to measure very small changes in strain in injector ports. The value of the six contracts is 
$194. STI has completed one of the leak detection projects in quarter 1 of 2019 and the other in the second quarter.  

STI has also renewed its monitoring and service contract with one of its customer for the fiscal year 2019 worth upwards 
of $270. STI was also awarded a contract by one of North America's largest pipeline companies to convert 4 of their 
monitoring system presently running on a platform designed by one of STI’s competitors into STI’s EFM systems and for 
data monitoring services. The contract is for a period of 5 years starting January 2019 and is valued at about $117 annually. 
STI’s expects to be awarded a contract for another conversion in 2019 valued at $29 a year for a five year period. 

In the meantime, Sensor Technologies Corporation (“STC”), through its wholly owned subsidiary, Primary Petroleum 
Company USA, Inc., is still actively working with American Geophysical Corporation ("AGC") to market the Company's 3D 
Seismic. So far, numerous parties have approached AGC regarding Primary Petroleum’s seismic database and AGC is 
reaching out to various parties that are interested in the Company's 3D Seismic. The Company’s goal is to license its 3D 
Seismic leading to future opportunities for potential joint ventures, partnerships or farm-in agreements. 

SELECTED FINANCIAL AND OPERATING RESULTS 

Statement of Financial Position 
 
As at June 30, 2019, the Company has a working capital deficiency of $2,547 (December 31, 2018 – $2,705). As at June 30, 
2019, the Company had total assets of $1,631 (December 31, 2018 – $1,429). Total assets increased by $202 during the six 
months ended June 30, 2019 due to the implementation of IFRS 16 and recognition of right of use assets for the first time, 
which amounted to $262. 

As at June 30, 2019, the Company had total liabilities of $3,388 as compared to $3,416 as at December 31, 2018. Accounts 
payable and accrued liabilities have decreased by $550 largely as a result of the disposal of Marcon (USA). As a result of 
implementation of IFRS, the Company has also recognised $223 as lease obligations. Deferred revenue has gone up by $378 
as the Company invoices one of the major clients on an annual basis and defers income for three quarters of the year to 
future periods. 
 

http://www.fox-tek.com/fts.php
http://www.fox-tek.com/pps.php
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Shareholders’ deficiency decreased to $230 during the six months ended June 30, 2019.  
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Summary of Consolidated Quarterly Results 
 
The following is a summary of results on a quarterly basis.  
 
 

Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2
2017 2017 2018 2018 2018 2018 2019 2019

Sales 650$       331$       1,719$    383$       460$       331$       244$       280$       

Interest income -         -         -         -         -         2            2            1            

Cost of sales (515)       (367)       (1,445)     (286)       (331)       (252)       (144)       (59)         

Gross profit (loss) 135$       (36)$       274$       97$        129$       81$        102$       222$       

20.8% -10.9% 15.9% 25.3% 28.0% 24.5% 41.8% 79.3%

Expenses

Research and development (39)         (37)         (40)         (39)         (40)         (38)         (22)         (28)         

Selling (6)           (13)         (7)           (11)         (8)           4            -         -         

General and administrative (206)       (360)       (197)       (294)       (245)       (1,160)     (186)       (95)         

Reclamation and decommissioning expenses -         -         -         -         -         (322)       -         -         

Exploration expenses -         -         -         -         -         (4)           (7)           (16)         

Total expenses (251)       (410)       (244)       (344)       (293)       (1,520)     (215)       (139)       

Income (loss) from operations (116)       (446)       30          (247)       (164)       (1,439)     (113)       83          

Finance costs (4)           (9)           (10)         (12)         (25)         (109)       (37)         (37)         

Stock based compensation (47)         (38)         (31)         (24)         (19)         (16)         (12)         (8)           

Cost of public listing -         -         -         -         -         (510)       -         -         

Gain (loss) on sale of subsidiary -         -         -         -         -         -         (143)       501        

Equity pick up -         -         -         -         -         -         7            (7)           

Foreign exchange gain (loss) 7            (3)           (8)           (16)         7            (29)         13          (16)         

Net income (loss) before tax (160)       (496)       (19)         (299)       (201)       (2,103)     (285)       516        

Income tax expense (5)           (2)           - - (7)           (22)         -         -         

Net income (loss) (165)       (498)       (19)         (299)       (208)       (2,125)     (285)       516        

Other comprehensive income (loss) (6)           3            1            - 6            13          (18)         (3)           

Comprehensive income (loss) (171)       (495)       (18)         (299)       (202)       (2,112)     (303)       513        

Basic and diluted income (loss) per share (0.01)$     (0.02)$     (0.00)$     (0.01)$     (0.01)$     (0.08)$     (0.01)$     0.02$      

Basic and diluted weighted average number

of common shares outstanding 25,612 25,614 25,630 25,630 25,630 25,630 25,630 25,630
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Results of Operations 
 

 

2019 2018 2017

Sales 524               2,103             1,576              

Interest income 3                   -                -                 

Cost of sales (203)              (1,731)            (1,132)             

Gross Profit 324               372               444                

Expenses

Research and development (50)                (80)                (72)                 

Selling -                (18)                (18)                 

General and administrative (281)              (489)              (459)                

Exploration expenses (23)                -                -                 

Total Expenses (354)              (587)              (549)                

Income (loss) from operations (30)                (215)              (105)                

Finance costs (74)                (22)                (7)                   

Stock based compensation (20)                    (55)                (164)                    
Gain on sale of subsidiary 358               -                -                 

Foreign exchange gain (loss) (3)                  (25)                11                  

Net income (loss) 231               (317)             (265)               

Other comprehensive income (loss) (21)                12                 (7)                   

Comprehensive income (loss) 210               (305)             (272)               

Income (loss) per share:

Basic 0.01              (0.01)             (0.01)               

Diluted 0.01              (0.01)             (0.01)               

Weighted average number of shares outstanding

Basic 25,630 25,630 25,612

Diluted 29,794 25,630 25,612

Six months ended June 30,

 
 
The interim consolidated statements of income (loss) and comprehensive income (loss) for the six months ended June 30, 
2019 included the income (loss) and comprehensive income (loss) of STC while for the six months ended June 30, 2018 
STC was not a subsidiary of IntellaEquity and therefore not included. Many of the variances between the two years arise 
from this. 
 
Sales and cost of sales were $524 and $203, respectively, for the six months ended June 30, 2019 (six months ended June 
30, 2018 - $2,103 and $1,731). The principal reason for the reduction in sales is the disposal of Marcon (USA) in January 
2019. Former FOX-TEK, now STI, has performed well with revenue of $409 compared to $174 during the same period of 
2018 mainly because of the completion of one the leak detection projects during the period. 
 
There are no further sales from Marcon after the disposal of Marcon (USA) in January 2019. 
 
Total operating expenses for the six months ended June 30, 2019 were $354 compared to $587 during the same period in 
2018 mainly because Marcon (USA) has been sold.  
 
Research and development costs incurred by STI have gone down due to reduction of manpower in that company. General 
and administrative expenses has gone down from $489 for the six months ended June 30, 2018 to $281 for the six months 
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ended June 30, 2019 largely as salaries have come down from $2,103 to $409 during this period. The Company 
implemented IFRS 16 on January 1, 2019 and this has resulted in amortization of right of use assets of $50. Professional fees 
went down to $47 for the six months ended June 30, 2019 compared to $98 during the same period in 2018 mainly 
because of inclusion of STC group in this quarter. As noted above, STC was not a subsidiary of Intella in the 1st and 2nd 
quarters of 2018. 
 
The finance costs for the six months ended June 30, 2019 were $74 compared to $22 during the same period in 2018. 
Again, this is largely due to interest paid by STC amounting to $44. As noted above, STC was not a subsidiary of Intella in 
the 1st quarter of 2018. 
 
Gross profit analysis 
 
For the eight quarters, the gross profit margin for the two cash generating units fluctuated within a range of negative 37% to 
87%, which was mainly due to the fluctuation of the sales mix between Fox-Tek and Marcon - Fox-Tek has an average of 
about 72% gross profit margins and Marcon has an average of 7% gross profit margins. See following tables for gross profit 
margins in the two divisions.  

 
Gross profit for Marcon

Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2
2017 2017 2018 2018 2018 2018 2019 2019

Sales $564 $239 $1,634 $293 $319 $266 $116 $0 

Cost of sales 495 328 1,434 270 288 234 104 0 

Gross profit (loss) $69 ($89) $200 $23 $31 $32 $12 $0 
Gross profit % 12% -37% 12% 8% 10% 12% 10% 0%

Gross profit for Fox-Tek (STI from Q4 2018)
Q3 Q4 Q1 Q2 Q3 Q4 Q1 Q2

2017 2017 2018 2018 2018 2018 2019 2019

Sales $86 $91 $85 $90 $141 $65 $128 $280 

Cost of sales 20 38 11 15 43 19 40 59

Gross profit $66 $53 $74 $75 $98 $46 $88 $221 
Gross profit % 77% 58% 87% 83% 70% 71% 69% 79%
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The Company’s revenue continues to be difficult to forecast and is likely to fluctuate significantly from period to period.  In 
addition, the Company’s operating results do not follow any past trends. The factors affecting the Company’s revenue and 
results of operations include: 
 

x competitive conditions in the industrial sensing industry, including new products, product announcements and 
special pricing offered by competitors of the Company; 

x market acceptance of the Company’s products; 
x ability to hire, train and retain sufficient sales and professional services staff; 
x ability to complete its service obligations related to product sales in a timely manner; 
x varying size, timing and contractual terms of product orders, which may delay the recognition of revenue; 
x ability to maintain existing relationships and to create new relationships to assist with sales and marketing efforts; 
x the length and variability of the sales cycles for the Company’s products; 
x strategic decisions by the Company or its competitors, such as acquisitions, divestitures, spin-offs, joint ventures, 

strategic investments or changes in business strategy; 
x general weakening of the oil and gas industry resulting in a decrease in the overall demand for the products and 

services offered by the Company or otherwise affecting its customers’ capital investment levels in workforce 
management software; 

x changes in the Company’s pricing policies and the pricing policies of its competitors; 
x timing of product development and new product initiatives; and 
x changes in the mix of revenue attributable to substantially lower-margin service revenue as opposed to higher-

margin product license revenue. 
 

Since the Company’s revenue will be dependent upon a relatively small number of transactions, even minor variations in the 
rate and timing of conversion of sales prospects into revenue could cause the Company to plan or budget inaccurately. 
Such variations could adversely affect the Company’s financial results. Delays and reductions in the amount of, or 
cancellations of, customers’ purchases would adversely affect the Company’s revenue, results of operations and financial 
condition. 
 
Historically, the Company’s revenues and net results have not been affected by seasons.  Seasonal fluctuations will become 
more significant as the weighting of sales to the oil and gas field increases, since business activity is generally greater in the 
winter for this sector. 
 
Performance Indicators 

In order to evaluate the Company’s performance and generate long-term value for its shareholders, the Company has 
identified the following financial and non-financial performance indicators:  

x Distribution, sales, and long-term recurring revenues;  
x Products and innovation;  
x Short-term financial performance and cash flows;  
x Strategic acquisitions and development of new projects. 
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SEGMENTED INFORMATION 

The Company’s reportable segments are strategic business units that offer different services and/or products. They are 
managed separately because each segment requires different strategies and involves different aspects of management 
expertise.  

FOX-TEK develops non-intrusive asset health monitoring sensor systems for the oil and gas market to help operators track 
the thinning of pipelines and refinery vessels due to corrosion and erosion, strain due to bending or buckling, and process 
pressure and temperature. Fox-Tek’s FT fiber optic sensor and EFM systems allow cost-effective, 24/7 remote monitoring 
capabilities to improve scheduled maintenance operations, avoid unnecessary shutdowns, and prevent accidents and leaks. 
In 2018 this was sold to STC and the segment information for the six months ended June 30, 2019 shows the combined 
STC group including FOX-TEK. The segment information for the six months ended June 30, 2018 shows only FOX-TEK as 
one of the units. 

Marcon is an industrial supply contractor servicing the energy sector and a number of US government entities. Marcon’s 
principal business is the sale and distribution of industrial machinery and equipment such as cranes, derricks, diesel engines, 
conveyor systems, oil refining machines, packing machinery, industrial pumps and welding machinery. 

The accounting policies of the segments are the same as those described in the summary of significant accounting policies. 
The Company carries out its operations through wholly-owned entities. These entities are located in Canada and the 
United States. 

 
Six months ended June 30, 2019 

    
 

Marcon STC Corporate 
   Operations Operations Operations Total 

Sales  $            116   $            340   $              68   $            524  
Interest income                    -                        3                     -                        3  
Cost of sales               (104)                 (99)                    -                  (203) 
Gross profit                   12                 244                    68                 324  
Expenses 

    Research and development                    -                    (50)                    -                    (50) 
General and administrative                 (38)               (138)               (105)               (281) 
Exploration expenses                    -                    (23)                    -                    (23) 
Total expenses                 (38)               (211)               (101)               (354) 
Income (loss) from operations                 (26)                   33                  (33)                 (30) 
Finance costs                 (11)                 (43)                 (20)                 (74) 
Stock based compensation                    -                       -                    (20)                 (20) 
Loss on sale of subsidiary                332                     -                       -                   358  
Foreign exchange gain (loss)                     2                   (5)                    -                     (3) 
Net income (loss)                307                  (15)                 (79)                231  
Other comprehensive income (loss)                    -                       -                    (21)                 (21) 
Comprehensive income (loss)  $            307   $             (15)  $          (100)  $            210  
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Six months ended June 30, 2018 
    

 
Marcon Fox-Tek Corporate 

   Operations Operations Operations Total 
Sales  $           1,928   $            175   $               -   $           2,103  
Cost of sales            (1,705)                 (26)                    -               (1,731) 
Gross profit                 223                 149                    -                 372  
Expenses 

    Research and development                    -                    (80)                    -                    (80) 
Selling                    -                  (18)                    -                  (18) 
General and administrative               (173)               (101)              (215)                 (489) 
Total expenses               (173)               (199)              (215)                  (587) 
Income (loss) from operations                 50                 (50)               (215)                  (215) 
Finance costs                 (5)                    -                    (17)                 (22) 
Stock based compensation                    -                       -                    (55)                 (55) 
Foreign exchange gain (loss)                 (25)                     -                       -                   (25) 
Net income (loss)               20                  (50)               (287)              (317)  
Other comprehensive income (loss)                  12                       -                       -                     12    
Comprehensive income (loss)  $            32   $             (50)               (287)  $           (315)  
 

All of the Company's equipment is located in Canada. The Marcon sales revenue of $1,635 excludes intercompany 
sales of $1 to Fox-Tek for the six months ended June 30, 2018. The intercompany sales have been eliminated in the 
interim consolidated statements. 
 
Revenue by Geographic Region 
 

2019 2018 2019 2018

USA                     33                    312                    188                 1,976 

Canada                    247                     58                    335                    110 

Middle East                     14                       1                     17 

Others                      -                        -                        -   

Total                    280                    384                    524                 2,103 

Three months ended June 30, Six months ended June 30,

 
 

LIQUIDITY AND CASH RESOURCES 

Net cash generated from operating activities was $189 during the six months ended June 30, 2019 as compared to $96 
during the six months ended June 30, 2018. The Company expensed $20 as stock-based compensation (2018 - $55) and 
gained $358 on sale of its subsidiaries. Deferred revenue went up by $378 as STC invoices its major customers annual and 
this give rise to deferred revenue as at June 30, 2019.  
 
Cash used in financing activities was $105 during the six months ended June 30, 2019 (2018 – cash generated of $28) due to 
debt and lease payments made.  
 
Cash used in investing activities was $30 for the six months ended June 30, 2019 and is comprised mainly of cash given up 
on sale of the subsidiary Marcon USA of $27 during the period. 
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SHARE CAPITAL, WARRANTS, AND OPTIONS 
 
(a) Share Capital  

The Company is authorized to issue 400,000 common shares (par value of US $0.01 per share) of which 25,630 are 
issued and outstanding. There are 25,630 shares of voting common shares issued and outstanding as at June 30, 2019 
and as of the date of this MD&A (25,630 - December 31, 2018).   

 
(b) Stock options 

The Company has a stock option plan open to directors, officers, full-time employees and consultants of the 
Company. Under this plan, the Company may grant total options to a maximum of 10% of the issued and outstanding 
common shares of the Company on a non-diluted basis. 

On January 30, 2017, the Company granted 11,500 stock options to directors, officers and consultants of the 
Company exercisable at a price of $0.10 per share and expiring on January 30, 2022. The options vest in six equal 
yearly tranches with the first instalment vesting on January 30, 2017 with the remaining options vesting on the one 
and two year anniversaries of the initial release. The fair value at date of grant was $0.032 per option granted. The 
fair value of the options was calculated using the Black-Scholes option pricing model with the following assumptions:  
expected life of 5 years, a risk-free rate of 1.14%, expected dividend yield of 0% and an expected volatility of 134%.  
The expected volatility is based on the historical volatility of the Company’s share price over the life of the options.  
The Company has not paid any cash dividends historically and has no plans to pay cash dividends in the foreseeable 
future.  The risk-free interest rate is based on the yield of Canadian Benchmark Bonds with equivalent terms.  The 
expected option life in years represents the period of time that the options are expected to be outstanding based on 
historical warrants issued. 

For the six months ended June 30, 2019, included in general and administrative expenses is stock-based 
compensation of $20 (six months ended June 30, 2018 – $55) relating to the stock options granted to directors, 
officers and consultants of the Company. 

A summary of the status of the Company’s stock options as at June 30, 2019 and changes during the period then 
ended is presented below: 

  

     Number of 

 Weighted 
Average 
Exercise 

 
 Options  Price 

Balance as at December 31, 2018 and June 30, 2019  1,150 $ 1.00 
 

The following table summarizes information about stock options outstanding and exercisable as at June 30, 2019 and 
as at the date of this MD&A: 

 

 

# of Options 
Outstanding

# of Options 
Excercisable

Exercise 
Price Expiry Date

Remaining 
Contractual Life 

(years)

1,150 1,150  $         1.00 January 30, 2022 2.59                         

1,150 1,150  
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(c) Common Stock Purchase Warrants  

As at June 30, 2019 and as at the date of this MD&A, the Company had the following warrants issued and 
outstanding: 

No. of Warrants Issued and 
Outstanding Exercise Price Expiry 

 Weighted Average 
Remaining Life in 

Years
2,020 0.70                             14-Jul-20 1.04 

994 0.10                             18-Dec-20 1.47 
3,014 0.50$                          1.18  

 
The 2,020 outstanding warrants expired on July 14, 2018, and were extended until July 14, 2020. All other provisions of 
the warrants will remain the same. The 994 outstanding warrants were extended to December 18, 2020 and the 
exercise price of the warrants were amended from $1.50 to $1.00 per common share. All other provisions of the 
warrants will remain the same. 
 

 
TRANSACTIONS WITH RELATED PARTIES 

Related parties include Board of Directors, close family members, key management personnel, enterprises and others 
who exercise significant influence over the reporting entity.  All amounts owing to related parties are unsecured, non-
interest bearing and due on demand unless otherwise noted. 

(a) As at June 30, 2019, $4 (December 31, 2018 - $4) is owing to a law firm in which a director, Jay Vieira, is a former 
partner. 

(b) Included in accounts payable and accrued liabilities as at June 30, 2019 is $2l (December 31, 2018 - $21) owing to 
the CEO and a company controlled by the CEO.   

(c) Included in the interim consolidated statements of loss and comprehensive loss for the six months ended June 30, 
2019 is $41 (2018 - $41) paid to a company controlled by the CEO for services rendered by the CEO. 

(d) During the year ended December 31, 2017, the Company granted 5,500 options to directors and officers of the 
Company at an exercise price of $1.00 per share expiring on January 30, 2022.   Included in the statements of loss 
and comprehensive loss for the six months ended June 30, 2019 is stock-based compensation expense of $12 
(2018 - $31) relating to options granted to related parties (Note 12(c)). 

(e) During the six months ended June 30, 2019, the Company signed promissory notes secured against the assets of 
the Company and received $30 (2018 - $403) from a company controlled by a director of the Company in 
addition to $191 that was outstanding as at December 31, 2018. An amount, $72 have been during the six months 
ended June 30, 2019. The remaining loan of $154 including accrued interest are due on demand and bear interest 
at 10% per annum.  Total interest of $5 related to the notes is disclosed as finance costs in the interim 
consolidated statements of loss and comprehensive loss for the six months ended June 30, 2019 (2018 - $4). 

(f) Included in accounts payable and accrued liabilities as at June 30, 2019 is $31 (December 31, 2018 - $nil) for legal 
fees and disbursements owing to a law firm (McMillan) in which an officer of STC, Robbie Grossman, was a former 
partner.  

(g) Included in accounts payable and accrued liabilities as at June 30, 2019 is $43 (December 31, 2018 - $nil) for legal 
fees and disbursements owing to a law firm (Garfinkle Biderman LLP) of which an officer of STC, Robbie 
Grossman, was a former partner. 

(h) At June 30, 2019, $511 (December 31, 2018 - $511) has been included in accounts payable and accrued liabilities 
for unpaid remuneration of STC’s former Chief Executive Officer and director, Allen Lone. Allen Lone is the CEO 
of the Company. 

(i) At June 30, 2019 $4 (December 31, 2018 - $nil) is included in accounts payable and accrued liabilities to an officer 
and director of STC. 
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(j) At June 30, 2019 $2 (2018 - $nil) has been included in accounts payable and accrued liabilities for Alan Myers and 
Associates, an accounting firm in which Alan Myers, the CFO of STC, is a partner, for taxation services provided. 

(k) Included in advances are promissory notes outstanding at June 30, 2019 of $346 (December 31, 2018 - $335), 
from related parties (former directors and a company controlled by a former officer of STC) and secured against 
the assets of STC and due on demand. The loans bear interest at 10% to 12% per annum and are secured against 
the assets of STC (Note 12). 

(l) Included in office and general expenses for the six months ended June 30, 2019 is $nil (2018 - $nil) for consulting 
services provided by Binh Quach, a director of STC. As at June 30, 2019, $28 (2018- $nil) has been included in 
accounts payable.  

(m) Included in office and general expenses for the six months ended June 30, 2019 is $10 (2018 - $nil) for accounting 
services provided by Momen Rahman, CFO of the Company. As at June 30, 2019, $176 (2018- $nil) has been 
included in accounts payable.  

(n) Included in professional expenses and disbursements for the six months ended June 30, 2019 is $15 (2018 - $nil) 
for legal services and disbursements provided by Jay Vieira, a director of the Company and CEO of STC.  

(o) As at June 30, 2019, $15 (2018- $nil) has been included in accounts payable. Included in research and development 
expenses for the six months ended June 30, 2019 is $18 (2018 - $18) for services provided by Mumin Demiral, a 
director of the STC. 

 
KEY MANAGEMENT PERSONNEL COMPENSATION 

During the six months ended June 30, 2018, the Company recognized salaries and short-term benefit expenses of $187 
(2018 - $240) for its key management personnel, including the CEO of the Company, CEO of Marcon, VP of Software 
Solutions and CFO of the Company. 
 

CHANGES IN ACCOUNTING POLICIES 
 

These interim consolidated statements follow the same accounting policies and methods of computation as those described 
in Note 2 of the annual consolidated financial statements as at and for the year ended December 31, 2018, except those 
adopted on January 1, 2019 as follows. The implementation of the new policies had no impact to the Company’s interim 
consolidated statements for the six months ended June 30, 2018. 
 
IFRS 16, Leases (“IFRS 16”) was issued in January 2016 to improve the accounting for leases, generally by eliminating a 
lessees’ classification of leases and introducing a single lessee accounting model. The most significant effect of the new 
standard will be the lessee’s recognition of the initial present value of unavoidable future lease payments as lease assets and 
lease liabilities on the statement of financial position. Leases with durations of 12 months or less and leases for low value 
assets are both exempted. The measurement of the total lease expense over the term of a lease will be unaffected by the 
new standard. However, the new standard will result in the timing of lease expense recognition being accelerated for leases 
which would be currently accounted for as operating leases.  

The presentation on the statement of income and other comprehensive income (loss) required by the new standard will 
result in most lease expenses being presented as amortization of lease assets and financing costs arising from lease liabilities 
rather than as being a part of goods and services purchased. The standard is effective for annual periods beginning on or 
after January 1, 2019 and will supersede IAS 17 Leases. The Company have some leases and has applied the standard 
effective January 1, 2019.  As a result, rights of use assets and lease liabilities of $205 were recognised as at January 1, 2019 
in the interim consolidated statements of financial positions. 
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Future accounting pronouncements 

IFRS accounting standards, interpretations and amendments to existing IFRS accounting standards that were not yet effective 
as at December 31, 2018, are described in Note 4 to the annual consolidated financial statements as at and for the year 
ended December 31, 2018.  There have been no other changes to existing IFRS accounting standards and interpretations 
since December 31, 2018 that are expected to have a material effect on the Company’s interim consolidated statements. 
 
RISKS AND UNCERTAINTIES 

High Degree of Product Concentration 
 
Substantially all of the Company’s currently anticipated revenues will be derived from a limited number of products and 
services.  Consequently, the Company’s performance will depend on establishing market acceptance of these products and 
services in a single market, as well as enhancing the performance of such products and services to meet the evolving needs 
of customers.  The Company, like other entities involved in a rapidly evolving new industry, faces the risk that the 
Company’s products and services may not prove to be commercially successful or may be rendered obsolete by further 
scientific and technological developments.  There can be no assurances that the Company will establish and maintain a 
position at the forefront of emerging technological trends. Any reduction in anticipated future demand or anticipated future 
sales of these products or any increase in competition could have a material adverse effect on the Company’s business 
prospects, operating results or financial condition.  
 
Competition  
 
The Company has experienced, and expects to continue to experience, competition from a number of companies. The 
Company’s competitors may announce new products, services or enhancements that better meet the needs of customers 
or changing industry standards. Increased competition may cause price reductions, reduced gross margins and loss of 
market share, any of which could have a material adverse effect on the Company’s business, results of operations and 
financial condition. 
 
Many of the competitors and potential competitors of the Company have significantly greater financial, technical, marketing 
and/or service resources than does the Company.  Many of these companies also have a larger installed base of users, 
longer operating histories or greater name recognition than the Company. Customers of the Company are particularly 
concerned that their suppliers will continue to operate and provide upgrades and maintenance over a long-term period. 
The Company’s smaller size and short operating history may be considered negatively by prospective customers. Even if 
competitors of the Company provide products with more limited system functionality than those of the Company, these 
products may incorporate other capabilities of interest to some customers and may be appealing due to a reduction in the 
number of different types of systems used to operate such customers’ businesses. Further, competitors of the Company 
may be able to respond more quickly than the Company to changes in customer requirements and devote greater 
resources to the enhancement, promotion and sale of their products. 
 
Market Uncertainty 
 
The Company’s success depends to a significant degree on its ability to develop the market and gain acceptance for its 
products and services.  There is no assurance that a significant market will develop for the Company’s pr incipal products 
and services.  Implementation and adoption of its products have been slow to develop and may continue to be subject to 
delays.  There can be no assurances that the additional commercial applications and markets for the Company’s products 
will develop as currently contemplated.   
 
The market for the Company’s products is just beginning to develop and the Company’s business plan will continue to 
require significant marketing efforts and working capital.  To manage such development, the Company must continue to 
expand its existing resources and management information systems and must attract, train, and motivate qualified 
marketing, management, technical and administrative personnel.  There can be no assurance that the Company will be able 
to achieve these goals.  
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The Company’s success in the Marcon segment depends on and is exposed to the Middle East oil & gas market. The region 
has gone through some tremendous changes in the last year that have a slight impact on future sales and services in the 
region, and the United States Government Departments spending patterns in the operating expenditure side of 
procurement and contracting rather than the CAPEX side of the business and therefore most contracts signed with the 
Company fall under the maintenance repair and operations (“MRO”).  
 
Labour and Key Personnel 
 
The Company depends on the services of its engineers, technical employees, and key management personnel. The loss of 
one of these people could have a significant unfavorable impact on the Company, its operating results, and its financial 
position. The success of the Company is largely dependent upon its ability to identify, hire train, motivate, and retain highly 
skilled management employees, engineers, technical employees, and sales and marketing personnel. Competition for its 
employees can be intense, and the Company cannot ensure that it will be able to bring in and retain highly skilled technical 
and management personnel in the future. Its ability to bring in and retain management and technical personnel and the 
necessary sales and marketing employees could have unfavorable impact on its growth and future profitability. The 
Company may be obligated to increase the compensation paid to current or new employees, which could substantially 
increase operating expenses.  
 
Growth Management and Market Development 
 
There is no guarantee that the Company can develop its market significantly, thus affecting its profitability. The Company 
expected growth might create significant pressure on management, operations, and technical resources. In order to manage 
its growth, IntellaEquity may need to increase the size of its technical and operational staff and manage its personnel while 
maintaining many effective relationships with third parties.  
 
Pricing Policies 
 
The competitive market in which IntellaEquity operates could force it to reduce its prices. If its competitors offer large 
discounts on certain products and services in order to gain market shares or sell products and services, the Company may 
need to lower its prices and offer other favorable terms in order to compete successfully. Such changes could reduce profit 
margins and have an unfavorable impact on its operating results. Some of IntellaEquity’s competitors could offer products 
and services that compete with theirs for promotional purposes or as part of a long-term pricing strategy or offer price 
guarantees or product implementation. With time, these practices could limit the prices IntellaEquity may charge for its 
products and services. If IntellaEquity cannot offset these price reductions with a corresponding increase in sales volume or 
decreased expense, the decreased revenues from products and services could unfavorable affect its profit margins and 
operating results.  
 
Product Failures and Mistakes 
 
IntellaEquity products are complex and therefore may contain failures and mistakes that could be detected at any time in a 
product’s life cycle. Failures and mistakes in its products could have a significant unfavorable impact on its reputation, open 
it up to significant costs, delay product launch dates, and harm its ability to sell its products in the future. The costs of 
correcting a failure or mistake in one of these products could be significant and could negatively affect its operating margins. 
Although IntellaEquity expects to continue to test products to detect failure and mistakes and to work with its customers 
through its support and maintenance services in order to find and correct failure and mistakes, they could appear in its 
products in the future. IntellaEquity is exposed to warranty expenses, product recalls and other claims, particularly if the 
products prove to be defective, which would harm business development and the Company’s reputation. IntellaEquity 
provides one year warranty for its products.  
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Technological Obsolescence 
 
Competitors and new companies could launch new products. In order to remain on the cutting edge of technology, 
IntellaEquity may need to launch a new generation of fiber optic sensors and develop its related products and services. 
Whether it is competition from development companies and /or marketing of fiber optic sensors or a merger or acquisition 
of existing companies, competition within certain fiber optic sensor industry sectors offering solutions similar to what 
IntellaEquity offers is vigorous and could increase. Some of IntellaEquity’s competitors have significantly greater financial, 
technical, distribution, and marketing resources than IntellaEquity. Technological progress and product development could 
make IntellaEquity products obsolete or reduce their value.  
 
FINANCIAL INSTRUMENTS AND OTHER INSTRUMENTS 
 
The Company’s financial instruments include cash, investments at fair value through profit or loss, trade and other accounts 
receivable, bank indebtedness, accounts payable and accrued liabilities, advances, long-term debt, and convertible 
debentures.  
 
The Company doesn’t have any other instruments that will be settled by the delivery of non-financial assets.  
 
The fair value of financial instruments 
 
The Company has estimated the fair value of its financial instruments as follows:  

x Cash is carried at its stated value;  
x The share prices quoted in the market approximates the fair value of the investments; 
x The carrying value of trade and other accounts receivable, bank indebtedness, accounts payable and accrued 

liabilities, and advances approximate their fair values due to the short-term nature of these instruments;  
x The convertible debentures include liability component, conversion option, and warrants. Both conversion option 

and warrants meet all the criteria for recognition as equity instruments under IAS 32, financial instruments 
presentation, and have been recognized as equity components. Management estimated the fair value of a similar 
liability that doesn’t have associated equity components by using a discount rate of 18% at initial recognition and 
each extension date. The residual amount has been allocated to equity components. Management used the Black-
Scholes option pricing model to estimate the fair value of conversion option and warrants, and the residual equity 
amount is then allocated to based on their relative fair values. At initial recognition date and each extension date, 
the convertible debentures have been segregated into conversion option, warrants and liability components. The 
equity components decreased the carry amount of convertible debenture liability and will be accreted into profit 
and loss using the effective interest method over the each extension terms of convertible debentures and bring the 
carry amount of convertible debenture to their face amounts at maturity dates.   

x Long term debt is carried at amortized cost. It has a fixed interest rate which is paid monthly. 
 

 
FINANCIAL RISK MANAGEMENT 

The Company has exposure to counterparty credit risk, liquidity risk and market risk associated with its financial assets and 
liabilities. The Board of Directors has overall responsibility for the establishment and oversight of the Company’s risk 
management framework. The Board of Directors has established the Audit Committee which is responsible for developing 
and monitoring the Company’s compliance with risk management policies and procedures. The Audit Committee regularly 
reports to the Board of Directors on its activities. 
 
The Company’s risk management program seeks to minimize potential adverse effects on the Company’s financial 
performance and ultimately shareholder value. The Company manages its risks and risk exposures through a combination of 
insurance, a system of internal and disclosure controls, and sound business practices. 
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Cash  
 
Cash consists of bank balances and petty cash. Credit risk associated with cash and bank is minimized substantially by 
ensuring that these financial assets are invested in debt instruments of highly rated financial institutions. As at June 30, 2019, 
the Company held cash and bank balances of $77 (December 31, 2018 - $44). 

Trade and Other Accounts Receivable 

Accounts receivable consists primarily of trade accounts receivable from the sale of equipment, installation and reporting 
services. The Company’s credit risk arises from the possibility that a counterparty which owes the Company money is 
unable or unwilling to meet its obligations in accordance with the terms and conditions in the contracts with the Company, 
which would result in a financial loss to the Company. This risk is mitigated through established credit management 
techniques, including monitoring counterparty creditworthiness, setting exposure limits and monitoring exposure against 
these customer credit limits. 
 
The carrying amount of accounts receivable is reduced through the use of an allowance for doubtful accounts and the 
amount of the loss is recognized in the statement of loss in expenses. When a receivable balance is considered 
uncollectible, it is written off against the allowance for accounts receivable. Subsequent recoveries of amounts previously 
written off reduce general and administrative expenses in the statement of loss. Historically, trade credit losses have been 
minimal. 
 
Liquidity Risk 

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due. The Company 
has working capital deficiency of $2,547 (December 31, 2018 - $2,705).  
 
The following items are the contractual maturities of financial liabilities: 
 

 

June 30, 2019 Carrying 
amount

Contractual 
cash flows

0 to 12 
months

After 12 
months

Accounts payable and accrued liabilities  $            1,545  $            1,545  $            1,545  $                   -   
Reclamation and decomissioning obligations                    411                    411                    411                       -   
Advances                    576                    576                    576                       -   
Income tax payable                       -                         -                         -                         -   
Debentures                      57                      57                      57                       -   
Non-cash liabilities                    402                    402                    402                       -   
Long term debt                    174                    174                      66                    118 
Lease obligations                    223                    223                      56                    157 

 $            3,388  $            3,388  $            3,113  $                275 

December 31, 2018 Carrying 
amount

Contractual 
cash flows

0 to 12 
months

After 12 
months

Accounts payable and accrued liabilities  $            2,095  $            2,095  $            2,095  $                   -   
Reclamation and decommissioning obligations                    411                    411                    411                       -   

Advances                    608                    608                    608                       -   
Income tax payable                      24                      24                      24                       -   
Debentures                      54                      54                      54                       -   
Non-cash liabilities                      24                      24                      24                       -   
Long term debt                    200                    200                      50                    150 

 $            3,416  $            3,416  $            3,266  $                150  
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Market Risk 
 
Market risk is the risk that changes in market prices, such as foreign exchange rates and interest rates will affect the fair 
value of recognized assets and liabilities or future cash flows or the Company’s results of operations. To contend with 
changes in market prices, the Company constantly reviews its current and planned expenditures to ensure it has adequate 
resources to continue operations. The Company primarily sells goods in Canada and the United States and attempts to 
limit its exposure by transacting in the local currency and therefore limiting exposure to foreign exchange rates. 
 
Foreign Exchange 

The Company operates primarily in Canada and the United States. 

The presentation currency is Canadian dollars and the functional currency of the parent company is the Canadian 
dollars.  As at June 30, 2019, the Company's US dollar net monetary assets totalled $8 (December 31, 2018 – a net 
monetary liability of $227).  Accordingly a 5% change in the US dollar exchange rate as at June 30, 2019 on this 
amount would have resulted in an exchange gain or loss and therefore net income would have increased (decreased) 
by $1.  

 
Capital Management 

The Company manages the capital structure and makes adjustments to it in the light of changes in economic conditions and 
the risk characteristics of the underlying assets. In order to maintain or adjust the capital structure, the Company may issue 
new shares or debt. The Company considers its capital to include shareholders’ deficiency which amounts to $1,917 
(December 31, 2018 - $2,125). 

The Company’s objectives when managing capital are to safeguard the Company’s ability to continue as a going concern, so 
that it can provide returns for shareholders and benefits for other stakeholders. 
 
The Company has no commitments, other than convertible debentures and warrants, to sell or otherwise issue common 
shares. Management reviews its capital management approach on an ongoing basis and believes that this approach, given the 
relative size of the Company, is reasonable.   The Company has not changed its approach to capital management during the 
six months ended June 30, 2019. 
 
Investor Relations 
 
During the six months ended June 30, 2019, the Company performed its own investor relations. The Company will 
continue to perform its own investor relations for the foreseeable future. 
 
SUBSEQUENT EVENTS 
 

(a) Subsequent to June 30, 2019, the Corporation has entered into a definitive amalgamation agreement (the 
“Amalgamation Agreement”) with CannCentral Inc. (“CannCentral”), a corporation existing under the laws 
of the Province of Ontario, which outlines the general terms and conditions pursuant to which IntellaEquity and 
CannCentral would be willing to complete a transaction that will result in a reverse take-over of the Corporation 
by the shareholders of CannCentral (the “Transaction”). Pursuant to the terms of the Amalgamation Agreement, 
IntellaEquity, CannCentral and Paragon Blockchain Inc. (“SubCo”), a wholly owned subsidiary of the Corporation 
will complete a business combination by way of a three-cornered amalgamation under the Business Corporations Act 
(Ontario). Under the terms of the Amalgamation Agreement CannCentral will amalgamate with SubCo and will 
carry on the existing business of CannCentral as a wholly owned operating subsidiary of IntellaEquity. The 
Amalgamation Agreement was negotiated at arm’s length and is effective as of July 26, 2019. 
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(b) Subsequent to June 30, 2019, STC has entered into a non-binding letter of intent (the "LOI") with GreenInsightz 

Limited ("GreenInsightz"), an arm's length party to acquire all of the issued and outstanding securities of GreenInsightz 
for an aggregate purchase price of $7,500 that will be satisfied through the issuance of common shares of STC. The 
closing of the proposed acquisition is subject to, among things, the successful completion of the Company’s due 
diligence review of GreenInsightz and the execution of a definitive share exchange agreement between the Company 
and the shareholders of GreenInsightz and subject to all regulatory requirements and shareholder approval. 
GreenInsightz uses patented artificial intelligence and machine learning solutions for social discovery in the cannabis 
industry. GreenInsightz offers its clients analysis and solutions for audience discovery, brand reputation, marketing and 
communications on the basis of data drawn from social media that is analyzed with advanced proprietary techniques. In 
addition to social media discovery, GreenInsightz is a powerful tool for collecting, analyzing and reporting on all sorts 
of structured and unstructured data making it an ideal solution for growers collecting information from sensors, IOT 
analysis and patient data analysis.  
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INTELLAEQUITY INC.  
(FORMERLY - AUGUSTA INDUSTRIES INC.) 

 
 
 

NOTICE OF NO AUDITOR REVIEW OF INTERIM CONDENSED CONSOLIDATED 
FINANCIAL STATEMENTS 

 
 
Under National Instrument 51-102, Part 4, sub-section 4.3(3)(a), if an auditor has not performed a review of 
the interim condensed consolidated financial statements, they must be accompanied by a notice that the 
interim condensed consolidated financial statements have not been reviewed by an auditor. 
 
The accompanying unaudited interim condensed consolidated financial statements of the Company have been 
prepared by and are the responsibility of the Company’s management. 
 
The Company’s independent auditor has not performed a review of these interim condensed financial 
statements in accordance with the standards established by the Canadian Institute of Chartered Accountants 
for a review of interim financial statements by an entity’s auditor. 
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INTELLAEQUITY INC. (FORMERLY – AUGUSTA INDUSTRIES INC.) 

CONSOLIDATED STATEMENTS OF FINANCIAL POSITIONS 
AS AT JUNE 30, 2019 AND DECEMBER 31, 2018  

(Unaudited - Expressed in Canadian dollars.  All numbers are in thousands except for share prices expressed in dollars 

Note

June 30,
2019

(Unaudited)

December 31,
2018

(Audited)
Assets

Current Assets
Cash and cash equivalents 77$                         44$                         
Trade and other accounts receivable 3         358                         395                         
Inventory 4         37                            37                            
Tax credits receivable 6         20                            20                            
Prepaid expenses and other assets 74                            65                            
Total Current Assets 566                         561                         
Non-Current Assets
Equipment and right of use assets 7         219                         25                            
Oil and gas property interests 8         509                         509                         
Deposits 9         337                         334                         
Total Non-Current Assets 1,065                      868                         
Total Assets 1,631$                   1,429$                   

Liabilities and Shareholders' Deficiency
Current Liabilities
Accounts payable and accrued liabilities 1,545$                   2,095$                   
Reclamation and decommissioning obligations 411                         411                         
Deferred revenue 402                         24                            
Income tax payable -                          24                            
Long term debt - current portion 10       56                            50                            
Lease obligations - current portion 11       66                            -                          
Advances 12       576                         608                         
Convertible debentures 13       57                            54                            
Total Current Liabilities 3,113                      3,266                      
Non-Current Liabilities
Long term debt 10       118                         150                         
Lease obligations - long term 11       157                         -                          
Total Non-Current Liabilities 275                         150                         
Total Liabilities 3,388                      3,416                      
Shareholders' Deficiency
Share capital 14(a) 5,535                      5,535                      
Warrants 14(b) 671                         671                         
Reserves 14(c) 2,899                      2,879                      
Accumulated other comprehensive income -                          21                            
Deficit (11,022)                  (11,231)                  
Total deficiency attributable to owners (1,917)                    (2,125)                    
Non-controlling interest 160                         138                         
Total Shareholders' Deficiency (1,757)                    (1,987)                    

Total Liabilities and Shareholders' Deficiency 1,631$                   1,429$                    
 

The accompanying notes are an integral part of these interim condensed consolidated financial statements. 
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INTELLAEQUITY INC. (FORMERLY – AUGUSTA INDUSTRIES INC.) 
CONSOLIDATED STATEMENTS OF LOSS  

AND COMPREHENSIVE LOSS 
FOR THE SIX MONTHS ENDED JUNE 30, 2019 AND 2018 

 (Unaudited - Expressed in Canadian dollars.  All numbers are in thousands except for share prices expressed in dollars) 
 

Note 2019 2018 2019 2018
Sales 280$                 384$                 524$                 2,103$              
Interest income 1                        -                    3                        -                    
Cost of sales (59)                    (286)                  (203)                  (1,731)               
Gross profit 222                   98                      324                   372                   
Expenses
Research and development (28)                    (40)                    (50)                    (80)                    
Sell ing -                    (11)                    -                    (18)                    
General and administrative 18        (95)                    (294)                  (281)                  (489)                  
Exploration expenses (16)                    -                    (23)                    -                    
Total expenses (139)                  (345)                  (354)                  (587)                  
Income (loss) from operations 83                      (247)                  (30)                    (215)                  
Finance costs 10, 11 (37)                    (12)                    (74)                    (22)                    
Stock based compensation 14(c) (8)                       (24)                    (20)                    (55)                    
Gain on sale of subsidiary 5          501                   -                    358                   -                    
Equity pick-up (7)                       -                    -                    -                    
Foreign exchange gain (loss) (16)                    (16)                    (3)                       (25)                    
Net income (loss) 516                   (299)                  231                   (317)                  
Other comprehensive income (loss) (3)                       6                        (21)                    12                      
Comprehensive income (loss) 513$                 (293)$                210$                 (305)$                

Net income (loss) attributable to:
Shareholders 494                   (299)                  209                   (317)                  
Non-controlling interest 22                      -                    22                      -                    

516                   (299)                  231                   (317)                  

Comprehensive income (loss) attributable to:
Shareholders 491                   (293)                  188                   (305)                  
Non-controlling interest 22                      -                    22                      -                    

513                   (293)                  210                   (305)                  

Net income (loss) per share:
Basic 14(d) 0.02$                (0.01)$               0.01$                (0.01)$               
Diluted 14(d) 0.02$                (0.01)$               0.01$                (0.01)$               

Weighted average number of shares outstanding:
Basic 14(d) 25,630 25,630 25,630 25,630
Diluted 14(d) 29,794 25,630 29,794 25,630

Three months ended June 30, Six Months ended June 30,

 
 

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



 

5 
 

INTELLAEQUITY INC. (FORMERLY – AUGUSTA INDUSTRIES INC.) 
CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY (DEFICIENCY) 

FOR THE SIX MONTHS ENDED JUNE 30, 2019 and 2018   
(Unaudited - Expressed in Canadian dollars.  All numbers are in thousands except for share prices expressed in dollars) 

 
 

 
 Accumulated 

Other Total

Number Amount Warrants Reserves
Comprehensive 

Income Deficit
Shareholders' 

Deficiency

Balance, December 31, 2017             256,296  $             5,535  $                671  $             1,829  $                      1  $           (8,580)  $               (544)
Net loss for the period                        -                          -                          -                          -                           -                     (317)                   (317)
Stock based compensation                        -                          -                          -                         55                         -                          -                         55 
Other comprehensive income                        -                          -                          -                          -                          12                        -                         12 

Balance, June 30, 2018             256,296  $             5,535  $                671  $             1,884  $                    13  $           (8,897)  $               (794)

Balance, December 31, 2018 25,630  $             5,535  $                671  $             2,879  $                    21  $         (11,231)  $           (2,125)
Net income for the period                        -                          -                          -                          -                           -                       209                     209 
Stock based compensation                        -                          -                          -   20                         -                          -                         20 
Other comprehensive loss                        -                          -                          -                          -                        (21)                        -                       (21)

Balance, June 30, 2019 25,630  $             5,535  $                671  $             2,899  $                     -    $         (11,022)  $           (1,917)

Share Capital

 
 

The accompanying notes are an integral part of these interim condensed consolidated financial statements.
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INTELLAEQUITY INC. (FORMERLY – AUGUSTA INDUSTRIES INC.) 
CONSOLIDATED STATEMENTS OF CASH FLOWS 

FOR THE SIX MONTHS ENDED JUNE 30, 2019 AND 2018  
(Unaudited - Expressed in Canadian dollars.  All numbers are in thousands except for share prices expressed in dollars) 

 

2019 2018
CASH PROVIDED BY OPERATING ACTIVITIES
Net income (loss) for the period                       231  $                 (317)
Items not involving cash:

Amortization                          50                            4 
Accrued interest on convertible debentures                            3                            3 
Accrued interest on advances                            8                           -   
Gain on sale of subsidiary                     (358)                           -   
Stock-based compensation                          20                          55 

                      (46)                     (255)
Changes in non-cash working capital:

Trade and other accounts receivable                       (81)                     (184)
Inventory                           -                             -   
Tax credit receivable                           -                         (11)
Prepaid expenses and other assets                       (11)                       223 
Income tax payable                       (24)                           -   
Accounts payable and accrued liabilities                       (27)                       178 
Deferred revenue                       378                       145 

                      235                       351 
                      189                          96 

CASH USED IN INVESTING ACTIVITIES
Sale of subsidiary                       (27)                           -   
Increase in deposits                          (3)                           -   

                      (30)                           -   
CASH PROVIDED BY (USED IN) FINANCING ACTIVITIES

Proceeds from advances                          20                       488 
Repayment of advances                       (60)                     (433)
Repayment of long-term debt                       (26)                       (27)
Lease payments made                       (39)                           -   

                    (105)                          28 
Effect of changes in foreign exchange rate                       (21)                          12 

                         33                       136 
CASH AND CASH EQUIVALENTS, BEGINNING OF PERIOD                          44                          83 
CASH AND CASH EQUIVALENTS, END OF PERIOD  $                     77  $                   219 

SUPPLEMENTAL CASH FLOW INFORMATION: 
Income tax paid                           -                             -   
Interest paid  $                        8  $                        6 

NET INCREASE IN CASH  AND CASH EQUIVALENTS FOR THE PERIOD

Six months ended June 30

 
 

The accompanying notes are an integral part of these interim condensed consolidated financial statements. 
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1. NATURE OF OPERATIONS 
IntellaEquity Inc. (formerly - Augusta Industries Inc.) (the “Company” or "IntellaEquity") was incorporated on 
October 13, 1999 under the laws of the State of Delaware with a registered office and a head-office location at 277 
Lakeshore Road East, Suite 304, Oakville, Ontario L6J 6J3 Canada. IntellaEquity’s significant shareholder is 
Knoxbridge Corp. (“Knoxbridge”), who owns 30.0% of the voting shares of the Company (December 31, 2018 – 
30.0%).  
 
Fox-Tek Canada Inc. (“FOX-TEK”), a wholly-owned subsidiary of IntellaEquity, was sold to Sensor Technologies 
Corp. (“STC”) for a purchase price of $21,500. $9,500 of the purchase price was satisfied through the issuance of an 
aggregate of 47,500 post-consolidated common shares (the "Consideration Shares") in the capital of STC at a price 
of $0.20 per Consideration Share. The balance of the purchase price, being up to $12,000, will be satisfied through a 
royalty of 15% on all future sales of Fox-Tek's products and a 20% royalty on all future sales of Fox-Tek's services 
(collectively, the "Royalty"). The Royalty shall be payable until the earlier of (i) the 10 year anniversary of the closing 
of the acquisition of Fox-Tek, and (ii) the aggregate payment of $12,000. The value of the Royalty has not been 
included in the purchase price as the amount is uncertain.  

Marcon International Inc. (“Marcon”), a wholly-owned subsidiary of IntellaEquity, is in the business of selling 
equipment to foreign multinational companies operating primarily in the Middle East and to the United States 
government. The equipment is purchased from various suppliers in Canada, United States and Europe. 
 
The Company sold 51% of shares of its wholly owned subsidiary, Marcon International (USA) Inc. (“Marcon USA”) 
to a third party, GRX Industries Inc. (“GRX”), a Delaware corporation on January 31, 2019. The Company 
considers Marcon USA an associate since January 31, 2019. 

These interim condensed consolidated financial statements (“interim consolidated statements) were approved for 
issue by the Board of Directors on August 29, 2019. 

2. BASIS OF PRESENTATION AND GOING CONCERN 

Statement of Compliance 
These interim consolidated statements are unaudited and have been prepared on a condensed basis in accordance 
with International Accounting Standard 34, Interim Financial Reporting Standard issued by the International 
Accounting Standards Board (“IASB”) using accounting policies consistent with International Financial Reporting 
Standards (“IFRS”). 
 
These interim consolidated statements as at and for the six-month periods ended June 30, 2019 and 2018 should be 
read together with the annual consolidated financial statements as at and for the year ended December 31, 2018 
which were prepared in accordance with IFRS. 
 
Changes in Accounting Policies 
These interim consolidated statements follow the same accounting policies and methods of computation as those 
described in Note 2 of the annual consolidated financial statements as at and for the year ended December 31, 2018, 
except those adopted on January 1, 2019 as follows.  
 
IFRS 16, Leases (“IFRS 16”) was issued in January 2016 to improve the accounting for leases, generally by eliminating 
a lessees’ classification of leases and introducing a single lessee accounting model. The most significant effect of the 
new standard will be the lessee’s recognition of the initial present value of unavoidable future lease payments as 
lease assets and lease liabilities on the statement of financial position. Leases with durations of 12 months or less 
and leases for low value assets are both exempted. The measurement of the total lease expense over the term of a 
lease will be unaffected by the new standard. However, the new standard will result in the timing of lease expense 
recognition being accelerated for leases which would be currently accounted for as operating leases.  
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The presentation on the statement of income and other comprehensive income (loss) required by the new standard 
will result in most lease expenses being presented as amortization of lease assets and financing costs arising from 
lease liabilities rather than as being a part of goods and services purchased. The standard is effective for annual 
periods beginning on or after January 1, 2019 and will supersede IAS 17 Leases. The Company have some leases and 
has applied the standard effective January 1, 2019.  As a result, rights of use assets and lease liabilities of $205 were 
recognised as at January 1, 2019 in the interim consolidated statements of financial positions. 

Future accounting pronouncements 
IFRS accounting standards, interpretations and amendments to existing IFRS accounting standards that were not yet 
effective as at December 31, 2018, are described in Note 4 to the annual consolidated financial statements as at and 
for the year ended December 31, 2018.  There have been no other changes to existing IFRS accounting standards 
and interpretations since December 31, 2018 that are expected to have a material effect on the Company’s interim 
consolidated statements. 

Basis of Measurement 
The interim condensed consolidated financial statements have been prepared on the historical cost basis, except for 
certain financial assets which are measured at fair value. In addition, these financial statements have been prepared 
using the accrual basis of accounting, except for cash flow information. These interim condensed consolidated 
financial statements are presented in Canadian dollars, which is the Company’s functional currency. 

Basis of Consolidation 
The interim consolidated financial statements include the accounts of the Company and its wholly-owned 
subsidiaries, Fiber Optic Systems Technology (Canada), Inc., PinPoint FOX-TEK Inc., Marcon International Inc., 
Marcon International (USA) Inc., Marcon International (UK) Ltd. and its 82% owned subsidiary Sensor Technologies 
Corp. and Paragon Blockchain Inc. (collectively referred to as the “Company” or “Intella”).  
 
The disposal of Marcon International (USA) Inc., Fiber Optic Systems Technology (Canada), Inc., and PinPoint FOX-
TEK Inc. have been recognized in these financial statements as described in note 5. 
 
On December 12, 2018, the Company announced its intention to distribute an aggregate of 25,611 common shares 
of STC to shareholders of the Company on the basis of one STC shares for every one Intella shares outstanding. 
Subsequent to the year ended December 31, 2018, the distribution was completed through two distributions in 
March 2019 bringing down the number of common shares of STC owned by the company to 21,889 or 38%. The 
regulatory bodies have not yet given permission for the distribution and accordingly the Company views that it still 
controlled 47,500 of common shares of STC (82%) as at June 30, 2019. 
 
Subsidiaries consist of entities over which the Company is exposed to, or has rights to, variable returns as well as 
the ability to affect those returns through the power to direct the relevant activities of the entity. Subsidiaries are 
fully consolidated from the date control is transferred to the Company and are de-consolidated from the date 
control ceases. The interim condensed consolidated financial statements include all the assets, liabilities, revenues, 
expenses and cash flows of the Company and its subsidiaries after eliminating inter-entity balances and transactions. 
 
The preparation of interim condensed consolidated financial statements in conformity with IFRS requires 
the Company’s management to make judgments, estimates and assumptions about future events that affect the 
amounts  reported in the interim condensed consolidated financial statements and related notes to the financial 
statements.  Although these estimates are based on management’s best knowledge of the amount, event or actions, 
actual results may differ from those estimates.  
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Going Concern 
The interim consolidated statements have been prepared on a going concern basis.  The going concern basis of 
presentation assumes that the Company will continue operations for the foreseeable future and will be able to 
realize its assets and discharge its liabilities and commitments in the normal course of operations.  

The Company has earned a net income of $231 for the six months ended June 30, 2019 (six months ended June 30, 
2018 – $(317)) and has an accumulated deficit of $11,022 (December 31, 2018 – $11,231) from inception. The 
challenges of securing requisite funding beyond June 30, 2020 and the cumulative operating losses indicate the 
existence of a material uncertainty that may cast significant doubt upon the Company’s ability to continue as a going 
concern. These interim consolidated statements do not include any adjustments relating to the recoverability and 
classification of recorded asset amounts nor to the amounts or classification of liabilities that might be necessary 
should the Company be unable to continue as a going concern. Such adjustments could be material. 
 

3. TRADE AND OTHER ACCOUNTS RECEIVABLE 
On July 1, 2018, the Company converted inter-company balances of $2,800 with FOX-TEK into unsecured 
convertible debentures of $2,800. The debentures bear interest at a rate of 12% per annum payable monthly till 
maturity on June 30, 2021. All or any part of the principal of the debenture can be converted into common shares 
by the holder at a conversion price of $0.20 per share. On August 1, 2018, the Company assigned $1,000 of this to 
an arms-length third party Lakeshore Capital. The Company considers $137 to be recoverable and the remaining 
$893 has been written off as doubtful receivable in the year ended December 31, 2018. The collectible amount 
receivable from Lakeshore Capital amounting to $137 has been included in the interim consolidated statement of 
financial position as at June 30, 2019 as trade and other accounts receivable.  
 
In 2019, the conversion price of the remaining convertible debenture in the aggregate amount of $1,853, that was 
eliminated on consolidation, was amended from $0.20 per common share to $0.05 per common share subject to 
regulatory approval. Interest on the debenture will continue to accrue at an annual rate of 12%, subject to 
adjustments, until redeemed or converted in accordance with the terms of the debenture. 
 

4. INVENTORY 
Inventory is valued at lower of cost or net realizable value. The breakdown of inventory is comprised as follows:  

   June 30, December 31, 
 2019 2018 

Raw materials  $                  37   $                  37  
  
The total amount of inventory expensed as cost of goods sold during the six months ended June 30, 2019 was $203 
(six months ended June 30, 2018 - $1,731). 
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5. DISPOSAL OF SUBSIDIARIES 
 

Marcon International (USA) Inc. 
 
On January 31, 2019, the Company sold 51% of the shares of its wholly-owned subsidiary, Marcon International 
(USA) Inc. (“Marcon USA”) to an arm’s-length party, GRX Industries Inc. (“GRX”), a Delaware corporation. As a 
result of the sale, the Company no longer controls Marcon USA, but retains significant influence. Accordingly, as of 
February 1, 2019, Marcon USA ceased to be consolidated with the Company and is accounted for as an associate, 
under the equity method of accounting for investments. 
 
In accordance with IFRS 10, the Company has derecognized all of the assets and liabilities of Marcon USA, has 
recognized its remaining 49% investment at a fair value of $Nil, and has recorded a gain on disposal of the subsidiary 
as follows: 
 

Purchase price:   
Cash $ - 
Liabilities assumed  511 

Total purchase price:  511 
   

Assets disposed of:   
Cash  27 
Trade and other accounts receivable  116 
Prepaid expenses  2 

Total assets disposed of:  145 

Gain on disposal $ (366) 
 
The profits of Marcon USA from the date of disposal until June 30, 2019 to be recognized under the equity method 
are $Nil. 
 
Fiber Optic Systems Technology (Canada) Inc. 
 
The Company has deconsolidated its wholly-owned subsidiaries, Fiber Optic Systems Technology (Canada), Inc. and 
PinPoint FOX-TEK Inc. as at and for the six months ended June 30, 2019, as management has judged they no longer 
control these subsidiaries due to their status in receivership. The Company has recognized a loss on disposal of $8 
for the six months ended June 30, 2019. 
 

 
6. TAX CREDITS RECEIVABLE 

The Company undertakes research and development activities, the costs of which are eligible for investment tax 
credits which may be refunded or applied to reduce the income tax payable in the current year and future years. 
 
During the year ended December 31, 2018, the Company recognized $20 relating to the Ontario Investment Tax 
Credit, which has been deducted from research and development expenses. Investment tax credits for the fiscal 
year are dependent upon qualification of each individual project under stringent technical criteria and amounts may 
vary upon further review by the Canada Revenue Agency.  Adjustments to the claim, if any, will be accounted for in 
the year of assessment.  Historically, the investment tax credits have been assessed as filed. The balance remains 
unassessed and uncollected as at June 30, 2019. 
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7. EQUIPMENT AND RIGHT OF USE ASSETS 
 

  
Computer 
Hardware 

Scientific 
Equipment 

Office 
Equipment 

Computer 
Software 

Right of 
Use Assets Total 

Cost             

Balance at December 31, 2018 57 73 62 34 - 226 
Additions - - - - 262 262 
Disposals (45) (73) (43) (12) - (173) 

Balance at June 30, 2019 12 - 19 22 262 315 

Accumulated Amortization             

Balance at December 31, 2018 52 66 50 33 - 201 
Disposals (43) (66) (34) (12) - (155) 
Amortization 1 - - - 49 50 

Balance at June 30, 2019 10 - 16 21 49 96 

Net Book Value December 31, 2018 5 7 12 1 - 25 

Net Book Value June 30, 2019 2 - 3 1 213 219 
 
The above assets, except for right of use assets, are pledged under the security charge on the convertible 
debentures (Note 13).  

Commencing January 1, 2019, the Company is accounting for leases in accordance with IFRS 16 and is recognizing 
right of use assets. The right of use assets are amortized over the remaining period of the lease. 
 
 

8. OIL AND GAS PROPERTY INTERESTS 

Oil and gas property interests as at June 30, 2019 and December 31, 2018 totals $509 in Alberta.  

In 2008, the Company acquired two suspended heavy oil wells and leases and related petroleum and natural gas 
rights in the Lloydminster area of Alberta for cash proceeds of $400.  

The Company’s interest in the first lease is a 60% working interest subject to: 

a. an obligation to pay a 60% share of the variable Crown royalties; 

b. a 60% share of a 1% Gross Overriding Royalty (“GORR”) payable to the party; and 

c. a 3% GORR on the 60% share of production. 

The Company’s interest in the second lease is a 100% working interest declining to 60% after recoupment of the 
payout account of approximately $485 associated with the well on the lease. This lease is subject to: 

a. a 60% share of the Crown royalty; 

b. a 60% share (36% after payout) of a 1% GORR payable on oil production; 

c. a 5% to 15% variable convertible GORR payable in respect of oil production; 

d.  a 15% convertible GORR payable in respect of gas production; and 

e.  a 3% GORR payable on the Company’s 60% share of production. The 5% to 15% variable convertible 
GORR and 15% convertible GORR are convertible to a 40% working interest once payout has been 
achieved. 

The leases include the right to complete one infill well on each of the leases. Upon completion and payout of any 
infill well, the Company will have a 60% working interest in the applicable well subject to the encumbrances on the 
applicable lease. 
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9. DEPOSITS 

The Company is liable to undertake reclamation and abandonment work on its leases. As at June 30, 2019, the 
Company has lodged deposits of $337 (December 31, 2018 - $334) with the Alberta Energy Resource Conservation 
Board (“AERCB”) as required by legislation.  

10. LONG TERM DEBT 

     June 30, December 31, 

 
 2019  2018 

Loan payable – 8.05% per annum, due December 15, 2022, 
guaranteed by the CEO of the Company and by Fox-Tek Canada 
Inc. and by IntellaEquity Inc. $ 174 $ 200 

Less: current portion  (56)  (50) 

Long term debt $ 118 $ 150 
 

In May 2014, Marcon obtained a five-year loan of $100 from Business Development Bank of Canada with a maturity 
date of June 15, 2019.  During the year ended December 31, 2017, the Company repaid $13 of this loan and took an 
additional loan of $213 for a total outstanding loan of $251, payable over 60 months starting January 15, 2018.   
During the six months ended June 30, 2019, the Company paid $4 (2018 - $4) in interest related to this loan which 
is disclosed as finance costs in the interim consolidated statements of loss and comprehensive loss for the six 
months ended June 30, 2019 and 2018. 

11. LEASE OBLIGATIONS 

 
Commencing January 1, 2019, the Company is accounting for leases in accordance with IFRS 16. The lease 
obligations as of June 30, 2019 is as follows: 

 

Balance on December 31, 2018 $ - 
Additions  262 
Payments  (39) 

Balance on June 30, 2019 $ 223 
 

The lease obligations and right of use assets were calculated using the interest rate implicit in the lease varying from 
2.7% p.a. and 4.1% p.a. where available or the Company’s incremental borrowing rate of 10% p.a. 
 
Of the balance outstanding on June 30, 2019, $66 are due within one year. Included in financial costs for the six 
months ended June 30, 2019 is $10 (2018 - $nil) for interest expense on the lease obligations. 
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12. ADVANCES 

    June 30, December 31, 

 
 2019  2018 

Loan payable – 10% per annum, due on demand, owing to a 
company controlled by the CEO of the Company, secured 
against the assets of the Company $ 158 $ 192 

Loan payable – 10% to 12% per annum, due on demand, owing 
to a company controlled by the former CEO of the Company, 
secured against the assets of the Company  217  212 

Loan payable – 12% per annum, due on demand, owing to a 
former director of the Company, secured against the assets of 
the Company  83  79 

Loan payable – 12% per annum, due on demand, owing to a 
former director of the Company, secured against the assets of 
the Company  46  44 

Loan payable – 12% per annum, due on demand, owing to an 
arm’s length third party, secured against the assets of the 
Company  33  31 

Loan payable – 15% per annum, due on demand, owing to an 
arm’s length third party  39  50 

 $ 576 $ 608 
 

13. DEBENTURES 

Balance as at December 31, 2018 $ 54 
Accrued interest  3 

Balance as at June 30, 2019 $ 57 

On December 31, 2013, the Company completed a non-brokered private placement of secured convertible 
debentures of $504 with 4,056 detachable warrants. The debentures bear interest at a rate of 12% per annum 
payable at maturity on December 31, 2017. Each warrant entitled the holder to purchase one common share at 
$0.05 per share expiring on December 31, 2017. All or any part of the principal of the debenture can be converted 
into common shares by the holder at a conversion price of $0.05 per share for the first 12 months, and $0.10 per 
share until December 31, 2017. None of the debentures were converted into common shares. 

Management used the residual method to allocate the fair value of the conversion options. Management calculated 
the fair value of the liability component as $417 using a discount rate of 18%, and then management deducted the fair 
value of the liability component from the fair value of the convertible debenture as a whole, with the resulting 
residual amount of $87 being the fair value of the equity component. The $87 has been prorated to the conversion 
option and warrants based on their relative fair values determined by the Black-Scholes pricing model and $62 has 
been allocated to the conversion option and $25 has been allocated to the detachable warrants. 
 
The debentures matured on December 31, 2016 and are now due on demand. For the six months ended June 30, 
2019, interest expense of $3 (six months ended June 30, 2018 - $3) are included in finance costs in the consolidated 
statements of loss and comprehensive loss. 
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14. SHAREHOLDERS' EQUITY 

a) Share Capital  

In October 2018, the Company consolidated its common shares on basis of ten (10) old shares for one (1) post 
consolidated share. All figures and comparative figures reflect the share consolidation.  
 

The Company is authorized to issue 400,000 common shares (par value of US0.01 per share) of which 25,630 
are issued and outstanding. 

     Number of   

 
 Shares  Amount 

Balance as at December 31, 2018 and June 30, 2019  25,630 $ 5,535 
 

b) Common Stock Purchase Warrants  

     Number of 

   Weighted 
Average 
Exercise 

 
 Warrants  Value  Price 

Balance as at December 31, 2018 and June 30, 2019  3,014 $ 671 $ 0.80 

As at June 30, 2019, the Company had the following warrants issued and outstanding: 

   

No. of Warrants Issued and 
Outstanding Exercise Price Expiry 

 Weighted Average 
Remaining Life in 

Years
2,020 0.70                             14-Jul-20 1.04 

994 0.10                             18-Dec-20 1.47 
3,014 0.50$                          1.18  

 
The 2,020 outstanding warrants expired on July 14, 2018, and were extended until July 14, 2020. All other 
provisions of the warrants will remain the same. The 994 outstanding warrants were extended to December 18, 
2020 and the exercise price of the warrants were amended from $1.50 to $1.00 per common share. All other 
provisions of the warrants will remain the same. 
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c) Stock Option Plan 

The Company has a stock option plan open to directors, officers, full-time employees and consultants of the 
Company. Under this plan, the Company may grant total options to a maximum of 10% of the issued and 
outstanding common shares of the Company on a non-diluted basis. 

On January 30, 2017, the Company granted 11,500 stock options to directors, officers and consultants of the 
Company exercisable at a price of $0.10 per share and expiring on January 30, 2022. The options vest in three 
equal yearly tranches with the first instalment vesting on January 30, 2017 with the remaining options vesting on the 
one and two year anniversaries of the initial release. The fair value at date of grant was $0.032 per option granted. 
The fair value of the options was calculated using the Black-Scholes option pricing model with the following 
assumptions:  expected life of 5 years, a risk-free rate of 1.14%, expected dividend yield of 0% and an expected 
volatility of 134%.  The expected volatility is based on the historical volatility of the Company’s share price over the 
life of the options.  The Company has not paid any cash dividends historically and has no plans to pay cash dividends 
in the foreseeable future.  The risk-free interest rate is based on the yield of Canadian Benchmark Bonds with 
equivalent terms.  The expected option life in years represents the period of time that the options are expected to 
be outstanding based on historical warrants issued. 

For the six months ended June 30, 2019, included in the consolidated statements of loss and comprehensive loss is 
stock-based compensation of $20 (2018 – $55) relating to the stock options granted to directors, officers and 
consultants of the Company. 

 
A summary of the status of the Company’s stock options as at June 30, 2019 and changes during the period then 
ended is presented below: 
 

     Number of 

 Weighted 
Average 
Exercise 

 
 Options  Price 

Balance as at December 31, 2018 and June 30, 2019  1,150 $ 1.00 
 
The following table summarizes information about stock options outstanding and exercisable as at June 30, 2019: 

 

  

# of Options 
Outstanding

# of Options 
Excercisable

Exercise 
Price Expiry Date

Remaining 
Contractual Life 

(years)

1,150 1,150  $         1.00 January 30, 2022 2.59                         

1,150 1,150  
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d) Earnings (loss) per share: 

 Six months ended June 30, 
Numerator:  2019  2018 

Net income (loss) for the period $ 209 $ (316) 
 

 Six months ended June 30, 
Denominator:  2019  2018 

Weighted average number of common shares outstanding - basic  25,630  25,630 

Weighted average effect of dilutive stock options and warrants (i)  4,164  - 

Weighted average number of common shares outstanding - diluted  29,794  25,630 
 

 Six months ended June 30, 
Loss per share:  2019  2018 

Basic $ 0.01 $ (0.01) 
Diluted $ 0.01 $ (0.01) 

 

(i) The diluted weighted average number of common shares outstanding excludes 4,212 shares related to convertible 
securities that were anti-dilutive for the six months ended June 30, 2018. 

 
15. SEGMENTED INFORMATION 

The Company’s reportable segments are strategic business units that offer different services and/or products. They are 
managed separately because each segment requires different strategies and involves different aspects of management 
expertise.  

FOX-TEK develops non-intrusive asset health monitoring sensor systems for the oil and gas market to help operators 
track the thinning of pipelines and refinery vessels due to corrosion and erosion, strain due to bending or buckling, and 
process pressure and temperature. Fox-Tek’s FT fiber optic sensor and EFM systems allow cost-effective, 24/7 remote 
monitoring capabilities to improve scheduled maintenance operations, avoid unnecessary shutdowns, and prevent 
accidents and leaks. In 2018 this was sold to STC and the segment information for the six months ended June 30, 2019 
shows the combined STC group including FOX-TEK. The segment information for the six months ended June 30, 2018 
shows only FOX-TEK as one of the units. 

Marcon is an industrial supply contractor servicing the energy sector and a number of US government entities. Marcon’s 
principal business is the sale and distribution of industrial machinery and equipment such as cranes, derricks, diesel 
engines, conveyor systems, oil refining machines, packing machinery, industrial pumps and welding machinery. 

The accounting policies of the segments are the same as those described in the summary of significant accounting 
policies. The Company carries out its operations through wholly-owned entities. These entities are located in Canada 
and the United States. 
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Six months ended June 30, 2019 
    

 
Marcon STC Corporate 

   Operations Operations Operations Total 
Sales  $            116   $            340   $              68   $            524  
Interest income                    -                        3                     -                        3  
Cost of sales               (104)                 (99)                    -                  (203) 
Gross profit                   12                 244                    68                 324  
Expenses 

    Research and development                    -                    (50)                    -                    (50) 
General and administrative                 (38)               (138)               (105)               (281) 
Exploration expenses                    -                    (23)                    -                    (23) 
Total expenses                 (38)               (211)               (101)               (354) 
Income (loss) from operations                 (26)                   33                  (33)                 (30) 
Finance costs                 (11)                 (43)                 (20)                 (74) 
Stock based compensation                    -                       -                    (20)                 (20) 
Loss on sale of subsidiary                332                     -                       -                   358  
Foreign exchange gain (loss)                     2                   (5)                    -                     (3) 
Net income (loss)                307                  (15)                 (79)                231  
Other comprehensive income (loss)                    -                       -                    (21)                 (21) 
Comprehensive income (loss)  $            307   $             (15)  $          (100)  $            210  
 

 
Six months ended June 30, 2018 

    
 

Marcon Fox-Tek Corporate 
   Operations Operations Operations Total 

Sales  $           1,928   $            175   $               -   $           2,103  
Cost of sales            (1,705)                 (26)                    -               (1,731) 
Gross profit                 223                 149                    -                 372  
Expenses 

    Research and development                    -                    (80)                    -                    (80) 
Selling                    -                  (18)                    -                  (18) 
General and administrative               (173)               (101)              (215)                 (489) 
Total expenses               (173)               (199)              (215)                  (587) 
Income (loss) from operations                 50                 (50)               (215)                  (215) 
Finance costs                 (5)                    -                    (17)                 (22) 
Stock based compensation                    -                       -                    (55)                 (55) 
Foreign exchange gain (loss)                 (25)                     -                       -                   (25) 
Net income (loss)               20                  (50)               (287)              (317)  
Other comprehensive income (loss)                  12                       -                       -                     12    
Comprehensive income (loss)  $            32   $             (50)               (287)  $           (315)  

All of the Company's equipment is located in Canada. The Marcon sales revenue of $1,635 excludes intercompany 
sales of $1 to Fox-Tek for the six months ended June 30, 2018. The intercompany sales have been eliminated in 
the interim consolidated statements. 
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    Revenue by Geographic Region 

 

2019 2018 2019 2018

USA                     33                    312                    188                 1,976 

Canada                    247                     58                    335                    110 

Middle East                     14                       1                     17 

Others                      -                        -                        -   

Total                    280                    384                    524                 2,103 

Three months ended June 30, Six months ended June 30,

 
 

 
16. RELATED PARTY TRANSACTIONS 

Related parties include Board of Directors, close family members, key management personnel, enterprises and 
others who exercise significant influence over the reporting entity.  All amounts owing to related parties are 
unsecured, non-interest bearing and due on demand unless otherwise noted. 

(a) As at June 30, 2019, $4 (December 31, 2018 - $4) is owing to a law firm in which a director, Jay Vieira, is a 
former partner. 

(b) Included in accounts payable and accrued liabilities as at June 30, 2019 is $2l (December 31, 2018 - $21) owing 
to the CEO and a company controlled by the CEO.   

(c) Included in the interim consolidated statements of loss and comprehensive loss for the six months ended June 
30, 2019 is $41 (2018 - $41) paid to a company controlled by the CEO for services rendered by the CEO. 

(d) During the year ended December 31, 2017, the Company granted 5,500 options to directors and officers of 
the Company at an exercise price of $1.00 per share expiring on January 30, 2022.   Included in the statements 
of loss and comprehensive loss for the six months ended June 30, 2019 is stock-based compensation expense 
of $12 (2018 - $31) relating to options granted to related parties (Note 12(c)). 

(e) During the six months ended June 30, 2019, the Company signed promissory notes secured against the assets 
of the Company and received $30 (2018 - $403) from a company controlled by a director of the Company in 
addition to $191 that was outstanding as at December 31, 2018. An amount, $72 have been during the six 
months ended June 30, 2019. The remaining loan of $154 including accrued interest are due on demand and 
bear interest at 10% per annum.  Total interest of $5 related to the notes is disclosed as finance costs in the 
interim consolidated statements of loss and comprehensive loss for the six months ended June 30, 2019 (2018 - 
$4). 

(f) Included in accounts payable and accrued liabilities as at June 30, 2019 is $31 (December 31, 2018 - $nil) for 
legal fees and disbursements owing to a law firm (McMillan) in which an officer of STC, Robbie Grossman, was 
a former partner.  

(g) Included in accounts payable and accrued liabilities as at June 30, 2019 is $43 (December 31, 2018 - $nil) for 
legal fees and disbursements owing to a law firm (Garfinkle Biderman LLP) of which an officer of STC, Robbie 
Grossman, was a former partner. 

(h) At June 30, 2019, $511 (December 31, 2018 - $511) has been included in accounts payable and accrued 
liabilities for unpaid remuneration of STC’s former Chief Executive Officer and director, Allen Lone. Allen Lone 
is the CEO of the Company. 

(i) At June 30, 2019 $4 (December 31, 2018 - $nil) is included in accounts payable and accrued liabilities to an 
officer and director of STC. 
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(j) At June 30, 2019 $2 (2018 - $nil) has been included in accounts payable and accrued liabilities for Alan Myers 
and Associates, an accounting firm in which Alan Myers, the CFO of STC, is a partner, for taxation services 
provided. 

(k) Included in advances are promissory notes outstanding at June 30, 2019 of $346 (December 31, 2018 - $335), 
from related parties (former directors and a company controlled by a former officer of STC) and secured 
against the assets of STC and due on demand. The loans bear interest at 10% to 12% per annum and are 
secured against the assets of STC (Note 12). 

(l) Included in office and general expenses for the six months ended June 30, 2019 is $nil (2018 - $nil) for 
consulting services provided by Binh Quach, a director of STC. As at June 30, 2019, $28 (2018- $nil) has been 
included in accounts payable.  

(m) Included in office and general expenses for the six months ended June 30, 2019 is $10 (2018 - $nil) for 
accounting services provided by Momen Rahman, CFO of the Company. As at June 30, 2019, $176 (2018- $nil) 
has been included in accounts payable.  

(n) Included in professional expenses and disbursements for the six months ended June 30, 2019 is $15 (2018 - 
$nil) for legal services and disbursements provided by Jay Vieira, a director of the Company and CEO of STC.  

(o) As at June 30, 2019, $15 (2018- $nil) has been included in accounts payable. Included in research and 
development expenses for the six months ended June 30, 2019 is $18 (2018 - $18) for services provided by 
Mumin Demiral, a director of the STC.  

 
 

17. KEY MANAGEMENT PERSONNEL COMPENSATION 

During the six months ended June 30, 2018, the Company recognized salaries and short-term benefit expenses of 
$187 (2018 - $240) for its key management personnel, including the CEO of the Company, CEO of Marcon, VP of 
Software Solutions and CFO of the Company. 

 
 
18. GENERAL AND ADMINISTRATIVE 
 

The general and administrative expenses are comprised as follows: 
 

2019 2018 2019 2018

Salaries and short-term benefits                     95                    160                    187                    296 

Professional fees                     11                     76                     47                     98 

Office and general                     53                     56                     82                     91 

Amortization                     21                       2                     50                       4 

Bad debt recovery                    (85)                      -                      (85)                      -   

Total                     95                    294                    281                    489 

Three months ended June 30, Six months ended June 30,
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19. FINANCIAL RISK MANAGEMENT 

The Company has exposure to counterparty credit risk, liquidity risk and market risk associated with its 
financial assets and liabilities. The Board of Directors has overall responsibility for the establishment and 
oversight of the Company’s risk management framework. The Board of Directors has established the Audit 
Committee which is responsible for developing and monitoring the Company’s compliance with risk 
management policies and procedures. The Audit Committee regularly reports to the Board of Directors on 
its activities.  There have been no changes in the risks, objectives, policies and procedures during the six 
months ended June 30, 2019. 

The Company’s risk management program seeks to minimize potential adverse effects on the Company’s 
financial performance and ultimately shareholder value. The Company manages its risks and risk exposures 
through a combination of insurance, a system of internal and disclosure controls, and sound business 
practices. 

The Company’s financial instruments and the nature of the risks which these instruments may be subject to 
are set out in the following table.  

   
 

a) Credit risk  

Trade and other accounts receivable  

Trade and other accounts receivable consists primarily of trade accounts receivable from the sale of 
equipment, installation and reporting services. The Company’s credit risk arises from the possibility that a 
counterparty which owes the Company money is unable or unwilling to meet its obligations in accordance 
with the terms and conditions in the contracts with the Company, which would result in a financial loss to 
the Company. This risk is mitigated through established credit management techniques, including monitoring 
counterparty creditworthiness, setting exposure limits and monitoring exposure against these customer 
credit limits. 

The carrying amounts of trade and other accounts receivable are reduced through the use of an allowance 
for doubtful accounts and the amount of the loss is recognized in the consolidated statements of 
comprehensive loss in general and administrative expenses. When a receivable balance is considered 
uncollectible, it is written off against the allowance for accounts receivable. Subsequent recoveries of 
amounts previously written off reduce other expenses in the statement of comprehensive loss. Historically, 
trade credit losses have been minimal.   
 

  

Market 

Interest
rate

Cash and cash equivalents Yes Yes Yes Yes

Trade and other accounts receivable Yes Yes Yes

Investment at fair value Yes Yes

Accounts payable and accrued liabilities Yes Yes

Debentures Yes Yes

Long term debt Yes Yes

Risks

Credit Liquidity
Foreign 

exchange
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Concentration of credit risk 

Four customers represent approximately 98% of sales for the six months ended June 30, 2019 (2018  – 
four customers represent 91%). The sales for major customers are as follows: 
 

 

2019 2018 2019 2018

Enbridge Canada                    245                      -   322                        -                         
Enbridge USA                     33                      -   73                          -                         
US Air Force                      -                      178 -                         220                        
US Bureau of Reclamation                      -   13                          46                          765                        
US Navy                      -   47                          -                         878                        
US Army                      -   33                          70                          44                          

                   278                    271                    511                 1,907 

Three months ended June 30, Six months ended June 30,

 

The accounts receivable from two customers represent approximately 77% of trade and accounts receivable 
as of June 30, 2019 (two customers represented approximately 50% as at December 31, 2018). The trade 
and accounts receivable balances from major customers are as follows:  

  
     June 30, December 31, 

 
 2019  2018 

Enbridge Canada $ 266 $ - 
Enbridge USA  9  39 
US Navy  -  159 
 $ 275 $ 198 

 

Credit risk arises from cash and cash equivalents held with banks and credit exposure to customers, 
including outstanding accounts receivables.   The maximum exposure to credit risk is equal to the carrying 
value (net of allowances) of the financial assets. The objective of managing counterparty credit risk is to 
prevent losses on financial assets. The Company assesses the credit quality of counterparties, taking into 
account their financial position, past experience and other factors. For many new international clients, the 
Company demands that equipment costs are prepaid prior to shipment. 

 
 

Cash and cash equivalents 
Cash consist of bank balances and petty cash. Credit risk associated with cash is minimized substantially by 
ensuring that these financial assets are invested in debt instruments of highly rated financial institutions. As 
at June 30, 2019, the Company had cash of $77 (December 31, 2018 - $44) and does not expect any 
counterparties to fail to meet their obligations.  
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b) Liquidity risk 

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due.  

The following items are the contractual maturities of financial liabilities: 

  
June 30, 2019 Carrying 

amount
Contractual 

cash flows
0 to 12 

months
After 12 
months

Accounts payable and accrued liabilities  $            1,545  $            1,545  $            1,545  $                   -   
Reclamation and decomissioning obligations                    411                    411                    411                       -   
Advances                    576                    576                    576                       -   
Income tax payable                       -                         -                         -                         -   
Debentures                      57                      57                      57                       -   
Non-cash liabilities                    402                    402                    402                       -   
Long term debt                    174                    174                      66                    118 
Lease obligations                    223                    223                      56                    157 

 $            3,388  $            3,388  $            3,113  $                275 

December 31, 2018 Carrying 
amount

Contractual 
cash flows

0 to 12 
months

After 12 
months

Accounts payable and accrued liabilities  $            2,095  $            2,095  $            2,095  $                   -   
Reclamation and decommissioning obligations                    411                    411                    411                       -   

Advances                    608                    608                    608                       -   
Income tax payable                      24                      24                      24                       -   
Debentures                      54                      54                      54                       -   
Non-cash liabilities                      24                      24                      24                       -   
Long term debt                    200                    200                      50                    150 

 $            3,416  $            3,416  $            3,266  $                150 
 

c) Market risk 

Market risk is the risk that changes in market prices, such as foreign exchange rates and interest rates will 
affect the fair value of recognized assets and liabilities or future cash flows or the Company’s results of 
operations. To contend with changes in market prices, the Company constantly reviews its current and 
planned expenditures to ensure it has adequate resources to continue operations. The Company primarily 
sells goods in Canada and the United States and attempts to limit its exposure by transacting in the local 
currency, therefore limiting exposure to foreign exchange rates. 
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d) Foreign exchange 

The Company operates primarily in Canada and the United States. 

The presentation currency is Canadian dollars and the functional currency of the parent company is the 
Canadian dollars.  As at June 30, 2019, the Company's US dollar net monetary assets totalled $8 
(December 31, 2018 – a net monetary liability of $227).  Accordingly a 5% change in the US dollar 
exchange rate as at June 30, 2019 on this amount would have resulted in an exchange gain or loss and 
therefore net income would have increased (decreased) by $1.  

 
20. CAPITAL MANAGEMENT 

The Company manages the capital structure and makes adjustments to it in the light of changes in economic 
conditions and the risk characteristics of the underlying assets. In order to maintain or adjust the capital structure, 
the Company may issue new shares or debt. The Company considers its capital to include shareholders’ deficiency 
which amounts to $1,917 (December 31, 2018 - $2,125). 

The Company’s objectives when managing capital are to safeguard the Company’s ability to continue as a going 
concern, so that it can provide returns for shareholders and benefits for other stakeholders. 
 
The Company has no commitments, other than convertible debentures and warrants, to sell or 
otherwise issue common shares. Management reviews its capital management approach on an 
ongoing basis and believes that this approach, given the relative size of the Company, is 
reasonable.   The Company has not changed its approach to capital management during the six 
months ended June 30, 2019. 
 

21. SUBSEQUENT EVENTS 
 

      
(a) Subsequent to June 30, 2019, the Corporation has entered into a definitive amalgamation agreement (the 

“Amalgamation Agreement”) with CannCentral Inc. (“CannCentral”), a corporation existing under the 
laws of the Province of Ontario, which outlines the general terms and conditions pursuant to which 
IntellaEquity and CannCentral would be willing to complete a transaction that will result in a reverse take-over 
of the Corporation by the shareholders of CannCentral (the “Transaction”). Pursuant to the terms of the 
Amalgamation Agreement, IntellaEquity, CannCentral and Paragon Blockchain Inc. (“SubCo”), a wholly owned 
subsidiary of the Corporation will complete a business combination by way of a three-cornered amalgamation 
under the Business Corporations Act (Ontario). Under the terms of the Amalgamation Agreement CannCentral 
will amalgamate with SubCo and will carry on the existing business of CannCentral as a wholly owned 
operating subsidiary of IntellaEquity. The Amalgamation Agreement was negotiated at arm’s length and is 
effective as of July 26, 2019. 

 
(b) Subsequent to June 30, 2019, STC has entered into a non-binding letter of intent (the "LOI") with 

GreenInsightz Limited ("GreenInsightz"), an arm's length party to acquire all of the issued and outstanding 
securities of GreenInsightz for an aggregate purchase price of $7,500 that will be satisfied through the issuance 
of common shares of STC. The closing of the proposed acquisition is subject to, among things, the successful 
completion of the Company’s due diligence review of GreenInsightz and the execution of a definitive share 
exchange agreement between the Company and the shareholders of GreenInsightz and subject to all regulatory 
requirements and shareholder approval. GreenInsightz uses patented artificial intelligence and machine learning 
solutions for social discovery in the cannabis industry. GreenInsightz offers its clients analysis and solutions for 
audience discovery, brand reputation, marketing and communications on the basis of data drawn from social 
media that is analyzed with advanced proprietary techniques. In addition to social media discovery, 
GreenInsightz is a powerful tool for collecting, analyzing and reporting on all sorts of structured and 
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unstructured data making it an ideal solution for growers collecting information from sensors, IOT analysis and 
patient data analysis. 
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The following Management’s Discussion and Analysis (“MD&A”) relates to the financial condition and results of operations of 
IntellaEquity Inc. (formerly IntellaEquity Inc. (formerly - Augusta Industries Inc.)) (the “Company”) for the years ended 
December 31, 2018 and 2017.  It should be read in conjunction with the consolidated financial statements for the years ended 
December 31, 2018 and 2017. Additional information relating to the Company is available on SEDAR at www.sedar.com, 
or on the CSX Exchange website at www.thecse.com, and on our website at www.marconintl.com. Information 
contained in or otherwise accessible through our website doesn’t form a part of this MD&A, and is not incorporated into 
this MD&A by references. 

References to “we”, “our”, “Intella”, or “the Company” means IntellaEquity Inc. and its subsidiaries, unless the context 
requires otherwise.  

BASIS OF PRSENTATION 

Unless otherwise noted, all financial information has been prepared in accordance with International Financial Reporting 
Standards (“IFRS”).  

The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries, Fiber Optic 
Systems Technology (Canada), Inc., PinPoint FOX-TEK Inc., Marcon International Inc., Marcon International (USA) Inc., 
Marcon International (UK) Ltd. and its 82% owned subsidiary Sensor Technologies Corp. (collectively referred to as the 
“Company” or “Intella”).  

Subsidiaries consist of entities over which the Company is exposed to, or has rights to, variable returns as well as the ability 
to affect those returns through the power to direct the relevant activities of the entity. Subsidiaries are fully consolidated 
from the date control is transferred to the Company and are de-consolidated from the date control ceases. The consolidated 
financial statements include all the assets, liabilities, revenues, expenses and cash flows of the Company and its subsidiaries 
after eliminating inter-entity balances and transactions. Assets, liabilities, income and expenses of a subsidiary acquired or 
disposed of during the year are included in comprehensive loss from the date that the Company gains control until the date 
that the Company ceases to control the subsidiary. 

All financial information is reported in Canadian dollars and is expressed in thousands except for per share amounts which 
are expressed in dollars.   

The MD&A was approved for issue by the Board of Directors on April 26, 2019. 

CHANGES IN ACCOUNTING POLICIES 

These consolidated statements follow the same accounting policies and methods of computation as those described in Note 
3 of the annual consolidated financial statements as at and for the year ended December 31, 2017, except those adopted on 
January 1, 2018 as follows. The implementation of the new policies had no significant impact to the Company’s consolidated 
statements for the year ended December 31, 2018. 

1. IFRS 9 – Financial Instruments (“IFRS 9”) was issued by the IASB as a complete standard in July 2014 and will replace
IAS 39 Financial Instruments: Recognition and Measurement (“IAS 39”). IFRS 9 uses a single approach to determine
whether a financial asset is measured at amortized cost or fair value, replacing the multiple rules in IAS 39. The
approach in IFRS 9 is based on how an entity manages its financial instruments in the context of its business model
and the contractual cash flow characteristics of the financial assets. Most of the requirements in IAS 39 for
classification and measurement of financial liabilities were carried forward unchanged to IFRS 9, except that an entity
choosing to measure a financial liability at fair value will present the portion of any change in its fair value due to
changes in the entity’s own credit risk in other comprehensive income, rather than within profit or loss. The new
standard also requires a single impairment method to be used, replacing the multiple impairment methods in IAS 39.
IFRS 9 is effective for annual periods beginning on or after January 1, 2018.

2. IFRS 15 - Revenue From Contracts With Customers (“IFRS 15”) proposes to replace IAS 18 - Revenue, IAS 11 -
Construction contracts, and some revenue-related interpretations. The standard contains a single model that applies

http://www.sedar.com/
http://www.thecse.com/
http://www.marconintl.com/
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to contracts with customers and two approaches to recognizing revenue: at a point in time or over time. The model 
features a contract-based five-step analysis of transactions to determine whether, how much and when revenue is 
recognized. New estimates and judgmental thresholds have been introduced, which may affect the amount and/or 
timing of revenue recognized. IFRS 15 is effective for annual periods beginning on or after January 1, 2018.  

3. IFRIC 22 – Foreign Currency Transactions and Advance Consideration (“IFRIC 22”) was issued in December 2017 
and addresses foreign currency transactions or parts of transactions where there is consideration that is 
denominated in a foreign currency; a prepaid asset or deferred income liability is recognised in respect of that 
consideration, in advance of the recognition of the related asset, expense or income; and the prepaid asset or 
deferred income liability is non-monetary.  The interpretation committee concluded that the date of the transaction, 
for purposes of determining the exchange rate, is the date of initial recognition of the non-monetary prepaid asset 
or deferred income liability. IFRIC 22 is effective for annual periods beginning on or after January 1, 2018.    

 

FUTURE ACCOUNTING PRONOUNCEMENTS 

The following pronouncement was issued by the IASB or the IFRIC that are mandatory for accounting periods commencing 
on or after January 1, 2019.  

IFRS 16, Leases (“IFRS 16”) was issued in January 2016 to improve the accounting for leases, generally by eliminating a lessees’ 
classification of leases and introducing a single lessee accounting model. The most significant effect of the new standard will 
be the lessee’s recognition of the initial present value of unavoidable future lease payments as lease assets and lease liabilities 
on the statement of financial position. Leases with durations of 12 months or less and leases for low value assets are both 
exempted. The measurement of the total lease expense over the term of a lease will be unaffected by the new standard. 
However, the new standard will result in the timing of lease expense recognition being accelerated for leases which would 
be currently accounted for as operating leases.  
 
The presentation on the statement of income and other comprehensive income (loss) required by the new standard will 
result in most lease expenses being presented as amortization of lease assets and financing costs arising from lease liabilities 
rather than as being a part of goods and services purchased. The standard is effective for annual periods beginning on or after 
January 1, 2019 and will supersede IAS 17 Leases. The Company does have some leases and is expected to adopt it for future 
financial statements.  
 

FORWARD-LOOKING STATEMENTS 

This MD&A contains certain forward-looking information and forward-looking statements, as defined in applicable securities 
laws (collectively referred to herein as “forward-looking statements”).  All statements other than statements of historical fact 
are forward-looking statements that reflect the Company’s present assumptions regarding future events.  These statements 
involve known and unknown risks, uncertainties, and other factors that may cause the Company’s actual results, levels of 
activity, performance, and/or achievements to be materially different from any future results, levels of activity, performance, 
or achievements expressed or implied by these forward-looking statements. 
 
Certain statements contained in this document constitute “forward-looking statements”. When used in this document, the 
words “may”, “would”, “could”, “will”, “intend”, “plan”, “propose”, “anticipate”, “believe”, “forecast”, “estimate”, “expect” 
and similar expressions used by any of the Company’s management, are intended to identify forward-looking statements. Such 
statements reflect the Company’s internal projections, expectations, future growth, performance and business prospects and 
opportunities and are based on information currently available to the Company. Since they relate to the Company’s current 
views with respect to future events, they are subject to certain risks, uncertainties and assumptions. Many factors could cause 
the Company’s actual results, performance or achievements to be materially different from any future results, performance 
or achievements that may be expressed or implied by such forward-looking statements. Given these risks and uncertainties, 
readers are cautioned not to place undue reliance on such forward-looking statements.  
 
Although the Company has attempted to identify important factors that could cause actual events and results to differ 
materially from those described in the forward-looking statements, there may be other factors that cause events or results 
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to differ from those intended, anticipated or estimated. The forward-looking statements contained in this MD&A are provided 
as of the date hereof and the Company undertakes no obligation to update publicly or revise any forward-looking statements, 
whether as a result of new information, future events or otherwise, except as otherwise required by applicable securities 
legislation, regulations or policies. All of the forward-looking statements contained in this MD&A are expressly qualified by 
this cautionary statement. 
 
OVERVIEW OF BUSINESS 

Corporate Overview 
 
IntellaEquity Inc. (formerly - Augusta Industries Inc.) (“IntellaEquity”) was incorporated on October 13, 1999 under the laws 
of the State of Delaware with a registered and head-office located at 2455 Cawthra Road, Unit 75, Mississauga, Ontario L5A 
3P1. The Company has offices in Mississauga and Oakville, Ontario and Calgary, Alberta. IntellaEquity is traded on the CSE 
under the symbol “IEQ”, 
 
Marcon International Inc. (“Marcon”) was incorporated under the laws of the Province of Ontario on April 28, 2010. On 
August 1, 2010, Marcon entered into an asset purchase agreement with Knoxbridge Corp. (“Knoxbridge”), whereby 
Knoxbridge transferred certain net assets, to Marcon in exchange for shares and debt. As at December 31, 2018, Augusta’s 
significant shareholder is Knoxbridge who owns 30.0% (2017 – 30.0%) of the voting shares of the Company. 
 
Fox-Tek Canada Inc. (“FOX-TEK”), a wholly-owned subsidiary of IntellaEquity, was sold to Sensor Technologies Corp. 
(“STC”) for a purchase price of $21,500. $9,500 of the purchase price will be satisfied through the issuance of an aggregate 
of 47,500 post-consolidated common shares (the "Consideration Shares") in the capital of STC at a price of $0.20 per 
Consideration Share. The balance of the purchase price, being up to $12,000, will be satisfied through a royalty of 15% on all 
future sales of Fox-Tek's products and a 20% royalty on all future sales of Fox-Tek's services (collectively, the "Royalty"). The 
Royalty shall be payable until the earlier of (i) the 10 year anniversary of the closing of the acquisition of Fox-Tek, and (ii) the 
aggregate payment of $12,000.  
 
GOING CONCERN 

The consolidated financial statements have been prepared on a going concern basis.  The going concern basis of presentation 
assumes that the Company will continue operations for the foreseeable future and will be able to realize its assets and discharge 
its liabilities and commitments in the normal course of operations.  

The Company has net loss of $2,651 for the year ended December 31, 2018 (2017 -  $929), has an accumulated deficit of 
$11,231 (2018 – $8,580) from inception and working capital deficiency of $2,705 (2017 –$382). The challenges of securing 
requisite funding beyond December 31, 2018 and the cumulative operating losses indicate the existence of a material 
uncertainty which cast significant doubt upon the Company’s ability to continue as a going concern. These consolidated 
financial statements do not include any adjustments relating to the recoverability and classification of recorded asset amounts 
or to the amounts or classification of liabilities that might be necessary should the Company be unable to continue as a going 
concern.  Such adjustments could be material. 
 
Principal Business 
 
Marcon is involved in the industrial supply of equipment and parts procuring for its clients, including the sale and distribution 
of Electrical, Mechanical and Instrumentation equipment. The equipment is purchased from various suppliers in Canada, the 
United States and Europe.  Its clients are principally clients in the oil and gas industry, United States government agencies 
such as the Department of Defence, Department of the Interior, Department of Homeland Security and Department of 
Agriculture and in the Middle East. In addition to departments and agencies of the U.S. Government, Marcon's major clients 
include Saudi Arabia-Sabic Services (Refining and Petrochemical), Bahrain National Gas Co, Bahrain Petroleum, Qatar 
Petroleum, Qatar Gas, Qatar Petrochemical, Gulf of Suez Petroleum, Agiba Petroleum and Burullus Gas Co.  
 
Subsequent to the year ended December 31, 2018, the Company signed a Share Purchase Agreement (“agreement”) with 
GRX Industries Inc. (“GRX”), a Delaware corporation to sell 51% of shares of Marcon International (USA) Inc., a subsidiary 
of the Company. Pursuant to the agreement, GRX has agreed to forgive the inter-company debt owing from the Company. 
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The closing date was January 31, 2019. Marcon ceased to generate further operating revenue since that date. 
 
Subsequent to the year ended December 31, 2019 and the sale of Marcon International (USA) Inc., IntellaEquity has re-
positioned itself as a diversified investment and venture capital firm focused on providing investors with long-term capital 
growth by investing in a portfolio of undervalued companies and assets. The investment portfolio may comprise securities 
of both public and private issuers primarily in technology, artificial intelligence, blockchain and may also include investments 
in certain other sectors, including water, green energy, and alternative energy. Target investments shall encompass 
companies at all stages of development, including pre-initial public offering and/or early-stage companies requiring start-up 
or development capital, as well as intermediate and senior companies. 
 
BUSINESS DEVELOPMENT 

The Company is constantly working to improve its position in terms of intellectual property and what it offers to its 
customers. In fiscal 2018 the Company continued to focused on continuous improvements to its technology in markets with 
the highest perceived potential payoff, particularly in the oil and gas sectors.  
 
Blockchain Technology 
 
The Company has created a wholly owned subsidiary, Paragon Blockchain Inc. (“Paragon”) to commence the process of 
implementing Blockchain technology. ” Paragon” has entered into a Memorandum Of Understanding with an Undisclosed 
Blockchain Company (The "UBC") to advise and develop a new set of blockchain applications for Augusta. The UBC will act 
as technical advisor and initiate the process of developing a new set of blockchain applications that will integrate, amongst 
other things, artificial intelligence (A.I.) for the purpose of sorting critical procurement opportunities within US government 
agencies for Marcon.  

Blockchain technology has the potential to unlock substantial new opportunities capable of impacting the business of 
Marcon. Specifically, Marcon seeks to create an eco-system in the supply chain management of clients to change the 
dynamics of the scoping and bidding process by providing vendors and subcontractors with A.I. data mining tools to 
proactively drive the process.  

 
Marcon Segment 
 
Marcon provides procurement and support services to existing and new projects worldwide in the energy sector.  Initially 
Marcon had focused on providing services in the energy sector but moved on to government contracts and government 
services. Marcon has two subsidiaries, Marcon USA and Marcon UK, to help enhance and support its logistic and sales 
operations. Over the years it has established a good reputation and has been a consistent performer for its clients in the 
government as well as the international oil and gas industry. Sales for 2019 quarter 1 is $116. 
 
Subsequent to the year ended December 31, 2018, the Company signed a Share Purchase Agreement (“agreement”) with 
GRX Industries Inc. (“GRX”), a Delaware corporation to sell 51% of shares of Marcon International (USA) Inc., a subsidiary 
of the Company. Pursuant to the agreement, GRX has agreed to forgive the inter-company debt owing from the Company. 
The closing date was January 31, 2019. Marcon ceased to generate further operating revenue since that date. 
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SELECTED FINANCIAL AND OPERATING RESULTS 

Statement of Financial Position 
 
The consolidated statements of financial position as at December 31, 2018 included the financial position of STC while as at 
December 31, 2017, STC was not a subsidiary of IntellaEquity and therefore not included. Many of the variances between the 
two years arise from this. 
 
As at December 31, 2018, the Company has a working capital deficiency of $2,705 (2017 – $382). As at December 31, 2018, 
the Company had total assets of $1,429 (2017 –$524). Total assets increased by $905 during the year ended December 31, 
2018 largely due to the inclusion oil and gas property interests of STC amounting to $509 and deposit given by STC to Alberta 
Energy Board amounting to $334 against reclamation and decommissioning obligations 
 
As at December 31, 2018, the Company had total liabilities of $3,416 (2017 – $1,068), an increase of $2,348. The accounts 
payable and accrued liabilities at December 31, 2018 includes $1,345 owed by STC. The reclamation and decommissioning 
obligations of STI is $411 and advances outstanding in STI is $608 as at December 31, 2018.  
 
Total shareholders’ deficiency increased by $2,125 to $2,125 (2017 – $544) during the year ended December 31, 2018. 
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Results of Operations 
 
The following is a summary of the Company’s three most recently completed financial years: 
 

    
 
  

2018 2017 2016

Revenue 2,893$              2,556$              4,596$              

Interest income 2                     -                      -                      

Cost of sales (2,314)              (2,013)              (3,570)              

Gross Profit 581                  543                 1,026               

Expenses

Research and development (157)                 (148)                 (155)                 

Selling (22)                   (38)                   (34)                   

General and administrative (1,896)              (1,023)              (830)                 

Reclamation and decommissioning expenses (322)                 -                      -                      

Exploration expenses (4)                    -                      -                      

Total Operating Expenses (2,401)              (1,209)              -                      

Loss from Operations (1,820)              (666)                 1,026               

Finance costs (156)                 (20)                   (18)                   

Stock based compensation (90)                   (250)                 -                      

Cost of public listing (510)                 -                      

Foreign exchange (loss) gain (46)                   14                    17                    

Income (Loss) Before Income Taxes (2,622)              (922)                 1,025               

Current income tax (29)                   (7)                    (21)                   

Net Income (Loss) After Tax (2,651)              (929)                 1,004               

Other Comprehensive Income 20                    (10)                   2                     

Total Comprehensive Income (Loss) For  (2,631)$             (939)$               1,006$              
Income (loss) per common share based on

net income (loss) for the year

Basic and diluted (loss)income per share (0.10)$              (0.04)$              0.04$               

Basic and diluted weighted average number

of common shares outstanding (000'S) 25,630              25,614              25,436              
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The consolidated statements of income (loss) and comprehensive income (loss) for the year ended December 31, 2018 
included the income (loss) and comprehensive income (loss) for the three months ended December 31, 2018 of STC while 
for the year ended December 31, 2017, STC was not a subsidiary of IntellaEquity and therefore not included. Many of the 
variances between the two years arise from this. 
 
Sales and cost of sales were $2,893 and $2,314 respectively for the year ended December 31, 2018 (2017 - $2,556 and 
$2,013). The sales in the year ended December 31, 2018 were $337 higher than 2017. The gross margin was also slightly 
lower at 20.0% compared to 21.2% in 2017.   
 
As noted above, subsequent to the year ended December 31, 2018, the Company signed a Share Purchase Agreement 
(“agreement”) with GRX Industries Inc. (“GRX”), a Delaware corporation to sell 51% of shares of Marcon International 
(USA) Inc., a subsidiary of the Company. Pursuant to the agreement, GRX has agreed to forgive the inter-company debt 
owing from the Company. The closing date was January 31, 2019. Marcon ceased to generate further operating revenue since 
that date. Backlog sales in Marcon on December 31, 2018 were $116.  
 
Total operating expenses for the year ended December 31, 2018 were $2,401 compared to $1,209 in the previous year, an 
increase of $1,192. Research and development (“R&D”) expenses increased by $29 and selling expenses by $16. General and 
administration (“G&A”) expenses increased by $873 largely due to a provision of $893 made against the amount receivable 
from Lakeshore Securities and professional fees increased by $42 largely due to the recent restructuring.  Reclamation and 
decommissioning costs of $322 incurred by STC were also included n 2018.  
 
Finance costs of $156 (2017 - $20) include accrued interest on long term debt, credit cards and advances.  
 
For the year ended December 31, 2018, included in the consolidated statements of loss and comprehensive loss is stock-
based compensation of $90 (2017 – $250) relating to the stock options granted to directors, officers and consultants of the 
Company. 
 
The Company acquired an 89.4% interest in STC by selling its wholly-owned subsidiary FOX-TEK Canada Inc. (subsequently 
amalgamated with Sensor Technologies Inc. - “STI”) to operate as STI in return for 47,500 shares of STC.  The transaction 
resulted in a reverse takeover of STC by the Company. The purchase price was satisfied through the issuance of an aggregate 
of 47,500 post-consolidated common shares (the "Consideration Shares") in the capital of STC at a price of $0.20 per 
Consideration Share. The balance of the Purchase Price, being up to $12,000 will be satisfied through a royalty of 15% on all 
future sales of STI’ss products and a 20% royalty on all future sales of STI’s services (collectively, the "Royalty"). The Royalty 
shall be payable until the earlier of (i) the 10 year anniversary of the closing of the acquisition of STI, and (ii) the aggregate 
payment of $12,000. The value of the Royalty has not been included in the purchase price as the amount is uncertain. As at 
December 31, 2018, the Company controlled 82% interest in STC. The net liabilities of STC acquired as part of this 
transaction in the amount of $510 is considered a cost of STI, the Company’s former subsidiary obtaining a public listing has 
been included in the consolidated statements of income (loss) and comprehensive income (loss) for the year ended December 
31, 2018. 
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Summary of Consolidated Quarterly Results 
 
The following is a summary of results for the Company’s eight most recently completed financial periods:  
 
  

 
 

The Fourth Quarter 2018 
 
The consolidated statements of income (loss) and comprehensive income (loss) for the three months ended December 31, 
2018 included the income (loss) and comprehensive income (loss) for the three months ended December 31, 2018 of STC 
while for the year ended December 31, 2017, STC was not a subsidiary of IntellaEquity and therefore not included. Many of 
the variances between the two years arise from this. 
 
Sales and cost of sales in the three months ended December 31, 2018 were $331 and $252 respectively (2017 - $331 and 
$367). Marcon revenue for the fourth quarter of 2018 was $266, $27 higher than the fourth quarter of 2017 revenue of 
$239. The Marcon margin in in the three months ended December 31, 2018 were 12% while it was a negative 37% in 
2017 due to a bad debt provision recorded for Enerdynamic Hybrid Technologies Corp. (“EHT”) of $125.  FOX-TEK  (STI) 
sales of $65 in the fourth quarter of 2018  was lower that $91 in 2017 mainly due to service income in 2017 that were not 
relicated in 2018. 
 

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
2017 2017 2017 2017 2018 2018 2018 2018

Sales 879$       696$       650$       331$       1,719$    383$       460$       331$       

Interest income -         -         -         -         -         -         -         2            

Cost of sales (679)       (452)       (515)       (367)       (1,445)     (286)       (331)       (252)       

Gross profit (loss) 200$       244$       135$       (36)$       274$       97$        129$       81$        

22.8% 35.1% 20.8% -10.9% 15.9% 25.3% 28.0% 24.5%

Expenses

Research and development (37)         (35)         (39)         (37)         (40)         (39)         (40)         (38)         

Selling (7)           (12)         (6)           (13)         (7)           (11)         (8)           4            

General and administrative (233)       (224)       (206)       (360)       (197)       (294)       (245)       (1,160)     

Reclamation and decommissioning expenses -         -         -         -         -         -         -         (322)       

Exploration expenses -         -         -         -         -         -         -         (4)           

Total operating expenses (277)       (271)       (251)       (410)       (244)       (344)       (293)       (1,520)     

Income/(loss) from operations (77)         (27)         (116)       (443)       30          (247)       (164)       (1,439)     

Finance costs (3)           (4)           (4)           (9)           (10)         (12)         (25)         (109)       

Stock based compensation (101)       (64)         (47)         (38)         (31)         (24)         (19)         (16)         

Cost of public listing -         -         -         -         -         -         -         (510)       

Foreign exchange gain(loss) -         10          7            (3)           (8)           (16)         7            (29)         

Net (loss) for the period before tax (181)       (85)         (160)       (496)       (19)         (299)       (201)       (2,103)     

Current income tax -         -         (5)           (2)           - - (7)           (22)         

Net (loss) for the period (181)       (85)         (165)       (498)       (19)         (299)       (208)       (2,125)     

Other comprehensive income (loss) (1)           (6)           (6)           3            1            - 6            13          

Total comprehensive (loss) for the period (182)       (91)         (171)       (495)       (18)         (299)       (202)       (2,112)     

Basic and diluted loss) per share (0.00)$     (0.00)$     (0.00)$     (0.00)$     (0.00)$     (0.01)$     (0.01)$     (0.08)$     

Basic and diluted weighted average number

of common shares outstanding 25,612 25,612 25,612 25,614 25,630 25,630 25,630 25,630
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Total operating expenses for the three months ended December 31, 2018 were $1,520 compared to $410 in the 
corresponding period of 2017.  This was $1,110 higher than the same period of the previous year largely because of a 
provision of $893 made against the amount receivable from Lakeshore Securities and inclusion of $322 of reclamation and 
decommissioning costs incurred by STC.  
 
The finance costs for the fourth quarter of 2018 of $109 (2017 - $9) include accrued interest on long term debts, credit 
cards and advances.  
 
For the three months December 31, 2018, included in the consolidated statements of loss and comprehensive loss is stock-
based compensation of $16 (2017 – $38) relating to the stock options granted to directors, officers and consultants of the 
Company. 
 
As noted above the Company acquired an 89.4% interest in STC by selling its wholly-owned subsidiary FOX-TEK Canada Inc. 
(subsequently amalgamated with Sensor Technologies Inc. - “STI”) to operate as STI in return for 47,500 shares of STC.  The 
transaction resulted in a reverse takeover of STC by the Company. The net liabilities of STC acquired as part of this 
transaction in the amount of $510 is considered a cost of STI, the Company’s former subsidiary obtaining a public listing has 
been included in the consolidated statements of income (loss) and comprehensive income (loss) for the three months ended 
December 31, 2018. 
 
 
 
Gross profit analysis 
 
For the eight quarters, the gross profit margin for the two cash generating units fluctuated within a range of negative 37% to 
78%, which was mainly due to the fluctuation of the sales mix between Fox-Tek and Marcon - Fox-Tek has an average of 
about 72% gross profit margins and Marcon has an average of 7% gross profit margins. See following tables for gross profit 
margins in the two divisions.  
 

 

 
 
  

Gross profit for Marcon
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

2017 2017 2017 2017 2018 2018 2018 2018

Sales $690 $596 $564 $239 $1,634 $293 $319 $266 

Cost of sales 634 431 495 328 1,434 270 288 234

Gross profit (loss) $56 $165 $69 ($89) $200 $23 $31 $32 
Gross profit % 8% 28% 12% -37% 12% 8% 10% 12%

Gross profit for Fox-Tek (STI in Q4 2018)
Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4

2017 2017 2017 2017 2018 2018 2018 2018

Sales $189 $101 $86 $91 $85 $90 $141 $65 
Cost of sales 45 22 20 38 11 15 43 19
Gross profit $144 $79 $66 $53 $74 $74 $74 $46 
Gross profit % 76% 78% 77% 58% 87% 82% 52% 71%
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The Company’s revenue continues to be difficult to forecast and is likely to fluctuate significantly from period to period.  In 
addition, the Company’s operating results do not follow any past trends. The factors affecting the Company’s revenue and 
results of operations include: 
 

• competitive conditions in the industrial sensing industry, including new products, product announcements and special 
pricing offered by competitors of the Company; 

• market acceptance of the Company’s products; 
• ability to hire, train and retain sufficient sales and professional services staff; 
• ability to complete its service obligations related to product sales in a timely manner; 
• varying size, timing and contractual terms of product orders, which may delay the recognition of revenue; 
• ability to maintain existing relationships and to create new relationships to assist with sales and marketing efforts; 
• the length and variability of the sales cycles for the Company’s products; 
• strategic decisions by the Company or its competitors, such as acquisitions, divestitures, spin-offs, joint ventures, 

strategic investments or changes in business strategy; 
• general weakening of the oil and gas industry resulting in a decrease in the overall demand for the products and 

services offered by the Company or otherwise affecting its customers’ capital investment levels in workforce 
management software; 

• changes in the Company’s pricing policies and the pricing policies of its competitors; 
• timing of product development and new product initiatives; and 
• changes in the mix of revenue attributable to substantially lower-margin service revenue as opposed to higher-margin 

product license revenue. 
 

Since the Company’s revenue will be dependent upon a relatively small number of transactions, even minor variations in the 
rate and timing of conversion of sales prospects into revenue could cause the Company to plan or budget inaccurately. Such 
variations could adversely affect the Company’s financial results. Delays and reductions in the amount of, or cancellations of, 
customers’ purchases would adversely affect the Company’s revenue, results of operations and financial condition. 
 
Historically, the Company’s revenues and net results have not been affected by seasons.  Seasonal fluctuations will become 
more significant as the weighting of sales to the oil and gas field increases, since business activity is generally greater in the 
winter for this sector. 
 
 
Performance Indicators 

In order to evaluate the Company’s performance and generate long-term value for its shareholders, the Company has 
identified the following financial and non-financial performance indicators:  

• Distribution, sales, and long-term recurring revenues;  
• Products and innovation;  
• Short-term financial performance and cash flows;  
• Strategic acquisitions and development of new projects. 
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SEGMENTED INFORMATION 

The Company’s reportable segments are strategic business units that offer different services and/or products. They are 
managed separately because each segment requires different strategies and involves different aspects of management 
expertise.  

Fox-Tek develops non-intrusive asset health monitoring sensor systems for the oil and gas market to help operators track 
the thinning of pipelines and refinery vessels due to corrosion and erosion, strain due to bending or buckling, and process 
pressure and temperature. Fox-Tek’s FT fiber optic sensor and EFM systems allow cost-effective, 24/7 remote monitoring 
capabilities to improve scheduled maintenance operations, avoid unnecessary shutdowns, and prevent accidents and leaks. In 
2018 this was sold to STC and the segment information for the year ended December 31, 2018 shows the combined STC 
group including FOX-TEK. The segment information for the year ended December 31, 2017 shows only FOX-TEK as one of 
the units. 

Marcon is an industrial supply contractor servicing the energy sector and a number of US government entities. Marcon’s 
principal business is the sale and distribution of industrial machinery and equipment such as cranes, derricks, diesel engines, 
conveyor systems, oil refining machines, packing machinery, industrial pumps and welding machinery. 

The accounting policies of the segments are the same as those described in the summary of significant accounting policies. 
The Company carries out its operations through wholly-owned entities. These entities are located in Canada and the United 
States. 
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All of the Company's equipment is located in Canada. The Marcon sales revenue of $2,512 excludes intercompany sales 
of $4 to Fox-Tek for the year ended December 31, 2018. The intercompany sales have been eliminated in the 
consolidated statements. Inter-company interest of $138 and royalty of $13 have been eliminated on consolidation and 
not included in the figures above. 

Marcon 

Operations

STI 

Operations

Corporate 

Operations

Total 

Company

Revenue 2,512$            381$              -$                2,893$         

Interest income -                2                     -                      2                  

Cost of Sales (2,226)             (88)                 - (2,314)          

Gross Profit 286            295                 -                 581              

Expenses

Research and development - (157)               - (157)             

Selling - (23)                 - (23)               

General and administrative (293)                (239)               (1,364)             (1,896)          

Reclamation and decommissioning expenses - (322)               - (322)             

Exploration expenses - (4)                   - (4)                 

Total Operating Expenses (293)           (745)               (1,364)         (2,401)          

(Loss) from operations (6)               (450)               (1,364)             (1,820)          

Finance costs (7)                    (111)               (38)                  (156)             

Stock based compensation - - (90)                  (90)               

Cost of public listing - - (510)                (510)             

Foreign exchange (loss) gain (48)                  2                     -                      (46)               

Income (loss) before income tax (61)             (559)           (2,002)         (2,622)          

Income tax expesnes (29)             -                     -                 (29)               

Income (loss) after income tax (90)             (559)               (2,002)         (2,651)          

Other comprehensive income - - 20              20                

Comprehensive income (loss) (61)$               (559)$             (1,982)$           (2,631)$       

Total assets 206$               924$              299$               1,429$         

Equipment 23$                 2$                  - 25$              

For the year ended December 31, 2018

As of December 31, 2018
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All of the Company's equipment is located in Canada. The Marcon sales revenue of $2,089 excludes intercompany sales 
of $23 to Fox-Tek for the year ended December 31, 2017. The intercompany sales have been eliminated in the 
consolidated financial statements. 
 
  

Marcon 
Operations

Fox-Tek 
Operations

Corporate 
Operations Company

Sales 2,089$         467$             -$              2,556$      

Cost of sales (1,888) (125) - (2,013)

Gross profit 201 342 - 543

Expenses

Research and development - (148) - (148)

Selling - (38) - (38)

General and administrative (382) (237) (404) (1,023)

Total operating expenses (382) (423) (404) (1,209)

(Loss) before the undernoted (181) (81) (404) (666)

Finance costs (3) - (17) (20)

Stock based compensation - - (250) (250)

Foreign exchange gain (loss) 18 (4) - 14

Net (loss) for the year before income tax (166) (85) (671) (922)

Income tax expense (7) - - (7)

Net (loss) for the year (173) (85) (671) (929)

Other comprehensive loss (10) - - (10)

Total comprehensive (loss) for the year (183)$           (85)$             (671)$            (939)$        

Equipment 6$                  26$               $                    - 32$            

Total assets 321$             126$             77$                524$          

For the year ended December 31, 2017

As of December 31,  2017
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Sales Revenue by Geographic Region 

 

  
 

 

LIQUIDITY AND CASH RESOURCES 

The consolidated statements of financial position as at December 31, 2018 included the financial position of STC while as at 
December 31, 2017, STC was not a subsidiary of IntellaEquity and therefore not included. Many of the variances between the 
two years arise from this. 
 
Net cash used in operating activities was $1,281 during the year ended December 31, 2018 (2017 - $190).  Stock-based 
compensation of $90, accretion on convertible debentures totalling $6 and amortization expenses of $8 do not involve cash.   
 
Trade and other accounts receivable increased by $296 while accounts payable and accrued liabilities increased by $1,374 
largely due to accounts payable and accrued liabilities of STC. 
 
Proceeds on sale of subsidiary shares were $1.098. STC’s oil and gas property interests was $509 and deposit to Alberta 
Energy Regulators $334. Reclamation and decommissioning obligations of STC are $411.Net proceeds from advances were 
$608. 
 
For the year ended December 31, 2018, the cash and cash equivalents of decreased by $39 (2017 – $nil). As a result, as at 
December 31, 2018, the Company had cash and cash equivalents balance of $44 compared to $83 as at December 31, 2017. 

The Company is committed under operating lease agreements for the rental of its premises and car leases.  Minimum 
annual future lease payments are approximately as follows:   

 

  
 
 

  

2018 2017

USA  $                      2,582  $                      2,140 

Canada  $                         273 238

Middle East  $                           30 114

Others  $                            8 64

Total  $                      2,893  $                      2,556 

Year ended December 31,

Year Lease Commitments
2019 68                                            
2020 58                                            
2021 33                                            
2022 23                                            
2023 19                                            

201$                                       
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Management will continue to work on maintaining an optimal inventory level and the timely collection of accounts receivable 
to minimize its working capital requirements. 
 
The Company uses its capital to finance marketing expense, research and development activities, administrative charges, 
working capital and capital assets. Historically, the Company has financed activities through rounds of public and private 
financing and debt financing. The Company has long term debt of $200 of which $50 are due during 2019 and convertible 
debentures of $54 have already matured and are now due on demand.  
 
SHARE CAPITAL, WARRANTS, AND OPTIONS 
 
(a) Share Capital  

The Company is authorized to issue 400,000 common shares (par value of US0.01 per share) of which 256,296 
are issued and outstanding. 

In October 2018, the Company consolidated its common shares on basis of ten (10) old shares for one (1) post 
consolidated share.  

Common shares outstanding as of the date of the MD&A, December 31, 2018 and 2017, are as follows: 

  

On October 16, 2017, the Company issued 181 common shares for $9 of debt owing to an arm’s length company.  The 
share issuance costs were $1 relating to the exchange of shares for debt. 
 

 
(b) Common Stock Purchase Warrants  

As at December 31, 2018 and as on the date of this MD&A, the Company had the following warrants issued and 
outstanding: 

   
 

The 20,200 outstanding warrants expiring on July 14, 2018, were extended until July 14, 2020. All other provisions of 
the warrants will remain the same. The 9,940 outstanding warrants were extended to December 18, 2020 and the 
exercise price of the warrants were amended from $1.50 to $1.00 per common share. All other provisions of the 
Warrants will remain the same. 

 
 

  

No. of shares Amount

Balance December 31, 2016 256,115 5,527
Shares issued on conversion of debt, net of costs 181 8                  
Balance, December 31, 2017 256,296 5,535$        
Shares consolidated at 10:1                         (230,666) -
Balance, December 31, 2018 25,630                            5,535$        

No. of Warrants Issued 
and Outstanding Exercise Price Expiry 

 Weighted Average 
Remaining Life in 

Years

20,200 0.70                      14-Jul-20 1.54

9,940 1.00                      18-Dec-20 1.97

30,140 0.80$                    1.68
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(c) Stock Option Plan 
 

The Company has a stock option plan open to directors, officers, full-time employees and consultants of the Company. 
Under this plan, the Company may grant total options to a maximum of 10% of the issued and outstanding common 
shares of the Company on a non-diluted basis. 
 
As of the date of this MD&A, the Company had 11,500 options outstanding exercisable at $1.00 per share expiring on 
January 30, 2022. 

 

 
OFF-BALANCE SHEET ARANGEMENTS  

Company does not have any off-balance sheet arrangements.  
 
 
TRANSACTIONS WITH RELATED PARTIES 

Related parties include the Board of Directors, Officers of the Company and enterprises that are controlled by these 
individuals as well as certain persons performing similar functions. The transactions with related parties were in the normal 
course of operations and were measured at fair value.  Related party transactions not disclosed elsewhere in these 
consolidated statements are as follows:  

(a) As at December 31, 2018, $4 (December 31, 2017 - $4) is owing to a law firm in which a director, Jay Vieira, is a former 
partner. 

(b) Included in accounts payable and accrued liabilities as at December 31, 2018 is $2l (December 31, 2017 - $21) owing to 
the CEO and a company controlled by the CEO.   

(c) As at December 31, 2018, $nil (December 31, 2017, $20) is owing to other officers of the Company. 
(d) Included in the consolidated statements of loss and comprehensive loss for the year ended December 31, 2018 is $165 

(2017 - $165) paid to a company controlled by the CEO for services rendered by the CEO (Note 16). 
(e) During the year ended December 31, 2017, the Company granted 5,500 options to directors and officers of the Company 

at an exercise price of $0.10 per share expiring on January 30, 2022.   Included in the statements of loss and 
comprehensive loss for the year ended December 31, 2018 is stock-based compensation expense of $43 (2017 - $120) 
relating to options granted to related parties (Note 12(c)). 

(f) During the year ended December 31, 2018, the Company signed promissory notes secured against the assets of the 
Company and received $638 (2017 - $nil) from a company controlled by a director of the Company. Of this amount, 
$453 have been repaid with interest. The remaining loans of $185 and the accrued interest of $6 are due on demand 
and bear interest at 10% per annum.  Total interest of $11 related to the notes is disclosed as finance costs in the 
consolidated statements of loss and comprehensive loss for the year ended December 31, 2018 (2017 - $nil). 

(g) Included in accounts payable and accrued liabilities as at December 31, 2018 is $31 (2017 - $nil) for legal fees and 
disbursements owing to a law firm (McMillan) in which an officer of STC, Robbie Grossman, was a former partner.  

(h) Included in accounts payable and accrued liabilities as at December 31, 2018 is $43 (2017 - $nil) for legal fees and 
disbursements owing to a law firm (Garfinkle Biderman LLP) of which an officer of STC, Robbie Grossman, was a former 
partner. 

(i) At December 31, 2018, $511 (December 31, 2017 - $nil) has been included in accounts payable and accrued liabilities 
for unpaid remuneration of STC’s former Chief Executive Officer and director, Allen Lone. Allen Lone is the CEO of the 
Company. 

(j) At December 31, 2018 $4 (2017 - $nil) is included in accounts payable and accrued liabilities to an officer and director 
of STC. 

(k) At December 31, 2018 $2 (2017 - $nil) has been included in accounts payable and accrued liabilities for Alan Myers and 
Associates, an accounting firm in which Alan Myers, the CFO of STC, is a partner, for taxation services provided. 

(l) Included in advances are promissory notes outstanding at December 31, 2018 of $335 (2017 - $nil), from related parties 
(former directors and a company controlled by a former officer of STC) and secured against the assets of STC and due 
on demand. The loans bear interest at 10% to 12% per annum and are secured against the assets of STC (Note 8). 
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(m) Included in office and general expenses for the year ended December 31, 2018 is $5 (2017 - $nil) for consulting services 
provided by Binh Quach, a director of STC. As at December 31, 2017, $24 (2017- $nil) has been included in accounts 
payable.  

(n) Included in office and general expenses for the year ended December 31, 2018 is $40 (2017 - $nil) for accounting services 
provided by Momen Rahman, CFO of the Company for STC. As at December 31, 2018, $166 (2017- $nil) has been 
included in accounts payable.  

(o) Included in professional expenses and disbursements for the year ended December 31, 2018 is $15 (2017 - $nil) for legal 
services and disbursements provided by Jay Vieira, the CEO of STC. As at December 31, 2018, $15 (2017- $nil) has been 
included in accounts payable.  

 
KEY MANAGEMENT PERSONNEL COMPENSATION 

During the year ended December 31, 2018, the Company recognized salaries and short term benefit expenses of $532 (2017 
- $479) for its key management personnel, including the CEO of the Company, VP of Software Solutions, VP of Operations, 
and CFO of the Company. 
 
 

RISKS AND UNCERTAINTIES 

High Degree of Product Concentration 
 
Substantially all of the Company’s currently anticipated revenues will be derived from a limited number of products and 
services.  Consequently, the Company’s performance will depend on establishing market acceptance of these products and 
services in a single market, as well as enhancing the performance of such products and services to meet the evolving needs 
of customers.  The Company, like other entities involved in a rapidly evolving new industry, faces the risk that the Company’s 
products and services may not prove to be commercially successful or may be rendered obsolete by further scientific and 
technological developments.  There can be no assurances that the Company will establish and maintain a position at the 
forefront of emerging technological trends. Any reduction in anticipated future demand or anticipated future sales of these 
products or any increase in competition could have a material adverse effect on the Company’s business prospects, operating 
results or financial condition.  
 
Competition  
 
The Company has experienced, and expects to continue to experience, competition from a number of companies. The 
Company’s competitors may announce new products, services or enhancements that better meet the needs of customers or 
changing industry standards. Increased competition may cause price reductions, reduced gross margins and loss of market 
share, any of which could have a material adverse effect on the Company’s business, results of operations and financial 
condition. 
 
Many of the competitors and potential competitors of the Company have significantly greater financial, technical, marketing 
and/or service resources than does the Company.  Many of these companies also have a larger installed base of users, longer 
operating histories or greater name recognition than the Company. Customers of the Company are particularly concerned 
that their suppliers will continue to operate and provide upgrades and maintenance over a long-term period. The Company’s 
smaller size and short operating history may be considered negatively by prospective customers. Even if competitors of the 
Company provide products with more limited system functionality than those of the Company, these products may 
incorporate other capabilities of interest to some customers and may be appealing due to a reduction in the number of 
different types of systems used to operate such customers’ businesses. Further, competitors of the Company may be able to 
respond more quickly than the Company to changes in customer requirements and devote greater resources to the 
enhancement, promotion and sale of their products. 
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Market Uncertainty 
 
The Company’s success depends to a significant degree on its ability to develop the market and gain acceptance for its 
products and services.  There is no assurance that a significant market will develop for the Company’s principal products and 
services.  Implementation and adoption of its products have been slow to develop and may continue to be subject to delays.  
There can be no assurances that the additional commercial applications and markets for the Company’s products will develop 
as currently contemplated.   
 
The market for the Company’s products is just beginning to develop and the Company’s business plan will continue to require 
significant marketing efforts and working capital.  To manage such development, the Company must continue to expand its 
existing resources and management information systems and must attract, train, and motivate qualified marketing, 
management, technical and administrative personnel.  There can be no assurance that the Company will be able to achieve 
these goals.  
 
The Company’s success in the Marcon segment depends on and is exposed to the Middle East oil & gas market. The region 
has gone through some tremendous changes in the last year that have a slight impact on future sales and services in the 
region, and the United States Government Departments spending patterns in the operating expenditure side of 
procurement and contracting rather than the CAPEX side of the business and therefore most contracts signed with the 
Company fall under the maintenance repair and operations (“MRO”).  
 
Labour and Key Personnel 
 
The Company depends on the services of its engineers, technical employees, and key management personnel. The loss of one 
of these people could have a significant unfavorable impact on the Company, its operating results, and its financial position. 
The success of the Company is largely dependent upon its ability to identify, hire train, motivate, and retain highly skilled 
management employees, engineers, technical employees, and sales and marketing personnel. Competition for its employees 
can be intense, and the Company cannot ensure that it will be able to bring in and retain highly skilled technical and 
management personnel in the future. Its ability to bring in and retain management and technical personnel and the necessary 
sales and marketing employees could have unfavorable impact on its growth and future profitability. The Company may be 
obligated to increase the compensation paid to current or new employees, which could substantially increase operating 
expenses.  
 
Growth Management and Market Development 
 
There is no guarantee that the Company can develop its market significantly, thus affecting its profitability. The Company 
expected growth might create significant pressure on management, operations, and technical resources. In order to manage 
its growth, IntellaEquity may need to increase the size of its technical and operational staff and manage its personnel while 
maintaining many effective relationships with third parties.  
 
Pricing Policies 
 
The competitive market in which IntellaEquity operates could force it to reduce its prices. If its competitors offer large 
discounts on certain products and services in order to gain market shares or sell products and services, the Company may 
need to lower its prices and offer other favorable terms in order to compete successfully. Such changes could reduce profit 
margins and have an unfavorable impact on its operating results. Some of IntellaEquity’s competitors could offer products and 
services that compete with theirs for promotional purposes or as part of a long-term pricing strategy or offer price guarantees 
or product implementation. With time, these practices could limit the prices IntellaEquity may charge for its products and 
services. If InttellaEquity cannot offset these price reductions with a corresponding increase in sales volume or decreased 
expense, the decreased revenues from products and services could unfavorable affect its profit margins and operating results.  
 
Product Failures and Mistakes 
 
STI products are complex and therefore may contain failures and mistakes that could be detected at any time in a product’s 
life cycle. Failures and mistakes in its products could have a significant unfavorable impact on its reputation, open it up to 
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significant costs, delay product launch dates, and harm its ability to sell its products in the future. The costs of correcting a 
failure or mistake in one of these products could be significant and could negatively affect its operating margins. Although STI 
expects to continue to test products to detect failure and mistakes and to work with its customers through its support and 
maintenance services in order to find and correct failure and mistakes, they could appear in its products in the future. STI is 
exposed to warranty expenses, product recalls and other claims, particularly if the products prove to be defective, which 
would harm business development and the Company’s reputation. STI provides one year warranty for its products.  
 
Technological Obsolescence 
Competitors and new companies could launch new products. In order to remain on the cutting edge of technology, STI may 
need to launch a new generation of fiber optic sensors and develop its related products and services. Whether it is 
competition from development companies and /or marketing of fiber optic sensors or a merger or acquisition of existing 
companies, competition within certain fiber optic sensor industry sectors offering solutions similar to what STI offers is 
vigorous and could increase. Some of STI’s competitors have significantly greater financial, technical, distribution, and 
marketing resources than STI. Technological progress and product development could make STI products obsolete or reduce 
their value.  
 
 
FINANCIAL INSTRUMENTS AND OTHER INSTRUMENTS 
 
The Company’s financial instruments include cash, investments at fair value through profit or loss, trade and other accounts 
receivable, bank indebtedness, accounts payable and accrued liabilities, advances, long-term debt, and convertible debentures.  
 
The Company doesn’t have any other instruments that will be settled by the delivery of non-financial assets.  
 
The fair value of financial instruments 
 
The Company has estimated the fair value of its financial instruments as follows:  

• Cash is carried at its stated value;  
• The share prices quoted in the market approximates the fair value of the investments; 
• The carrying value of trade and other accounts receivable, bank indebtedness, accounts payable and accrued liabilities, 

and advances approximate their fair values due to the short-term nature of these instruments;  
• The convertible debentures include liability component, conversion option, and warrants. Both conversion option 

and warrants meet all the criteria for recognition as equity instruments under IAS 32, financial instruments 
presentation, and have been recognized as equity components. Management estimated the fair value of a similar 
liability that doesn’t have associated equity components by using a discount rate of 18% at initial recognition and 
each extension date. The residual amount has been allocated to equity components. Management used the Black-
Scholes option pricing model to estimate the fair value of conversion option and warrants, and the residual equity 
amount is then allocated to based on their relative fair values. At initial recognition date and each extension date, 
the convertible debentures have been segregated into conversion option, warrants and liability components. The 
equity components decreased the carry amount of convertible debenture liability and will be accreted into profit 
and loss using the effective interest method over the each extension terms of convertible debentures, and bring the 
carry amount of convertible debenture to their face amounts at maturity dates.   

• Long term debt is carried at amortized cost. It has a fixed interest rate which is paid monthly. 
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The classification and measurement base of financial instruments 
 
Financial liabilities are initially recorded at fair value and subsequently measured at amortized cost, unless they are required 
to be measured at FVTPL (such as derivatives) or the Company has elected to measure at FVTPL. The Company’s financial 
liabilities include trade and other payables which are classified at amortized cost.  
 
The Company has completed a detailed assessment of its financial instruments as at January 1, 2018. The following table 
shows the original classification under IAS 39 and the new classification under IFRS 9 

 

Financial Instrument IAS 39 IFRS 9 
 

Cash Loans and receivables FVTPL  

Sundry receivables Loans and receivables Amortized cost  

Investments FVTPL FVTPL  

Deposits Loans and receivables Amortized cost  

Accounts payable and 
accrued liabilities Other financial Liabilities Amortized cost 

 

Advances Other financial Liabilities Amortized cost  

 

FINANCIAL RISK MANAGEMENT 

The Company has exposure to counterparty credit risk, liquidity risk and market risk associated with its financial assets and 
liabilities. The Board of Directors has overall responsibility for the establishment and oversight of the Company’s risk 
management framework. The Board of Directors has established the Audit Committee which is responsible for developing 
and monitoring the Company’s compliance with risk management policies and procedures. The Audit Committee regularly 
reports to the Board of Directors on its activities. 
 
The Company’s risk management program seeks to minimize potential adverse effects on the Company’s financial 
performance and ultimately shareholder value. The Company manages its risks and risk exposures through a combination of 
insurance, a system of internal and disclosure controls, and sound business practices. 
 
Cash  
 
Cash consists of bank balances and petty cash. Credit risk associated with cash and bank is minimized substantially by ensuring 
that these financial assets are invested in debt instruments of highly rated financial institutions. As at December 31, 2018, the 
Company held cash of $44 (December 31, 2017 - $83). 

Trade and Other Accounts Receivable 

Accounts receivable consists primarily of trade accounts receivable from the sale of equipment, installation and reporting 
services. The Company’s credit risk arises from the possibility that a counterparty which owes the Company money is unable 
or unwilling to meet its obligations in accordance with the terms and conditions in the contracts with the Company, which 
would result in a financial loss to the Company. This risk is mitigated through established credit management techniques, 
including monitoring counterparty creditworthiness, setting exposure limits and monitoring exposure against these customer 
credit limits. 
 
The carrying amount of accounts receivable is reduced through the use of an allowance for doubtful accounts and the amount 
of the loss is recognized in the statement of loss in expenses. When a receivable balance is considered uncollectible, it is 
written off against the allowance for accounts receivable. Subsequent recoveries of amounts previously written off reduce 
general and administrative expenses in the statement of loss.  
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On August 1, 2018, the Company assigned $1,000 of its convertible debenture receivable from STC to an arms-length third 
party Lakeshore Capital. The Company considers $137 to be recoverable and the remaining $893 has been written of as 
doubtful receivable and included in the general and administrative expenses of $1.896 in the consolidated statements of 
income (loss) and comprehensive income (loss) for the year ended December 31, 2018. The collectible amount receivable 
from Lakeshore Capital amounting to $137 has been included in the consolidated statement of financial position as at 
December 31, 2018 as trade and other accounts receivable. 
 
Liquidity Risk 
Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due. The Company has 
working capital deficiency of $2,705 (2017 - $382). 
 
The following items are the contractual maturities of financial liabilities: 
 

    
 
Market Risk 
 
Market risk is the risk that changes in market prices, such as foreign exchange rates and interest rates will affect the fair value 
of recognized assets and liabilities or future cash flows or the Company’s results of operations. To contend with changes in 
market prices, the Company constantly reviews its current and planned expenditures to ensure it has adequate resources to 
continue operations. The Company primarily sells goods in Canada and the United States and attempts to limit its exposure 
by transacting in the local currency and therefore limiting exposure to foreign exchange rates. 
 
Foreign Exchange 

As at December 31, 2018, the Company's US dollar net monetary liabilities totaled $227 (2017 - $64). Accordingly, a 
5% change in the US dollar exchange rate as at December 31, 2017 on this amount would have resulted in an exchange 
gain or loss and therefore net loss would have increased (decreased) by $11 (2016 - $3). 
 
  

December 31, 2018 Carrying 
amount

Contractual 
cash flows

0 to 12 
months

After 12 
months

Accounts payable and accrued liabilities  $            2,095  $            2,095  $            2,095  $                   -   
Reclamation and decomissioning obligations                    411                    411                    411                       -   
Advances                    608                    608                    608                       -   
Income tax payable                      24                      24                      24                       -   
Debentures                      54                      54                      54                       -   
Non-cash liabilities                      24                      24                      24                       -   
Long term debt                    200                    200                      50                    150 

 $            3,416  $            3,416  $            3,266  $                150 

December 31, 2017 Carrying 
amount

Contractual 
cash flows

0 to 12 
months

After 12 
months

Accounts payable and accrued liabilities  $                722  $                722  $                722  $                   -   
Debentures                      48                      48                      48                       -   
Income tax payable                         3                         3                         3                       -   
Non-cash liabilities                      45                      45                      45                       -   
Long term debt                    251                    251                      56                    195 

 $            1,069  $            1,069  $                874  $                195 
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Capital Management 

The Company manages the capital structure and makes adjustments to it in the light of changes in economic conditions and 
the risk characteristics of the underlying assets. In order to maintain or adjust the capital structure, the Company may issue 
new shares or debt. The Company considers its capital to include shareholders’ deficiency which amounts to $2,125 (2017 – 
shareholders’ deficiency of $544). 

The Company’s objectives when managing capital are to safeguard the Company’s ability to continue as a going concern, so 
that it can provide returns for shareholders and benefits for other stakeholders. 

The Company has no commitments, other than convertible debentures and warrants, to sell or otherwise issue common 
shares. Management reviews its capital management approach on an ongoing basis and believes that this approach, given the 
relative size of the Company, is reasonable.   The Company has not changed its approach to capital management during the 
years ended December 31, 2018 and 2017. 
 
Investor Relations 
 
During the year ended December 31, 2018, the Company performed its own investor relations. The Company will continue 
to perform its own investor relations for the foreseeable future. 
 
 
Subsequent Events 
 
1. Subsequent to the year ended December 31, 2018, the Company signed a Share Purchase Agreement (“agreement”) 

with GRX Industries Inc. (“GRX”), a Delaware corporation to sell 51% of shares of Marcon International (USA) Inc., a 
subsidiary of the Company. Pursuant to the agreement, GRX has agreed to forgive the inter-company debt owing from 
the Company. 

2. Distribution of STC shares On December 12, 2018, the Company announced its intention to distribute an aggregate of 
25,611 common shares of STC to shareholders of the Company on the basis of one STC shares for every one Intella 
shares outstanding. Subsequent to the year ended December 31, 2018, the distribution was completed through two 
distributions in March 2019 bringing down the number of common stock of STC owned by the company to 21,889 or 
38%. 

3. Subsequent to the year ended December 31, 2018, the Company signed promissory notes secured against the assets of 
the Company and received $31 from a company controlled by CEO of the Company. The loans are due on demand and 
bear interest at 10% per annum.  

4. Subsequent to the year ended December 31, 2018, the conversion price of the convertible debenture in the aggregate 
amount of $1,853 was amended from $0.20 per common share to $0.05 per common share subject to regulatory 
approval. Interest on the debenture will continue to accrue at an annual rate of 12%, subject to adjustments, until 
redeemed or converted in accordance with the terms of the debenture. 
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INDEPENDENT AUDITORS' REPORT

To the Shareholders of
IntellaEquity Inc.:

Opinion
We have audited the consolidated financial statements of IntellaEquity Inc. and its subsidiaries (the "Company"), which
comprise the consolidated statements of financial position as at December 31, 2018 and 2017, and the consolidated
statements of income (loss) and comprehensive income (loss), changes in' equity and cash flows for the years then
ended, and notes to the consolidated financial statements, including a summary of significant accounting policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all material respects, the
consolidated financial position of the Company as at December 31, 2018 and 2017, and its consolidated financial
performance and its consolidated cash flows for the years then ended in accordance with International Financial
Reporting Standards (IFRSs).

Basis for Opinion
We conducted our audits in accordance with Canadian generally accepted auditing standards. Our responsibilities under
those standards are further described in the Auditor’s Responsibilities for the Audit of the consolidated Financial
Statements section of our report. We are independent of the Company in accordance with the ethical requirements that
are relevant to our audit of the financial statements in Canada, and we have fulfilled our other ethical responsibilities in
accordance with these requirements. We believe that the audit evidence we have obtained is sufficient and appropriate to
provide a basis for our opinion. 

Material Uncertainty Related to Going Concern  
We draw attention to Note 2(b) in the consolidated financial statements, which indicates that as of December 31, 2018 the
Company has incurred losses of $2,651 resulting in an accumulated deficit of $11,231.  In addition, the Company, has a
working capital deficiency of $2,705. As stated in Note 2(b), these events or conditions, along with other matters as set
forth in Note 2(b), indicate that a material uncertainty exists that may cast significant doubt on the Company’s ability to
continue as a going concern. Our opinion is not modified in respect of this matter. 

Responsibilities of Management and Those Charged with Governance for the consolidated Financial Statements
Management is responsible for the preparation and fair presentation of the financial statements in accordance with IFRSs,
and for such internal control as management determines is necessary to enable the preparation of consolidated financial
statements that are free from material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the Company's ability to
continue as a going concern, disclosing, as applicable, matters related to going concern and using the going concern
basis of accounting unless management either intends to liquidate the Company or to cease operations, or has no
realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Company’s financial reporting process.

Auditor’s Responsibilities for the Audit of the consolidated Financial Statements
Our objectives are to obtain reasonable assurance about whether the consolidated financial statements as a whole are
free from material misstatement, whether due to fraud or error, and to issue an auditor’s report that includes our opinion.
Reasonable assurance is a high level of assurance, but is not a guarantee that an audit conducted in accordance with
Canadian generally accepted auditing standards will always detect a material misstatement when it exists. Misstatements
can arise from fraud or error and are considered material if, individually or in the aggregate, they could reasonably be
expected to influence the economic decisions of users taken on the basis of these financial statements. As part of an
audit in accordance with Canadian generally accepted auditing standards, we exercise professional judgment and
maintain professional skepticism throughout the audit. We also:



� Identify and assess the risks of material misstatement of the consolidated financial statements, whether due
to fraud or error, design and perform audit procedures responsive to those risks, and obtain audit evidence
that is sufficient and appropriate to provide a basis for our opinion. The risk of not detecting a material
misstatement resulting from fraud is higher than for one resulting from error, as fraud may involve collusion,
forgery, intentional omissions,misrepresentations, or the override of internal control.

� Obtain an understanding of internal control relevant to the audit in order to design audit procedures that are
appropriate in the circumstances, but not for the purpose of expressing an opinion on the effectiveness of the
Company’s internal control.

� Evaluate the appropriateness of accounting policies used and the reasonableness of accounting estimates
and related disclosures made by management.

� Conclude on the appropriateness of management’s use of the going concern basis of accounting and, based
on the audit evidence obtained, whether a material uncertainty exists related to events or conditions that may
cast significant doubt on the Company’s ability to continue as a going concern. If we conclude that a material
uncertainty exists, we are required to draw attention in our auditor’s report to the related disclosures in the
consolidated financial statements or, if such disclosures are inadequate, to modify our opinion. Our
conclusions are based on the audit evidence obtained up to the date of our auditor’s report. However, future
events or conditions may cause the Company to cease to continue as a going concern.

� Evaluate the overall presentation, structure and content of the consolidated financial statements, including
the disclosures, and whether the consolidated financial statements represent the underlying transactions and
events in a manner that achieves fair presentation.

We communicate with those charged with governance regarding, among other matters, the planned scope and timing of
the audit and significant audit findings, including any significant deficiencies in internal control that we identify during our
audit.

We also provide those charged with governance with a statement that we have complied with relevant ethical
requirements regarding independence, and to communicate with them all relationships and other matters that may
reasonably be thought to bear on our independence, and where applicable, related safeguards. 

The engagement partner on the audit resulting in this independent auditors' report is Kevin Ramsay.

Chartered Professional AccountantsMarkham, Ontario 
April 26, 2019 Licensed Public Accountants
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The accompanying notes are an integral part of these consolidated financial statements 

Note 2018 2017

Assets
Current Assets
Cash and cash equivalents  $                      44 83
Trade and other accounts receivable 12      395 99
Inventory 7       37 33
Tax credits receivable 9       20 20
Prepaid expenses and other assets 65 257
Total Current Assets 561 492

Non-Current Assets
Equipment 8       25 32
Oil and gas property interests 10      509 -
Deposits 11      334 -
Total Non-Current Assets 868 -
Total Assets  $                  1,429  $                         524 

Liabilities and Equity
Current Liabilities
Accounts payable and accrued liabilities 2,095 722
Reclamation and decommissioning obligations 411 -
Advances 15      608 -
Deferred revenue 24 45
Income tax payable 17      24 3
Long term debt - current portion 13      50 56
Convertible debentures 16      54 48
Total Current Liabilities 3,266 874
Non-Current Liabilities
Long term debt 13      150 195
Total Non-Current Liabilities 150 195
Total Liabilities 3,416 1,069
 Deficiency
Share capital 18 (a) 5,535 5,535
Warrants 18 (b) 671 671
Reserves 2,879 1,829
Accumulated other comprehensive income 21 1
Deficit (11,231)                  (8,580)                        
Total Deficiency attributable to owners (2,125)                    (544)                          
Non-Controlling interest 138                       -                            
Total Deficiency (1,987)                    (544)                          

Total Liabilities and Shareholders' Deficiency 1,429$                   524$                          

Going Concern (Note 2 (b))
Commitments (Note 19)
Subsequent events (Note 25)
Approved on Behalf of the Board

"Warren Goldberg, CPA, CA"

Director

"Allen Lone"

Director
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INTELLAEQUITY INC. (FORMERLY – AUGUSTA INDUSTRIES INC.) 
 CONSOLIDATED STATEMENTS OF INCOME (LOSS) AND COMPREHENSIVE  

INCOME (LOSS) FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2017 
(Expressed in Canadian dollars.  All numbers are in thousands except for share prices expressed in dollars) 

 

        
 

The accompanying notes are an integral part of these consolidated financial statements 
 

Note 2018 2017

Revenue 2,893$              2,556$              

Interest income 2                     -                      

Cost of sales (2,314)              (2,013)              

Gross Profit 581                  543                 

Expenses

Research and development (157)                 (148)                 

Selling (22)                   (38)                   

General and administrative (1,896)              (1,023)              

Reclamation and decommissioning expenses (322)                 -                      

Exploration expenses (4)                    -                      

Total Operating Expenses (2,401)              (1,209)              

Loss from Operations (1,820)              (666)                 

Finance costs (156)                 (20)                   

Stock based compensation  18(c) (90)                   (250)                 

Cost of public listing (510)                 -                      

Foreign exchange (loss) gain (46)                   14                    

(Loss) Before Income Taxes (2,622)              (922)                 

Current income tax 17 (29)                   (7)                    

Net (Loss) After Tax (2,651)              (929)                 

Other Comprehensive Income (Loss) 20                    (10)                   

Total Comprehensive (Loss) For The Year (2,631)$             (939)$               
Income (loss) per common share based on

net (loss) for the year

Basic and diluted (loss)income per share (0.10)$              (0.04)$              

Basic and diluted weighted average number

of common shares outstanding (000'S) 25,630              25,614              
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INTELLAEQUITY INC. (FORMERLY – AUGUSTA INDUSTRIES INC.) 
 CONSOLIDATED STATEMENTS OF CHANGES IN EQUITY 
FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2017 

(Expressed in Canadian dollars.  All numbers are in thousands except for share prices expressed in dollars) 
  
 

 
 

The accompanying notes are an integral part of these consolidated financial statements.

 Accumulated 

Other

Number Amount Warrants Reserves Comprehensive 

Income/(Loss)

Deficit Total 

Equity/(Deficiency)
Balance, December 31, 2016 256,115  $        5,527  $          690  $        1,560  $                      11  $            (7,651) 137

Net loss for the year  -  -  -  -  -                   (929)                         (929)

Shares issued on conversion of 

debts net of costs

             181                 8  -  -  -  -                             8 

Warrants expired  -  -               (19)                19  -  -                              - 

Stock based compensation              250                          250 

Other comprehensive income  -  -  -  -                         (10)  -                           (10)

Balance, December 31, 2017 256,296  $        5,535  $          671  $        1,829  $                        1  $            (8,580)  $                     (544)

Balance, December 31, 2017 256,296  $        5,535  $          671  $        1,829  $                        1  $            (8,580)  $                     (544)

Stock consolidation @ 1: 10       (230,666)  -  -  -  -  -  - 

 Share of proceeds for interest      -                              - 
        of subsidiary  sold              960                          960 

Net loss for the year  -  -  -  -  -                (2,651)                      (2,651)

Stock based compensation  -                90  -  -                            90 

Other comprehensive income - - - - 20 - 20

Balance, December 31, 2018 25,630  $        5,535  $          671  $        2,879  $                      21  $           (11,231)  $                   (2,125)

Share Capital
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The accompanying notes are an integral part of these consolidated financial statements. 

2018 2017

CASH FLOWS USED IN OPERATING ACTIVITIES
Net (loss) for the year  $ (2,651)  $ (929)

Items not involving cash

Amortization 8 10

Accretion on convertible debentures 6 5

Stock based compensation 90 250

(2,547) (664)

Changes in non-cash working capital
Trade and other accounts receivable (296) 563 

Inventory (4) 78 

Prepaid expenses and other assets 192 (9)

Income tax payable 21 (12)

Tax credit receivable - 2 

Accounts payable and accrued liabilities 1,374 (148)

Deferred revenue (21) -

1,266 474

Net cash used in operating activities (1,281) (190)
CASH FLOWS PROVIDED BY FINANCING ACTIVITIES

Proceeds on subsidiary shares sold 1,098 -

Proceeds fro long term debt  - 213

Repayment of long term debt (51) (13)

Net cash provided by financing activities 1,047 200

CASH FLOWS USED IN INVESTING ACTIVITIES
Oil and gas (509) -

Deposit (334) -

Reclamation 411 -

Loan received 608 -

Acquisition of equipment (1) -

Net cash used in investing activities 175 -

Effect of changes in foreign exchange rate 20 (10)
(39)  - 

CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 83 83

CASH AND CASH EQUIVALENTS, END OF YEAR  $ 44  $ 83 

SUPPLEMENTAL CASH FLOW INFORMATION: 

Taxes paid  $ 9  $ 15 

Shares issued on conversion of debt net of costs - 8

Interest paid  $ 22  $ 9 

NET DECREASE IN CASH  AND CASH EQUIVALENTS 
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1. NATURE OF OPERATIONS

IntellaEquity Inc. (formerly - Augusta Industries Inc.) (the “Company” or "IntellaEquity") was incorporated on 
October 13, 1999 under the laws of the State of Delaware with a registered office and a head-office location at 
2455 Cawthra Road, Unit 75, Mississauga, Ontario L5A 3P1 Canada. IntellaEquity’s significant shareholder is 
Knoxbridge Corp. (“Knoxbridge”), who owns 30.0% of the voting shares of the Company (December 31, 2017 –
30.0%).

Fox-Tek Canada Inc. (“FOX-TEK”), a wholly-owned subsidiary of IntellaEquity, was sold to Sensor Technologies 
Corp. (“STC”) for a purchase price of $21,500. $9,500 of the purchase price was satisfied through the issuance of 
an aggregate of 47,500 post-consolidated common shares (the "Consideration Shares") in the capital of STC at a 
price of $0.20 per Consideration Share. The balance of the purchase price, being up to $12,000, will be satisfied 
through a royalty of 15% on all future sales of Fox-Tek's products and a 20% royalty on all future sales of Fox-
Tek's services (collectively, the "Royalty"). The Royalty shall be payable until the earlier of (i) the 10 year 
anniversary of the closing of the acquisition of Fox-Tek, and (ii) the aggregate payment of $12,000. As at December 
31, 2018, the Company controlled 47,500 of common shares of STC (82%).

Marcon International Inc. (“Marcon”), a wholly-owned subsidiary of IntellaEquity, is in the business of selling 
equipment to foreign multinational companies operating primarily in the Middle East and to the United States 
government. The equipment is purchased from various suppliers in Canada, United States and Europe.

The consolidated financial statements were approved for issue by the Board of Directors on April 26, 2019.

2. BASIS OF PRESENTATION AND GOING CONCERN

(a) Statement of Compliance

These consolidated financial statements have been prepared in accordance with International Financial 
Reporting Standards as issued by the International Accounting Standards Board ("IASB") which includes 
International Financial Reporting Standards, International Accounting Standards ("IAS"), and interpretations of 
the International Financial Reporting Interpretation Committee ("IFRIC") effective as of December 31, 2018. 
These standards are collectively referred to as “IFRS”.

(b) Going Concern

The consolidated financial statements have been prepared on a going concern basis.  The going concern basis 
of presentation assumes that the Company will continue operations for the foreseeable future and will be able 
to realize its assets and discharge its liabilities and commitments in the normal course of operations.

The Company has net loss of $2,651 for the year ended December 31, 2018 (2017 -  $929), has an accumulated 
deficit of $11,231 (2018 – $8,580) from inception and working capital deficiency of $2,705 (2017 –$382). The 
challenges of securing requisite funding beyond December 31, 2018 and the cumulative operating losses 
indicate the existence of a material uncertainty which cast significant doubt upon the Company’s ability to 
continue as a going concern. These consolidated financial statements do not include any adjustments relating 
to the recoverability and classification of recorded asset amounts or to the amounts or classification of 
liabilities that might be necessary should the Company be unable to continue as a going concern.  Such 
adjustments could be material. 
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(c) Basis of Measurement

The consolidated financial statements have been prepared on the historical cost basis. In addition, these
financial statements have been prepared using the accrual basis of accounting, except for cash flow information.
These consolidated financial statements are presented in Canadian dollars, which is the Company’s functional
currency.

(d) Basis of Consolidation

The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries,
Fiber Optic Systems Technology (Canada), Inc., PinPoint FOX-TEK Inc., Marcon International Inc., Marcon
International (USA) Inc., Marcon International (UK) Ltd. and its 82% owned subsidiary Sensor Technologies
Corp. (collectively referred to as the “Company” or “Intella”).

Subsidiaries consist of entities over which the Company is exposed to, or has rights to, variable returns as
well as the ability to affect those returns through the power to direct the relevant activities of the entity.
Subsidiaries are fully consolidated from the date control is transferred to the Company and are de-
consolidated from the date control ceases. The consolidated financial statements include all the assets,
liabilities, revenues, expenses and cash flows of the Company and its subsidiaries after eliminating inter-entity
balances and transactions. Assets, liabilities, income and expenses of a subsidiary acquired or disposed of
during the year are included in comprehensive loss from the date that the Company gains control until the
date that the Company ceases to control the subsidiary.

(e) Critical accounting judgments, estimates and assumptions

The preparation of consolidated financial statements in conformity with IFRS requires the Company’s
management to make judgments, estimates and assumptions that affect the reported amounts of assets,
liabilities and contingent liabilities at the date of the consolidated financial statements and reported amounts
of revenue and expenses during the reporting periods. Estimates and assumptions are continuously evaluated
and are based on management’s experience and other factors, including expectations of future events that are
believed to be reasonable under the circumstances.  Uncertainty about these judgments, estimates and
assumptions could result in outcomes that could require a material adjustment to the carrying amount of the
asset or liability affected in future periods.

The information about significant areas of estimation uncertainty considered by management in preparing the
consolidated financial statements are as follows:

(i) Convertible debenture

The conversion options require an estimation of the fair value of a similar liability that doesn’t have an
associated equity component by using a suitable discount rate at initial recognition and each extension
date. The carrying amount of the conversion options is then determined by deducting the fair value of
the financial liability from the fair value of the convertible debenture as a whole.

The warrants attached to debentures require an estimation of the fair value at initial recognition and each
extension date.  Management uses the Black-Scholes option pricing model to estimate the fair value of
warrants and conversion options, and the residual equity amount is then allocated to them based on their
relative fair values.
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(ii) Warrants

The Company uses the Black-Scholes option pricing model to calculate the value of warrants issued as
part of the Company’s private placements. The Black-Scholes model requires six key inputs to determine
the value for a warrant: risk free interest rate, exercise price, market price at date of issue, expected
dividend yield, expected life and expected volatility. Certain of the inputs are estimates which involve
considerable judgment and are, or could be, affected by significant factors that are out of the Company’s
control. For example, a longer expected life of the warrant or a higher volatility number would result in
an increase in the warrant value.

(iii) Allowances for impairment of trade and other accounts receivables

The Company's carrying value of trade and other receivables as at December 31, 2018 was $395 (2017
– $99), net of allowances for doubtful accounts of $1,034 (2016 – $141). The policy for allowances for
impairment on accounts receivable of the Company is based on the evaluation of collectability and on
management's judgment. A considerable amount of judgment is required in assessing the ultimate
realization of these receivables, including the current creditworthiness and the past collection history. If
the financial conditions of the debtors of the Company were to deteriorate, resulting in an impairment
of their ability to make payments, additional allowances may be required.

(iv) Impairment of inventory

Inventory is recorded at the lower of cost and net realizable value.  The cost of inventory may not be
recoverable if their selling prices have declined.  The estimate of net realizable value is based on the
expected to be sold for less costs of selling. As at December 31, 2018, the carrying amount of inventory
is $37 (2017 – $33). Provision for slow moving and obsolete inventory for the year ended December 31,
2018 was $nil (2017 – $85).

(v) Income, value added, withholding and other taxes

The Company is subject to income, value added, withholding and other taxes. Significant judgment is
required in determining the Company’s provisions for taxes. There are many transactions and calculations
for which the ultimate tax determination is uncertain during the ordinary course of business. The
Company recognizes liabilities for anticipated tax audit issues based on estimates of whether additional
taxes will be due. The determination of the Company’s income, value added, withholding and other tax
liabilities requires interpretation of complex laws and regulations. The Company’s interpretation of
taxation law as applied to transactions and activities may not coincide with the interpretation of the tax
authorities. All tax related filings are subject to government audit and potential reassessment subsequent
to the financial statement reporting period. Where the final tax outcome of these matters is different
from the amounts that were initially recorded, such differences will impact the tax related accruals and
deferred income tax provisions in the period in which such determination is made.
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The information about significant areas of judgment considered by management in preparing the consolidated 
financial statements are as follows: 

 
(i) Going concern 

The Company applies judgment in evaluating the going concern assumption and disclosure. The Company 
prepares a budget to determine its future cash needs and considers future sources of financing.   

 
(ii) Determination of functional currency 
 

The effects of Changes in Foreign Exchange Rates (IAS 21) define the functional currency as the currency 
of the primary economic environment in which an entity operates. The determination of functional 
currency, which is performed on an entity by entity basis, is based on various judgmental factors outlined 
in IAS 21.  

The consolidated financial statements are presented in Canadian dollars, which is the parent’s functional 
and presentation currency. Each entity in the group determines its own functional currency.  Management 
reviewed the primary and secondary indicators in IAS 21, the effects of changes in foreign exchange rates, 
and determined that the functional currency for Marcon International (USA) Inc. is the US dollar, for 
Marcon International (UK) Ltd. is the UK pound, and for all other subsidiaries is the Canadian dollar.  

 
(iii) Deferred tax assets 
 

Deferred tax assets are recognized in respect of tax losses and other temporary differences to the extent 
it is probable that taxable income will be available against which the losses can be utilized.  Judgment is 
required to determine the amount of deferred tax assets that can be recognized based upon the likely 
timing and level of future taxable income together with future tax planning strategies.  Refer to Note 11 
for further details. 

(iv) Revenue recognition 

Management exercises judgement in determining the fair value of its multiple element arrangements. In 
making their judgement, management considered the criteria of IAS 18, Revenue, to allocate the 
consideration received in such arrangements. The consideration allocated to the data monitoring and 
installation is measured by reference to their fair value – the amount for which the services could be sold 
separately. 

(v) Determination of cash generating units (“CGU”) 

The Company applies judgment when determining their CGUs.  The Company has two main sources of 
cash flows, the sale of equipment to foreign multinationals (the Marcon business) and the sale of fiber 
optic sensing systems (the FOX-TEK business).  After analysis of the Company’s asset base, the Company 
determined that the assets for these two businesses were independent of each other and designated the 
FOX-TEK CGU and the Marcon CGU.  For the year ended December 31, 2018, the FOX-TEK CGU 
was replaced with STC group. 

(vi) Classification of financial instruments  

The Company applies judgment when selecting the classification of its financial instruments. The Company 
considered the nature and purpose of each financial asset and liability and selected the classification which 
aligns with the risk management objectives of the Company.  



INTELLAEQUITY INC. (FORMERLY – AUGUSTA INDUSTRIES INC.) 
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS  

FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2017 
(Expressed in Canadian dollars.  All numbers are in thousands except for share prices expressed in dollars) 

 

11 
 

3. SIGNIFICANT ACCOUNTING POLICIES 

The policies as set out below were consistently applied to all periods presented unless otherwise noted. 

(a) Revenue Recognition 

Revenue is measured at the fair value of the consideration received or receivable and;  
 
•   It is probable that the economic benefits associated with the transaction will flow to the Company; and 
•   The costs incurred or to be incurred in respect of the transaction can be measured reliably.   

Revenue is reduced for estimated customer returns, rebates and other similar allowances. 

Revenue from a contract to provide services such as installation and data monitoring is recognised by 
reference to the stage of completion of the contract. The stage of completion of the contract is determined 
as follows: 
• Installation fees are recognized by reference to the stage of completion of the installation to the stage of 
completion of the installation, determined as the proportion of the total time expected to install that has 
elapsed at the end of the reporting period; 
• Servicing fees included in the data monitoring products sold are recognised by reference to the 
proportion of the total cost of providing the service for the product sold; and  
• Revenue from time and material contracts is recognised at the contractual rates as labour hours and 
direct expenses as incurred. 

Revenue from the sale of goods is recognised when title has passed, at which time all the following conditions 
are satisfied:  
 
• The Company has transferred to the buyer the significant risks and rewards of ownership of the goods; 
• The Company retains neither continuing managerial involvement to the degree usually associated with 

ownership nor effective control over the goods sold; 
• The amount of revenue can be measured reliably; 
• It is probable that the economic benefits associated with the transaction will flow to the entity; and 
• The costs incurred or to be incurred in respect of the transaction can be measured reliably. 

Sales of electric field mapping (“EFM”) monitoring systems and Fox-Tek (“FT”) systems are accounted for as 
separately identifiable components and the fair value of the consideration received or receivable is allocated 
between the goods supplied and the installation and data monitoring sold. The consideration allocated to the 
data monitoring is measured by reference to their fair value – the amount for which the services could be 
sold separately. Such consideration is not recognised as revenue at the time of the initial sale transaction – 
but is deferred and recognized as revenue pro rata over the service period. 

(b) Inventory  

Inventory consists of raw materials used in the manufacturing of fiber optics sensing systems, work in process 
and finished goods. Inventory is recorded at the lower of cost and net realizable value. The cost is determined 
on the weighted average principle and includes expenditures incurred in acquiring the inventories, production 
or conversion costs and other cost incurred in bringing them to their existing location and condition. Net 
realizable value is the estimated selling price in the ordinary course of business, less the estimated costs of 
completion and selling expenses.  
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(c) Cash and cash equivalents 

Cash and cash equivalents consist of cash on hand and short-term investments with original maturities of less 
than three months.  Cash are offset and the net amount presented in the statements of financial position to 
the extent that there is a right to set off and a practice of net settlement.  Cash includes accrued interest on 
short-term investments. As at December 31, 2018 and 2017, the Company had no cash equivalents. 

 

(d) Equipment 

Computer hardware, scientific and office equipment, and computer software are stated at cost less 
accumulated amortization and accumulated impairment losses. 

Amortization is recognized so as to write off the cost or valuation of assets less their residual values over 
their useful lives, using the declining balance method. The estimated useful lives, residual values and 
amortization method are reviewed at the end of each reporting period, with the effect of any changes in 
estimate accounted for on a prospective basis. 

An item of equipment is derecognized upon disposal or when no future economic benefits are expected to 
arise from the continued use of the asset. Any gain or loss arising on the disposal or retirement of an item of 
equipment is determined as the difference between the sales proceeds and the carrying amount of the asset 
and is recognized in profit or loss. 

Intangible assets with finite useful lives that are acquired separately are carried at cost less accumulated 
amortization and accumulated impairment losses. Amortization is recognized on a straight-line basis over their 
estimated useful lives. The estimated useful life and amortization method are reviewed at the end of each 
reporting period, with the effect of any changes in estimate being accounted for on a prospective basis. 

The amortization rates for equipment are as follows: 

 

 
  

Method Rate

Computer hardware Declining balance 30%

Scientific equipment Declining balance 30%

Office equipment Declining balance 20%

Computer software Declining balance 50%



INTELLAEQUITY INC. (FORMERLY – AUGUSTA INDUSTRIES INC.) 
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS  

FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2017 
(Expressed in Canadian dollars.  All numbers are in thousands except for share prices expressed in dollars) 

 

13 
 

(e) Research and Development 

All research costs are expensed as incurred.  

An internally-generated intangible asset arising from development (or from the development phase of an 
internal project) is recognised if, and only if, all of the following have been demonstrated: 
 
• the technical feasibility of completing the intangible asset so that it will be available for use or sale; 
• the intention to complete the intangible asset and use or sell it; 
• the ability to use or sell the intangible asset; 
• how the intangible asset will generate probable future economic benefits; 
• the availability of adequate technical, financial and other resources to complete the development and to 

use or sell the intangible asset; and, 
• the ability to measure reliably the expenditure attributable to the intangible asset during its development. 
 
As at December 31, 2018 and 2017, the Company did not have any projects in the development stage. 

(f)    Oil and gas exploration and evaluation assets and oil and gas property interests 
 

• Oil and gas exploration and evaluation assets 
 

Exploration and evaluation (“E&E”) assets primarily relate to acquisition costs and related reclamation and 
decommissioning. Expenditures incurred on the acquisition of a license interest is initially capitalized on a 
license by license basis. The acquisition costs of E&E properties include the cash consideration and the 
estimated fair market value of share-based payments issued for such property interests. 
 
Exploration costs are expensed in the period incurred. The acquisition costs are deferred until commercial 
reserves are proven, sold or abandoned. Commercial proven reserves are defined as the estimated 
quantities of crude oil, natural gas and natural gas liquids which geological, geophysical and engineering data 
demonstrate with a specified degree of certainty to be recoverable in future periods from known reservoirs 
and are considered technically feasible. 

Costs incurred subsequent to the determination of technical feasibility and commercial viability are added 
to the cost base of the respective item of P&E when they increase the future economic benefits of that 
asset. The costs of regular service and maintenance are expensed in profit or loss in the period in which 
they occur. 
 
Net proceeds from any disposal of an E&E asset are initially credited against the previously capitalized costs. 
Any surplus proceeds are credited to the consolidated statement of income (loss). 

 
• Oil and gas property interests 

 
All directly attributable costs incurred after the technical feasibility and commercial viability of producing 
hydrocarbons have been demonstrated are capitalized on a field-by-field basis only when the costs increase 
the future economic benefits embodied in the specific asset to which they relate. All other costs are 
recognized in profit or loss as incurred. 
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(g) Impairment of Long-lived assets 

 
At the end of each reporting period, the Company assess whether there is any indication of an impairment 
loss. If any such indication exists, then the Company will perform an impairment test.  The impairment test 
is to compare the asset's carrying amount and its recoverable amount, where the recoverable amount is 
defined as the higher of the asset’s fair value less costs to sell and its value-in-use. Under the value-in-use 
calculation, the expected future cash flows from the asset are discounted to their net present value, using 
a pre-tax discount rate that reflects current market assessments of the time value of money and the risks 
specific to the asset for which the estimates of future cash flows have not been adjusted.  When it is not 
possible to estimate the recoverable amount of an individual asset, the Company estimates the recoverable 
amount of the CGU to which the asset belongs. When a reasonable and consistent basis of allocation can 
be identified, corporate assets are also allocated to individual CGU, or otherwise they are allocated to the 
smallest company of CGU for which a reasonable and consistent allocation basis can be identified. 
If the recoverable amount of an asset (or CGU) is estimated to be less than its carrying amount, the carrying 
amount of the asset (or CGU) is reduced to its recoverable amount. An impairment loss is recognized 
immediately in profit or loss, unless the relevant asset is carried at a revalued amount, in which case the 
impairment loss is treated as a revaluation decrease. 
 
At the end of each reporting period, the Company assesses whether there is any indication that an 
impairment loss recognized in prior periods for an asset other than goodwill may no longer exist or may 
have decreased. If any such indication exists, the Company will estimate the recoverable amount of that 
asset, and reverse the impairment. 
 
E&E assets are reviewed for impairment whenever facts or circumstances indicate that the cost capitalized 
to E&E assets may not be recoverable. If commercial reserves have not been established through the 
completion of E&E activities and there are no future plans for activity in that field, the E&E assets are 
determined to be impaired and the carrying amount is charged to income. Facts and circumstances that 
indicate impairment of E&E assets include but are not limited to: 
the period for which the Company has the right to explore a specific area has expired or will expire in the 
near future and is not expected to be renewed. 
substantive expenditure on future E&E activities in a specific area is neither budgeted nor planned. 
E&E activities in a specific area have not led to the discovery of commercially viable quantities of mineral 
resources and the Company has decided to discontinue such activities in a specific area. 
sufficient data exist to indicate that, although a development in the specific area is likely to proceed, the 
carrying amount of the E&E asset is unlikely to be recovered in full from successful development or by sale. 
  
Assets that are subject to amortization are reviewed for impairment whenever events or changes in 
circumstances indicate that the carrying amount may not be recoverable. An impairment loss is recognized 
for the amount, by which the asset’s carrying amount exceeds its recoverable amount. 
  
The recoverable amount is the higher of the net selling price and value in use. If the recoverable amount of 
an asset or cash generating unit is estimated to be less than its carrying amount, the carrying amount of the 
asset or cash generating unit is reduced to its recoverable amount. Impairment losses are recognized in the 
statement of loss immediately. 
 
Where an impairment loss subsequently reverses, the carrying amount of the asset or cash generating unit 
is increased to the revised estimate of its recoverable amount, but so that the increased carrying amount 
does not exceed the carrying amount that would have been determined had no impairment loss been 
recognized for the asset or cash generating unit in prior years. A reversal of an impairment loss is recognized 
in the statement of loss immediately. 
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(h) Leases 
The determination of whether an arrangement is, or contains, a lease is based on the substance of the 
arrangement at the inception date. It requires consideration as to whether the fulfillment of the arrangement 
is dependent on the use of a specific tangible asset or the arrangement conveys a right to use the tangible 
asset.  
A lease is classified as an operating lease if it does not transfer substantially all the risks and rewards 
incidental to ownership. Operating lease payments are recognized as an expense in the consolidated 
statement of loss on a straight-line basis over the lease term. The Company did not have any finance leases 
during the years ended December 31, 2018 and 2017. 

(i) Depletion 
Depletion of oil and gas property interests within each cash-generating unit (CGU) is recognized using the 
unit-of-production method based on the Company’s share of total proved plus probable oil and natural gas 
reserves before royalties as determined by independent reserve engineers.  

(j) Decommissioning liability 
A decommissioning liability is recognized when the Company has a present legal or constructive obligation 
as a result of past events, it is probable that an outflow of resources will be required to settle the obligation, 
and a reliable estimate of the amount of obligation can be made. A corresponding amount equivalent to the 
provision is also recognized as part of the cost of the related asset. The amount recognized is management’s 
estimated cost of decommissioning, discounted to its present value using a pre-tax risk free rate that reflects 
the time value of money. Changes in the estimated timing of decommissioning or decommissioning cost 
estimates are dealt with prospectively by recording an adjustment to the provision and a corresponding 
adjustment to the related asset unless the change arises from production. The unwinding of the discount 
on the decommissioning provision is included as a finance cost. Actual cost incurred upon settlement of the 
decommissioning liability are charged against the provision to the extent the provision was established. 

(k) Foreign Currencies 

(i) Functional currency 
The consolidated financial statements are presented in Canadian dollars, which is the parent’s functional 
and presentation currency. Each entity in the group determines its own functional currency.  Management 
reviewed the primary and secondary indicators in IAS 21, the effects of changes in foreign exchange rates, 
and determined that the functional currency for Marcon International (USA) Inc. is US dollars, for Marcon 
International (UK) Ltd. is UK pounds, and for all other subsidiaries is Canadian dollars.  
 

(ii) Foreign operations 
Under IFRS, when the Company translates the financial statements of subsidiaries from their functional 
currency to presentation currency, assets and liabilities are translated into Canadian dollars at the 
exchange rate in effect at the financial reporting date. Share capital, warrants, equity reserves, 
accumulated other comprehensive income, and deficit are translated into Canadian dollars at historical 
exchange rates. Revenues and expenses are translated into Canadian dollars at the average exchange rate 
for the period. Foreign exchange gains and losses on translation are included in other comprehensive 
income. Foreign exchange differences that arise relating to balances that form part of the net investment 
in a foreign operation are recognized in a separate component of equity through other comprehensive 
income. On disposition or partial disposition of a foreign operation, the cumulative amount of related 
exchange difference in other comprehensive income is recognized within profit or loss in the consolidated 
statement of loss.  

(iii) Foreign currency transactions 
Transactions in foreign currencies are translated to the respective functional currencies of the Company’s 
entities at exchange rates at the dates of the transactions.  Monetary assets and liabilities denominated in 
foreign currencies at the reporting date are translated to the functional currency at the exchange rate at 
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that date. The foreign currency gain or loss resulting from the settlement of such transactions and from 
the translation at the reporting date of monetary assets and liabilities denominated in foreign currencies 
are recognized within profit or loss in the consolidated statement of loss.  Non-monetary assets and 
liabilities denominated in foreign currencies that are measured at fair value are translated to the functional 
currency at the exchange rate at the date that the fair value was determined.  Foreign currency differences 
arising on translation are recognized in the consolidated statement of loss.  Non-monetary items that are 
measured in terms of historical cost in a foreign currency are translated using the exchange rate at the 
date of the transaction. 

(l) Borrowing Costs 

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, which 
are assets that necessarily take a substantial period of time to get ready for their intended use or sale, are 
added to the cost of those assets, until such time as the assets are substantially ready for their intended use 
or sale. Investment income earned on the temporary investment of specific borrowings pending their 
expenditure on qualifying assets is deducted from the borrowing costs eligible for capitalization. 

All other borrowing costs are recognized in profit or loss in the period in which they are incurred. 

(m) Income (loss) per Common Share 

Basic income (loss) per common share is determined by dividing net income (loss) attributable to common 
shareholders by the weighted average number of common shares outstanding during the year. Diluted income 
(loss) per common share is calculated in accordance with the if-converted method and based on the weighted 
average number of common shares outstanding adjusted for the effects of all dilutive potential shares including 
warrants, convertible debt and stock options.  The effect on the diluted income (loss) per share of the exercise 
of the warrants, convertible debt and stock options would be anti-dilutive during the years ended December 
31, 2018 and 2017. 

(n) Cost of Private Placement Financing 

Incremental costs incurred in respect of raising capital through private placements are charged against equity 
proceeds raised.  

Incremental costs incurred in respect of issuing convertible debentures are charged against the liability and 
equity components. The issue costs allocated to the liability component are amortized over the term of the 
convertible debentures and accrete up to the principal balance at maturity. The accretion, amortization of 
issue costs and the interest paid are expensed within finance costs on the consolidated statement of loss. 
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(o) Taxation 

i. Current income tax 

Current income tax assets and liabilities for the current and prior periods are measured at the amount 
expected to be recovered from or paid to the taxation authorities. The tax rates and tax laws used to 
compute the amount are those that are enacted or substantively enacted by the end of the reporting 
period. Current tax assets and current tax liabilities are only offset if a legally enforceable right exists to 
set off the amounts, and the intention is to settle on a net basis, or to realize the asset and settle the 
liability simultaneously. Current income tax relating to items recognized directly in equity is recognized 
in equity and not through profit or loss.  

 
ii. Deferred tax  

Deferred tax is provided using the liability method on temporary differences at the reporting date 
between the tax bases of assets and liabilities and their carrying amounts for financial reporting purposes. 
Deferred tax liabilities are recognized for all taxable temporary differences and deferred tax assets are 
recognized for all deductible temporary differences, carry-forward of unused tax credits, and unused tax 
losses, to the extent that it is probable that taxable profit will be available against which the deductible 
temporary difference and the carry forward of unused tax credits and unused tax losses can be utilized. 
Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the year 
when the asset is realized or the liability is settled, based on tax rates (and tax laws) that have been 
enacted or substantively enacted at the end of the reporting period. Deferred tax relating to items 
recognized directly in equity is also recognized in equity and not in the consolidated statement of loss.  

The carrying amount of deferred tax assets is reviewed at the end of each reporting period and reduced 
to the extent that it is no longer probable that sufficient taxable profit will be available to allow all or part 
of the deferred tax asset to be utilized. Unrecognized deferred tax assets are reassessed at each 
consolidated statement of financial position date and are recognized to the extent that it has become 
probable that future taxable profit will allow the deferred tax asset to be recovered.  

(p) Tax Credit Receivable 

Government assistance and tax credits relating to qualifying expenditures, to the extent that there is 
reasonable assurance of realization, are accounted for using the cost reduction method, whereby the 
government assistance and tax credits are recorded as reductions against the related expenses or the carrying 
value of the related assets. Tax credits are subject to review by the Canada Revenue Agency (“CRA”) and any 
adjustments that may result could reduce the tax credit recorded. 

(q) Provisions 

Provisions are recognized when the Company has a present obligation (legal or constructive) as a result of a 
past event, it is probable that the Company will be required to settle the obligation, and a reliable estimate 
can be made of the amount of the obligation. 
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(r) Financial Instruments  
 
The Company adopted IFRS 9 as of January 1, 2018 

 
Financial assets 

Financial assets are classified as either financial assets at fair value through profit or loss (“FVTPL”), fair value 
through other comprehensive income (“FVTOCI”) or amortized cost. The Company determines the 
classification of financial assets at initial recognition. 

Financial assets at Fair-value through profit or loss 
 

Financial instruments classified as fair value through profit and loss are reported at fair value at each 
reporting date, and any change in fair value is recognized in the statement of operations in the period during 
which the change occurs.  Realized and unrealized gains or losses from assets held at FVPTL are included in 
losses in the period in which they arise. 

 
Financial assets at Fair-value through other comprehensive income 
 
Financial assets carried at FVTOCI are initially recorded at fair value plus transaction costs with all 
subsequent changes in fair value recognized in other comprehensive income (loss). For investments in equity 
instruments that are not held for trading, the Company can make an irrevocable election (on an instrument-
by-instrument bases) at initial recognition to classify them as FVTOCI. On the disposal of the investment, 
the cumulative change in fair value remains in other comprehensive income (loss) and is not recycled to 
profit or loss.  

Financial assets at amortized cost 
 
Financial assets are classified at amortized cost if the objective of the business model is to hold the financial 
asset for the collection of contractual cash flows, and the asset’s contractual cash flows are comprised solely 
of payments of principal and interest. The Company’s accounts receivable are recorded at amortized cost as 
they meet the required criteria. A provision is recorded based on the expected credit losses for the financial 
asset and reflects changes in the expected credit losses at each reporting period 
 
Financial liabilities 
 
Financial liabilities are initially recorded at fair value and subsequently measured at amortized cost, unless they 
are required to be measured at FVTPL (such as derivatives) or the Company has elected to measure at FVTPL. 
The Company’s financial liabilities include trade and other payables which are classified at amortized cost.  
 
The Company has completed a detailed assessment of its financial instruments as at January 1, 2018. The 
following table shows the original classification under IAS 39 and the new classification under IFRS 9 

Financial Instrument IAS 39 IFRS 9 
 

Cash Loans and receivables FVTPL  

Sundry receivables Loans and receivables Amortized cost  

Investments FVTPL FVTPL  

Deposits Loans and receivables Amortized cost  

Accounts payable and 
accrued liabilities Other financial Liabilities Amortized cost 

 

Advances Other financial Liabilities Amortized cost  
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The adoption of this standard did not have a material impact on the Company’s consolidated financial 
statements but resulted in certain additional disclosures. The carrying value and measurement of all financial 
instruments remains unchanged as at January 1, 2018 as a result of the adoption of the new standard. 
 
Impairment  
 
IFRS 9 requires an ‘expected credit loss’ model to be applied which requires a loss allowance to be recognized 
based on expected credit losses. This applies to financial assets measured at amortized cost. The expected 
credit loss model requires an entity to account for expected credit losses and changes in those expected 
credit losses at each reporting date to reflect changes in initial recognition.  

Classification of financial instruments 

Financial instruments measured at fair value are classified into one of three levels in the fair value hierarchy that 
reflects the significance of inputs in measuring fair value as the following: 

Level 1 – quoted prices (unadjusted) in active markets for identical assets or liabilities; 

Level 2 –inputs other than quoted prices included in Level 1 that are observable for the asset or liability, either 
directly (i.e. prices) or indirectly (i.e. derived from prices); and 

Level 3 – inputs for the assets or liability that are not based on observable market data (unobservable inputs). 

The classification of a financial instrument in the fair value hierarchy is based upon the lowest level of input that 
is significant to the measurement of fair value. 

(s) Share-based Compensation 

The Company has an employee stock option plan. Employees (including officers), directors, and consultants 
of the Company receive remuneration in the form of stock options granted under the plan for rendering 
services to the Company. Any consideration received on the exercise of stock options is added to share 
capital. The cost of options is recognized, together with a corresponding increase in equity reserves, over the 
period in which the performance and/or service conditions are fulfilled, ending on the date on which the 
relevant optionee becomes fully entitled to the award (the “vesting date"). The cumulative expense recognized 
for option grants at each reporting date until the vesting date reflects the portion of the vesting period that 
passed and the Company's best estimate of the number of options that will ultimately vest.  

As it is not reliable to estimate the fair value of employee services rendered, the Company values the stock 
options based on the fair value of stock options. The fair value for these options is estimated at the date of 
grant using the Black-Scholes option pricing model. The Company is also required to estimate the expected 
future forfeiture rate of options in its calculation of share-based payment.  

Each tranche of a stock option grant is considered a separate grant for the calculation of fair value, and the 
resulting fair value is amortized over the vesting period of the respective tranches, using the graded vesting 
method, based on the Company's estimate of equity instruments that will eventually vest, with a corresponding 
increase in equity. At the end of each reporting period, the Company revises its estimate of the number of 
equity instruments expected to vest. The impact of the revision of the original estimates, if any, is recognized 
in profit or loss such that the cumulative expense reflects the revised estimate, with a corresponding 
adjustment to the equity reserve.  

Where the terms of a stock option award are modified, the Company recognizes the incremental value, if 
any, based on the difference between the fair value of the modified option and the value of the old option 
immediately before its terms are modified. 
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(r) Changes in accounting policies 
 
These consolidated statements follow the same accounting policies and methods of computation as those described 
in Note 3 of the annual consolidated financial statements as at and for the year ended December 31, 2017, except 
those adopted on January 1, 2018 as follows. The implementation of the new policies had no significant impact to 
the Company’s consolidated statements for the year ended December 31, 2018. 
 

1. IFRS 9 – Financial Instruments (“IFRS 9”) was issued by the IASB as a complete standard in July 2014 and 
will replace IAS 39 Financial Instruments: Recognition and Measurement (“IAS 39”). IFRS 9 uses a single 
approach to determine whether a financial asset is measured at amortized cost or fair value, replacing the 
multiple rules in IAS 39. The approach in IFRS 9 is based on how an entity manages its financial instruments 
in the context of its business model and the contractual cash flow characteristics of the financial assets. 
Most of the requirements in IAS 39 for classification and measurement of financial liabilities were carried 
forward unchanged to IFRS 9, except that an entity choosing to measure a financial liability at fair value 
will present the portion of any change in its fair value due to changes in the entity’s own credit risk in 
other comprehensive income, rather than within profit or loss. The new standard also requires a single 
impairment method to be used, replacing the multiple impairment methods in IAS 39. IFRS 9 is effective 
for annual periods beginning on or after January 1, 2018.   

2. IFRS 15 - Revenue From Contracts With Customers (“IFRS 15”) proposes to replace IAS 18 - Revenue, 
IAS 11 - Construction contracts, and some revenue-related interpretations. The standard contains a single 
model that applies to contracts with customers and two approaches to recognizing revenue: at a point in 
time or over time. The model features a contract-based five-step analysis of transactions to determine 
whether, how much and when revenue is recognized. New estimates and judgmental thresholds have 
been introduced, which may affect the amount and/or timing of revenue recognized. IFRS 15 is effective 
for annual periods beginning on or after January 1, 2018.  

3. IFRIC 22 – Foreign Currency Transactions and Advance Consideration (“IFRIC 22”) was issued in 
December 2017 and addresses foreign currency transactions or parts of transactions where there is 
consideration that is denominated in a foreign currency; a prepaid asset or deferred income liability is 
recognised in respect of that consideration, in advance of the recognition of the related asset, expense 
or income; and the prepaid asset or deferred income liability is non-monetary.  The interpretation 
committee concluded that the date of the transaction, for purposes of determining the exchange rate, is 
the date of initial recognition of the non-monetary prepaid asset or deferred income liability. IFRIC 22 is 
effective for annual periods beginning on or after January 1, 2018.    

 
2. Acquisition of Sensor Technologies Corp. (”STC”)  

 
The Company acquired an 89.4% interest in STC by selling its wholly-owned subsidiary FOX-TEK Canada Inc. 
(subsequently amalgamated with Sensor Technologies Inc. - “STI”) to operate as STI in return for 47,500 shares of 
STC.  The transaction resulted in a reverse takeover of STC by the Company. The purchase price was satisfied 
through the issuance of an aggregate of 47,500 post-consolidated common shares (the "Consideration Shares") in 
the capital of STC at a price of $0.20 per Consideration Share. The balance of the Purchase Price, being up to 
$12,000 will be satisfied through a royalty of 15% on all future sales of STI’ss products and a 20% royalty on all 
future sales of STI’s services (collectively, the "Royalty"). The Royalty shall be payable until the earlier of (i) the 10 
year anniversary of the closing of the acquisition of STI, and (ii) the aggregate payment of $12,000. The value of the 
Royalty has not been included in the purchase price as the amount is uncertain. As at December 31, 2018, the 
Company controlled 82% interest in STC. 
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A summary of the estimated fair value of the assets and liabilities at date of the acquisition, as a result of the reverse 
takeover transaction are as follows: 
 

  
 

The net liabilities in the amount of $510 is considered the cost of STI, the Company’s former subsidiary obtaining 
a public listing. 

 
5. Future accounting pronouncements  

The following pronouncement was issued by the IASB or the IFRIC that are mandatory for accounting periods 
commencing on or after January 1, 2019.  

IFRS 16, Leases (“IFRS 16”) was issued in January 2016 to improve the accounting for leases, generally by eliminating 
a lessees’ classification of leases and introducing a single lessee accounting model. The most significant effect of the 
new standard will be the lessee’s recognition of the initial present value of unavoidable future lease payments as 
lease assets and lease liabilities on the statement of financial position. Leases with durations of 12 months or less 
and leases for low value assets are both exempted. The measurement of the total lease expense over the term of 
a lease will be unaffected by the new standard. However, the new standard will result in the timing of lease expense 
recognition being accelerated for leases which would be currently accounted for as operating leases.  
 
The presentation on the statement of income and other comprehensive income (loss) required by the new 
standard will result in most lease expenses being presented as amortization of lease assets and financing costs 
arising from lease liabilities rather than as being a part of goods and services purchased. The standard is effective 
for annual periods beginning on or after January 1, 2019 and will supersede IAS 17 Leases. The Company does 
have some leases and will apply the standard effective January 1, 2019,  The Company does not expect the effect 
of adoption of this standard to be significant.  

 

 
  

Assets acquired
Cash 2$                  

Trade and other accounts receivable 8                   

Prepaid expenses 15                  

Oil and gas property interests 509                

Deposits 395                

Total assets acquired 929$              

Less: Liabilities assumed
Accounts payable and accrued liabilities 1,045$            

Advances 304                

Reclamation and decommissioning obligation 90                  

Total liabilities assumed 1,439$            

Net liabilities acquired (510)$             
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6. FINANCIAL RISK MANAGEMENT 

The Company has exposure to counterparty credit risk, liquidity risk and market risk associated with its financial 
assets and liabilities. The Board of Directors has overall responsibility for the establishment and oversight of the 
Company’s risk management framework. The Board of Directors has established the Audit Committee which is 
responsible for developing and monitoring the Company’s compliance with risk management policies and 
procedures. The Audit Committee regularly reports to the Board of Directors on its activities. There have been no 
material changes in the risks, objectives, policies and procedures during the years ended December 31, 2018 and 
2017. 

The Company’s risk management program seeks to minimize potential adverse effects on the Company’s financial 
performance and ultimately shareholder value. The Company manages its risks and risk exposures through a 
combination of insurance, a system of internal and disclosure controls, and sound business practices. 

The Company’s financial instruments and the nature of the risks which these instruments may be subject to 
are set out in the following table.  

  

 

(a) Credit risk  

Trade and other accounts receivable  

Trade and other accounts receivable consists primarily of trade accounts receivable from the sale of 
equipment, installation and reporting services. The Company’s credit risk arises from the possibility that 
a counterparty which owes the Company money is unable or unwilling to meet its obligations in 
accordance with the terms and conditions in the contracts with the Company, which would result in a 
financial loss to the Company. This risk is mitigated through established credit management techniques, 
including monitoring counterparty creditworthiness, setting exposure limits and monitoring exposure 
against these customer credit limits. 

The carrying amounts of trade and other accounts receivable are reduced through the use of an 
allowance for doubtful accounts and the amount of the loss is recognized in the consolidated statement 
of loss in general and administrative expenses. When a receivable balance is considered uncollectible, it 
is written off against the allowance for accounts receivable. Subsequent recoveries of amounts 
previously written off reduce other expenses in the statement of loss. Historically, trade credit losses 
have been minimal.   

 
  

Market 
Interest

rate
Cash and cash equivalents Yes Yes Yes Yes
Trade and other accounts receivable Yes Yes Yes
Accounts payable and accrued liabilities Yes Yes
Debentures Yes Yes
Long term debt Yes Yes

Risks

Credit Liquidity
Foreign 

exchange
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Concentration of credit risk  

Four customers represent approximately 85% of sales for the year ended December 31, 2018 (2017 –
77% of sales). The sales from major customers and their respective operational segments are as follows: 

   

The trade receivable from one customer represents approximately 62% of trade receivable as of 
December 31, 2017 (2017 – 43%). The trade and accounts receivable balances from these customers 
are as follows:  

  

 

Credit risk arises from cash and cash equivalents held with banks and credit exposure to customers, including 
outstanding accounts receivables.   The maximum exposure to credit risk is equal to the carrying value (net 
of allowances) of the financial assets. The objective of managing counterparty credit risk is to prevent losses 
on financial assets. The Company assesses the credit quality of counterparties, taking into account their 
financial position, past experience and other factors. For many new international clients, the Company 
demands that equipment costs are prepaid prior to shipment. 

Cash 

Cash consist of bank balances and petty cash. Credit risk associated with cash is minimized substantially 
by ensuring that these financial assets are invested in debt instruments of highly rated financial 
institutions. As at December 31, 2018, the Company had cash of $44 (2017 - $83) and does not expect 
any counterparties to fail to meet their obligations.  

 
 
 
  

2018 2017

US Air Force 248 309
US Bureau of Reclamation 840 321
US Navy 944 753
US Army 438 588

 $                          2,471  $                          1,971 

Year ended December 31,

2018 2017

US Air Force - 42

US Army 159 -

 $                               159  $                                42 

December 31,
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(b) Liquidity risk 

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due.  

The Company’s policy is to actively maintain credit facilities to ensure sufficient available funds to meet its 
obligations as they come due.  

The following items are the contractual maturities of financial liabilities: 

 

     

In addition to the financial liabilities, the Company has contractual cash flows relating to lease 
commitments (note 19). 

 
(c)  Market risk 

Market risk is the risk that changes in market prices, such as foreign exchange rates and interest rates 
will affect the fair value of recognized assets and liabilities or future cash flows or the Company’s results 
of operations. To contend with changes in market prices, the Company constantly reviews its current 
and planned expenditures to ensure it has adequate resources to continue operations. The Company 
primarily sells goods in Canada and the United States and attempts to limit its exposure by transacting 
in the local currency, therefore limiting exposure to foreign exchange rates. 

 

(d) Foreign exchange  

As at December 31, 2018, the Company's US dollar net monetary liabilities totaled $227 (2017 - $64). 
Accordingly, a 5% change in the US dollar exchange rate as at December 31, 2018 on this amount would 
have resulted in an exchange gain or loss and therefore net loss would have increased (decreased) by 
$11 (2016 - $3). 

December 31, 2018 Carrying 
amount

Contractual 
cash flows

0 to 12 
months

After 12 
months

Accounts payable and accrued liabilities  $            2,095  $            2,095  $            2,095  $                   -   
Reclamation and decomissioning obligations                    411                    411                    411                       -   
Advances                    608                    608                    608                       -   
Income tax payable                      24                      24                      24                       -   
Debentures                      54                      54                      54                       -   
Non-cash liabilities                      24                      24                      24                       -   
Long term debt                    200                    200                      50                    150 

 $            3,416  $            3,416  $            3,266  $                150 

December 31, 2017 Carrying 
amount

Contractual 
cash flows

0 to 12 
months

After 12 
months

Accounts payable and accrued liabilities  $                722  $                722  $                722  $                   -   
Debentures                      48                      48                      48                       -   
Income tax payable                         3                         3                         3                       -   
Non-cash liabilities                      45                      45                      45                       -   
Long term debt                    251                    251                      56                    195 

 $            1,069  $            1,069  $                874  $                195 
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7. INVENTORY 

Inventory is valued at lower of cost or net realizable value. The breakdown of inventory is comprised as follows:  

  

The total amount of inventory expensed at cost as cost of sales during the year ended December 31, 2018 
was $39 (2017 - $24). Impairment expenses during the year ended December 31, 2018 was $nil (2017 - $85). 

 
8. EQUIPMENT AND INTANGIBLE ASSETS 

   

 
 

9. TAX CREDITS RECEIVABLE 

The Company undertakes research and development activities, the costs of which are eligible for investment tax 
credits which may be refunded or applied to reduce the income tax payable in the current year and future years. 
During the year ended December 31, 2018, the Company recognized $20 (2017 - $24) Ontario Investment Tax 
Credit, which has been deducted from research and development expenses. Investment tax credits for the fiscal 
year are dependent upon qualification of each individual project under stringent technical criteria and amounts 
may vary upon further review by the Canada Revenue Agency.  Adjustments to the claim, if any, will be accounted 
for in the year of assessment.  Historically, the investment tax credits have been assessed as filed, accordingly the 
Company has accrued a refundable credit of $20 for year ended December 31, 2018 (2017 - $20).   
 
 

  

2018 2017

Raw materials  $                                      37  $                                      33 

 $                                      37  $                                      33 

December 31,

Computer 
Hardware

Scientific 
Equipment

Office 
Equipment

Computer 
Software Total

Cost

Balance at December 31, 2017 and 2018  $           56  $           73  $           62  $           34  $     225 

Addition 1  -  -  - 1

Balance at December 31, 2018  $           57  $           73  $           62  $           34  $     226 

Accumulated amortization

Balance at December 31, 2017  $           49  $           65  $           47  $           32  $     193 

Amortization charge                3                1                3                1             8 

Balance at December 31, 2018  $           52  $           66  $           50  $           33  $     201 

Net Book Value December 31, 2017  $            7  $            8  $           15  $            2  $       32 

Net Book Value December 31, 2018  $            5  $            7  $           12  $            1  $       25 



INTELLAEQUITY INC. (FORMERLY – AUGUSTA INDUSTRIES INC.) 
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS  

FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2017 
(Expressed in Canadian dollars.  All numbers are in thousands except for share prices expressed in dollars) 

 

26 
 

10. OIL AND GAS PROPERTY INTERESTS 

Oil and gas property interests as at December 31, 2018 totals $509 in Alberta (2017 - $nil) 

In 2008, the Company acquired two suspended heavy oil wells and leases and related petroleum and 
natural gas rights in the Lloydminster area of Alberta for cash proceeds of $400.  

The Company’s interest in the first lease is a 60% working interest subject to: 

a. an obligation to pay a 60% share of the variable Crown royalties; 

b. a 60% share of a 1% Gross Overriding Royalty (“GORR”) payable to the party; and 

c. a 3% GORR on the 60% share of production. 

The Company’s interest in the second lease is a 100% working interest declining to 60% after recoupment 
of the payout account of approximately $485 associated with the well on the lease. This lease is subject 
to: 

a. a 60% share of the Crown royalty; 

b. a 60% share (36% after payout) of a 1% GORR payable on oil production; 

c. a 5% to 15% variable convertible GORR payable in respect of oil production; 

d.  a 15% convertible GORR payable in respect of gas production; and 

e.  a 3% GORR payable on the Company’s 60% share of production. The 5% to 15% variable convertible 
GORR and 15% convertible GORR are convertible to a 40% working interest once payout has been 
achieved. 

The leases include the right to complete one infill well on each of the leases. Upon completion and payout 
of any infill well, the Company will have a 60% working interest in the applicable well subject to the 
encumbrances on the applicable lease. 

 

11. DEPOSITS 

The Company is liable to undertake reclamation and abandonment work on its leases. On December 31, 
2018, the Company has lodged deposits of $334 (December 31, 2017 - $nil) with the Alberta Energy 
Resource Conservation Board (“AERCB”) as required by legislation.  
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12. TRADE AND OTHER ACCOUNTS RECEIVABLE 

On July 1, 2018, the Company converted inter-company balances of $2,800 with FOX-TEK into unsecured 
convertible debentures of $2,800. The debentures bear interest at a rate of 12% per annum payable monthly till 
maturity on June 30, 2021. All or any part of the principal of the debenture can be converted into common shares 
by the holder at a conversion price of $0.20 per share. On August 1, 2018, the Company assigned $1,000 of this 
to an arms-length third party Lakeshore Capital. The Company considers $137 to be recoverable and the remaining 
$893 has been written of as doubtful receivable and included in the general and administrative expenses of $1.896 
in the consolidated statements of income (loss) and comprehensive income (loss) for the year ended December 
31, 2018. The collectible amount receivable from Lakeshore Capital amounting to $137 has been included in the 
consolidated statement of financial position as at December 31, 2018 as trade and other accounts receivable. 

 

13. LONG TERM DEBT 

  

 

In May 2014, Marcon obtained a five-year loan of $100 from Business Development Bank of Canada with a maturity 
date of June 15, 2019.  During the year ended December 31, 2018, the Company repaid $13 of this loan and took 
an additional loan of $213 for a total outstanding loan of $251, payable over 60 months starting January 15, 2018.   
During the year ended December 31, 2018, the Company paid $18 (2017 - $9) in interest related to this loan 
which is disclosed as finance costs in the consolidated statements of loss and comprehensive loss for the year 
ended December 31, 2018 and 2017. 

 
 
14. RECLAMATION AND DECOMMISSIONING OBLIGATIONS 

As at December 31, 2018, the Company provided $411 (2017 - $nil) for the estimated future cost of reclamation 
and abandonment work on its oil and gas leases relating to the Lloydminster property in Alberta.  

 

15. ADVANCES 

During the year ended December 31, 2018, the Company signed promissory notes secured against the assets of 
the Company and received $638 (2017 - $nil) from a company controlled by a director of the Company. Of this 
amount, $453 have been repaid with interest. The remaining loans of $185 and accrued interest of $6 are due on 
demand and bear interest at 10% per annum.  Total interest of $11 related to the notes is disclosed as finance 
costs in the consolidated statements of loss and comprehensive loss for the year ended December 31, 2018 (2017 
- $nil).  STC has also signed promissory notes $417 bearing interest at between 10% and 15% and all due on 
demand. $367 of STC promissory notes are secured against the assets of the STC 

  

2018 2017
Loan payable - 8.05% per annum, due December 15, 2022,  $                              200  $                              251 
guaranteed by the CEO of the Company and by Fox-Tek Canada Inc 

and IntellaEquity Inc.

Less: current portion                                   (50)                                   (56)

Long - term debt  $                              150  $                              195 

December 31,
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The details of the loans are noted below:  

 

 

 
16.  DEBENTURES 

   

On December 31, 2013, the Company completed a non-brokered private placement of secured convertible 
debentures of $504 with 4,056 detachable warrants. The debentures bear interest at a rate of 12% per annum 
payable at maturity on December 31, 2017. Each warrant entitled the holder to purchase one common share at 
$0.05 per share expiring on December 31, 2017. All or any part of the principal of the debenture can be converted 
into common shares by the holder at a conversion price of $0.05 per share for the first 12 months, and $0.10 per 
share until December 31, 2017.  None of the debentures were converted into common shares. 

Management used the residual method to allocate the fair value of the conversion options. Management calculated 
the fair value of the liability component as $417 using a discount rate of 18%, and then management deducted the 
fair value of the liability component from the fair value of the convertible debenture as a whole, with the resulting 
residual amount of $87 being the fair value of the equity component. The $87 has been prorated to the conversion 
option and warrants based on their relative fair values determined by the Black-Scholes pricing model and $62 has 
been allocated to the conversion option and $25 has been allocated to the detachable warrants. 

During the year ended December 31, 2014 all convertible debentures were converted into common shares except 
for debentures with a face value of $30.  

  

2018 2017

Loan payable - 10% per annum, due on demand, owing to a company controlled by the 

CEO of the Company, secured against the assets of the Company 191
-

Loan payable - 10% to 12% per annum, due on demand, owing to a company controlled 

by the former CEO of the Company, secured against the assets of the Company 212

-

Loan payable - 12% per annum, due on demand, owing to a former director of the 

Company, secured against the assets of the Company 80
-

Loan payable - 12% per annum, due on demand, owing to a former director of the 

Company, secured against the assets of the Company 44
-

Loan payable - 12% per annum, due on demand, owing to an arm's length third party, 

secured against the assets of the Company 31
-

Loan payable - 15% per annum, due on demand, owing to an arm's length third party 50 -

Total advances  $     608  $          - 

December 31, 

Balance, December 31, 2016  $          43 
Accrued interest 5
Balance, December 31, 2017  $          48 

Accrued interest                 6 
Balance, December 31, 2018  $          54 
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Interest of $6 and accretion expense of $nil for the year ended December 31, 2018 (2017 – interest $5) are 
included in finance costs in the consolidated statements of loss and comprehensive loss. The debentures matured 
on December 31, 2016 and are now due on demand.  

 
17. INCOME TAXES 

 
 

 
 

 
  

(a) Provision for Income Taxes

Major items causing the Company's income tax rate to differ from the statutory rate in the US of approximately 28% (2017 - 30%) are as follows:

2018 2017

Net loss) before income taxes (2,622)$                                   (922)$                                      

Expected income tax expense (recovery) based on statutory rate (789)                                       (277)                                       

Adjustment to expected income tax benefit:

Non-deductible expenses and other (56)                                         (7)                                           

Change in tax and exchange rates (35)                                         555                                        

Change in deferred tax assets not recognized 909                                        (264)                                       

Total income tax expense 29$                                        7$                                          

Significant components of the income tax recovery (expense) are as follows:

Current income tax provision 29$                                        7$                                          

Deferred income tax recovery -                                         -                                         

29$                                        7$                                          

(b) Unrecognized Deductible Temporary Differences

Deferred income tax assets have not been recognized in respect of the following deductible temporary differences:

2018 2019

Non-capital loss carry-forwards 44,172$                                  26,898$                                  

Research and development tax credit carry-forwards -                                             592                                        

Other temporary differences (475)                                       54                                          

Total 43,697$                                  27,544$                                  

The tax losses expire from 2026 to 2038. The other temporary differences do not expire under current legislation.

Deferred tax assets have not been recognized in respect of these items because it is not probable that future taxable profit

will be available against which the Company can use the benefits.
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18. SHAREHOLDERS' EQUITY 

(a) Share Capital  

The Company is authorized to issue 400,000 common shares (par value of US0.01 per share) of which 
256,296 are issued and outstanding. 

In October 2018, the Company consolidated its common shares on basis of ten (10) old shares for one (1) 
post consolidated share.  

  

On October 16, 2017, the Company issued 181 common shares for $9 of debt owing to an arm’s length 
company.  The share issuance costs were $1 relating to the exchange of shares for debt. 
 

 
(b) Common Stock Purchase Warrants  

  

 
  

No. of shares Amount

Balance December 31, 2016 256,115 5,527
Shares issued on conversion of debt, net of costs 181 8                  
Balance, December 31, 2017 256,296 5,535$        
Shares consolidated at 10:1                         (230,666) -
Balance, December 31, 2018 25,630                            5,535$        

No. of 
Warrants Value 

Weighted 
Average 
Exercise 

Price

Balance, December 31, 2016 32,140  $           690  $           0.80 
Warrants expired                  (2,000)               (19) 1.00

Balance, December 31, 2017 and 2018 30,140 671 0.80



INTELLAEQUITY INC. (FORMERLY – AUGUSTA INDUSTRIES INC.) 
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS  

FOR THE YEARS ENDED DECEMBER 31, 2018 AND 2017 
(Expressed in Canadian dollars.  All numbers are in thousands except for share prices expressed in dollars) 

 

31 
 

As at December 31, 2018, the Company had the following warrants issued and outstanding: 

  
 

The 20,200 outstanding warrants expiring on July 14, 2018, were extended until July 14, 2020. All other 
provisions of the warrants will remain the same. The 9,940 outstanding warrants were extended to 
December 18, 2020 and the exercise price of the warrants were amended from $1.50 to $1.00 per 
common share. All other provisions of the Warrants will remain the same. 

 
 

(c) Stock Option Plan 

The Company has a stock option plan open to directors, officers, full-time employees and consultants of the 
Company. Under this plan, the Company may grant total options to a maximum of 10% of the issued and 
outstanding common shares of the Company on a non-diluted basis. 

On January 30, 2017, the Company granted 11,500 stock options to directors, officers and consultants of the 
Company exercisable at a price of $0.10 per share and expiring on January 30, 2022. The options vest in three 
equal yearly tranches with the first instalment vesting on January 30, 2017 with the remaining options vesting 
on the one and two year anniversaries of the initial release. The fair value at date of grant was $0.032 per 
option granted. The fair value of the options was calculated using the Black-Scholes option pricing model with 
the following assumptions:  expected life of 5 years, a risk-free rate of 1.14%, expected dividend yield of 0% 
and an expected volatility of 134%.  The expected volatility is based on the historical volatility of the Company’s 
share price over the life of the options.  The Company has not paid any cash dividends historically and has no 
plans to pay cash dividends in the foreseeable future.  The risk-free interest rate is based on the yield of 
Canadian Benchmark Bonds with equivalent terms.  The expected option life in years represents the period 
of time that the options are expected to be outstanding based on historical warrants issued. 

For the year ended December 31, 2018, included in the consolidated statements of loss and comprehensive 
loss is stock-based compensation of $90 (2017 – $250) relating to the stock options granted to directors, 
officers and consultants of the Company. 

A summary of the status of the Company’s stock options as at December 31, 2018 and changes during the 
period then ended is presented below: 

 

    
 

  

No. of Warrants Issued 
and Outstanding Exercise Price Expiry 

 Weighted Average 
Remaining Life in 

Years

20,200 0.70                      14-Jul-20 1.54

9,940 1.00                      18-Dec-20 1.97

30,140 0.80$                    1.68

Number of 
Options

Weighted Average 
Exercise Price

Balance, December 31, 2016                                 - $                                 -
Granted on January 30, 2017 11,500 1.00

Balance, December 31, 2017 and 2018 11,500 1.00$                          
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The following table summarizes information about stock options outstanding and exercisable as at December 
31, 2018: 
 

 
 

(d) Basic and diluted loss per common share based on net loss for the years ended 
December 31, 2018 and 2017: 

 

       
(i) The determination of the weighted average number of common shares outstanding – diluted excludes 
4,212 shares related to convertible securities that were anti-dilutive for the year ended December 31, 2018 
(2017 – 4,212 shares). 

 
  

# of Options Outstanding 
and Exercisable

# of Options 
Excercisable

Exercise 
Price Expiry Date

Remaining 
Contractual Life 

(years)

11,500 3,833  $         1.00 January 30, 2022 3.08                         

11,500 3,833

Numerator:
2018 2017

Net (loss) for the year  $           (2,651)  $               (929)

Denominator:

2018 2017

Weighted average number of common shares outstanding – basic 25,630 25,612
Weighted average effect of diluted stock options and warrants (i) - -

Weighted average number of common shares outstanding – diluted 25,630 25,612

(Loss) per common share based on (loss) for the year:
2018 2017

Basic and diluted  $              (0.10)  $              (0.04)

Year ended December 31,

Year ended December 31,

Year ended December 31,
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19. OPERATING LEASE COMMITMENTS 

The Company is committed under operating lease agreements for the rental of its premises and car leases.  
Minimum annual future lease payments are approximately as follows:   

 
  
 

 
 
20. SEGMENTED INFORMATION 

The Company’s reportable segments are strategic business units that offer different services and/or products. 
They are managed separately because each segment requires different strategies and involves different aspects of 
management expertise.  

FOX-TEK develops non-intrusive asset health monitoring sensor systems for the oil and gas market to help 
operators track the thinning of pipelines and refinery vessels due to corrosion and erosion, strain due to bending 
or buckling, and process pressure and temperature. Fox-Tek’s FT fiber optic sensor and EFM systems allow cost-
effective, 24/7 remote monitoring capabilities to improve scheduled maintenance operations, avoid unnecessary 
shutdowns, and prevent accidents and leaks. In 2018 this was sold to STC and the segment information for the 
year ended December 31, 2018 shows the combined STC group including FOX-TEK. The segment information 
for the year ended December 31, 2017 shows only FOX-TEK as one of the units. 

Marcon is an industrial supply contractor servicing the energy sector and a number of US government entities. 
Marcon’s principal business is the sale and distribution of industrial machinery and equipment such as cranes, 
derricks, diesel engines, conveyor systems, oil refining machines, packing machinery, industrial pumps and welding 
machinery. 

The accounting policies of the segments are the same as those described in the summary of significant accounting 
policies. The Company carries out its operations through wholly-owned entities. These entities are located in 
Canada and the United States. 

Year Lease Commitments
2019 68                                            
2020 58                                            
2021 33                                            
2022 23                                            
2023 19                                            

201$                                       
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All of the Company's equipment is located in Canada. The Marcon sales revenue of $2,512 excludes 
intercompany sales of $4 to Fox-Tek for the year ended December 31, 2018. The intercompany sales have been 
eliminated in the consolidated statements. Inter-company interest of $138 and royalty of $13 have been 
eliminated on consolidation and not included in the figures above. 
  

Marcon 

Operations

STI 

Operations

Corporate 

Operations

Total 

Company

Revenue 2,512$            381$              -$                2,893$         

Interest income -                2                     -                      2                  

Cost of Sales (2,226)             (88)                 - (2,314)          

Gross Profit 286            295                 -                 581              

Expenses

Research and development - (157)               - (157)             

Selling - (22)                 - (22)               

General and administrative (293)                (239)               (1,364)             (1,896)          

Reclamation and decommissioning expenses - (322)               - (322)             

Exploration expenses - (4)                   - (4)                 

Total Operating Expenses (293)           (744)               (1,364)         (2,401)          

(Loss) from operations (6)               (449)               (1,364)             (1,820)          

Finance costs (7)                    (111)               (38)                  (156)             

Stock based compensation - - (90)                  (90)               

Cost of public listing - - (510)                (510)             

Foreign exchange (loss) gain (48)                  2                     -                      (46)               

Income (loss) before income tax (61)             (558)           (2,002)         (2,622)          

Income tax expesnes (29)             -                     -                 (29)               

Income (loss) after income tax (90)             (558)               (2,002)         (2,651)          

Other comprehensive income - - 20              20                

Comprehensive income (loss) (61)$               (558)$             (1,982)$           (2,631)$       

Total assets 206$               924$              299$               1,429$         

Equipment 23$                 2$                  - 25$              

For the year ended December 31, 2018

As of December 31, 2018
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All of the Company's equipment is located in Canada. The Marcon sales revenue of $2,089 excludes 
intercompany sales of $23 to Fox-Tek for the year ended December 31, 2017. The intercompany sales have 
been eliminated in the consolidated financial statements. 
 
 
 
 

Marcon 
Operations

Fox-Tek 
Operations

Corporate 
Operations Company

Sales 2,089$         467$             -$              2,556$      

Cost of sales (1,888) (125) - (2,013)

Gross profit 201 342 - 543

Expenses

Research and development - (148) - (148)

Selling - (38) - (38)

General and administrative (382) (237) (404) (1,023)

Total operating expenses (382) (423) (404) (1,209)

(Loss) before the undernoted (181) (81) (404) (666)

Finance costs (3) - (17) (20)

Stock based compensation - - (250) (250)

Foreign exchange gain (loss) 18 (4) - 14

Net (loss) for the year before income tax (166) (85) (671) (922)

Income tax expense (7) - - (7)

Net (loss) for the year (173) (85) (671) (929)

Other comprehensive loss (10) - - (10)

Total comprehensive (loss) for the year (183)$           (85)$             (671)$            (939)$        

Equipment 6$                  26$               $                    - 32$            

Total assets 321$             126$             77$                524$          

For the year ended December 31, 2017

As of December 31,  2017
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Revenue by Geographic Region 
 

  
 
 

21. RELATED PARTY TRANSACTIONS  

Related parties include the Board of Directors, Officers of the Company and enterprises that are controlled by 
these individuals as well as certain persons performing similar functions. The transactions with related parties were 
in the normal course of operations and were measured at fair value.  Related party transactions not disclosed 
elsewhere in these consolidated statements are as follows:  

(a) As at December 31, 2018, $4 (December 31, 2017 - $4) is owing to a law firm in which a director, Jay Vieira, 
is a former partner. 

(b) Included in accounts payable and accrued liabilities as at December 31, 2018 is $2l (December 31, 2017 - $21) 
owing to the CEO and a company controlled by the CEO.   

(c) As at December 31, 2018, $nil (December 31, 2017, $20) is owing to other officers of the Company. 
(d) Included in the consolidated statements of loss and comprehensive loss for the year ended December 31, 

2018 is $165 (2017 - $165) paid to a company controlled by the CEO for services rendered by the CEO 
(Note 16). 

(e) During the year ended December 31, 2017, the Company granted 5,500 options to directors and officers of 
the Company at an exercise price of $0.10 per share expiring on January 30, 2022.   Included in the statements 
of loss and comprehensive loss for the year ended December 31, 2018 is stock-based compensation expense 
of $43 (2017 - $120) relating to options granted to related parties (Note 12(c)). 

(f) During the year ended December 31, 2018, the Company signed promissory notes secured against the assets 
of the Company and received $638 (2017 - $nil) from a company controlled by a director of the Company. 
Of this amount, $453 have been repaid with interest. The remaining loans of $185 and the accrued interest 
of $6 are due on demand and bear interest at 10% per annum.  Total interest of $11 related to the notes is 
disclosed as finance costs in the consolidated statements of loss and comprehensive loss for the year ended 
December 31, 2018 (2017 - $nil). 

(g) Included in accounts payable and accrued liabilities as at December 31, 2018 is $31 (2017 - $nil) for legal fees 
and disbursements owing to a law firm (McMillan) in which an officer of STC, Robbie Grossman, was a former 
partner.  

(h) Included in accounts payable and accrued liabilities as at December 31, 2018 is $43 (2017 - $nil) for legal fees 
and disbursements owing to a law firm (Garfinkle Biderman LLP) of which an officer of STC, Robbie Grossman, 
was a former partner. 

(i) At December 31, 2018, $511 (December 31, 2017 - $nil) has been included in accounts payable and accrued 
liabilities for unpaid remuneration of STC’s former Chief Executive Officer and director, Allen Lone. Allen 
Lone is the CEO of the Company. 

(j) At December 31, 2018 $4 (2017 - $nil) is included in accounts payable and accrued liabilities to an officer and 
director of STC. 
 

2018 2017

USA  $                      2,582  $                      2,140 

Canada  $                         273 238

Middle East  $                           30 114

Others  $                            8 64

Total  $                      2,893  $                      2,556 

Year ended December 31,
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(k) At December 31, 2018 $2 (2017 - $nil) has been included in accounts payable and accrued liabilities for Alan 
Myers and Associates, an accounting firm in which Alan Myers, the CFO of STC, is a partner, for taxation 
services provided. 

(l) Included in advances are promissory notes outstanding at December 31, 2018 of $335 (2017 - $nil), from 
related parties (former directors and a company controlled by a former officer of STC) and secured against 
the assets of STC and due on demand. The loans bear interest at 10% to 12% per annum and are secured 
against the assets of STC (Note 8). 

(m) Included in office and general expenses for the year ended December 31, 2018 is $5 (2017 - $nil) for consulting 
services provided by Binh Quach, a director of STC. As at December 31, 2017, $24 (2017- $nil) has been 
included in accounts payable.  

(n) Included in office and general expenses for the year ended December 31, 2018 is $40 (2017 - $nil) for 
accounting services provided by Momen Rahman, CFO of the Company. As at December 31, 2018, $166 
(2017- $nil) has been included in accounts payable.  

(o) Included in professional expenses and disbursements for the year ended December 31, 2018 is $15 (2017 - 
$nil) for legal services and disbursements provided by Jay Vieira, the CEO of STC. As at December 31, 2018, 
$15 (2017- $nil) has been included in accounts payable.  

 
22. KEY MANAGEMENT PERSONNEL COMPENSATION 

During the year ended December 31, 2018, the Company recognized salaries and short term benefit expenses of 
$532 (2017 - $479) for its key management personnel, including the CEO of the Company, VP of Software 
Solutions, VP of Operations, and CFO of the Company. 

 
23. GENERAL AND ADMINISTRATIVE 
 

The general and administrative expenses are comprised as follows: 
 

  
     
 
 
 
 
 
 
 
 
 
 
 
 
 

2018 2017

Salaries and short-term benefits  $                          543  $                          574 
Write off of doubtful accounts receivable                               893                                  -   
Professional fees                               201                               159 
Office and general                               251                               280 
Amortization                                   8                                 10 

Total  $                       1,896  $                       1,023 

Year ended December 31,
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24. CAPITAL MANAGEMENT 

The Company manages the capital structure and makes adjustments to it in the light of changes in economic 
conditions and the risk characteristics of the underlying assets. In order to maintain or adjust the capital structure, 
the Company may issue new shares or debt. The Company considers its capital to include shareholders’ deficiency 
which amounts to $2,125 (2017 – shareholders’ deficiency of $544). 

The Company’s objectives when managing capital are to safeguard the Company’s ability to continue as a going 
concern, so that it can provide returns for shareholders and benefits for other stakeholders. 

The Company has no commitments, other than convertible debentures and warrants, to sell or otherwise issue 
common shares. Management reviews its capital management approach on an ongoing basis and believes that this 
approach, given the relative size of the Company, is reasonable.   The Company has not changed its approach to 
capital management during the years ended December 31, 2018 and 2017. 

 
25. SUBSEQUENT EVENTS  

 
1. Subsequent to the year ended December 31, 2018, the Company signed a Share Purchase Agreement 

(“agreement”) with GRX Industries Inc. (“GRX”), a Delaware corporation to sell 51% of shares of Marcon 
International (USA) Inc., a subsidiary of the Company. Pursuant to the agreement, GRX has agreed to forgive 
the inter-company debt owing from the Company. 

2. Distribution of STC shares On December 12, 2018, the Company announced its intention to distribute an 
aggregate of 25,611 common shares of STC to shareholders of the Company on the basis of one STC shares 
for every one Intella shares outstanding. Subsequent to the year ended December 31, 2018, the distribution 
was completed through two distributions in March 2019 bringing down the number of common stock of STC 
owned by the company to 21,889 or 38%. 

3. Subsequent to the year ended December 31, 2018, the Company signed promissory notes secured against 
the assets of the Company and received $31 from a company controlled by CEO of the Company. The loans 
are due on demand and bear interest at 10% per annum.  

4. Subsequent to the year ended December 31, 2018, the conversion price of the convertible debenture in the 
aggregate amount of $1,853 was amended from $0.20 per common share to $0.05 per common share subject 
to regulatory approval. Interest on the debenture will continue to accrue at an annual rate of 12%, subject to 
adjustments, until redeemed or converted in accordance with the terms of the debenture. 
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The following Management’s Discussion and Analysis (“MD&A”) relates to the financial condition and results of 
operations of Augusta Industries Inc. (the “Company”) for the years ended December 31, 2017 and 2016.  It 
should be read in conjunction with the consolidated financial statements for the years ended December 31, 
2017 and 2016. Additional information relating to the Company is available on SEDAR at www.sedar.com, or 
on the TSX Venture Exchange website at www.tmx.com, and on our website at www.fox-tek.com. 
Information contained in or otherwise accessible through our website doesn’t form a part of this MD&A, and is 
not incorporated into this MD&A by references. 
 
References to “we”, “our”, “Augusta”, or “the Company” means Augusta Industries Inc. and its subsidiaries, 
unless the context requires otherwise.  
 
BASIS OF PRSENTATION 

Unless otherwise noted, all financial information has been prepared in accordance with International Financial 
Reporting Standards (“IFRS”).  
 
The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries, 
Fiber Optic System Technology (Canada) Inc., PinPoint Fox-Tek Inc., Fox-Tek Canada Inc. (“Fox-Tek”), Marcon 
International Inc. (“Marcon”), Marcon International (USA) Inc. and Marcon International (UK) Ltd. All inter-
company accounts and transactions have been eliminated.  
 
All financial information is reported in Canadian dollars and is expressed in thousands except for per share 
amounts which are expressed in dollars.   
 
The MD&A was approved for issue by the Board of Directors on April 27, 2018. 
 
CHANGES IN ACCOUNTING POLICIES 

During the year ended December 31, 2017, the Company adopted International Accounting Standards ("IAS") 7 and 
IAS 12.  These new standards and changes did not have any material impact on the Company’s consolidated 
financial statements. 
 
FUTURE ACCOUNTING PRONOUNCEMENTS 

Certain pronouncements were issued by the IASB or the IFRIC that are mandatory for accounting periods 
commencing on or after January 1, 2018. Many are not applicable or do not have a significant impact to the 
Company and have been excluded. The following have not yet been adopted and are being evaluated to 
determine their impact on the Company. 

IFRS 9 – Financial Instruments (“IFRS 9”) was issued by the IASB as a complete standard in July 2014 and will 
replace IAS 39 Financial Instruments: Recognition and Measurement (“IAS 39”). IFRS 9 uses a single approach to 
determine whether a financial asset is measured at amortized cost or fair value, replacing the multiple rules in 
IAS 39. The approach in IFRS 9 is based on how an entity manages its financial instruments in the context of its 
business model and the contractual cash flow characteristics of the financial assets. Most of the requirements in 
IAS 39 for classification and measurement of financial liabilities were carried forward unchanged to IFRS 9, 
except that an entity choosing to measure a financial liability at fair value will present the portion of any change 
in its fair value due to changes in the entity’s own credit risk in other comprehensive income, rather than within 
profit or loss. The new standard also requires a single impairment method to be used, replacing the multiple 

http://www.sedar.com/
http://www.tmx.com/
http://www.fox-tek.com/
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impairment methods in IAS 39. IFRS 9 is effective for annual periods beginning on or after January 1, 2018.  
Earlier adoption is permitted.  

IFRS 15 - Revenue From Contracts With Customers (“IFRS 15”) proposes to replace IAS 18 - Revenue, IAS 11 - 
Construction contracts, and some revenue-related interpretations. The standard contains a single model that 
applies to contracts with customers and two approaches to recognizing revenue: at a point in time or over time. 
The model features a contract-based five-step analysis of transactions to determine whether, how much and 
when revenue is recognized. New estimates and judgmental thresholds have been introduced, which may affect 
the amount and/or timing of revenue recognized. IFRS 15 is effective for annual periods beginning on or after 
January 1, 2018. Earlier adoption is permitted.  

IFRS 16 – Leases (“IFRS 16”) was issued in January 2017 and replaces IAS 17 – Leases as well as some lease 
related interpretations. With certain exceptions for leases under twelve months in length or for assets of low 
value, IFRS 16 states that upon lease commencement a lessee recognises a right-of-use asset and a lease liability.  
The right-of-use asset is initially measured at the amount of the liability plus any initial direct costs.  After lease 
commencement, the lessee shall measure the right-of-use asset at cost less accumulated depreciation and 
accumulated impairment. A lessee shall either apply IFRS 16 with full retrospective effect or alternatively not 
restate comparative information but recognise the cumulative effect of initially applying IFRS 16 as an adjustment 
to opening equity at the date of initial application. IFRS 16 requires that lessors classify each lease as an operating 
lease or a finance lease.  A lease is classified as a finance lease if it transfers substantially all the risks and rewards 
incidental to ownership of an underlying asset.  Otherwise it is an operating lease.  IFRS 16 is effective for annual 
periods beginning on or after January 1, 2019. Earlier adoption is permitted if IFRS 15 has also been applied.  

IFRIC 22 – Foreign Currency Transactions and Advance Consideration (“IFRIC 22”) was issued in December 
2017 and addresses foreign currency transactions or parts of transactions where there is consideration that is 
denominated in a foreign currency; a prepaid asset or deferred income liability is recognised in respect of that 
consideration, in advance of the recognition of the related asset, expense or income; and the prepaid asset or 
deferred income liability is non-monetary.  The interpretation committee concluded that the date of the 
transaction, for purposes of determining the exchange rate, is the date of initial recognition of the non-monetary 
prepaid asset or deferred income liability. IFRIC 22 is effective for annual periods beginning on or after January 
1, 2018. Earlier adoption is permitted.  

 
FORWARD-LOOKING STATEMENTS 

This MD&A contains certain forward-looking information and forward-looking statements, as defined in 
applicable securities laws (collectively referred to herein as “forward-looking statements”).  All statements other 
than statements of historical fact are forward-looking statements that reflect the Company’s present 
assumptions regarding future events.  These statements involve known and unknown risks, uncertainties, and 
other factors that may cause the Company’s actual results, levels of activity, performance, and/or achievements 
to be materially different from any future results, levels of activity, performance, or achievements expressed or 
implied by these forward-looking statements. 
 
Certain statements contained in this document constitute “forward-looking statements”. When used in this 
document, the words “may”, “would”, “could”, “will”, “intend”, “plan”, “propose”, “anticipate”, “believe”, 
“forecast”, “estimate”, “expect” and similar expressions used by any of the Company’s management, are 
intended to identify forward-looking statements. Such statements reflect the Company’s internal projections, 
expectations, future growth, performance and business prospects and opportunities and are based on 
information currently available to the Company. Since they relate to the Company’s current views with respect 
to future events, they are subject to certain risks, uncertainties and assumptions. Many factors could cause the 
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Company’s actual results, performance or achievements to be materially different from any future results, 
performance or achievements that may be expressed or implied by such forward-looking statements. Given 
these risks and uncertainties, readers are cautioned not to place undue reliance on such forward-looking 
statements.  
 
Although the Company has attempted to identify important factors that could cause actual events and results to 
differ materially from those described in the forward-looking statements, there may be other factors that cause 
events or results to differ from those intended, anticipated or estimated. The forward-looking statements 
contained in this MD&A are provided as of the date hereof and the Company undertakes no obligation to 
update publicly or revise any forward-looking statements, whether as a result of new information, future events 
or otherwise, except as otherwise required by applicable securities legislation, regulations or policies. All of the 
forward-looking statements contained in this MD&A are expressly qualified by this cautionary statement. 
 
OVERVIEW OF BUSINESS 

Corporate Overview 
 
Augusta Industries Inc. (“Augusta”) was incorporated on October 13, 1999 under the laws of the State of 
Delaware with a registered and head-office located at 2455 Cawthra Road, Unit 75, Mississauga, Ontario L5A 
3P1. 
 
Marcon International Inc. (“Marcon”) was incorporated under the laws of the Province of Ontario on April 28, 
2010. On August 1, 2010, Marcon entered into an asset purchase agreement with Knoxbridge Corp. 
(“Knoxbridge”), whereby Knoxbridge transferred certain net assets, to Marcon in exchange for shares and debt. 
As at December 31, 2017, Augusta’s significant shareholder is Knoxbridge who owns 30.1% (2015 – 37.7%) of 
the voting shares of the Company. 

The Company has offices in Mississauga, Ontario and Calgary, Alberta; Augusta is traded on the TSXV under the 
symbol "AAO".  

GOING CONCERN 

The consolidated financial statements have been prepared on a going concern basis.  The going concern basis of 
presentation assumes that the Company will continue operations for the foreseeable future and will be able to 
realize its assets and discharge its liabilities and commitments in the normal course of operations.  

The Company has net loss of $929 for the year ended December 31, 2017 (2016 - $15), has an accumulated 
deficit of $8,580 (2016 – $7,651) from inception and working capital deficiency of $381 (2016 – working capital 
of $126).  

The challenges of securing requisite funding beyond December 31, 2017 and the cumulative operating losses 
indicate the existence of a material uncertainty which cast significant doubt upon the Company’s ability to 
continue as a going concern. These consolidated financial statements do not include any adjustments relating to 
the recoverability and classification of recorded asset amounts or to the amounts or classification of liabilities 
that might be necessary should the Company be unable to continue as a going concern.  Such adjustments could 
be material. 
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Principal Business 
 
Fox-Tek is engaged in the development, design, manufacture and supply of systems using fiber optic sensors, 
related monitoring instruments, and software. Clients buy and operate systems and Fox-Tek handles the 
installation and reporting of information on an outsourcing basis. Fox-Tek provides support engineering services 
related to planning, training, on-site installation, and data interpretation and reporting. Fox-Tek’s target market 
includes the monitoring, communication, alarming and prediction of safe/unsafe conditions in structures and 
facilities. 

Fox-Tek’s main products are patented non-intrusive asset health monitoring sensor systems for the oil and gas 
market to help operators track the thinning of pipelines and refinery vessels due to corrosion/erosion, strain 
due to bending/buckling, and process pressure and temperature.   

Fox-Tek’s FT fiber optic sensor monitoring systems allow cost-effective, 24/7 remote monitoring capabilities to 
improve scheduled maintenance operations, avoid unnecessary shutdowns, and prevent accidents and leaks. The 
FT system uses non-intrusive fiber optic sensors to monitor strain due to settling, movement or buckling of a 
variety of civil structures, such as bending, buckling, elongation or compression of pipelines. Movement of soil or 
foundation footing can also be monitored. Measurements can be made at multiple locations up to 2,000 meters 
apart.  
 
FT systems are highly sensitive and easy to operate: portable or dedicated FT monitors make continuous or 
periodic measurements by interrogating multiple permanently mounted sensors. Digital data facilitates semi-
automated analysis and prompt reporting. Remote telemetry, long robust lead cables, and maintenance-free 
sensors enable early warning, or confirmation of effective mitigation solutions such as rebuilding slopes or 
grades. The non-electrical sensors are very robust and inherently immune to electromagnetic interference. FT 
sensors can be field-bonded to steel, concrete, composite / FRP structures located underwater, below grade or 
imbedded during a pour. They safely and efficiently monitor:  
 

• Steel structure degradation due to corrosion;  
• Concrete column compression and swelling due to corrosion;  
• Composite girder / deck bending strains;  
• Frame stability / buckling;  
• Piling & anchor movement caused by ground heaving or seismic activity;  
• Foundation settling;  
• Dam subsidence;  
• Tunnel wall and building fascia buckling;  
• Storage tank floor / wall integrity 

FT systems can be used in a wide array of engineered structures, and for any root cause of stress or 
degradation. FT sensor measurements combined with standard structural modeling and finite element analysis 
provide information to optimize maintenance, or institute prevention measures such as load control.  
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Fox-Tek’s Electric Field Mapping (“EFM”) System is a continuous, non-intrusive wall thickness monitoring system 
for pipelines and process piping with a number of breakthrough features:  

1. Welded-on or spring-loaded sensor array  
2. Rated for direct burial applications  
3. Remote telemetry  
4. Immediate reporting of alarms  
5. Streamlined, objective data processing  

 
Fox-Tek’s Data Management and Analysis Tool (“DMAT”) platform which was launched in 2011 is the database 
management and analysis tool for providing analysis and interpretation of the collected data. Data from all 
channels of FT Monitors, or EFM Monitors is collected and processed into easily understood tabular or graphical 
formats.  It is anticipated that the DMAT Platform will provide additional value to pipeline operators and other 
stakeholders by allowing such users to easily manage multiple Fox-Tek  systems (”FT”).   
 
Fox-Tek has been able to enhance the DMAT Platform user interface to facilitate the consistent presentation of 
data across multiple sites and improve the tools for location comparison and data reporting. In addition, the 
DMAT Platform now contains an alarm-on-event capability which the customer can customize according to their 
specific needs and thresholds.  
 
Fox-Tek’s Fiber Bragg Grating (“FBG”) sensor system is an advanced fiber optic system consisting of many point 
strain sensors on one sensor string with high dynamic bandwidth. The FBG sensors measure the average local 
strain using Fox-Tek’s FTG-3500 instrument. The system is suitable for static or low to medium frequency 
monitoring applications such as continuous in-situ structural health monitoring.  
 
As an all-fiber optic sensor, FBG sensors possess some unique advantages, compared to conventional electrical 
sensors. They are immune to electromagnetic interference, and being light powered, they are intrinsically safe, 
making them ideal for deployment in hazardous or flammable environments.  
 
The sensor itself is made from conventional single-mode optical fiber, with a diameter of 250 microns. This small 
diameter allows the sensor to be embedded inside the structure being monitored with minimal intrusive effect. 
The sensors are also available in various ruggedized packaged configurations, for easy installations.  
 
Marcon is involved in the industrial supply of equipment and parts procuring for its clients, including the sale and 
distribution of Electrical, Mechanical and Instrumentation equipment. The equipment is purchased from various 
suppliers in Canada, the United States and Europe.  Its clients are principally clients in the oil and gas industry, 
United States government agencies such as the Department of Defence, Department of the Interior, 
Department of Homeland Security and Department of Agriculture and in the Middle East. In addition to 
departments and agencies of the U.S. Government, Marcon's major clients include Saudi Arabia-Sabic Services 
(Refining and Petrochemical), Bahrain National Gas Co, Bahrain Petroleum, Qatar Petroleum, Qatar Gas, Qatar 
Petrochemical, Gulf of Suez Petroleum, Agiba Petroleum and Burullus Gas Co.  
 
  

http://www.fox-tek.com/fts.php
http://www.fox-tek.com/pps.php
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BUSINESS DEVELOPMENT 

The Company is constantly working to improve its position in terms of intellectual property and what it offers 
to its customers. In fiscal 2017 the Company continued to focused on continuous improvements to its 
technology in markets with the highest perceived potential payoff, particularly in the oil and gas sectors.  
 
Notable events include the following: 
 
Blockchain Technology 
 
The Company has created a wholly owned subsidiary, Paragon Blockchain Inc. (“Paragon”) to commence the 
process of implementing Blockchain technology. ” Paragon” has entered into a Memorandum Of Understanding 
with an Undisclosed Blockchain Company (The "UBC") to advise and develop a new set of blockchain 
applications for Augusta. The UBC will act as technical advisor and initiate the process of developing a new set 
of blockchain applications that will integrate, amongst other things, artificial intelligence (A.I.) for the purpose of 
sorting critical procurement opportunities within US government agencies for Marcon and FOX-TEK.  

Blockchain technology has the potential to unlock substantial new opportunities capable of impacting the 
business of Marcon. Specifically, Marcon seeks to create an eco-system in the supply chain management of 
clients to change the dynamics of the scoping and bidding process by providing vendors and subcontractors with 
A.I. data mining tools to proactively drive the process.  

Blockchain technology is of critical importance to FOX-TEK as well particularly the expansion of its' non-
intrusive technology in the oil & gas industry, whose clients include many of the biggest companies in the world. 
FOX-TEK believes a common system of record connecting data collected for events is of paramount importance 
to clients. The Company will create a platform that will allow for the analysis of data that incorporates an 
auditing system built for regulatory and quality assurance oversight. The platform will implement a distributed 
blockchain ledger using smart contracts. These smart contracts provide customization of blockchain data.  

Fox-Tek Segment 
 
Fox-Tek continues to support its independent sales agents and distributors primarily outside of North America 
with the intent of utilizing their local contacts and established relationships within the oil and gas industry to 
expedite the distribution of Fox-Tek’s products in the local jurisdictions. Fox-Tek has also streamlined its 
production process to meet the higher demand of our systems. In addition, we have an ongoing goal of 
significant reductions in overhead expenses, to provide greater potential towards corporate profitability. 

  
The Company will continue to work closely with its existing clients to ensure their needs are met in order to 
strengthen and preserve the relationship in addition to developing new relationships with new clients.  
 
After a very successful first introductory trip to India, FOX-TEK has provide a number of technical proposals 
and bids on a number of different projects – based on a number of our technologies. One of the more 
interested oil companies has requested a bid for 2 large EFM systems to be placed on vessels within a refinery. 
The client has provided  a sample plate for testing purposes that would lead to a custom design for that specific 
material. The Company is also working on introducing our leak detection technology for long distance 
applications in India. 
 
The Company has initiated talks Ontario Centres of Excellence (OCE) to supplement a number of high quality 
personnel (HQP) within the organization. This includes having a Post Doctorate Fellow to come in and provide 
a full assessment on our data analysis techniques and to look at ways to better manage our large database of 
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data.  
Through OCE, FOX-TEK with the McMaster University’s Centre of Opportunity, will be developing an 
innovative constant current source. This will be used across all of our EFM products, providing our existing and 
new clients with a better quality of analysis – with the use of a high precision constant current source A full 
prototype demonstrator has been completed. 
 
The Company has been working to fulfill its obligations toward the Engineering and field services to meet the 
requirements of the contract announced on July 10th 2017 with one of our largest and long standing clients in 
North America.  
 
The Company is still working closely with The Trans Africa Pipeline project (“T.A.P.”) to provide non-intrusive 
sensing equipment which will verify the integrity of the pipeline composite at key locations. In addition to the 
non-intrusive sensing equipment, Fox-Tek will provide optical based sensing technology which would allow 
T.A.P. to monitor the right of way zones from possible third-party intrusions. The last update was that partial 
financing is completed and the site survey will be concluded for the Desalination Plant will be underway later in 
2018. 
 
The company is continuing to qualify with Petrobras as a supplier of corrosion detection monitoring systems, 
optical strain/pressure/temperature sensors & leak detection technology. 
 
The Company is working with FiBos on two separate applications to monitor pressure in injectors. These 
injectors are critical to the plant operations since failures of these could lead to slowdowns or shutdowns 
of operations, A proof of concept was successfully completed and we are current working Phase 2 
 
Sales of EFM Corrosion Monitoring Systems 

 
Company has successfully completed 3 site surveys for one of our largest and long standing clients in North 
America and negotiating a contract with the client to convert of the competitor’s technology to Fox-Tek’s 
EFM technology. Company is currently awaiting a contract  

The Company has been working closely with engineering firms and major oil and gas companies in the 
Middle East, England, in addition to all the major Canadian companies. There have been increased interest 
the Company’s products from a number of overseas markets including India and the UK. The Company 
entered into a contract in 2016 with a company in the U.K. for the supply of a custom built EFM system for 
a laboratory. This system was shipped out in the first quarter of 2017 and installed in the second quarter of 
2017. The Company is confident this could lead to future orders for more portable and mobile systems that 
could be used for periodic monitoring for less critical applications. 

The Company is also negotiating a contract for sale of another EFM unit to another of our clients. 
 

DMAT Platform 
 
The Company continues to enhance the DMAT platform (Data Management and Analysis Tool). Response 
from customers utilizing the DMAT service has been very positive. For DMAT, the revenue stream is 
guaranteed when a customer acquires the hardware. The Company has successfully negotiated new 
contracts with several clients, for Engineering services and Data Analysis, for the 2017 fiscal year and 
beyond.  
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Leak Detection Technology 
 

Fox-Tek’s leak detection technology has the potential of becoming a disrupting technology within the oil and 
gas sector due to its ability to detect minute amounts of volatile organic compounds present in hydrocarbon 
leaks. Due to the nature of the technology, it will likely have fewer false alerts unlike a number of competing 
technologies. 

1. The Company has received a contract for a system to detect oil on water in a drainage culvert. 
2. The Company has been invited to be part of an onsite technical review for the use of our 

technology to monitor leaks in a pipe, within a tank farm.  A budgetary/technical proposal was 
provided to the client. The pipe is estimated to be about 500 meters long. A site survey will be 
conducted end of April followed by contract negotiations  

3. FOX-TEK has successfully completed an  evaluation of its leak detection technology  by a large 
consortium consisting of a number of oil & gas companies.  

4. FOX-TEK is working closely with CANMETon the development of a new sensor technology (RFID 
corrosion sensor) to be used as a way to determine the damage of time on pipeline coatings. A 
letter of Interest submitted to a government initiative. We have been selected to phase 2 - LOI 
Technical review. 

 
The company has an additional 5 bids  for a number of applications utilizing a number of our 
technologies (EFM, FBG, & Leak detection.) 

 
 
Marcon Segment 
 
Marcon provides procurement and support services to existing and new projects worldwide in the energy 
sector.  Initially Marcon had focused on providing services in the energy sector but moved on to government 
contracts and government services. Marcon has two subsidiaries, Marcon USA and Marcon UK, to help enhance 
and support its logistic and sales operations. Over the years it has established a good reputation and has been a 
consistent performer for its clients in the government as well as the international oil and gas industry.  
 
Marcon International has built an impressive pipeline of quotes in 2017 and witnessing increased bidding activity. 
Majority of the larger bids and quotes for Marcon International are time consuming both in preparation of the 
bidding process and with the client and the end users. Marcon has successfully signed numerous deals year to 
date and will continue to do so and update the public through periodic press releases. Backlog sales in Marcon 
on December 31, 2017 were $2,515 and 2018 1st quarter sales is expected to exceed $1,600.  
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SELECTED FINANCIAL AND OPERATING RESULTS 

Statement of Financial Position 
 
As at December 31, 2017, the Company has a working capital deficiency of $381 (2016 – working capital of 
$126). As at December 31, 2017, the Company had total assets of $524 (2016 –$1,168). Total assets decreased 
by $644 during the year ended December 31, 2017 as trade and other accounts receivable decreased by $563 as 
revenue went down from $4,596 in the year ended December 31, 2016 to $2,556 in 2017. Inventory went 
down by $78 due to the write off of impaired inventory. 
 
As at December 31, 2017, the Company had total liabilities of $1,068 (2016 – $1,031), an increase of $37 
primarily from an increase in long-term loan of $200, offset by a reduction of accounts payable and accrued 
liabilities reflecting the decrease in sales activities.  
 
Total equity decreased by $681 to a deficiency of $544 (2016 – equity of $137) during the year ended 
December 31, 2017 due to losses incurred during the year ended December 31, 2017. 
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Results of Operations 
 
The following is a summary of the Company’s three most recently completed financial years: 
 

 
 
  

2017 2016 2015

Sales 2,556$           4,596$           2,118$            

Cost of sales (2,013) (3,570) (1,576)

Gross Profit 543 1,026 542

Expenses

Research and development (148) (155) (199)

Selling (38) (34) (48)

General and administrative (1,023) (830) (997)

Total Operating Expenses (1,209) (1,019) (1,244)

(Loss) income before the undernoted (666) 7 (702)

Finance costs (20) (18) (80)

Stock based compensation (250) - -
Unrealized gain on investment - - 90

(Loss) on sale of investment - - (133)

Foreign exchange gain (loss) 14 17 (100)

Net (loss) income before income taxes (922) 6 (925)

Income tax expenses (7) (21) -
Net (loss) for year after tax (929)$            (15)$              (925)$              

Other comprehensive (loss) income (10)$              2$                 9$                  

Total comprehensive (loss) for the year (939)$            (13)$              (916)$              

Basic and diluted (loss) income per share (0.00) (0.00) (0.00)

Basic and diluted weighted average number

of common shares outstanding (000'S) 256,135 254,356 224,151

2017 2016 2015

Total assets 524$                 1,168$             967$                   
Total liabilities (1,068) (1,068) (916)

Total (deficiency) equity (544)$               137$                 51$                     

Year ended December 31,

Year ended December 31,
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Sales and cost of sales were $2,556 and $4,596 respectively for the year ended December 31, 2017 (2016 - 
$2,013 and $3,570). The sales in the year ended December 31, 2017 were $2,040 lower than 2016. The gross 
margin was also slightly lower at 21.2% compared to 22.3% in 2016 reflecting the change in the sales mix 
between Marcon and Fox-Tek.  Fox-Tek sales are $317 lower than last year’s level while Marcon sales are lower 
by $1,723.  
 
As noted above, Marcon has successfully signed numerous deals year in 2017. Majority of the larger bids and 
quotes for Marcon are time consuming both in preparation of the bidding process and with the client and the 
end users.  Backlog sales in Marcon on December 31, 2017 were $2,515 and 2018 1st quarter sales is expected 
to exceed $1,600.  
 
Total operating expenses for the year ended December 31, 2017 were $1,209 compared to $1,019 in the 
previous year, an increase of $190. Research and development (“R&D”) expenses decreased by $7.  Selling 
expenses saw a slight increase of $4. General and administration (“G&A”) expenses increased by $193, primarily 
from an increase in salary costs from increased vacation pay accrual and professional fees increased by $96 
largely due to $37 in interest and legal costs awarded to Collins Barrow, our former auditor and an increase in 
corporate service charges of $32 primarily because of increased specialized corporate marketing, costing $14.  
Inventory impairment charges were $77 during 2017. 
 
Finance costs of $20 (2016 - $18) include accrued interest and accretion expense of $5 (2016 - $7) on the 
debentures, and interest of $13 (2016 - $11) on long term loans, credit cards and advances.  

During the year ended December 31, 2017, the Company recognized $24 (2016 - $22) Ontario Investment Tax 
Credit, which has been deducted from research and development expenses. Investment tax credits for the fiscal 
year are dependent upon qualification of each individual project under stringent technical criteria and amounts 
may vary upon further review by the Canada Revenue Agency.  Adjustments to the claim, if any, will be 
accounted for in the year of assessment.  Historically, the investment tax credits have been assessed as filed, 
accordingly the Company has accrued a refundable credit of $20 for year ended December 31, 2017 (2016 - 
$22).  As at December 30, 2017, the Company received $26 against the 2016 receivable. 

 
On January 30, 2017, the Company granted 11,500 stock options to directors, officers and consultants of the 
Company exercisable at a price of $0.10 per share and expiring on January 30, 2022. The options vest in three 
equal yearly tranches with the first instalment vesting on January 30, 2017 with the remaining options vesting on 
the one and two year anniversaries of the initial release. The fair value at date of grant was $0.032 per option 
granted. The fair value of the options was calculated using the Black-Scholes option pricing model with the 
following assumptions:  expected life of 5 years, a risk-free rate of 1.14%, expected dividend yield of 0% and an 
expected volatility of 134%.  The expected volatility is based on the historical volatility of the Company’s share 
price over the life of the options.  The Company has not paid any cash dividends historically and has no plans to 
pay cash dividends in the foreseeable future.  The risk-free interest rate is based on the yield of Canadian 
Benchmark Bonds with equivalent terms.  The expected option life in years represents the period of time that 
the options are expected to be outstanding based on historical options issued. For the year ended December 
31, 2017, included in the consolidated statements of loss and comprehensive loss is stock-based compensation 
of $250 (2016 – nil) relating to the stock options granted to directors, officers and consultants of the Company. 
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Summary of Consolidated Quarterly Results 
 
The following is a summary of results for the Company’s eight most recently completed interim financial 
periods:  
 

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
2016 2016 2016 2016 2017 2017 2017 2017

Sales 1,011$    807$       1,479$    1,299$    879$       696$       650$       331$       

Cost of sales (550) (576) (1,293) (1,151) (679) (452) (515) (367)

Grossprofit 461$       231$       186$       148$       200$       244$       135$       (36)$       

45.6% 28.6% 12.6% 11.4% 22.8% 35.1% 20.8% -10.9%

Expenses

Research and development (36)         (38)         (39)         (42)         (37)         (35)         (39)         (37)         

Selling (8)           (12)         (8)           (6)           (7)           (12)         (6)           (13)         

General and administrative (235)       (213)       (208)       (174)       (233)       (224)       (206)       (360)       

Total operating expenses (279)       (263)       (255)       (222)       (277)       (271)       (251)       (410)       

Income/(loss) from operations 182        (32)         (69)         (74)         (77)         (27)         (116)       (446)       

Finance costs (4)           (4)           (5)           (5)           (3)           (4)           (4)           (9)           

Stock based compensation -         -         -         -         (101)       (64)         (47)         (38)         

Foreign exchange gain(loss) 13          -         -         4            -         10          7            (3)           

Net income/(loss) for the period before tax 191        (36)         (74)         (75)         (181)       (85)         (160)       (496)       

Income tax expense (6)           - - (15)         -         -         (5)           (2)           

Net income/(loss) for the period 185        (36)         (74)         (90)         (181)       (85)         (165)       (498)       

Other comprehensive income (loss) (7)           - (5)           14          (1)           (6)           (6)           3            

Total comprehensive income/(loss) for the period 178 (36) (79) (76) (182) (91) (171) (495)

Basic and diluted income/(loss) per share 0.00$      (0.00)$     (0.00)$     (0.00)$     (0.00)$     (0.00)$     (0.00)$     (0.00)$     

Basic and diluted weighted average number

of common shares outstanding 254,115 254,115 254,115 254,356 256,115 256,115 256,115 256,135  
 

The Fourth Quarter 2017 
 
Sales and cost of sales in the three months ended December 31, 2017 were $331 and $367 respectively (2016 - 
$1,299 and $1,151).  Marcon revenue for the fourth quarter of 2017 was $969 lower than the fourth quarter of 
2016. The Marcon margin was a negative 37% due to a bad debt provision recorded for Enerdynamic Hybrid 
Technologies Corp. (“EHT”) of $125.  In the second quarter of 2017, Marcon entered into an agreement with 
EHT  to undertake sales and marketing efforts on behalf of the company for a fee of $125 plus applicable taxes 
to help with the initial cost enlisting the company’s products to potential customers and in particular various US 
government agencies. EHT has failed to follow up on its commitments and have not responded to Marcon’s 
numerous attempts for payment of the fee as agreed. 
 
Fox-Tek recorded sales of $91 in the fourth quarter of 2017 same as in the corresponding period of 2016. The 
gross margin for Fox-Tek this quarter of 58% was higher than 35% in the fourth quarter of 2016 largely due to 
the product mix of the sales in the respective quarters. 
 
Total operating expenses for the three months ended December 31, 2017 were $410 and this was $188 higher 
than the same period of the previous year. This was largely due to inventory impairment of $77, interest and 
legal costs of $32 awarded to Collins Barrow, our previous auditor; increase in vacation pay accrual by $19 and 
due to increased specialized corporate marketing costing $14. 
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The finance costs for the fourth quarter of 2017 of $8 (2016 - $5) include accrued and accretion interest of $1 
(2016 – $2) on and interest of $7 (2016 - $3) on long term debts, credit cards and advances.  
 
During the three months ended December 31, 2017, the Company recognized $5 (2016 - $1) Ontario 
Investment Tax Credit, which has been deducted from research and development expenses. Investment tax 
credits for the fiscal year are dependent upon qualification of each individual project under stringent technical 
criteria and amounts may vary upon further review by CRA.  Adjustments to the claim, if any, will be accounted 
for in the year of assessment.  Historically, the investment tax credits have largely been assessed as filed. As of 
the date of this MD&A, the 2017 claim has not been received. 
 
 
Gross profit analysis 
 
For the eight quarters, the gross profit margin for the two cash generating units fluctuated within a range of 
negative 37% to 79%, which was mainly due to the fluctuation of the sales mix between Fox-Tek and Marcon - 
Fox-Tek has an average of about 72% gross profit margins and Marcon has an average of 8% gross profit 
margins. See following tables for gross profit margins in the two divisions.  
 

 
 

Gross profit for Marcon

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
2016 2016 2016 2016 2017 2017 2017 2017

Sales $509 $701 $1,394 $1,208 $690 $596 $564 $239 

Cost of 
sales

442 549 1275 1092 634 431 495 328

Gross 
profit

$67 $152 $119 $116 $56 $165 $69 ($89)

Gross 
profit %

13% 22% 9% 10% 8% 28% 12% -37%

Gross profit for Fox-Tek

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
2016 2016 2016 2016 2017 2017 2017 2017

Sales $502 $106 $85 $91 $189 $101 $86 $91 

Cost of 
sales

108 27 18 59 45 22 20 38

Gross 
profit

$394 $79 $67 $32 $144 $79 $66 $53 

Gross 
profit %

78% 75% 79% 35% 76% 78% 77% 58%
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The Company’s revenue continues to be difficult to forecast and is likely to fluctuate significantly from period to 
period.  In addition, the Company’s operating results do not follow any past trends. The factors affecting the 
Company’s revenue and results of operations include: 
 

• competitive conditions in the industrial sensing industry, including new products, product 
announcements and special pricing offered by competitors of the Company; 

• market acceptance of the Company’s products; 
• ability to hire, train and retain sufficient sales and professional services staff; 
• ability to complete its service obligations related to product sales in a timely manner; 
• varying size, timing and contractual terms of product orders, which may delay the recognition of 

revenue; 
• ability to maintain existing relationships and to create new relationships to assist with sales and 

marketing efforts; 
• the length and variability of the sales cycles for the Company’s products; 
• strategic decisions by the Company or its competitors, such as acquisitions, divestitures, spin-offs, joint 

ventures, strategic investments or changes in business strategy; 
• general weakening of the oil and gas industry resulting in a decrease in the overall demand for the 

products and services offered by the Company or otherwise affecting its customers’ capital investment 
levels in workforce management software; 

• changes in the Company’s pricing policies and the pricing policies of its competitors; 
• timing of product development and new product initiatives; and 
• changes in the mix of revenue attributable to substantially lower-margin service revenue as opposed to 

higher-margin product license revenue. 
 

Since the Company’s revenue will be dependent upon a relatively small number of transactions, even minor 
variations in the rate and timing of conversion of sales prospects into revenue could cause the Company to plan 
or budget inaccurately. Such variations could adversely affect the Company’s financial results. Delays and 
reductions in the amount of, or cancellations of, customers’ purchases would adversely affect the Company’s 
revenue, results of operations and financial condition. 
 
Historically, the Company’s revenues and net results have not been affected by seasons.  Seasonal fluctuations 
will become more significant as the weighting of sales to the oil and gas field increases, since business activity is 
generally greater in the winter for this sector. 
 
 
Performance Indicators 

In order to evaluate the Company’s performance and generate long-term value for its shareholders, the 
Company has identified the following financial and non-financial performance indicators:  

• Distribution, sales, and long-term recurring revenues;  
• Products and innovation;  
• Short-term financial performance and cash flows;  
• Strategic acquisitions and development of new projects. 
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SEGMENTED INFORMATION 

The Company’s reportable segments are strategic business units that offer different services and/or products. 
They are managed separately because each segment requires different strategies and involves different aspects of 
management expertise. The accounting policies of the segments are the same as those described in the summary 
of significant accounting policies as disclosed in the audited consolidated financial statements for the years ended 
December 31, 2017 and 2018. The Company carries out its operations through wholly-owned entities. These 
entities are located in Canada and the United States. 
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All of the Company's equipment is located in Canada. The Marcon sales revenue of $2,089 excludes 
intercompany sales of $23 to Fox-Tek for the year ended December 31, 2017. The intercompany sales 
have been eliminated in the consolidated financial statements. 
 
  

Marcon 
Operations

Fox-Tek 
Operations

Corporate 
Operations Company

Sales 2,089$         467$             -$              2,556$      

Cost of sales (1,888) (125) - (2,013)

Gross profit 201 342 - 543

Expenses

Research and development - (148) - (148)

Selling - (38) - (38)

General and administrative (382) (237) (404) (1,023)

Total operating expenses (382) (423) (404) (1,209)

(Loss) before the undernoted (181) (81) (404) (666)

Finance costs (3) - (17) (20)

Stock based compensation - - (250) (250)

Foreign exchange gain (loss) 18 (4) - 14

Net (loss) for the year before income tax (166) (85) (671) (922)

Income tax expense (7) - - (7)

Net (loss) for the year (173) (85) (671) (929)

Other comprehensive loss (10) - - (10)

Total comprehensive (loss) for the year (183)$           (85)$             (671)$            (939)$        

Equipment 6$                  26$               $                    - 32$            

Total assets 321$             126$             77$                524$          

For the year ended December 31, 2017

As of December 31,  2017
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All of the Company's equipment is located in Canada. The Marcon sales revenue of $3,812 excludes 
intercompany sales of $44 to Fox-Tek for the year ended December 31, 2016. The intercompany sales have 
been eliminated in the consolidated financial statements. 
  

 

Marcon 

Operations

Fox-Tek 

Operations

Corporate 

Operations Total

Sales 3,812$         784$             $                    - 4,596$      

Cost of Sales (3,358) (212) - (3,570)

Gross profit 454 572 - 1,026

Expenses

Research and development - (155) - (155)

Selling - (34) - (34)

General and administrative (357) (144) (329) (830)

Total operating expenses (357) (333) (329) (1,019)

Income (loss) from operations 97 239 (329) 7

Finance costs (1) - (17) (18)

Foreign exchange gain (loss) 113 (6) (90) 17

Net income (loss) before income tax 209 233 (436) 6

Income tax expense (21) - - (21)

Net income (loss) 188 233 (436) (15)

Other comprehensive income - - 2 2

Total comprehensive income (loss) 188$             233$             (434)$            (13)$           

Equipment 8$                  34$               - 42$            

Total assets 877$             269$             22$                1,168$      

For the year December 31, 2016

As of December 31, 2016
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Revenue by Geographic Region 

 

 
 

LIQUIDITY AND CASH RESOURCES 

Net cash used in operating activities was $190 during the year ended December 31, 2017 compared to $370 
during 2016.  Stock-based compensation of $250, accrued interest expenses totalling $5 and amortization 
expenses of $10 do not involve cash.  Trade and other accounts receivable decreased by $563 due to lower 
sales during 2017. Prepaid expenses increased by $4 as the Company had to pay advances to vendors for 
shipments that took place in the 1st quarter of 2018.  Accounts payable and accrued liabilities decreased by $148 
compared to last year, again due to lower sales volume.  

On October 16, 2017, $9 accounts payable owing to arm’s length company was converted into 181 common 
shares of the Company at a price of $0.05 per share. The share issuance costs relating to the conversion of debt 
were $1. 
 
Cash provided by financing activities was $200 during the year ended December 31, 2017 (2016 – $80) largely as 
a result of a new loan of $213 from BDC and $13 was paid against long term loan.  Also note that there was a 
non-cash financing activity  from share issuances pursuant to promissory note converted to common stock in 
the amount of $8.  
 
For the year ended December 31, 2017, there was no change in the cash and cash equivalents of $83 (2016 – 
decrease of $288). As a result, as at December 31, 2017, the Company had cash and cash equivalents balance of 
$83, the same as at December 31, 2016. 

The Company is committed under operating lease agreements for the rental of its premises and a car lease.  
Minimum annual future lease payments are approximately as follows:   

 

 
 

  

2017 2016

USA  $                   2,140  $                     3,738 

Canada 238 646

Middle East 114 201

Others 64 11

Total  $                   2,556  $                     4,596 

Year ended December 31,

Year Lease Commitments
2018 71                                            
2019 24                                            

95$                                          
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Management will continue to work on maintaining an optimal inventory level and the timely collection of 
accounts receivable to minimize its working capital requirements. 
 
The Company uses its capital to finance marketing expense, research and development activities, administrative 
charges, working capital and capital assets. Historically, the Company has financed activities through rounds of 
public and private financing and debt financing. The Company has long term debt of $251 of which $56 are due 
during 2017 and debentures of $48 have already matured and are now due on demand. The Company has 
negotiated and agreed with the debenture holder to commence cash payments of the interest on the 
debentures starting in May 2018. 
 
 
SHARE CAPITAL, WARRANTS, AND OPTIONS 
 
(a) Share Capital  

256,296 shares of voting common stocks were issued and outstanding as at December 31, 2017 and as of the 
date of this MD&A (256,115 - December 31, 2016).   

(i) On November 7, 2016, an arm’s length company advanced $100 to the Company and subsequently on 
November 17, 2016 converted the loan into 2,000 units (the “Units#1) of the Company at a price of 
$0.05 per Unit#1.   The  loan matures on May 7, 2017 bearing interest at 12% compounded monthly and 
principal and interest were payable on maturity. The loan was secured against assets of the Company. On 
the date of conversion, $100 loan and $nil interest were converted into units. Each Unit#3 consisted of 
one common share and one common share purchase warrant ("Warrant#1"). Each Warrant#3 entitles 
the holder to purchase one common share at a price of $0.10 per share for a period of one year. The 
share issuance costs were $1. 

The value of the warrants issued as part of this financing was $19, net of costs of issuance. The fair value 
of the warrants was calculated using the Black-Scholes option pricing model with the following 
assumptions:  expected term of 1 year, a risk-free rate of 0.67%, expected dividend yield of 0% and an 
expected volatility of 124%.  The expected volatility is based on the historical volatility of the Company’s 
share price over the life of the warrants.  The Company has not paid any cash dividends historically and 
has no plans to pay cash dividends in the foreseeable future.  The risk-free interest rate is based on the 
yield of Canadian Benchmark Bonds with equivalent terms.  The expected option life in years represents 
the period of time that the warrants are expected to be outstanding based on historical warrants issued. 

(ii) On October 16, 2017, the Company issued 181 common shares for $9 of debt owing to an arm’s length 
company.  The share issuance costs were $1 relating to the exchange of shares for debt. 

 
(iii) In November 2017, the TSXV had been advised by the Company that pursuant to a notice of intention 

to make a normal course issuer bid dated Nov. 14, 2017 (the “2017 NCIB”), it may repurchase for 
cancellation up to 17,340,061 common shares in its own capital stock. The purchases are to be made 
through the facilities of the TSXV during the period from Nov. 20, 2017, to Nov. 19, 2018.  Purchases 
pursuant to the 2017 NCIB will be made by TD Securities on behalf of the Company. No shares have 
been bought back under the 2017 NCIB as at the filing of these consolidated financial statements. 
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(b) Common Stock Purchase Warrants  

As at December 31, 2017 and as on the date of this MD&A, the Company had the following 
warrants issued and outstanding: 

 
 

Additional information about the Company’s share capital can be found in note 12 of the notes to the 
consolidated financial statements for the years ended December 31, 2017 and 2016.  

 
 

(c) Stock Option Plan 
 

The Company has a stock option plan open to directors, officers, full-time employees and consultants of 
the Company. Under this plan, the Company may grant total options to a maximum of 10% of the issued 
and outstanding common shares of the Company on a non-diluted basis. 
 
As of the date of this MD&A, the Company had 11,500 options outstanding exercisable at $0.10 per share 
expiring on January 30, 2022. 

 

OFF-BALANCE SHEET ARANGEMENTS  

Company does not have any off-balance sheet arrangements.  
 
  

No. of 
Warrants Value 

Weighted 
Average 
Exercise 

Price

Balance, December 31, 2015 33,696  $           687  $           0.09 
Warrants expired (3,556) (16) (0.05)
Warrants issued in November 2016 2,000 19 0.10 

Balance, December 31, 2016 32,140  $           690  $           0.10 
Warrants expired (2,000) (19) 0.10 

Balance, December 31, 2017 30,140 671 0.10 
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TRANSACTIONS WITH RELATED PARTIES 

Related parties include the Board of Directors, close family members and enterprises that are controlled by 
these individuals as well as certain persons performing similar functions. All amounts owing to related parties 
are unsecured, non-interest bearing and due on demand unless otherwise noted. Related party transactions are 
as follows:  

(a) As at December 31, 2017, $4 (December 31, 2016 - $4) is owing to a law firm in which a director, Jay 
Vieira, is a former partner. 

(b) Included in accounts payable and accrued liabilities as at December 31, 2017 is $21 (December 31, 2016 
- $21) owing to the CEO and a company controlled by the CEO.   

(c) As at December 31, 2017, $20 (December 31, 2016, $1) is owing to officers of the Company. 
(d) Included in the consolidated statements of loss and comprehensive loss for the year ended December 

31, 2017 is $165 (2016 - $165) paid to a company controlled by the CEO for services rendered by the 
CEO. 

(e) During the year ended December 31, 2017, the Company granted 5,500 options to directors and 
officers of the Company at an exercise price of $0.10 per share expiring on January 30, 2022.   Included 
in the statements of loss and comprehensive loss for the year ended December 31, 2017 is stock-based 
compensation expense of $120 relating to options granted to related parties. 

 
KEY MANAGEMENT PERSONNEL COMPENSATION 

During the year ended December 31, 2017, the Company recognized salaries and short term benefit expenses 
of $479 (2016 - $479) for its key management personnel, including the CEO of the Company,  VP of Software 
Solutions, VP of Operations, and CFO of the Company. 
 
 

RISKS AND UNCERTAINTIES 

High Degree of Product Concentration 
 
Substantially all of the Company’s currently anticipated revenues will be derived from a limited number of 
products and services.  Consequently, the Company’s performance will depend on establishing market 
acceptance of these products and services in a single market, as well as enhancing the performance of such 
products and services to meet the evolving needs of customers.  The Company, like other entities involved in a 
rapidly evolving new industry, faces the risk that the Company’s products and services may not prove to be 
commercially successful or may be rendered obsolete by further scientific and technological developments.  
There can be no assurances that the Company will establish and maintain a position at the forefront of emerging 
technological trends. Any reduction in anticipated future demand or anticipated future sales of these products or 
any increase in competition could have a material adverse effect on the Company’s business prospects, operating 
results or financial condition.  
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Competition  
 
The Company has experienced, and expects to continue to experience, competition from a number of 
companies. The Company’s competitors may announce new products, services or enhancements that better 
meet the needs of customers or changing industry standards. Increased competition may cause price reductions, 
reduced gross margins and loss of market share, any of which could have a material adverse effect on the 
Company’s business, results of operations and financial condition. 
 
Many of the competitors and potential competitors of the Company have significantly greater financial, technical, 
marketing and/or service resources than does the Company.  Many of these companies also have a larger 
installed base of users, longer operating histories or greater name recognition than the Company. Customers of 
the Company are particularly concerned that their suppliers will continue to operate and provide upgrades and 
maintenance over a long-term period. The Company’s smaller size and short operating history may be 
considered negatively by prospective customers. Even if competitors of the Company provide products with 
more limited system functionality than those of the Company, these products may incorporate other capabilities 
of interest to some customers and may be appealing due to a reduction in the number of different types of 
systems used to operate such customers’ businesses. Further, competitors of the Company may be able to 
respond more quickly than the Company to changes in customer requirements and devote greater resources to 
the enhancement, promotion and sale of their products. 
 
Market Uncertainty 
 
The Company’s success depends to a significant degree on its ability to develop the market and gain acceptance 
for its products and services.  There is no assurance that a significant market will develop for the Company’s 
principal products and services.  Implementation and adoption of its products have been slow to develop and 
may continue to be subject to delays.  There can be no assurances that the additional commercial applications 
and markets for the Company’s products will develop as currently contemplated.   
 
The market for the Company’s products is just beginning to develop and the Company’s business plan will 
continue to require significant marketing efforts and working capital.  To manage such development, the 
Company must continue to expand its existing resources and management information systems and must 
attract, train, and motivate qualified marketing, management, technical and administrative personnel.  There can 
be no assurance that the Company will be able to achieve these goals.  
 
The Company’s success in the Marcon segment depends on and is exposed to the Middle East oil & gas market. 
The region has gone through some tremendous changes in the last year that have a slight impact on future sales 
and services in the region, and the United States Government Departments spending patterns in the operating 
expenditure side of procurement and contracting rather than the CAPEX side of the business and therefore 
most contracts signed with the Company fall under the maintenance repair and operations (“MRO”).  
 
Labour and Key Personnel 
The Company depends on the services of its engineers, technical employees, and key management personnel. 
The loss of one of these people could have a significant unfavorable impact on the Company, its operating 
results, and its financial position. The success of the Company is largely dependent upon its ability to identify, 
hire train, motivate, and retain highly skilled management employees, engineers, technical employees, and sales 
and marketing personnel. Competition for its employees can be intense, and the Company cannot ensure that it 
will be able to bring in and retain highly skilled technical and management personnel in the future. Its ability to 
bring in and retain management and technical personnel and the necessary sales and marketing employees could 
have unfavorable impact on its growth and future profitability. The Company may be obligated to increase the 
compensation paid to current or new employees, which could substantially increase operating expenses.  
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Growth Management and Market Development 
There is no guarantee that the Company can develop its market significantly, thus affecting its profitability. The 
Company expected growth might create significant pressure on management, operations, and technical 
resources. In order to manage its growth, Augusta may need to increase the size of its technical and operational 
staff and manage its personnel while maintaining many effective relationships with third parties.  
 
Pricing Policies 
The competitive market in which Augusta operates could force it to reduce its prices. If its competitors offer 
large discounts on certain products and services in order to gain market shares or sell products and services, 
the Company may need to lower its prices and offer other favorable terms in order to compete successfully. 
Such changes could reduce profit margins and have an unfavorable impact on its operating results. Some of 
Augusta’s competitors could offer products and services that compete with theirs for promotional purposes or 
as part of a long-term pricing strategy or offer price guarantees or product implementation. With time, these 
practices could limit the prices Augusta may charge for its products and services. If Augusta cannot offset these 
price reductions with a corresponding increase in sales volume or decreased expense, the decreased revenues 
from products and services could unfavorable affect its profit margins and operating results.  
 
Product Failures and Mistakes 
Augusta products are complex and therefore may contain failures and mistakes that could be detected at any 
time in a product’s life cycle. Failures and mistakes in its products could have a significant unfavorable impact on 
its reputation, open it up to significant costs, delay product launch dates, and harm its ability to sell its products 
in the future. The costs of correcting a failure or mistake in one of these products could be significant and could 
negatively affect its operating margins. Although Augusta expects to continue to test products to detect failure 
and mistakes and to work with its customers through its support and maintenance services in order to find and 
correct failure and mistakes, they could appear in its products in the future. Augusta is exposed to warranty 
expenses, product recalls and other claims, particularly if the products prove to be defective, which would harm 
business development and the Company’s reputation. Augusta provides one year warranty for its products.  
 
Technological Obsolescence 
Competitors and new companies could launch new products. In order to remain on the cutting edge of 
technology, Augusta may need to launch a new generation of fiber optic sensors and develop its related 
products and services. Whether it is competition from development companies and /or marketing of fiber optic 
sensors or a merger or acquisition of existing companies, competition within certain fiber optic sensor industry 
sectors offering solutions similar to what Augusta offers is vigorous and could increase. Some of Augusta’s 
competitors have significantly greater financial, technical, distribution, and marketing resources than Augusta. 
Technological progress and product development could make Augusta products obsolete or reduce their value.  
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FINANCIAL INSTRUMENTS AND OTHER INSTRUMENTS 
 
The Company’s financial instruments include cash, investments at fair value through profit or loss, trade and 
other accounts receivable, bank indebtedness, accounts payable and accrued liabilities, advances, long-term debt, 
and convertible debentures.  
 
The Company doesn’t have any other instruments that will be settled by the delivery of non-financial assets.  
 
The fair value of financial instruments 
 
The Company has estimated the fair value of its financial instruments as follows:  

• Cash is carried at its stated value;  
• The share prices quoted in the market approximates the fair value of the investments; 
• The carrying value of trade and other accounts receivable, bank indebtedness, accounts payable and 

accrued liabilities, and advances approximate their fair values due to the short-term nature of these 
instruments;  

• The convertible debentures include liability component, conversion option, and warrants. Both 
conversion option and warrants meet all the criteria for recognition as equity instruments under IAS 32, 
financial instruments presentation, and have been recognized as equity components. Management 
estimated the fair value of a similar liability that doesn’t have associated equity components by using a 
discount rate of 18% at initial recognition and each extension date. The residual amount has been 
allocated to equity components. Management used the Black-Scholes option pricing model to estimate 
the fair value of conversion option and warrants, and the residual equity amount is then allocated to 
based on their relative fair values. At initial recognition date and each extension date, the convertible 
debentures have been segregated into conversion option, warrants and liability components. The equity 
components decreased the carry amount of convertible debenture liability and will be accreted into 
profit and loss using the effective interest method over the each extension terms of convertible 
debentures, and bring the carry amount of convertible debenture to their face amounts at maturity 
dates.   

• Long term debt is carried at amortized cost. It has a fixed interest rate which is paid monthly. 
 
 
 
The classification and measurement base of financial instruments 

The classification and measurement base for the Company’s financial instruments as follows: 

 

  

Financial Instrument Classification Measurement 

Cash and cash equivalents Loans and receivables Amortized cost

Trade and other accounts receivable Loans and receivables Amortized cost

Accounts payable and accrued liabilities Other financial liabilities Amortized cost

Long term debt Other financial liabilities Amortized cost

Debentures Other financial liabilities Amortized cost
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FINANCIAL RISK MANAGEMENT 

The Company has exposure to counterparty credit risk, liquidity risk and market risk associated with its financial 
assets and liabilities. The Board of Directors has overall responsibility for the establishment and oversight of the 
Company’s risk management framework. The Board of Directors has established the Audit Committee which is 
responsible for developing and monitoring the Company’s compliance with risk management policies and 
procedures. The Audit Committee regularly reports to the Board of Directors on its activities. 
 
The Company’s risk management program seeks to minimize potential adverse effects on the Company’s 
financial performance and ultimately shareholder value. The Company manages its risks and risk exposures 
through a combination of insurance, a system of internal and disclosure controls, and sound business practices. 
 
Cash  
 
Cash consists of bank balances and petty cash. Credit risk associated with cash and bank is minimized 
substantially by ensuring that these financial assets are invested in debt instruments of highly rated financial 
institutions. As at December 31, 2017, the Company held cash of $83 (December 31, 2016 - $83). 

Trade and Other Accounts Receivable 

Accounts receivable consists primarily of trade accounts receivable from the sale of equipment, installation and 
reporting services. The Company’s credit risk arises from the possibility that a counterparty which owes the 
Company money is unable or unwilling to meet its obligations in accordance with the terms and conditions in 
the contracts with the Company, which would result in a financial loss to the Company. This risk is mitigated 
through established credit management techniques, including monitoring counterparty creditworthiness, setting 
exposure limits and monitoring exposure against these customer credit limits. 
 
The carrying amount of accounts receivable is reduced through the use of an allowance for doubtful accounts 
and the amount of the loss is recognized in the statement of loss in expenses. When a receivable balance is 
considered uncollectible, it is written off against the allowance for accounts receivable. Subsequent recoveries of 
amounts previously written off reduce general and administrative expenses in the statement of loss. Historically, 
trade credit losses have been minimal. 
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Liquidity Risk 
Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due. The 
Company has working capital deficiency of $381 (working capital of $126 as at December 31, 2016). 
 
The following items are the contractual maturities of financial liabilities: 
 

 
 
Market Risk 
 
Market risk is the risk that changes in market prices, such as foreign exchange rates and interest rates will affect 
the fair value of recognized assets and liabilities or future cash flows or the Company’s results of operations. To 
contend with changes in market prices, the Company constantly reviews its current and planned expenditures to 
ensure it has adequate resources to continue operations. The Company primarily sells goods in Canada and the 
United States and attempts to limit its exposure by transacting in the local currency and therefore limiting 
exposure to foreign exchange rates. 
 
Foreign Exchange 

As at December 31, 2017, the Company's US dollar net monetary liabilities totaled $64 (2016 - net 
monetary assets of $220). Accordingly, a 5% change in the US dollar exchange rate as at December 31, 
2017 on this amount would have resulted in an exchange gain or loss and therefore net loss would have 
increased (decreased) by $3 (2016 - $11). 
 
  

December 31, 2017 Carrying 
amount

Contractual 
cash flows

0 to 12 
months

After 12 
months

Accounts payable and accrued 
liabilities

721$                 721$                 721$                 -$                  

Debentures 48                      48                      48                      -                    
Income tax payable 3                        3                        3                        -                    
Non-cash liabilities 45                      45                      45                      -                    
Long term debt 251                    251                    56                      195                    

1,068$              1,068$              873$                 195$                 

December 31, 2016 Carrying 
amount

Contractual 
cash flows

0 to 12 
months

After 12 
months

Accounts payable and accrued 
liabilities

877$                 877$                 877$                 -$                  

Debentures 43                      43                      43                      -                    
Income tax payable 15                      15                      15                      -                    
Non-cash liabilities 45                      45                      45                      -                    
Long term debt 51                      51                      20                      31                      

1,031$              1,031$              1,000$              31$                    
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Capital Management 

The Company manages the capital structure and makes adjustments to it in the light of changes in economic 
conditions and the risk characteristics of the underlying assets. In order to maintain or adjust the capital 
structure, the Company may issue new shares or debt. The Company considers its capital to include 
shareholders’ deficiency which amounts to $544 (2016 – equity of $137). 

The Company’s objectives when managing capital are to safeguard the Company’s ability to continue as a going 
concern, so that it can provide returns for shareholders and benefits for other stakeholders. 
 
The Company is not subject to any capital requirements imposed by a lending institution or regulatory body, 
other than that of the TSXV which requires adequate working capital or financial resources of the greater of (i) 
$50 and (ii) an amount required in order to maintain operations and cover general and administrative expenses 
for a period of 6 months.   As of December 31, 2017, the Company was not compliant with the policies of the 
TSXV. The impact of this violation is not known and is ultimately dependent on the discretion of the TSXV. 

The Company has no commitments, other than convertible debentures and warrants, to sell or otherwise issue 
common shares. Management reviews its capital management approach on an ongoing basis and believes that 
this approach, given the relative size of the Company, is reasonable.   The Company has not changed its 
approach to capital management during the years ended December 31, 2017 and 2016. 
 
Investor Relations 
 
During the year ended December 31, 2017, the Company performed its own investor relations. The Company 
will continue to perform its own investor relations for the foreseeable future. 
 
 
Amalgamation Arrangement 
 
On September 27, 2017, the Company entered into an amalgamation agreement (the "Agreement") with Sensor 
Technologies Inc. ("Sensor"). Pursuant to the Agreement, Sensor had agreed to purchase all of the issued and 
outstanding securities (the "Spin-Out Transaction") in the capital of Fox-Tek Canada Inc. ("Fox-Tek") for an 
aggregate purchase price of $25 million (the "Purchase Price").  The Purchase Price would be satisfied through 
the issuance of an aggregate 50,000 common shares (the "Sensor Shares") to the Company.  It is the intention of 
the Company to distribute the Sensor Shares, on a pro rata basis, to its shareholders. In November 2017, the 
directors and officers of the Company, holding an aggregate of 83,454,264 common shares of the Company 
entered into a lock-up agreement where they have agreed to vote the shares in support of the spin-off of FOX-
TEK Canada Inc. 
 
Subsequent to December 31, 2017, the Company has decided to suspend the proposed amalgamation to further 
evaluate the Spin-Out Transaction. The Company continues to work with its financial and legal advisers to 
ascertain the best course of action for both the Company and its shareholders. 
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Subsequent Events 
 
1. Subsequent to the year ended December 31, 2017, the Company signed promissory notes secured against 

the assets of the Company and received $432from a company controlled by a director of the Company. The 
loans are due between May 6, 2018 and July 4, 2018 and bear interest at 10% per annum. The notes were 
repaid on April 11, 2018 with interest of $4. 
  

2. Subsequent to December 31, 2017, the Company has created a wholly owned subsidiary, Paragon 
Blockchain Inc. (“Paragon”) to commence the process of implementing Blockchain technology. ” Paragon” 
has entered into a Memorandum Of Understanding with an Undisclosed Blockchain Company (The "UBC") 
to advise and develop a new set of blockchain applications for Augusta. The UBC will act as technical advisor 
and initiate the process of developing a new set of blockchain applications that will integrate, amongst other 
things, artificial intelligence (A.I.) for the purpose of sorting critical procurement opportunities within US 
government agencies for Marcon and FOX-TEK.  
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INDEPENDENT AUDITOR’S REPORT 
 

To the Shareholders of Augusta Industries Inc. 
 
We have audited the accompanying consolidated financial statements of Augusta Industries Inc. and its subsidiaries, 
which comprise the consolidated statements of financial position as at December 31, 2017, and the consolidated 
statement of loss and comprehensive loss, consolidated statement of changes in deficit and consolidated statement of 
cash flows for the year then ended and a summary of significant accounting policies and other explanatory information. 
 
 
Management's Responsibility for the Consolidated Financial Statements 
Management is responsible for the preparation and fair presentation of these consolidated financial statements in 
accordance with International Financial Reporting Standards and for such internal control as management determines is 
necessary to enable the preparation of consolidated financial statements that are free from material misstatement, 
whether due to fraud or error. 
 
Auditor’s Responsibility 
Our responsibility is to express an opinion on these consolidated financial statements based on our audit. We conducted 
our audit in accordance with Canadian generally accepted auditing standards. Those standards require that we comply 
with ethical requirements and plan and perform the audit to obtain reasonable assurance about whether the consolidated 
financial statements are free from material misstatement. 
 
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated 
financial statements. The procedures selected depend on the auditor's judgment, including the assessment of the risks 
of material misstatement of the consolidated financial statements, whether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the entity's preparation and fair presentation of the 
consolidated financial statements in order to design audit procedures that are appropriate in the circumstances, but not 
for the purpose of expressing an opinion on the effectiveness of the entity's internal control.  An audit also includes 
evaluating the appropriateness of accounting policies used and the reasonableness of accounting estimates made by 
management, as well as evaluating the overall presentation of the consolidated financial statements. 
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.  
 
Opinion 
In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of Augusta 
Industries Inc. and its subsidiaries as at December 31, 2017 and their financial performance and cash flows for the year 
then ended in accordance with International Financial Reporting Standards. 
 
Emphasis of Matter 
Without qualifying our opinion, we draw attention to Note 1 in the consolidated financial statements which indicates that 
the Company has a history of operating losses.  As at December 31, 2017 the Company as an accumulative deficit of 
$8,580.  These conditions along with other matters set forth in Note 2(b) indicate the existence of a material uncertainty 
that may cast significant doubt about the Company’s ability to continue as a going concern. 
 
Other matter 
 
The consolidated financial statements of Augusta Industries Inc. as at December 31, 2016 and for the year then ended, 
were audited by other auditors who expressed an unmodified opinion on those statements on April 13, 2017. 

  
Markham, Ontario Chartered Accountants 
April 27, 2018 Licensed Public Accountants 
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The accompanying notes are an integral part of these consolidated financial statements 

Note December 31, 2017 December 31, 2016
Assets

Current Assets
Cash and cash equivalents 83$                                    83$                                    
Trade and other accounts receivable 99 662
Inventory 6         33 111
Tax credits receivable 8         20 22
Prepaid expenses and other assets 257 248

Total Current Assets 492 1,126
Non-Current Assets
Equipment 7         32 42

Total Non-Current Assets 32 42

Total Assets 524$                                 1,168$                              
Liabilities and Equity

Current Liabilities
Accounts payable and accrued liabilities 721$                                 877$                                 
Deferred revenue 45 45
Long term debt - current portion 9         56 20
Income tax payable 3 15
Debentures 10       48 43

Total Current Liabilities 873 1,000
Non-Current Liabilities
Long term debt 9         195 31
Total Non-Current Liabilities 195 31
Total Liabilities 1,068 1,031
(Deficiency) Equity 
Share capital 12(a) 5,535 5,527
Warrants 12(b) 671 690
Reserves 1,829 1,560
Accumulated other comprehensive income 1 11
Deficit (8,580) (7,651)

Total (Deficiency) Equity (544) 137
Total Liabilities and (Deficiency) Equity 524$                                 1,168$                              

Going Concern (Note 2(b))
Commitments (Note 13)
Subsequent Events (Note 20)

Approved on Behalf of the Board

"Warren Goldberg, CPA, CA"
Director

"Allen Lone"
Director
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2017 2016

Sales 2,556$                      4,596$                      

Cost of sales (2,013) (3,570)

Gross profit 543 1,026

Expenses

Research and development (148) (155)

Sell ing (38) (34)

General and administrative (1,023) (830)

Total expenses (1,209) (1,019)

(Loss) income before the undernoted (666) 7

Finance costs (20) (18)

Stock based compensation (250) -

Foreign exchange gain 14 17
Net (loss) income for the year before tax (922) 6
Income tax expense (7) (21)

Net (loss) income for the year after tax (929) (15)

Other comprehensive (loss) income (10) 2

Total comprehensive (loss) for the year (939)$                        (13)$                          

(Loss) income per common share based on
     Net (loss) income for the year

   Basic and diluted (0.00)$                       (0.00)$                       

Basic and diluted weighted average number

of common shares outstanding 256,135 254,356

Year ended December 31,
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 Accumulated Other

Number Amount Warrants Reserves Comprehensive 
Income/(Loss)

Deficit Total 
Equity/(Deficiency)

Balance, December 31, 2015 254,115  $           5,447  $              687  $           1,544  $                                 9  $           (7,636)  $                            51 

Net loss for the year - - - - - (15) (15)
Shares issued on conversion of 
debts

2,000 81 - - - - 81 

Share issue costs - (1) - - - - (1)
Warrant issued, net of costs - 19 - - - 19 
Warrants expired - (16) 16 - - 0 
Other comprehensive income - - - - 2 - 2 

Balance, December 31, 2016 256,115  $           5,527  $              690  $           1,560  $                               11  $           (7,651)  $                          137 

Balance, December 31, 2016 256,115  $           5,527  $              690  $           1,560  $                               11  $           (7,651)  $                          137 

Net loss for the year - - - - - (929) (929)
Shares issued on conversion of 
debts net of cost

181 8 - - - - 8 

Warrants expired - (19) 19 - - -
Stock based compensation - - - 250 - - 250 
Other comprehensive loss - - - - (10) - (10)

Balance, December 31, 2017 256,296  $           5,535  $              671  $           1,829  $                                 1  $           (8,580)  $                        (544)

Share Capital
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2017 2016

CASH FLOWS USED IN OPERATING ACTIVITIES
Net (loss) for the year after tax (929)$                        (15)$                           

Items not involving cash
Amortization 10 14
Stock based compensation 250 -
Interest on debentures 5 4
Accretion expense on debentures - 3

(664) 6
Changes in non-cash working capital

Trade and other accounts receivable 563 (404)
Inventory 78 89
Prepaid expenses and other assets (9) (202)
Income tax payable (12) 15
Tax credit receivable 2 14
Accounts payable and accrued liabilities (148) 131
Deferred revenue - (19)

474 (376)
Net cash used in operating activities (190) (370)
CASH FLOWS GENERATED FROM (USED IN) FINANCING ACTIVITIES

Repayment of bank indebtedness - (1)
Proceeds from advances - 137
Repayment of advances - (137)
Loan received - 100
Proceeds from long term debts 213 -
Repayment of long-term debt (13) (19)

Net cash generated from financing activities 200 80

Effect of changes in foreign exchange rate (10) 2

$                                - (288)$                        

CASH AND CASH EQUIVALENTS, BEGINNING OF year 83 371
CASH AND CASH EQUIVALENTS, END OF year 83$                            83$                            

SUPPLEMENTAL CASH FLOW INFORMATION: 
Income tax paid 15$                            6$                               
Shares issued on conversion of debt net of costs 8 -
Note converted to units - 100
Interest paid 9$                               11$                            

NET INCREASE (DECREASE) IN CASH  AND CASH EQUIVALENTS FOR 
THE year

Year ended December 31,
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1. NATURE OF OPERATIONS 

Augusta Industries Inc. (the “Company” or "Augusta") was incorporated on October 13, 1999 under the laws of 
the State of Delaware with a registered office and a head-office location at 2455 Cawthra Road, Unit 75, 
Mississauga, Ontario L5A 3P1 Canada. Augusta’s significant shareholder is Knoxbridge Corp. (“Knoxbridge”), who 
owns 30.1% of the voting shares of the Company (2016 – 37.4%). Augusta is traded on the TSX Venture Exchange 
(“TSXV”) under the symbol "AAO". 

Fox-Tek Canada Inc. (“Fox-Tek”), a wholly-owned subsidiary of Augusta, was formed to develop, integrate and 
sell fiber optic sensing systems for the strain/temperature sensing market. The target market includes the 
monitoring, communication, alarming and prediction of safe/unsafe conditions in structures and facilities. 

Marcon International Inc. (“Marcon”), a wholly-owned subsidiary of Augusta, is in the business of selling equipment 
to foreign multinational companies operating primarily in the Middle East and to the United States government. 
The equipment is purchased from various suppliers in Canada, United States and Europe. 

The consolidated financial statements were approved for issue by the Board of Directors on April 27, 2018. 

2. BASIS OF PRESENTATION AND GOING CONCERN 

(a) Statement of Compliance 
 
These consolidated financial statements have been prepared in accordance with International Financial 
Reporting Standards as issued by the International Accounting Standards Board ("IASB") which includes 
International Financial Reporting Standards, International Accounting Standards ("IAS"), and interpretations of 
the International Financial Reporting Interpretation Committee ("IFRIC"). These standards are collectively 
referred to as “IFRS”. 

(b) Going Concern 

The consolidated financial statements have been prepared on a going concern basis.  The going concern basis 
of presentation assumes that the Company will continue operations for the foreseeable future and will be able 
to realize its assets and discharge its liabilities and commitments in the normal course of operations.  

The Company has net loss of $929 for the year ended December 31, 2017 (2016 - $15), has an accumulated 
deficit of $8,580 (2016 – $7,651) from inception and working capital deficiency of $381 (2016 – working capital 
of $126). The challenges of securing requisite funding beyond December 31, 2017 and the cumulative operating 
losses indicate the existence of a material uncertainty which cast significant doubt upon the Company’s ability 
to continue as a going concern. These consolidated financial statements do not include any adjustments relating 
to the recoverability and classification of recorded asset amounts or to the amounts or classification of 
liabilities that might be necessary should the Company be unable to continue as a going concern.  Such 
adjustments could be material. 

(c) Basis of Measurement 
 

The consolidated financial statements have been prepared on the historical cost basis. In addition, these 
financial statements have been prepared using the accrual basis of accounting, except for cash flow information. 
These consolidated financial statements are presented in Canadian dollars, which is the Company’s functional 
currency. 
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(d) Basis of Consolidation 
 

The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries, 
Fiber Optic Systems Technology (Canada), Inc., Fox-Tek Canada, Inc., PinPoint FOX-TEK Inc., Marcon 
International Inc., Marcon International (USA) Inc., and Marcon International (UK) Ltd. (collectively referred 
to as the “Company” or “Augusta”).  

 
Subsidiaries consist of entities over which the Company is exposed to, or has rights to, variable returns as 
well as the ability to affect those returns through the power to direct the relevant activities of the entity. 
Subsidiaries are fully consolidated from the date control is transferred to the Company and are de-
consolidated from the date control ceases. The consolidated financial statements include all the assets, 
liabilities, revenues, expenses and cash flows of the Company and its subsidiaries after eliminating inter-entity 
balances and transactions. Assets, liabilities, income and expenses of a subsidiary acquired or disposed of 
during the year are included in comprehensive loss from the date that the Company gains control until the 
date that the Company ceases to control the subsidiary. 

(e) Critical accounting judgments, estimates and assumptions 
 

The preparation of consolidated financial statements in conformity with IFRS requires the Company’s 
management to make judgments, estimates and assumptions that affect the reported amounts of assets, 
liabilities and contingent liabilities at the date of the consolidated financial statements and reported amounts 
of revenue and expenses during the reporting periods. Estimates and assumptions are continuously evaluated 
and are based on management’s experience and other factors, including expectations of future events that are 
believed to be reasonable under the circumstances.  Uncertainty about these judgments, estimates and 
assumptions could result in outcomes that could require a material adjustment to the carrying amount of the 
asset or liability affected in future periods. 
 
The information about significant areas of estimation uncertainty considered by management in preparing the 
consolidated financial statements are as follows: 

 
(i) Convertible debenture 

The conversion options require an estimation of the fair value of a similar liability that doesn’t have an 
associated equity component by using a suitable discount rate at initial recognition and each extension 
date. The carrying amount of the conversion options is then determined by deducting the fair value of 
the financial liability from the fair value of the convertible debenture as a whole.  

The warrants attached to debentures require an estimation of the fair value at initial recognition and each 
extension date.  Management uses the Black-Scholes option pricing model to estimate the fair value of 
warrants and conversion options, and the residual equity amount is then allocated to them based on their 
relative fair values. 

 
(ii) Warrants 

 
The Company uses the Black-Scholes option pricing model to calculate the value of warrants issued as 
part of the Company’s private placements. The Black-Scholes model requires six key inputs to determine 
the value for a warrant: risk free interest rate, exercise price, market price at date of issue, expected 
dividend yield, expected life and expected volatility. Certain of the inputs are estimates which involve 
considerable judgment and are, or could be, affected by significant factors that are out of the Company’s 
control. For example, a longer expected life of the warrant or a higher volatility number would result in 
an increase in the warrant value. 
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(iii) Allowances for impairment of trade and other accounts receivables 
 

The Company's carrying value of trade and other receivables as at December 31, 2017 was $99 (2016 – 
$662), net of allowances for doubtful accounts of $141 (2016 – $nil). The policy for allowances for 
impairment on accounts receivable of the Company is based on the evaluation of collectability and on 
management's judgment. A considerable amount of judgment is required in assessing the ultimate 
realization of these receivables, including the current creditworthiness and the past collection history. If 
the financial conditions of the debtors of the Company were to deteriorate, resulting in an impairment 
of their ability to make payments, additional allowances may be required.  
 

(iv) Impairment of inventory 
 
Inventory is recorded at the lower of cost and net realizable value.  The cost of inventory may not be 
recoverable if their selling prices have declined.  The estimate of net realizable value is based on the 
expected to be sold for less costs of selling. As at December 31, 2017, the carrying amount of inventory 
is $33 (2016 – $111). Provision for slow moving and obsolete inventory for the year ended December 
31, 2017 was $85 (2016 – $9). 

 
(v) Income, value added, withholding and other taxes 

 
The Company is subject to income, value added, withholding and other taxes. Significant judgment is 
required in determining the Company’s provisions for taxes. There are many transactions and calculations 
for which the ultimate tax determination is uncertain during the ordinary course of business. The 
Company recognizes liabilities for anticipated tax audit issues based on estimates of whether additional 
taxes will be due. The determination of the Company’s income, value added, withholding and other tax 
liabilities requires interpretation of complex laws and regulations. The Company’s interpretation of 
taxation law as applied to transactions and activities may not coincide with the interpretation of the tax 
authorities. All tax related filings are subject to government audit and potential reassessment subsequent 
to the financial statement reporting period. Where the final tax outcome of these matters is different 
from the amounts that were initially recorded, such differences will impact the tax related accruals and 
deferred income tax provisions in the period in which such determination is made. 

 
The information about significant areas of judgment considered by management in preparing the consolidated 
financial statements are as follows: 

 
(i) Going concern 

The Company applies judgment in evaluating the going concern assumption and disclosure. The Company 
prepares a budget to determine its future cash needs and considers future sources of financing.  Refer to 
Note 2(b) for further details. 

 
(ii) Determination of functional currency 
 

The effects of Changes in Foreign Exchange Rates (IAS 21) define the functional currency as the currency 
of the primary economic environment in which an entity operates. The determination of functional 
currency, which is performed on an entity by entity basis, is based on various judgmental factors outlined 
in IAS 21.  

The consolidated financial statements are presented in Canadian dollars, which is the parent’s functional 
and presentation currency. Each entity in the group determines its own functional currency.  Management 
reviewed the primary and secondary indicators in IAS 21, the effects of changes in foreign exchange rates, 
and determined that the functional currency for Marcon International (USA) Inc. is the US dollar, for 
Marcon International (UK) Ltd. is the UK pound, and for all other subsidiaries is the Canadian dollar.  
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(iii) Deferred tax assets 

 
Deferred tax assets are recognized in respect of tax losses and other temporary differences to the extent 
it is probable that taxable income will be available against which the losses can be utilized.  Judgment is 
required to determine the amount of deferred tax assets that can be recognized based upon the likely 
timing and level of future taxable income together with future tax planning strategies.  Refer to Note 11 
for further details. 

(iv) Revenue recognition 

Management exercises judgement in determining the fair value of its multiple element arrangements. In 
making their judgement, management considered the criteria of IAS 18, Revenue, to allocate the 
consideration received in such arrangements. The consideration allocated to the data monitoring and 
installation is measured by reference to their fair value – the amount for which the services could be sold 
separately. 

(v) Determination of cash generating units (“CGU”) 

The Company applies judgment when determining their CGUs.  The Company has two main sources of 
cash flows, the sale of equipment to foreign multinationals (the Marcon business) and the sale of fiber 
optic sensing systems (the Fox Tek business).  After analysis of the Company’s asset base, the Company 
determined that the assets for these two businesses were independent of each other and designated the 
Fiber Optic CGU and the Marcon CGU.   

(vi) Classification of financial instruments  

The Company applies judgment when selecting the classification of its financial instruments. The Company 
considered the nature and purpose of each financial asset and liability and selected the classification which 
aligns with the risk management objectives of the Company.  

3. SIGNIFICANT ACCOUNTING POLICIES 

The policies as set out below were consistently applied to all periods presented unless otherwise noted. 

(a) Revenue Recognition 

Revenue is measured at the fair value of the consideration received or receivable and;  
 
•   It is probable that the economic benefits associated with the transaction will flow to the Company; and 
•   The costs incurred or to be incurred in respect of the transaction can be measured reliably.   

Revenue is reduced for estimated customer returns, rebates and other similar allowances. 

Revenue from a contract to provide services such as installation and data monitoring is recognised by 
reference to the stage of completion of the contract. The stage of completion of the contract is determined 
as follows: 
• Installation fees are recognized by reference to the stage of completion of the installation to the stage of 
completion of the installation, determined as the proportion of the total time expected to install that has 
elapsed at the end of the reporting period; 
• Servicing fees included in the data monitoring products sold are recognised by reference to the 
proportion of the total cost of providing the service for the product sold; and  
• Revenue from time and material contracts is recognised at the contractual rates as labour hours and 
direct expenses as incurred. 
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Revenue from the sale of goods is recognised when title has passed, at which time all the following conditions 
are satisfied:  
 
• The Company has transferred to the buyer the significant risks and rewards of ownership of the goods; 
• The Company retains neither continuing managerial involvement to the degree usually associated with 

ownership nor effective control over the goods sold; 
• The amount of revenue can be measured reliably; 
• It is probable that the economic benefits associated with the transaction will flow to the entity; and 
• The costs incurred or to be incurred in respect of the transaction can be measured reliably. 

Sales of electric field mapping (“EFM”) monitoring systems and Fox-Tek (“FT”) systems are accounted for as 
separately identifiable components and the fair value of the consideration received or receivable is allocated 
between the goods supplied and the installation and data monitoring sold. The consideration allocated to the 
data monitoring is measured by reference to their fair value – the amount for which the services could be 
sold separately. Such consideration is not recognised as revenue at the time of the initial sale transaction – 
but is deferred and recognized as revenue pro rata over the service period. 

(b) Inventory  

Inventory consists of raw materials used in the manufacturing of fiber optics sensing systems, work in process 
and finished goods. Inventory is recorded at the lower of cost and net realizable value. The cost is determined 
on the weighted average principle and includes expenditures incurred in acquiring the inventories, production 
or conversion costs and other cost incurred in bringing them to their existing location and condition. Net 
realizable value is the estimated selling price in the ordinary course of business, less the estimated costs of 
completion and selling expenses.  

(c) Cash and cash equivalents 

Cash and cash equivalents consists of cash on hand and short-term investments with original maturities of less 
than three months.  Cash are offset and the net amount presented in the statements of financial position to 
the extent that there is a right to set off and a practice of net settlement.  Cash includes accrued interest on 
short-term investments. As at December 31, 2017 and 2016, the Company had no cash equivalents. 
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(d) Equipment 

Computer hardware, scientific and office equipment, and computer software are stated at cost less 
accumulated amortization and accumulated impairment losses. 

Amortization is recognized so as to write off the cost or valuation of assets less their residual values over 
their useful lives, using the declining balance method. The estimated useful lives, residual values and 
amortization method are reviewed at the end of each reporting period, with the effect of any changes in 
estimate accounted for on a prospective basis. 

An item of equipment is derecognized upon disposal or when no future economic benefits are expected to 
arise from the continued use of the asset. Any gain or loss arising on the disposal or retirement of an item of 
equipment is determined as the difference between the sales proceeds and the carrying amount of the asset 
and is recognized in profit or loss. 

Intangible assets with finite useful lives that are acquired separately are carried at cost less accumulated 
amortization and accumulated impairment losses. Amortization is recognized on a straight-line basis over their 
estimated useful lives. The estimated useful life and amortization method are reviewed at the end of each 
reporting period, with the effect of any changes in estimate being accounted for on a prospective basis. 

The amortization rates for equipment are as follows: 

 

(e) Research and Development 

All research costs are expensed as incurred.  

An internally-generated intangible asset arising from development (or from the development phase of an 
internal project) is recognised if, and only if, all of the following have been demonstrated: 
 
• the technical feasibility of completing the intangible asset so that it will be available for use or sale; 
• the intention to complete the intangible asset and use or sell it; 
• the ability to use or sell the intangible asset; 
• how the intangible asset will generate probable future economic benefits; 
• the availability of adequate technical, financial and other resources to complete the development and to 

use or sell the intangible asset; and, 
• the ability to measure reliably the expenditure attributable to the intangible asset during its development. 
 
As at December 31, 2017 and 2016, the Company did not have any projects in the development stage. 

(f) Impairment of Equipment  

At the end of each reporting period, the Company assess whether there is any indication of an impairment 
loss. If any such indication exists, then the Company will perform an impairment test.  The impairment test is 
to compare the asset's carrying amount and its recoverable amount, where the recoverable amount is defined 
as the higher of the asset’s fair value less costs to sell and its value-in-use. Under the value-in-use calculation, 
the expected future cash flows from the asset are discounted to their net present value, using a pre-tax 
discount rate that reflects current market assessments of the time value of money and the risks specific to 

Method Rate

Computer hardware Declining balance 30%

Scientific equipment Declining balance 30%

Office equipment Declining balance 20%

Computer software Declining balance 50%
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the asset for which the estimates of future cash flows have not been adjusted.  When it is not possible to 
estimate the recoverable amount of an individual asset, the Company estimates the recoverable amount of 
the CGU to which the asset belongs. When a reasonable and consistent basis of allocation can be identified, 
corporate assets are also allocated to individual CGU, or otherwise they are allocated to the smallest company 
of CGU for which a reasonable and consistent allocation basis can be identified. 

If the recoverable amount of an asset (or CGU) is estimated to be less than its carrying amount, the carrying 
amount of the asset (or CGU) is reduced to its recoverable amount. An impairment loss is recognized 
immediately in profit or loss, unless the relevant asset is carried at a revalued amount, in which case the 
impairment loss is treated as a revaluation decrease. 

At the end of each reporting period, the Company assesses whether there is any indication that an impairment 
loss recognized in prior periods for an asset other than goodwill may no longer exist or may have decreased. 
If any such indication exists, the Company will estimate the recoverable amount of that asset, and reverse the 
impairment. 

(g) Leases 

The determination of whether an arrangement is, or contains, a lease is based on the substance of the 
arrangement at the inception date. It requires consideration as to whether the fulfillment of the arrangement 
is dependent on the use of a specific tangible asset or the arrangement conveys a right to use the tangible 
asset.  

A lease is classified as an operating lease if it does not transfer substantially all the risks and rewards incidental 
to ownership. Operating lease payments are recognized as an expense in the consolidated statement of loss 
on a straight-line basis over the lease term. The Company did not have any finance leases during the years 
ended December 31, 2017 and 2016. 

(h) Foreign Currencies 

(i) Functional currency 

The consolidated financial statements are presented in Canadian dollars, which is the parent’s functional 
and presentation currency. Each entity in the group determines its own functional currency.  Management 
reviewed the primary and secondary indicators in IAS 21, the effects of changes in foreign exchange rates, 
and determined that the functional currency for Marcon International (USA) Inc. is US dollars, for Marcon 
International (UK) Ltd. is UK pounds, and for all other subsidiaries is Canadian dollars.  
 

(ii) Foreign operations 

Under IFRS, when the Company translates the financial statements of subsidiaries from their functional 
currency to presentation currency, assets and liabilities are translated into Canadian dollars at the 
exchange rate in effect at the financial reporting date. Share capital, warrants, equity reserves, 
accumulated other comprehensive income, and deficit are translated into Canadian dollars at historical 
exchange rates. Revenues and expenses are translated into Canadian dollars at the average exchange rate 
for the period. Foreign exchange gains and losses on translation are included in other comprehensive 
income. Foreign exchange differences that arise relating to balances that form part of the net investment 
in a foreign operation are recognized in a separate component of equity through other comprehensive 
income. On disposition or partial disposition of a foreign operation, the cumulative amount of related 
exchange difference in other comprehensive income is recognized within profit or loss in the consolidated 
statement of loss.  
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(iii) Foreign currency transactions 

Transactions in foreign currencies are translated to the respective functional currencies of the Company’s 
entities at exchange rates at the dates of the transactions.  Monetary assets and liabilities denominated in 
foreign currencies at the reporting date are translated to the functional currency at the exchange rate at 
that date. The foreign currency gain or loss resulting from the settlement of such transactions and from 
the translation at the reporting date of monetary assets and liabilities denominated in foreign currencies 
are recognized within profit or loss in the consolidated statement of loss.  Non-monetary assets and 
liabilities denominated in foreign currencies that are measured at fair value are translated to the functional 
currency at the exchange rate at the date that the fair value was determined.  Foreign currency differences 
arising on translation are recognized in the consolidated statement of loss.  Non-monetary items that are 
measured in terms of historical cost in a foreign currency are translated using the exchange rate at the 
date of the transaction. 

(i) Borrowing Costs 

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, which 
are assets that necessarily take a substantial period of time to get ready for their intended use or sale, are 
added to the cost of those assets, until such time as the assets are substantially ready for their intended use 
or sale. Investment income earned on the temporary investment of specific borrowings pending their 
expenditure on qualifying assets is deducted from the borrowing costs eligible for capitalization. 

All other borrowing costs are recognized in profit or loss in the period in which they are incurred. 

(j) Loss per Common Share 

Basic loss per common share is determined by dividing net loss attributable to common shareholders by the 
weighted average number of common shares outstanding during the year. Diluted loss per common share is 
calculated in accordance with the if-converted method and based on the weighted average number of common 
shares outstanding adjusted for the effects of all dilutive potential shares including warrants, convertible debt 
and stock options.  The effect on the diluted loss per share of the exercise of the warrants, convertible debt 
and stock options would be anti-dilutive during the years ended December 31, 2017 and 2016. 

(k) Cost of Private Placement Financing 

Incremental costs incurred in respect of raising capital through private placements are charged against equity 
proceeds raised.  

Incremental costs incurred in respect of issuing convertible debentures are charged against the liability and 
equity components. The issue costs allocated to the liability component are amortized over the term of the 
convertible debentures and accrete up to the principal balance at maturity. The accretion, amortization of 
issue costs and the interest paid are expensed within finance costs on the consolidated statement of loss. 

(l) Taxation 

i. Current income tax 

Current income tax assets and liabilities for the current and prior periods are measured at the amount 
expected to be recovered from or paid to the taxation authorities. The tax rates and tax laws used to 
compute the amount are those that are enacted or substantively enacted by the end of the reporting 
period. Current tax assets and current tax liabilities are only offset if a legally enforceable right exists to 
set off the amounts, and the intention is to settle on a net basis, or to realize the asset and settle the 
liability simultaneously. Current income tax relating to items recognized directly in equity is recognized 
in equity and not through profit or loss.  
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ii. Deferred tax  

Deferred tax is provided using the liability method on temporary differences at the reporting date 
between the tax bases of assets and liabilities and their carrying amounts for financial reporting purposes. 
Deferred tax liabilities are recognized for all taxable temporary differences and deferred tax assets are 
recognized for all deductible temporary differences, carry-forward of unused tax credits, and unused tax 
losses, to the extent that it is probable that taxable profit will be available against which the deductible 
temporary difference and the carry forward of unused tax credits and unused tax losses can be utilized. 
Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in the year 
when the asset is realized or the liability is settled, based on tax rates (and tax laws) that have been 
enacted or substantively enacted at the end of the reporting period. Deferred tax relating to items 
recognized directly in equity is also recognized in equity and not in the consolidated statement of loss.  

The carrying amount of deferred tax assets is reviewed at the end of each reporting period and reduced 
to the extent that it is no longer probable that sufficient taxable profit will be available to allow all or part 
of the deferred tax asset to be utilized. Unrecognized deferred tax assets are reassessed at each 
consolidated statement of financial position date and are recognized to the extent that it has become 
probable that future taxable profit will allow the deferred tax asset to be recovered.  

(m) Tax Credit Receivable 

Government assistance and tax credits relating to qualifying expenditures, to the extent that there is 
reasonable assurance of realization, are accounted for using the cost reduction method, whereby the 
government assistance and tax credits are recorded as reductions against the related expenses or the carrying 
value of the related assets. Tax credits are subject to review by the Canada Revenue Agency (“CRA”) and any 
adjustments that may result could reduce the tax credit recorded. 

(n) Provisions 

Provisions are recognized when the Company has a present obligation (legal or constructive) as a result of a 
past event, it is probable that the Company will be required to settle the obligation, and a reliable estimate 
can be made of the amount of the obligation. 

(o) Financial Assets and Liabilities 

Financial assets and financial liabilities are recognized when the Company becomes a party to the contractual 
provisions of the instrument. The classification of financial assets and liabilities depends on the nature and 
purpose of the financial assets or liabilities and is determined at the time of initial recognition. 
Financial assets and financial liabilities are initially measured at fair value. Transaction costs directly attributable 
to the acquisition of financial assets or financial liabilities at fair value through profit or loss are recognized 
immediately in the consolidated statement of loss. 

(i) Financial assets 

The Company classifies its financial assets into one of the following categories, depending on the purpose 
for which the asset was acquired. The Company’s accounting policy for each category is as follows: 

a) Fair value through profit or loss (“FVTPL”) – This category comprises financial assets held for trading 
and assets designated upon initial recognition as FVTPL. Financial assets held for trading are acquired 
or incurred principally for the purpose of selling or repurchasing in the near term. On initial 
recognition it is part of a portfolio of identifiable financial instruments managed together for which 
there is evidence of a recent pattern of short-term profit taking, or a derivative (excluding a derivative 
used for hedging). FVTPL are carried in the statement of financial position at fair value with changes 
in fair value recognized in the statement of loss for the year. 
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b) Loans and receivables – Non-derivative financial assets with fixed or determinable payments that are 
not quoted in an active market. Loans and receivables are recognized initially at the amount expected 
to be received, less, when material, a discount to reduce loans and receivables to fair value. 
Subsequently, loans and receivable are measured at initial measurement less any allowance for 
doubtful accounts. 

c) Held-to-maturity investments – Non-derivative financial assets with fixed or determinable payments 
and fixed maturities that the Company’s management has the intention and ability to hold to maturity. 
These assets are measured at amortized cost using the effective interest method. If there is objective 
evidence that the investment is impaired, the amount of the impairment loss is measured as the 
difference between the assets’ carrying amount and the present value of estimated future cash flows 
discounted at the Company’s original effective interest rate. The impairment losses are recognized 
in the statement of loss. 

d) Available-for-sale – Non-derivative financial assets designated as available-for-sale and financial assets 
that are not classified as loans and receivables, held to maturity investments or FVTPL. Available-for-
sale are carried at fair value with changes in fair value recognized in other comprehensive income. 
Where a decline in the fair value of an available-for-sale financial asset constitutes objective evidence 
of impairment other than temporary, the amount of the loss is removed from the other 
comprehensive income and recognized in the statement of loss. 

All financial assets except for those recorded at fair value through profit or loss and as available-for-sale 
are subject to review for impairment. Financial assets are impaired when there is any objective evidence 
that a financial asset or a group of financial assets is impaired. 

(ii) Financial liabilities 

The Company classifies its financial liabilities into one of two categories depending on the purpose for 
which the liability was assumed. The Company’s accounting policy for each category is as follows: 

a) FVTPL – This category comprises financial liabilities held for trading and liabilities designated upon 
initial recognition as FVTPL. FVTPL liabilities are carried in the statement of financial position at fair 
value with changes in fair value recognized in the statement of loss for the period. 

b) Other financial liabilities – All other financial liabilities except financial liabilities FVTPL.  
 

(iii) Valuation of financial instruments 

The determination of fair value requires judgment and is based on market information, where available 
and appropriate.  At the end of each financial reporting period, management estimates the fair value of 
investments based on the criteria below and reflects such valuations in the consolidated financial 
statements.  

IFRS 13, Fair Value Measurement, establishes a fair value hierarchy that reflects the significance of inputs 
in measuring fair value as the following: 

Level 1 – quoted prices (unadjusted) in active markets for identical assets or liabilities; 

Level 2 –inputs other than quoted prices included in Level 1 that are observable for the asset or liability, 
either directly (i.e. prices) or indirectly (i.e. derived from prices); and 

Level 3 – inputs for the assets or liability that are not based on observable market data (unobservable 
inputs). 

The classification of a financial instrument in the fair value hierarchy is based upon the lowest level of 
input that is significant to the measurement of fair value. 

The Company’s financial instruments consist of the following:  
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The fair values of cash and cash equivalents, trade and other accounts receivable, accounts payable and 
accrued liabilities and debentures approximate their carrying values due to their short-term nature.  

(iv) Offsetting of financial instruments 

Financial assets and financial liabilities are offset and the net amount is reported in the consolidated 
statement of financial position if, and only if, there is a currently enforceable legal right to offset the 
recognized amounts and there is an intention to settle on a net basis, or to realize the assets and settle 
the liabilities simultaneously. 

(p) Share-based Compensation 

The Company has an employee stock option plan. Employees (including officers), directors, and consultants 
of the Company receive remuneration in the form of stock options granted under the plan for rendering 
services to the Company. Any consideration received on the exercise of stock options is added to share 
capital. The cost of options is recognized, together with a corresponding increase in equity reserves, over the 
period in which the performance and/or service conditions are fulfilled, ending on the date on which the 
relevant optionee becomes fully entitled to the award (the “vesting date"). The cumulative expense recognized 
for option grants at each reporting date until the vesting date reflects the portion of the vesting period that 
passed and the Company's best estimate of the number of options that will ultimately vest.  

As it is not reliable to estimate the fair value of employee services rendered, the Company values the stock 
options based on the fair value of stock options. The fair value for these options is estimated at the date of 
grant using the Black-Scholes option pricing model. The Company is also required to estimate the expected 
future forfeiture rate of options in its calculation of share-based payment.  

Each tranche of a stock option grant is considered a separate grant for the calculation of fair value, and the 
resulting fair value is amortized over the vesting period of the respective tranches, using the graded vesting 
method, based on the Company's estimate of equity instruments that will eventually vest, with a corresponding 
increase in equity. At the end of each reporting period, the Company revises its estimate of the number of 
equity instruments expected to vest. The impact of the revision of the original estimates, if any, is recognized 
in profit or loss such that the cumulative expense reflects the revised estimate, with a corresponding 
adjustment to the equity reserve.  

Where the terms of a stock option award are modified, the Company recognizes the incremental value, if 
any, based on the difference between the fair value of the modified option and the value of the old option 
immediately before its terms are modified. 

  

Financial Instrument Classification Measurement 

Cash and cash equivalents Loans and receivables Amortized cost

Trade and other accounts receivable Loans and receivables Amortized cost

Accounts payable and accrued liabilities Other financial liabilities Amortized cost

Long term debt Other financial liabilities Amortized cost

Debentures Other financial liabilities Amortized cost
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(r) Changes in accounting policies 
 

During the year ended December 31, 2017, the Company adopted a number of new IFRS standards, 
interpretations, amendments and improvements of existing standards. These included: 

 
(i) IAS 7 – Statement of Cash Flows (“IAS 7”) was amended in January 2017 to clarify that disclosures shall 

be provided that enable users of financial statements to evaluate changes in liabilities arising from financing 
activities.  The amendments are effective for annual periods beginning on or after January 1, 2017. The 
implementation of amendments to IAS 7 had no impact to the Company’s consolidated statements for the 
year ended December 31, 2017.  

 
(ii) IAS 12 – Income Taxes (“IAS 12”) was amended in January 2017 to clarify that, among other things, 

unrealized losses on debt instruments measured at fair value and measured at cost for tax purposes give 
rise to a deductible temporary difference regardless of whether the debt instrument’s holder expects to 
recover the carrying amount of the debt instrument by sale or by use; the carrying amount of an asset 
does not limit the estimation of probable future taxable profits; and estimates for future taxable profits 
exclude tax deduction resulting from the reversal of deductible temporary differences. The amendments 
are effective for annual periods beginning on or after January 1, 2017. The implementation of amendments 
to IAS 12 had no impact to the Company’s consolidated statements for the year ended December 31, 
2017. 
 

4. Future accounting pronouncements  

Certain pronouncements were issued by the IASB or the IFRIC that are mandatory for accounting periods 
commencing on or after January 1, 2018. Many are not applicable or do not have a significant impact to the 
Company and have been excluded. The following have not yet been adopted and are being evaluated to determine 
their impact on the Company. 

IFRS 9 – Financial Instruments (“IFRS 9”) was issued by the IASB as a complete standard in July 2014 and will 
replace IAS 39 Financial Instruments: Recognition and Measurement (“IAS 39”). IFRS 9 uses a single approach to 
determine whether a financial asset is measured at amortized cost or fair value, replacing the multiple rules in IAS 
39. The approach in IFRS 9 is based on how an entity manages its financial instruments in the context of its business 
model and the contractual cash flow characteristics of the financial assets. Most of the requirements in IAS 39 for 
classification and measurement of financial liabilities were carried forward unchanged to IFRS 9, except that an 
entity choosing to measure a financial liability at fair value will present the portion of any change in its fair value 
due to changes in the entity’s own credit risk in other comprehensive income, rather than within profit or loss. 
The new standard also requires a single impairment method to be used, replacing the multiple impairment methods 
in IAS 39. IFRS 9 is effective for annual periods beginning on or after January 1, 2018.  Earlier adoption is permitted.  

IFRS 15 - Revenue From Contracts With Customers (“IFRS 15”) proposes to replace IAS 18 - Revenue, IAS 11 - 
Construction contracts, and some revenue-related interpretations. The standard contains a single model that 
applies to contracts with customers and two approaches to recognizing revenue: at a point in time or over time. 
The model features a contract-based five-step analysis of transactions to determine whether, how much and when 
revenue is recognized. New estimates and judgmental thresholds have been introduced, which may affect the 
amount and/or timing of revenue recognized. IFRS 15 is effective for annual periods beginning on or after January 
1, 2018. Earlier adoption is permitted.  

IFRS 16 – Leases (“IFRS 16”) was issued in January 2017 and replaces IAS 17 – Leases as well as some lease related 
interpretations. With certain exceptions for leases under twelve months in length or for assets of low value, IFRS 
16 states that upon lease commencement a lessee recognises a right-of-use asset and a lease liability.  The right-
of-use asset is initially measured at the amount of the liability plus any initial direct costs.  After lease 
commencement, the lessee shall measure the right-of-use asset at cost less accumulated depreciation and 
accumulated impairment. A lessee shall either apply IFRS 16 with full retrospective effect or alternatively not 
restate comparative information but recognise the cumulative effect of initially applying IFRS 16 as an adjustment 
to opening equity at the date of initial application. IFRS 16 requires that lessors classify each lease as an operating 
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lease or a finance lease.  A lease is classified as a finance lease if it transfers substantially all the risks and rewards 
incidental to ownership of an underlying asset.  Otherwise it is an operating lease.  IFRS 16 is effective for annual 
periods beginning on or after January 1, 2019. Earlier adoption is permitted if IFRS 15 has also been applied.  

IFRIC 22 – Foreign Currency Transactions and Advance Consideration (“IFRIC 22”) was issued in December 2017 
and addresses foreign currency transactions or parts of transactions where there is consideration that is 
denominated in a foreign currency; a prepaid asset or deferred income liability is recognised in respect of that 
consideration, in advance of the recognition of the related asset, expense or income; and the prepaid asset or 
deferred income liability is non-monetary.  The interpretation committee concluded that the date of the 
transaction, for purposes of determining the exchange rate, is the date of initial recognition of the non-monetary 
prepaid asset or deferred income liability. IFRIC 22 is effective for annual periods beginning on or after January 1, 
2018.  Earlier adoption is permitted.  

 
5. FINANCIAL RISK MANAGEMENT 

The Company has exposure to counterparty credit risk, liquidity risk and market risk associated with its financial 
assets and liabilities. The Board of Directors has overall responsibility for the establishment and oversight of the 
Company’s risk management framework. The Board of Directors has established the Audit Committee which is 
responsible for developing and monitoring the Company’s compliance with risk management policies and 
procedures. The Audit Committee regularly reports to the Board of Directors on its activities. There have been no 
material changes in the risks, objectives, policies and procedures during the years ended December 31, 2017 and 
2016. 

The Company’s risk management program seeks to minimize potential adverse effects on the Company’s financial 
performance and ultimately shareholder value. The Company manages its risks and risk exposures through a 
combination of insurance, a system of internal and disclosure controls, and sound business practices. 

The Company’s financial instruments and the nature of the risks which these instruments may be subject to 
are set out in the following table.  

  

(a) Credit risk  

Trade and other accounts receivable  

Trade and other accounts receivable consists primarily of trade accounts receivable from the sale of 
equipment, installation and reporting services. The Company’s credit risk arises from the possibility that 
a counterparty which owes the Company money is unable or unwilling to meet its obligations in 
accordance with the terms and conditions in the contracts with the Company, which would result in a 
financial loss to the Company. This risk is mitigated through established credit management techniques, 
including monitoring counterparty creditworthiness, setting exposure limits and monitoring exposure 
against these customer credit limits. 

Market 
Interest

rate
Cash and cash equivalents Yes Yes Yes Yes
Trade and other accounts receivable Yes Yes Yes
Accounts payable and accrued liabilities Yes Yes
Debentures Yes Yes
Long term debt Yes Yes

Risks

Credit Liquidity
Foreign 

exchange
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The carrying amounts of trade and other accounts receivable are reduced through the use of an 
allowance for doubtful accounts and the amount of the loss is recognized in the consolidated statement 
of loss in general and administrative expenses. When a receivable balance is considered uncollectible, it 
is written off against the allowance for accounts receivable. Subsequent recoveries of amounts 
previously written off reduce other expenses in the statement of loss. Historically, trade credit losses 
have been minimal.   

Concentration of credit risk 

Four customers represent approximately 77% of sales for the year ended December 31, 2017 (2016 – 
five customers represented 89% of sales). The sales from major customers and their respective 
operational segments are as follows: 

  

The accounts receivable from one customer represents approximately 43% of trade and accounts 
receivable as of December 31, 2017 (2016 – 84% from 2 customers). The trade and accounts receivable 
balances from these customers are as follows:  

 

The age analysis of the accounts receivable as at December 31, 2017 is as follows: 

 

 
  

2017 2016

Apache - 441

US Air Force 309 689
US Bureau of Reclamation 321 758
US Navy 753 1,025
US Army 588 1,156

 $                  1,971  $                  4,069 

Year ended December 31,

2017 2016

US Air Force 42 -

US Army - 266

US Bureau of Reclamation - 289

 $                              42  $                           555 

Year ended December 31,

Current 1 - 30 31 - 60 > 60 Total

70$             16$             -$            13$             99$             
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The age analysis of the accounts receivable as at December 31, 2016 is as follows: 

 

Credit risk arises from cash and cash equivalents held with banks and credit exposure to customers, 
including outstanding accounts receivables.   The maximum exposure to credit risk is equal to the 
carrying value (net of allowances) of the financial assets. The objective of managing counterparty credit 
risk is to prevent losses on financial assets. The Company assesses the credit quality of counterparties, 
taking into account their financial position, past experience and other factors. For many new 
international clients, the Company demands that equipment costs are prepaid prior to shipment. 

Cash 

Cash consist of bank balances and petty cash. Credit risk associated with cash is minimized substantially 
by ensuring that these financial assets are invested in debt instruments of highly rated financial 
institutions. As at December 31, 2017, the Company had cash of $83 (2016 - $83), and does not expect 
any counterparties to fail to meet their obligations.  

 
 (b) Liquidity risk 

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due.  

The Company’s policy is to actively maintain credit facilities to ensure sufficient available funds to meet its 
obligations as they come due.  

The following items are the contractual maturities of financial liabilities: 

 

Current 1 - 30 31 - 60 > 60 Total

445$         159$   21$     37$  662$   



AUGUSTA INDUSTRIES INC. 
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS  

FOR THE YEARS ENDED DECEMBER 31, 2017 AND 2016 
(Expressed in Canadian dollars.  All numbers are in thousands except for share prices expressed in dollars) 

 

21 
 

In addition to the financial liabilities, the Company has contractual cash flows relating to lease 
commitments (note 13). 
 

(c)  Market risk 

Market risk is the risk that changes in market prices, such as foreign exchange rates and interest rates 
will affect the fair value of recognized assets and liabilities or future cash flows or the Company’s results 
of operations. To contend with changes in market prices, the Company constantly reviews its current 
and planned expenditures to ensure it has adequate resources to continue operations. The Company 
primarily sells goods in Canada and the United States and attempts to limit its exposure by transacting 
in the local currency, therefore limiting exposure to foreign exchange rates. 

(iii) Foreign exchange 

As at December 31, 2017, the Company's US dollar net monetary liabilities totaled $64 (2016 - net 
monetary assets of $220). Accordingly, a 5% change in the US dollar exchange rate as at December 31, 
2017 on this amount would have resulted in an exchange gain or loss and therefore net loss would have 
increased (decreased) by $3 (2016 - $11). 
 

 
6. INVENTORY 

Inventory is valued at lower of cost or net realizable value. The breakdown of inventory is comprised as follows:  

 

 The total amount of inventory expensed at cost as cost of sales during the year ended December 31, 2017 
was $24 (2016 - $127). Impairment expenses during the year ended December 31, 2017 was $85 (2016 - 
$9). 
 

7. EQUIPMENT AND INTANGIBLE ASSETS 

 

 
 

8. TAX CREDITS RECEIVABLE 

The Company undertakes research and development activities, the costs of which are eligible for investment tax 
credits which may be refunded or applied to reduce the income tax payable in the current year and future years. 

December 31, 2017 December 31, 2016
Raw materials  $                                      33  $                                      96 
Finished goods  -                                           15 

 $                                      33  $                                    111 

Computer 
Hardware

Scientific 
Equipment

Office 
Equipment

Computer 
Software Total

Cost
Balance at December 31, 2015, 2016 and 2017 56$               73$               62$               34$               225$        

Accumulated amortization
Balance at December 31, 2015 43$               59$               40$               27$               169$        
Amortization charge 4                   3                   4                   3                   14            
Balance at December 31, 2016 47$               62$               44$               30$               183$        
Amortization charge 2                   3                   3                   2                   10            
Balance at December 31, 2017 49$               65$               47$               32$               193$        
Net Book Value December 31, 2016 9$                 11$               18$               3$                 41$          
Net Book Value December 31, 2017 7$                 8$                 15$               2$                 32$          
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During the year ended December 31, 2017, the Company recognized $24 (2016 - $22) Ontario Investment Tax 
Credit, which has been deducted from research and development expenses. Investment tax credits for the fiscal 
year are dependent upon qualification of each individual project under stringent technical criteria and amounts 
may vary upon further review by the Canada Revenue Agency.  Adjustments to the claim, if any, will be accounted 
for in the year of assessment.  Historically, the investment tax credits have been assessed as filed, accordingly the 
Company has accrued a refundable credit of $20 for year ended December 31, 2017 (2016 - $22).  As at December 
30, 2017, the Company received $26 against the 2016 receivable. 
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9. LONG TERM DEBT 

 

In May 2014, Marcon obtained a five-year loan of $100 from Business Development Bank of Canada with 
a maturity date of June 15, 2019.  During the year ended December 31, 2017, the Company repaid $13 of 
this loan (2016 - $20). During the year ended December 31, 2017, the Company took an additional loan of 
$213 for a total outstanding loan of $251, payable over 60 months starting January 15, 2018.   During 
the year ended December 31, 2017, the Company paid $9 (2016 - $5) in interest related to this loan which 
is disclosed as finance costs in the consolidated statements of loss and comprehensive loss for the years 
ended December 31, 2017 and 2016. 

 
10.  DEBENTURES 

Liability 

 

On December 31, 2013, the Company completed a non-brokered private placement of secured convertible 
debentures of $504 with 4,056 detachable warrants. The debentures bear interest at a rate of 12% per annum 
payable at maturity on December 31, 2017. Each warrant entitled the holder to purchase one common share at 
$0.05 per share expiring on December 31, 2017. All or any part of the principal of the debenture can be converted 
into common shares by the holder at a conversion price of $0.05 per share for the first 12 months, and $0.10 per 
share until December 31, 2017.  None of the debentures were converted into common shares. 

Management used the residual method to allocate the fair value of the conversion options. Management calculated 
the fair value of the liability component as $417 using a discount rate of 18%, and then management deducted the 
fair value of the liability component from the fair value of the convertible debenture as a whole, with the resulting 
residual amount of $87 being the fair value of the equity component. The $87 has been prorated to the conversion 
option and warrants based on their relative fair values determined by the Black-Scholes pricing model and $62 has 
been allocated to the conversion option and $25 has been allocated to the detachable warrants. 

During the year ended December 31, 2014 all convertible debentures were converted into common shares except 
for debentures with a face value of $30. Interest of $5 and accretion expense of $nil for the year ended December 
31, 2017 (2016 – interest $4 and accretion $3) are included in finance costs.  

December 31, 2017 December 31, 2016
Loan payable - 8.05% per annum, due December 15, 2022,  $                              251  $                                 51 
Only interest is payable till December 15, 2017 and thereafter 
the loan is repayable in monthly instalments of principal of 
$4.1 plus interest with effect from January 15,2018, 
guaranteed by the CEO of the Company and by Fox-Tek 
Canada Inc and Augusta Industries Inc.
Less: current portion (56) (20)

Long - term debt  $                              195  $                                 31 

Balance, December 31, 2015 36$          
Accrued interest 4
Interest accretion 3               

Balance, December 31, 2016 43$          

Accrued interest 5

Balance, December 31, 2017 48$          
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The debentures matured on December 31, 2016 and are now due on demand. The Company has negotiated and 
agreed with the debenture holder to commence cash payments of the interest on the debentures starting in May 
2018. 

 
 
11. INCOME TAXES 

 

 
 

 
  

(a) Provision for Income Taxes

Major items causing the Company's income tax rate to differ from the statutory rate in the US of approximately 30% (2016 - 40%) are as follows:

December 31, 2017 December 31, 2016

Net income (loss) before income taxes (922)$                          6$                                

Expected income tax expense (recovery) based on statutory rate (277)                            2                                  

Adjustment to expected income tax benefit:

Non-deductible expenses and other (7)                                (32)                               

Change in tax and exchange rates 555                             183                              

Change in deferred tax assets not recognized (264)                            (132)                             

Total income tax expense 7$                               21$                              

Significant components of the income tax expense are as follows:

Current income tax provision 7$                               21$                              

Deferred income tax recovery -                              -                               

7$                               21$                              

(b) Unrecognized Deductible Temporary Differences

Deferred income tax assets have not been recognized in respect of the following deductible temporary differences:

December 31, 2017 December 31, 2016

Non-capital loss carry-forwards 26,898$                       27,926$                        

Research and development tax credit carry-forwards 592                             688                              

Other temporary differences 54                               52                                

Total 27,544$                       28,666$                        

The tax losses expire from 2026 to 2037. The other temporary differences do not expire under current legislation.

Deferred tax assets have not been recognized in respect of these items because it is not probable that future taxable profit

will be available against which the Company can use the benefits.
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12. SHAREHOLDERS' EQUITY 

(a) Share Capital  

The Company is authorized to issue 400,000 common shares (par value of US0.01 per share) of which 
256,296 are issued and outstanding. 

(i) On November 7, 2016, an arm’s length company advanced $100 to the Company and subsequently on 
November 17, 2016 converted the loan into 2,000 units (the “Units#1) of the Company at a price of 
$0.05 per Unit#1.   The  loan matures on May 7, 2017 bearing interest at 12% compounded monthly and 
principal and interest were payable on maturity. The loan was secured against assets of the Company. On 
the date of conversion, $100 loan and $nil interest were converted into units. Each Unit#3 consisted of 
one common share and one common share purchase warrant ("Warrant#1"). Each Warrant#3 entitles 
the holder to purchase one common share at a price of $0.10 per share for a period of one year. The 
share issuance costs were $1. 

The value of the warrants issued as part of this financing was $19, net of costs of issuance. The fair value 
of the warrants was calculated using the Black-Scholes option pricing model with the following 
assumptions:  expected term of 1 year, a risk-free rate of 0.67%, expected dividend yield of 0% and an 
expected volatility of 124%.  The expected volatility is based on the historical volatility of the Company’s 
share price over the life of the warrants.  The Company has not paid any cash dividends historically and 
has no plans to pay cash dividends in the foreseeable future.  The risk-free interest rate is based on the 
yield of Canadian Benchmark Bonds with equivalent terms.  The expected option life in years represents 
the period of time that the warrants are expected to be outstanding based on historical warrants issued. 

(ii) On October 16, 2017, the Company issued 181 common shares for $9 of debt owing to an arm’s length 
company.  The share issuance costs were $1 relating to the exchange of shares for debt. 

 
(iii) In November 2017, the TSXV had been advised by the Company that pursuant to a notice of intention 

to make a normal course issuer bid dated Nov. 14, 2017 (the “2017 NCIB”), it may repurchase for 
cancellation up to 17,340,061 common shares in its own capital stock. The purchases are to be made 
through the facilities of the TSXV during the period from Nov. 20, 2017, to Nov. 19, 2018.  Purchases 
pursuant to the 2017 NCIB will be made by TD Securities on behalf of the Company. No shares have 
been bought back under the 2017 NCIB as at the filing of these consolidated financial statements. 

 
(b) Common Stock Purchase Warrants  

 
  

No. of 
Warrants Value 

Weighted 
Average 
Exercise 

Price

Balance, December 31, 2015 33,696  $           687  $           0.09 
Warrants expired (3,556) (16) (0.05)
Warrants issued in November 2016 (8(a)(i)) 2,000 19 0.10 

Balance, December 31, 2016 32,140  $           690  $           0.10 
Warrants expired (2,000) (19) 0.10 

Balance, December 31, 2017 30,140 671 0.10 
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As at December 31, 2017, the Company had the following warrants issued and outstanding: 

 
 

(c) Stock Option Plan 

The Company has a stock option plan open to directors, officers, full-time employees and consultants 
of the Company. Under this plan, the Company may grant total options to a maximum of 10% of the 
issued and outstanding common shares of the Company on a non-diluted basis. 

On January 30, 2017, the Company granted 11,500 stock options to directors, officers and consultants of the 
Company exercisable at a price of $0.10 per share and expiring on January 30, 2022. The options vest in three 
equal yearly tranches with the first instalment vesting on January 30, 2017 with the remaining options vesting 
on the one and two year anniversaries of the initial release. The fair value at date of grant was $0.032 per 
option granted. The fair value of the options was calculated using the Black-Scholes option pricing model with 
the following assumptions:  expected life of 5 years, a risk-free rate of 1.14%, expected dividend yield of 0% 
and an expected volatility of 134%.  The expected volatility is based on the historical volatility of the Company’s 
share price over the life of the options.  The Company has not paid any cash dividends historically and has no 
plans to pay cash dividends in the foreseeable future.  The risk-free interest rate is based on the yield of 
Canadian Benchmark Bonds with equivalent terms.  The expected option life in years represents the period 
of time that the options are expected to be outstanding based on historical warrants issued. 

For the year ended December 31, 2017, included in the consolidated statements of loss and comprehensive 
loss is stock-based compensation of $250 (2016 – $nil) relating to the stock options granted to directors, 
officers and consultants of the Company. 

A summary of the status of the Company’s stock options as at December 31, 2017 and changes during the 
period then ended is presented below: 

 

 
 

  

No. of Warrants Issued and 
Outstanding Exercise Price Expiry 

 Weighted Average 
Remaining Life in 

Years
20,200 0.07                             14-Jul-18 0.53 

9,940 0.15                             18-Dec-18 0.96 
30,140 0.10$                          0.68 

Number of 
Options

Weighted Average 
Exercise Price

Outstanding, December 31, 2016 and 2015                                 - $                                 -
Granted 11,500 0.10

Balance, December 31, 2017 11,500 0.10$                          
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The following table summarizes information about stock options outstanding and exercisable as at 
December 31, 2017: 
 

 
 

(d) Basic and diluted loss per common share based on net loss for the years ended 
December 31, 2017 and 2016: 

 

  
 

(i) The determination of the weighted average number of common shares outstanding – diluted 
excludes 42,120 shares related to convertible securities that were anti-dilutive for the year ended 
December 31, 2017 (2016 – 32,140 shares). 
 

 
  

# of Options Outstanding 
and Exercisable

# of Options 
Excercisable

Exercise 
Price Expiry Date

Remaining 
Contractual Life 

(years)

11,500 3,833  $            0.10 January 30, 2022 4.08                            

11,500 3,833

Numerator:

2017 2016

Net (loss) for the year  $                 (929)  $                   (15)

Denominator:

2017 2016

Weighted average number of common shares outstanding – basic 256,153 254,356 
Weighted average effect of diluted stock options and warrants (i) - -
Weighted average number of common shares outstanding – diluted 256,153 254,356 

(Loss) per common share based on (loss) for the year:
2017 2016

Basic and diluted  $               (0.00)  $               (0.00)

Year ended December 31,

Year ended December 31,

Year ended December 31,
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13. OPERATING LEASE COMMITMENTS 

The Company is committed under operating lease agreements for the rental of its premises and a car lease.  
Minimum annual future lease payments are approximately as follows:   

 

 
14. SEGMENTED INFORMATION 

The Company’s reportable segments are strategic business units that offer different services and/or products. 
They are managed separately because each segment requires different strategies and involves different aspects of 
management expertise.  

Fox-Tek develops non-intrusive asset health monitoring sensor systems for the oil and gas market to help 
operators track the thinning of pipelines and refinery vessels due to corrosion and erosion, strain due to bending 
or buckling, and process pressure and temperature. Fox-Tek’s FT fiber optic sensor and EFM systems allow cost-
effective, 24/7 remote monitoring capabilities to improve scheduled maintenance operations, avoid unnecessary 
shutdowns, and prevent accidents and leaks.   

Marcon is an industrial supply contractor servicing the energy sector and a number of US government entities. 
Marcon’s principal business is the sale and distribution of industrial machinery and equipment such as cranes, 
derricks, diesel engines, conveyor systems, oil refining machines, packing machinery, industrial pumps and welding 
machinery. 

The accounting policies of the segments are the same as those described in the summary of significant accounting 
policies. The Company carries out its operations through wholly-owned entities. These entities are located in 
Canada and the United States. 

Year Lease Commitments
2018 71                                            
2019 24                                            

95$                                          
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All of the Company's equipment is located in Canada. The Marcon sales revenue of $2,089 excludes 
intercompany sales of $23 to Fox-Tek for the year ended December 31, 2017. The intercompany sales have 
been eliminated in the consolidated financial statements. 
 

Marcon 
Operations

Fox-Tek 
Operations

Corporate 
Operations Company

Sales 2,089$         467$             -$              2,556$      

Cost of sales (1,888) (125) - (2,013)

Gross profit 201 342 - 543

Expenses

Research and development - (148) - (148)

Selling - (38) - (38)

General and administrative (382) (237) (404) (1,023)

Total operating expenses (382) (423) (404) (1,209)

(Loss) before the undernoted (181) (81) (404) (666)

Finance costs (3) - (17) (20)

Stock based compensation - - (250) (250)

Foreign exchange gain (loss) 18 (4) - 14

Net (loss) for the year before income tax (166) (85) (671) (922)

Income tax expense (7) - - (7)

Net (loss) for the year (173) (85) (671) (929)

Other comprehensive loss (10) - - (10)

Total comprehensive (loss) for the year (183)$           (85)$             (671)$            (939)$        

Equipment 6$                  26$               $                    - 32$            

Total assets 321$             126$             77$                524$          

For the year ended December 31, 2017

As of December 31,  2017
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All of the Company's equipment is located in Canada. The Marcon sales revenue of $3,812 excludes 
intercompany sales of $44 to Fox-Tek for the year ended December 31, 2016. The intercompany sales have 
been eliminated in the consolidated financial statements. 
 

Marcon 

Operations

Fox-Tek 

Operations

Corporate 

Operations Total

Sales 3,812$         784$             $                    - 4,596$      

Cost of Sales (3,358) (212) - (3,570)

Gross profit 454 572 - 1,026

Expenses

Research and development - (155) - (155)

Selling - (34) - (34)

General and administrative (357) (144) (329) (830)

Total operating expenses (357) (333) (329) (1,019)

Income (loss) from operations 97 239 (329) 7

Finance costs (1) - (17) (18)

Foreign exchange gain (loss) 113 (6) (90) 17

Net income (loss) before income tax 209 233 (436) 6

Income tax expense (21) - - (21)

Net income (loss) 188 233 (436) (15)

Other comprehensive income - - 2 2

Total comprehensive income (loss) 188$             233$             (434)$            (13)$           

Equipment 8$                  34$               - 42$            

Total assets 877$             269$             22$                1,168$      

For the year December 31, 2016

As of December 31, 2016
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Revenue by Geographic Region 

 
 

15. RELATED PARTY TRANSACTIONS 

Related parties include the Board of Directors, Officers of the Company and enterprises that are controlled by 
these individuals as well as certain persons performing similar functions. The transactions with related parties were 
in the normal course of operations and were measured at fair value.  Related party transactions not disclosed 
elsewhere in these interim consolidated statements are as follows:  

(a) As at December 31, 2017, $4 (December 31, 2016 - $4) is owing to a law firm in which a director, Jay Vieira, 
is a former partner. 

(b) Included in accounts payable and accrued liabilities as at December 31, 2017 is $21 (December 31, 2016 - 
$21) owing to the CEO and a company controlled by the CEO.   

(c) As at December 31, 2017, $20 (December 31, 2016, $1) is owing to other officers of the Company. 
(d) Included in the consolidated statements of loss and comprehensive loss for the year ended December 31, 

2017 is $165 (2016 - $165) paid to a company controlled by the CEO for services rendered by the CEO 
(Note 16). 

(e) During the year ended December 31, 2017, the Company granted 5,500 options to directors and officers of 
the Company at an exercise price of $0.10 per share expiring on January 30, 2022.   Included in the statements 
of loss and comprehensive loss for the year ended December 31, 2017 is stock-based compensation expense 
of $120 relating to options granted to related parties (Note 12(c)). 

 
 
16. KEY MANAGEMENT PERSONNEL COMPENSATION 

During the year ended December 31, 2017, the Company recognized salaries and short term benefit expenses of 
$479 (2016 - $479) for its key management personnel, including the CEO of the Company,  VP of Software 
Solutions, VP of Operations, and CFO of the Company. 

 
  

2017 2016

USA  $                   2,140  $                     3,738 

Canada 238 646

Middle East 114 201

Others 64 11

Total  $                   2,556  $                     4,596 

Year ended December 31,
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17. GENERAL AND ADMINISTRATIVE 
 

The general and administrative expenses are comprised as follows: 
 

  
 

18. CAPITAL MANAGEMENT 

The Company manages the capital structure and makes adjustments to it in the light of changes in economic 
conditions and the risk characteristics of the underlying assets. In order to maintain or adjust the capital structure, 
the Company may issue new shares or debt. The Company considers its capital to include shareholders’ deficiency 
which amounts to $544 (2016 – equity of $137). 

The Company’s objectives when managing capital are to safeguard the Company’s ability to continue as a going 
concern, so that it can provide returns for shareholders and benefits for other stakeholders. 

The Company is not subject to any capital requirements imposed by a lending institution or regulatory body, other 
than that of the TSXV which requires adequate working capital or financial resources of the greater of (i) $50 and 
(ii) an amount required in order to maintain operations and cover general and administrative expenses for a period 
of 6 months.   As of December 31, 2017, the Company was not compliant with the policies of the TSXV. The 
impact of this violation is not known and is ultimately dependent on the discretion of the TSXV. 

The Company has no commitments, other than convertible debentures and warrants, to sell or otherwise issue 
common shares. Management reviews its capital management approach on an ongoing basis and believes that this 
approach, given the relative size of the Company, is reasonable.   The Company has not changed its approach to 
capital management during the years ended December 31, 2017 and 2016. 

 
19. AMALGAMATION AGREEMENT 
 

On September 27, 2017, the Company entered into an amalgamation agreement (the "Agreement") with Sensor 
Technologies Inc. ("Sensor"). Pursuant to the Agreement, Sensor had agreed to purchase all of the issued and 
outstanding securities (the "Spin-Out Transaction") in the capital of Fox-Tek Canada Inc. ("Fox-Tek") for an 
aggregate purchase price of $25 million (the "Purchase Price").  The Purchase Price would be satisfied through 
the issuance of an aggregate 50,000 common shares (the "Sensor Shares") to the Company.  It is the intention of 
the Company to distribute the Sensor Shares, on a pro rata basis, to its shareholders. In November 2017, the 
directors and officers of the Company, holding an aggregate of 83,454,264 common shares of the Company 
entered into a lock-up agreement where they have agreed to vote the shares in support of the spin-off of FOX-
TEK Canada Inc. 
 
Subsequent to December 31, 2017, the Company has decided to suspend the proposed amalgamation to further 
evaluate the Spin-Out Transaction. The Company continues to work with its financial and legal advisers to 
ascertain the best course of action for both the Company and its shareholders. 
 

  

2017 2016

Salaries and short-term benefits  $                                   574  $                                   531 
Professional fees                                       159                                          63 
Office and general                                       280                                       222 
Amortization                                          10                                          14 

       Total  $                               1,023  $                                   830 

Year ended December 31,
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20. SUBSEQUENT EVENTS 
 

1. Subsequent to the year ended December 31, 2017, the Company signed promissory notes secured against the 
assets of the Company and received $432 from a company controlled by a director of the Company. The loans 
are due between May 6, 2018 and July 4, 2018 and bear interest at 10% per annum. The notes were repaid on 
April 11, 2018 with interest of $4. 
  

2. Subsequent to December 31, 2017, the Company has created a wholly owned subsidiary, Paragon Blockchain 
Inc. (“Paragon”) to commence the process of implementing Blockchain technology. ” Paragon” has entered into a 
Memorandum Of Understanding with an Undisclosed Blockchain Company (The "UBC") to advise and develop a 
new set of blockchain applications for Augusta. The UBC will act as technical advisor and initiate the process of 
developing a new set of blockchain applications that will integrate, amongst other things, artificial intelligence 
(A.I.) for the purpose of sorting critical procurement opportunities within US government agencies for Marcon 
and FOX-TEK.  
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The following Management’s Discussion and Analysis (“MD&A”) relates to the financial condition and results of 
operations of Augusta Industries Inc. (the “Company”) for the years ended December 31, 2016 and 2015.  It 
should be read in conjunction with the consolidated financial statements for the years ended December 31, 
2016 and 2015. Additional information relating to the Company is available on SEDAR at www.sedar.com, or 
on the TSX Venture Exchange website at www.tmx.com, and on our website at www.fox-tek.com. 
Information contained in or otherwise accessible through our website doesn’t form a part of this MD&A, and is 
not incorporated into this MD&A by references. 
 
References to “we”, “our”, “Augusta”, or “the Company” means Augusta Industries Inc. and its subsidiaries, 
unless the context requires otherwise.  
 
BASIS OF PRSENTATION 

Unless otherwise noted, all financial information has been prepared in accordance with International Financial 
Reporting Standards (“IFRS”).  
 
The consolidated financial statements include the accounts of the Company and its wholly-owned subsidiaries, 
Fiber Optic System Technology (Canada) Inc., PinPoint Fox-Tek Inc., Fox-Tek Canada Inc. (“Fox-Tek”), Marcon 
International Inc. (“Marcon”), Marcon International (USA) Inc. and Marcon International (UK) Ltd. All inter-
company accounts and transactions have been eliminated.  
 
All financial information is reported in Canadian dollars and is expressed in thousands except for per share 
amounts which are expressed in dollars.   
 
The MD&A was approved for issue by the Board of Directors on April 13, 2017. 
 
CHANGES IN ACCOUNTING POLICIES 

During the year ended December 31, 2016, the Company adopted a number of new IFRS standards, 
interpretations, amendments and improvements of existing standards. These included IAS 1 and IFRS 7. These 
new standards and changes did not have any material impact on the Company’s consolidated financial 
statements. 
 
FUTURE ACCOUNTING PRONOUNCEMENTS 

Certain pronouncements were issued by the IASB or the IFRIC that are mandatory for accounting periods 
commencing on or after January 1, 2017. Many are not applicable or do not have a significant impact to the 
Company and have been excluded. The following have not yet been adopted and are being evaluated to 
determine their impact on the Company. 

IFRS 9 – Financial Instruments (“IFRS 9”) was issued by the IASB as a complete standard in July 2014 and will 
replace IAS 39 Financial Instruments: Recognition and Measurement (“IAS 39”). IFRS 9 uses a single approach to 
determine whether a financial asset is measured at amortized cost or fair value, replacing the multiple rules in 
IAS 39. The approach in IFRS 9 is based on how an entity manages its financial instruments in the context of its 
business model and the contractual cash flow characteristics of the financial assets. Most of the requirements in 
IAS 39 for classification and measurement of financial liabilities were carried forward unchanged to IFRS 9, 
except that an entity choosing to measure a financial liability at fair value will present the portion of any change 
in its fair value due to changes in the entity’s own credit risk in other comprehensive income, rather than within 
profit or loss. The new standard also requires a single impairment method to be used, replacing the multiple 

http://www.sedar.com/
http://www.tmx.com/
http://www.fox-tek.com/
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impairment methods in IAS 39. IFRS 9 is effective for annual periods beginning on or after January 1, 2018.  
Earlier adoption is permitted.  

IFRS 15 - Revenue From Contracts With Customers (“IFRS 15”) proposes to replace IAS 18 - Revenue, IAS 11 - 
Construction contracts, and some revenue-related interpretations. The standard contains a single model that 
applies to contracts with customers and two approaches to recognizing revenue: at a point in time or over time. 
The model features a contract-based five-step analysis of transactions to determine whether, how much and 
when revenue is recognized. New estimates and judgmental thresholds have been introduced, which may affect 
the amount and/or timing of revenue recognized. IFRS 15 is effective for annual periods beginning on or after 
January 1, 2018. Earlier adoption is permitted.  

IFRS 16 – Leases (“IFRS 16”) was issued in January 2016 and replaces IAS 17 – Leases as well as some lease 
related interpretations. With certain exceptions for leases under twelve months in length or for assets of low 
value, IFRS 16 states that upon lease commencement a lessee recognises a right-of-use asset and a lease liability.  
The right-of-use asset is initially measured at the amount of the liability plus any initial direct costs.  After lease 
commencement, the lessee shall measure the right-of-use asset at cost less accumulated depreciation and 
accumulated impairment. A lessee shall either apply IFRS 16 with full retrospective effect or alternatively not 
restate comparative information but recognise the cumulative effect of initially applying IFRS 16 as an adjustment 
to opening equity at the date of initial application. IFRS 16 requires that lessors classify each lease as an operating 
lease or a finance lease.  A lease is classified as a finance lease if it transfers substantially all the risks and rewards 
incidental to ownership of an underlying asset.  Otherwise it is an operating lease.  IFRS 16 is effective for annual 
periods beginning on or after January 1, 2019. Earlier adoption is permitted if IFRS 15 has also been applied.  

IAS 7 – Statement of Cash Flows (“IAS 7”) was amended in January 2016 to clarify that disclosures shall be 
provided that enable users of financial statements to evaluate changes in liabilities arising from financing 
activities.  The amendments are effective for annual periods beginning on or after January 1, 2017.  

IAS 12 – Income Taxes (“IAS 12”) was amended in January 2016 to clarify that, among other things, unrealized 
losses on debt instruments measured at fair value and measured at cost for tax purposes give rise to a 
deductible temporary difference regardless of whether the debt instrument’s holder expects to recover the 
carrying amount of the debt instrument by sale or by use; the carrying amount of an asset does not limit the 
estimation of probable future taxable profits; and estimates for future taxable profits exclude tax deduction 
resulting from the reversal of deductible temporary differences. The amendments are effective for annual 
periods beginning on or after January 1, 2017.  

IFRIC 22 – Foreign Currency Transactions and Advance Consideration (“IFRIC 22”) was issued in December 
2016 and addresses foreign currency transactions or parts of transactions where there is consideration that is 
denominated in a foreign currency; a prepaid asset or deferred income liability is recognised in respect of that 
consideration, in advance of the recognition of the related asset, expense or income; and the prepaid asset or 
deferred income liability is non-monetary.  The interpretation committee concluded that the date of the 
transaction, for purposes of determining the exchange rate, is the date of initial recognition of the non-monetary 
prepaid asset or deferred income liability. IFRIC 22 is effective for annual periods beginning on or after January 
1, 2018. Earlier adoption is permitted.  
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FORWARD-LOOKING STATEMENTS 

This MD&A contains certain forward-looking information and forward-looking statements, as defined in 
applicable securities laws (collectively referred to herein as “forward-looking statements”).  All statements other 
than statements of historical fact are forward-looking statements that reflect the Company’s present 
assumptions regarding future events.  These statements involve known and unknown risks, uncertainties, and 
other factors that may cause the Company’s actual results, levels of activity, performance, and/or achievements 
to be materially different from any future results, levels of activity, performance, or achievements expressed or 
implied by these forward-looking statements. 
 
Certain statements contained in this document constitute “forward-looking statements”. When used in this 
document, the words “may”, “would”, “could”, “will”, “intend”, “plan”, “propose”, “anticipate”, “believe”, 
“forecast”, “estimate”, “expect” and similar expressions used by any of the Company’s management, are 
intended to identify forward-looking statements. Such statements reflect the Company’s internal projections, 
expectations, future growth, performance and business prospects and opportunities and are based on 
information currently available to the Company. Since they relate to the Company’s current views with respect 
to future events, they are subject to certain risks, uncertainties and assumptions. Many factors could cause the 
Company’s actual results, performance or achievements to be materially different from any future results, 
performance or achievements that may be expressed or implied by such forward-looking statements. Given 
these risks and uncertainties, readers are cautioned not to place undue reliance on such forward-looking 
statements.  
 
Although the Company has attempted to identify important factors that could cause actual events and results to 
differ materially from those described in the forward-looking statements, there may be other factors that cause 
events or results to differ from those intended, anticipated or estimated. The forward-looking statements 
contained in this MD&A are provided as of the date hereof and the Company undertakes no obligation to 
update publicly or revise any forward-looking statements, whether as a result of new information, future events 
or otherwise, except as otherwise required by applicable securities legislation, regulations or policies. All of the 
forward-looking statements contained in this MD&A are expressly qualified by this cautionary statement. 
 
OVERVIEW OF BUSINESS 

Corporate Overview 
 
Augusta Industries Inc. (“Augusta”) was incorporated on October 13, 1999 under the laws of the State of 
Delaware with a registered and head-office located at 2455 Cawthra Road, Unit 75, Mississauga, Ontario L5A 
3P1. 
 
Marcon International Inc. (“Marcon”) was incorporated under the laws of the Province of Ontario on April 28, 
2010. On August 1, 2010, Marcon entered into an asset purchase agreement with Knoxbridge Corp. 
(“Knoxbridge”), whereby Knoxbridge transferred certain net assets, to Marcon in exchange for shares and debt. 
As at December 31, 2016, Augusta’s significant shareholder is Knoxbridge who owns 37.4% (2015 – 37.7%) of 
the voting shares of the Company. 

The Company has offices in Mississauga, Ontario and Calgary, Alberta; Augusta is traded on the TSXV under the 
symbol "AAO".  
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GOING CONCERN 

The consolidated financial statements have been prepared on a going concern basis.  The going concern basis of 
presentation assumes that the Company will continue operations for the foreseeable future and will be able to 
realize its assets and discharge its liabilities and commitments in the normal course of operations.  

The Company has a net loss of $15 for year ended December 31, 2016 (2015 – $925), has an accumulated 
deficit of $7,651 (2015 – $7,636) from inception and working capital surplus of $126 (2015 – $45).  

The challenges of securing requisite funding beyond December 31, 2017 and the cumulative operating losses 
indicate the existence of a material uncertainty that may cast significant doubt upon the Company’s ability to 
continue as a going concern. These consolidated financial statements do not include any adjustments relating to 
the recoverability and classification of recorded asset amounts or to the amounts or classification of liabilities 
that might be necessary should the Company be unable to continue as a going concern.  Such adjustments could 
be material. 
 
Principal Business 
 
Fox-Tek is engaged in the development, design, manufacture and supply of systems using fiber optic sensors, 
related monitoring instruments, and software. Clients buy and operate systems and Fox-Tek handles the 
installation and reporting of information on an outsourcing basis. Fox-Tek provides support engineering services 
related to planning, training, on-site installation, and data interpretation and reporting. Fox-Tek’s target market 
includes the monitoring, communication, alarming and prediction of safe/unsafe conditions in structures and 
facilities. 

Fox-Tek’s main products are patented non-intrusive asset health monitoring sensor systems for the oil and gas 
market to help operators track the thinning of pipelines and refinery vessels due to corrosion/erosion, strain 
due to bending/buckling, and process pressure and temperature.   

Fox-Tek’s FT fiber optic sensor monitoring systems allow cost-effective, 24/7 remote monitoring capabilities to 
improve scheduled maintenance operations, avoid unnecessary shutdowns, and prevent accidents and leaks. The 
FT system uses non-intrusive fiber optic sensors to monitor strain due to settling, movement or buckling of a 
variety of civil structures, such as bending, buckling, elongation or compression of pipelines. Movement of soil or 
foundation footing can also be monitored. Measurements can be made at multiple locations up to 2,000 meters 
apart.  
 
FT systems are highly sensitive and easy to operate: portable or dedicated FT monitors make continuous or 
periodic measurements by interrogating multiple permanently mounted sensors. Digital data facilitates semi-
automated analysis and prompt reporting. Remote telemetry, long robust lead cables, and maintenance-free 
sensors enable early warning, or confirmation of effective mitigation solutions such as rebuilding slopes or 
grades. The non-electrical sensors are very robust and inherently immune to electromagnetic interference. FT 
sensors can be field-bonded to steel, concrete, composite / FRP structures located underwater, below grade or 
imbedded during a pour. They safely and efficiently monitor:  
 

x Steel structure degradation due to corrosion;  
x Concrete column compression and swelling due to corrosion;  
x Composite girder / deck bending strains;  
x Frame stability / buckling;  
x Piling & anchor movement caused by ground heaving or seismic activity;  
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x Foundation settling;  
x Dam subsidence;  
x Tunnel wall and building fascia buckling;  
x Storage tank floor / wall integrity 

FT systems can be used in a wide array of engineered structures, and for any root cause of stress or 
degradation. FT sensor measurements combined with standard structural modeling and finite element analysis 
provide information to optimize maintenance, or institute prevention measures such as load control.  
 
Fox-Tek’s Electric Field Mapping (“EFM”) System is a continuous, non-intrusive wall thickness monitoring system 
for pipelines and process piping with a number of breakthrough features:  

1. Welded-on or spring-loaded sensor array  
2. Rated for direct burial applications  
3. Remote telemetry  
4. Immediate reporting of alarms  
5. Streamlined, objective data processing  

 
Fox-Tek’s Data Management and Analysis Tool (“DMAT”) platform which was launched in 2011 is the database 
management and analysis tool for providing analysis and interpretation of the collected data. Data from all 
channels of FT Monitors, or EFM Monitors is collected and processed into easily understood tabular or graphical 
formats.  It is anticipated that the DMAT Platform will provide additional value to pipeline operators and other 
stakeholders by allowing such users to easily manage multiple Fox-Tek  systems (”FT”).   
 
Fox-Tek has been able to enhance the DMAT Platform user interface to facilitate the consistent presentation of 
data across multiple sites and improve the tools for location comparison and data reporting. In addition, the 
DMAT Platform now contains an alarm-on-event capability which the customer can customize according to their 
specific needs and thresholds.  
 
Fox-Tek’s Fiber Bragg Grating (“FBG”) sensor system is an advanced fiber optic system consisting of many point 
strain sensors on one sensor string with high dynamic bandwidth. The FBG sensors measure the average local 
strain using Fox-Tek’s FTG-3500 instrument. The system is suitable for static or low to medium frequency 
monitoring applications such as continuous in-situ structural health monitoring.  
 
As an all-fiber optic sensor, FBG sensors possess some unique advantages, compared to conventional electrical 
sensors. They are immune to electromagnetic interference, and being light powered, they are intrinsically safe, 
making them ideal for deployment in hazardous or flammable environments.  
 
The sensor itself is made from conventional single-mode optical fiber, with a diameter of 250 microns. This small 
diameter allows the sensor to be embedded inside the structure being monitored with minimal intrusive effect. 
The sensors are also available in various ruggedized packaged configurations, for easy installations.  
 
Marcon is involved in the industrial supply of equipment and parts procuring for its clients, including the sale and 
distribution of Electrical, Mechanical and Instrumentation equipment. The equipment is purchased from various 
suppliers in Canada, the United States and Europe.  Its clients are principally clients in the oil and gas industry, 
United States government agencies such as the Department of Defence, Department of the Interior, 
Department of Homeland Security and Department of Agriculture and in the Middle East. In addition to 
departments and agencies of the U.S. Government, Marcon's major clients include Saudi Arabia-Sabic Services 
(Refining and Petrochemical), Bahrain National Gas Co, Bahrain Petroleum, Qatar Petroleum, Qatar Gas, Qatar 
Petrochemical, Gulf of Suez Petroleum, Agiba Petroleum and Burullus Gas Co.  

http://www.fox-tek.com/fts.php
http://www.fox-tek.com/pps.php
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BUSINESS DEVELOPMENT 

The Company is constantly working to improve its position in terms of intellectual property and what it offers 
to its customers. In fiscal 2016 the Company has focused on continuous improvements to its technology in 
markets with the highest perceived potential payoff, particularly in the oil and gas sectors.  
 
Notable events include the following: 
 
Fox-Tek Segment 
 
Fox-Tek continues to support its independent sales agents and distributors primarily outside of North America 
with the intent of utilizing their local contacts and establish relationships within the oil and gas industry to 
expedite the distribution of Fox-Tek’s products in the local jurisdictions. Fox-Tek has also streamlined its 
production process to meet the higher demand of our systems. In addition, we have an ongoing goal of 
significant reductions in overhead expenses, to provide greater potential towards corporate profitability. 

 
The Company will continue to work closely with its existing clients to ensure their needs are met in order to 
strengthen and preserve the relationship in addition to developing new relationships with new clients.   
 
1) Sales of EFM Corrosion Monitoring Systems 

5 EFM systems were shipped to an oil and gas exploration and production company with assets and 
operations in North America, Africa, Europe and South America for $420 during 2016.  Two of these systems 
have been installed in the first quarter of 2017 while the remaining are expected to be installed in the 
second and third quarters of 2017.  

The Company has been working closely with engineering firms and major oil and gas companies in the 
Middle East, England, in addition to all the major Canadian companies. There have been increased interest 
the Company’s products from a number of overseas markets including India and the UK. The Company 
entered into a contract in 2016 with a company in the U.K. for the supply of a custom built EFM system. This 
system was shipped out in the first quarter of 2017 and expected to be installed in the second quarter of 
2017. 

In 2015, the Company and Mitsubishi entered into the Agreement in an attempt to better understand how 
the Company and Mitsubishi can work together to support the efforts of Mitsubishi. In April 2016, the 
Company and Mitsubishi have identified a specific application for the use of the Company’s technology and 
has commence on the development of a monitoring system to be deployed and used by Mitsubishi in their 
exclusive markets. 

2) DMAT Platform 
 
The Company continues to enhance the DMAT platform (Data Management and Analysis Tool). Response 
from customers utilizing the DMAT service has been very positive. For DMAT, the revenue stream is 
guaranteed when a customer acquires the hardware. Negotiations are underway on re-pricing the DMAT 
services and it is expected DMAT revenue will exceed $450 in 2017. 
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3) FBG Systems 
 
The Company has seen increased interests for a number of FBG systems both internationally and in Canada 
and we are working on a number of bids. 
 
The Company has embarked with a major partner to develop a new optical sensing sensor. Phase one, 
consisting of the validation of the pre-commercial sensors, should be accomplished by the end of 2017. 
 

4)  Leak Detection Technology 
 

The Company is in the process of partnering up with a large European provider of leak detection technology. 
This technology has the potential of becoming a disrupting technology within the oil and gas sector due to 
its ability to detect minute amounts of volatile organic compounds present in hydrocarbon leaks. Due to the 
nature of the technology, it will likely have fewer false alerts unlike a number of competing technologies. 

 
Marcon Segment 
 
Marcon provides procurement and support services to existing and new projects worldwide in the energy 
sector.  Initially Marcon had focused on providing services in the energy sector but moved on to government 
contracts and government services. Marcon has two subsidiaries, Marcon USA and Marcon UK, to help enhance 
and support its logistic and sales operations. Over the years it has established a good reputation and has been a 
consistent performer for its clients in the government as well as the international oil and gas industry.  
SELECTED FINANCIAL AND OPERATING RESULTS 

Statement of Financial Position 
 
As of December 31, 2016, the Company has a working capital of $126 (2015 – $45). As of December 31, 2016, 
the Company had total assets of $1,168 (2015 –$967). Total assets increased by $201 during the year ended 
December 31, 2016 as trade and other accounts receivable increased by $404 as revenue went up from $2,118 
in the year ended December 31, 2015 to $4,596 in 2016. Prepaid expenses and other assets also increased by 
$202 as the Company had to pay advances to some of the vendors against shipments that went out in the 1st 
quarter of 2017. Inventory went down by $89 and cash and cash equivalents by $288 to finance the increased 
sales. 
 
As of December 31, 2016, the Company had total liabilities of $1,031 (2015 – $916), an increase of $115 
primarily from an increase of accounts payable and accrued liabilities of $131 reflecting the increase in sales and 
offset by a decrease of long term debt by $19. Income tax payable was $15 as of December 31, 2016. 
 
Total equity increased by $86 to $137 during the year ended December 31, 2016 primarily due to the 
conversion of debt to shares as discussed in the “Liquidy and Cash Resources” section elsewhere in this MD&A. 
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Results of Operations 
 
The following is a summary of the Company’s three most recently completed financial years: 

 
 
  

2016 2015 2014

Sales 4,596$                      2,118$                      2,358$                      

Cost of sales (3,570) (1,576) (1,885)

Gross profit 1,026 542 473

Expenses

Research and development (155) (199) (207)

Selling (34) (48) (62)

General and administrative (830) (997) (1,107)

Total expenses (1,019) (1,244) (1,376)

Income (loss) before the undernoted 7 (702) (903)

Finance costs (18) (80) (169)

Goodwill  impairment - - (1,013)

Intangible assets impairment - - (163)

(Loss) gain on sale of investments - (133) 302

Unrealized gain (loss) on investments - 90 (270)

Foreign exchange gain (loss) 17 (100) (30)

Net income (loss) for the year before tax 6 (925) (2,246)

Current income tax (expense) recovery (21) - 27

Deferred income tax recovery - - 23

Net (loss) for the year (15) (925) (2,196)
Other comprehensive income 2 9 1

Total comprehensive (loss) for the year (13)$                          (916)$                        (2,195)$                    

(Loss) per common share based on

     Net (loss) for the year

   Basic and diluted (0.00)$                       (0.00)$                       (0.01)$                       

Basic and diluted weighted average number

of common shares outstanding 254,356 224,151 204,285

2016 2015 2014

Total assets 1,168$                     967$                        942$                        
Total liabilities 1031 916 1966
Total equity 137$                        51$                           (1,024)$                   

Year ended December 31,

As At December 31,



Augusta Industries Inc. 
Management’s Discussion and Analysis  
For The Years Ended December 31, 2016 and 2015 
 

10 
 

Sales and cost of sales were $4,596 and $3,570 respectively for the year ended December 31, 2016 (2015 - 
$2,118 and $1,576). The sales in the year ended December 31, 2016 were more than twice as 2015 – higher by 
$2,478 or 117%. The gross margin was however slightly lower at 22.3% compared to 25.6% in 2015 reflecting 
the change in the sales mix between Marcon and Fox-Tek.  Fox-Tek sales are $274 higher than last year’s level 
while Marcon sales are higher by $2,204.  
 
5 units of EFM worth $420 were delivered to the client in 2016. Two of these units were installed in the first 
quarter of 2017 and the remaining will be installed in second and third quarter of 2017. Additionally we also 
entered into a contract for another custom built EFM system in 2016 and this was delivered in the first quarter 
of 2017 and will be installed in the second quarter of 2017. Fox-Tek is also negotiating with all customers to 
upgrade their modems and a few have already signed the contracts. This will lead to additional revenue from 
implementing the upgrade and DMAT revenue will also go up significantly. The Company has also entered into 
multi-year maintenance contract with a customer that will generate revenue starting in 2017. 
 
Marcon also has seen an increase in sales trend continue, first quarter sales in 2017 is expected to be greater 
than $650 (2016 first quarter - $509) and the sales pipeline as of the date of this MD&A is approximately $472. 
 
The Company is continually making efforts to reduce expenses in order to become cash flow positive over the 
next year. Total operating expenses for the year ended December 31, 2016 were $1,019 compared to $1,244 in 
the previous year, a decrease of $225. The research and development (“R&D”) expenses decreased by $44 
mainly as a result of manpower rationalization. Selling expenses saw a reduction of $14 as the Company reduced 
the number of trade shows in 2016. General and administration (“G&A”) expenses decreased by $167 as 
salaries decreased by $25 primarily as a result of a change in the Company’s policy with regards to accrued 
vacation days carried forward. The result was that there were less vacation pay accrual in 2016. General office 
expenses decreased by $167 primarily because of reduced costs in operating rent of $41 following the move of 
the head office from Oakville to Mississauga and non-recurrence of a consulting fee of $50 paid in 2015. 
Professional fees increased by $25 primarily because in 2015 we booked credit notes following negotiations with 
the creditors. Finance costs of $18 (2015 - $80) include accrued interest and accretion expense of $3 (2015 - 
$6) for convertible debentures, and interest of $14 (2015 - $74) on bank indebtedness, long term loans and 
advances.  
 
During the year ended December 31, 2016, the Company recognized $22 (2015 - $36) Ontario Investment Tax 
Credit, which has been deducted from research and development expenses. Investment tax credits for the fiscal 
year are dependent upon qualification of each individual project under stringent technical criteria and amounts 
may vary upon further review by CRA.  Adjustments to the claim, if any, will be accounted for in the year of 
assessment.  Historically, the investment tax credits have largely been assessed as filed. The Company has not 
received the 2016 claim as yet. 
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Summary of Consolidated Quarterly Results 
 
The following is a summary of results for the Company’s eight most recently completed interim financial 
periods:  
 

 
 

The Fourth Quarter 2016 
 
Sales and cost of sales in the three months ended December 31, 2016 were $1,299 and $1,151 respectively 
(2015 - $425 and $316). Marcon revenue for the fourth quarter of 2016 was almost 4 times higher than the 
corresponding quarter of 2015 by $879 but the margin of 10% was lower than 15% in the fourth quarter of 
2015. Fox-Tek recorded sales of $91 in the fourth quarter of 2016 similar to $96 in the corresponding period of 
2015. The gross margin for Fox-Tek this quarter of 35% was lower than 61% in the fourth quarter of 2015 
largely due to the product mix of the sales in the respective quarters. 
 
Total operating expenses for the three months ended December 31, 2016 were $222 and this was $86 lower 
than the same period of the previous year. The research and development (“R&D”) expenses of $42 were 
around the same level as the fourth quarter of 2015. Selling expenses went down by $10 because of less trade 
shows and travelling. General and administration (“G&A”) expenses decreased by $74 largely as rent went down 
by $42 following move of the head office from Oakville to Mississauga compared to the fourth quarter of 2015 
and there was no recurrence of $50 consulting fee that we booked in the fourth quarter of 2015. 
 
  

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
2015 2015 2015 2015 2016 2016 2016 2016

Sales 526$       492$       675$       425$       1,011$    807$       1,479$    1,299$    

Cost of sales (342) (371) (547) (316) (550) (576) (1,293) (1,151)

Grossprofit 184$       121$       128$       109$       461$       231$       186$       148$       

35.0% 24.6% 19.0% 25.6% 45.6% 28.6% 12.6% 11.4%

Expenses

Research and development (42)         (64)         (49)         (44)         (36)         (38)         (39)         (42)         

Selling (21)         (1)           (10)         (16)         (8)           (12)         (8)           (6)           

General and administrative (235)       (253)       (261)       (248)       (235)       (213)       (208)       (174)       

Total operating expenses (298)       (318)       (320)       (308)       (279)       (263)       (255)       (222)       

Income/(loss) from operations (114)       (197)       (192)       (199)       182        (32)         (69)         (74)         

Finance costs (19)         (41)         (12)         (8)           (4)           (4)           (5)           (5)           

Gain(loss) on sale of investment (43)         -         -         (90)         - - - -

Unrealized (loss)gain on iinvestment -         -         -         90          -         -         -         -         

Foreign exchange gain(loss) (29)         (35)         (23)         (13)         12          - - 5            

Net income/(loss) for the period before tax (205)       (273)       (227)       (220)       190        (36)         (74)         (74)         

Income tax expense -         -         -         - (6)           - - (15)         

Net income/(loss) for the period (205)       (273)       (227)       (220)       184        (36)         (74)         (89)         

Other comprehensive income (loss) 5            (4)           (6)           14          -         - (5)           7            

Total comprehensive income/(loss) for the period (200) (277) (233) (206) 184 (36) (79) (82)

Basic and diluted income/(loss) per share (0.001)$   (0.001)$   (0.001)$   (0.001)$   0.001$    (0.000)$   (0.000)$   (0.000)$   

Basic and diluted weighted average number

of common shares outstanding 214,035 214,035 231,161 237,058 254,115 254,115 254,115 256,115
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The finance costs for the fourth quarter of 2016 of $5 (2015 - $8) include accrued and accretion interest of $2 
(2015 – $2) and interest of $3 (2015 - $6) on bank indebtedness, long term debts and advances.  
 
During the three months ended December 31, 2016, the Company recognized $1 (2015 - $9) Ontario 
Investment Tax Credit, which has been deducted from research and development expenses. Investment tax 
credits for the fiscal year are dependent upon qualification of each individual project under stringent technical 
criteria and amounts may vary upon further review by CRA.  Adjustments to the claim, if any, will be accounted 
for in the year of assessment.  Historically, the investment tax credits have largely been assessed as filed. We 
have not received the 2016 claim as yet. 
 
 
Gross profit analysis 
 
For the eight quarters, the gross profit margin for the two cash generating units fluctuated within a range of 9% 
to 79%, which was mainly due to the fluctuation of the sales mix between Fox-Tek and Marcon - Fox-Tek has an 
average of about 67% gross profit margins and Marcon has an average of 14% gross profit margins. See following 
tables for gross profit margins in the two divisions.  
 

 
 

Gross profit for Marcon

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
2015 2015 2015 2015 2016 2016 2016 2016

Sales $310 $372 $597 $329 $509 $701 $1,394 $1,208 

Cost of 
sales

260 325 524 279 442 549 1275 1092

Gross 
profit

$50 $47 $73 $50 $67 $152 $119 $116 

Gross 
profit %

16% 13% 12% 15% 13% 22% 9% 10%

Gross profit for Fox-Tek

Q1 Q2 Q3 Q4 Q1 Q2 Q3 Q4
2015 2015 2015 2015 2016 2016 2016 2016

Sales $216 $120 $78 $96 $502 $106 $85 $91 

Cost of 
sales

82 46 23 37 108 27 18 59

Gross 
profit

$134 $74 $55 $59 $394 $79 $67 $32 

Gross 
profit %

62% 62% 71% 61% 78% 75% 79% 35%
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The Company’s revenue continues to be difficult to forecast and is likely to fluctuate significantly from period to 
period.  In addition, the Company’s operating results do not follow any past trends. The factors affecting the 
Company’s revenue and results of operations include: 
 

x competitive conditions in the industrial sensing industry, including new products, product 
announcements and special pricing offered by competitors of the Company; 

x market acceptance of the Company’s products; 
x ability to hire, train and retain sufficient sales and professional services staff; 
x ability to complete its service obligations related to product sales in a timely manner; 
x varying size, timing and contractual terms of product orders, which may delay the recognition of 

revenue; 
x ability to maintain existing relationships and to create new relationships to assist with sales and 

marketing efforts; 
x the length and variability of the sales cycles for the Company’s products; 
x strategic decisions by the Company or its competitors, such as acquisitions, divestitures, spin-offs, joint 

ventures, strategic investments or changes in business strategy; 
x general weakening of the oil and gas industry resulting in a decrease in the overall demand for the 

products and services offered by the Company or otherwise affecting its customers’ capital investment 
levels in workforce management software; 

x changes in the Company’s pricing policies and the pricing policies of its competitors; 
x timing of product development and new product initiatives; and 
x changes in the mix of revenue attributable to substantially lower-margin service revenue as opposed to 

higher-margin product license revenue. 
 

Since the Company’s revenue will be dependent upon a relatively small number of transactions, even minor 
variations in the rate and timing of conversion of sales prospects into revenue could cause the Company to plan 
or budget inaccurately. Such variations could adversely affect the Company’s financial results. Delays and 
reductions in the amount of, or cancellations of, customers’ purchases would adversely affect the Company’s 
revenue, results of operations and financial condition. 
 
Historically, the Company’s revenues and net results have not been affected by seasons.  Seasonal fluctuations 
will become more significant as the weighting of sales to the oil and gas field increases, since business activity is 
generally greater in the winter for this sector. 
 
Performance Indicators 

In order to evaluate the Company’s performance and generate long-term value for its shareholders, the 
Company has identified the following financial and non-financial performance indicators:  

x Distribution, sales, and long-term recurring revenues;  
x Products and innovation;  
x Short-term financial performance and cash flows;  
x Strategic acquisitions and development of new projects. 
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SEGMENTED INFORMATION 

The Company’s reportable segments are strategic business units that offer different services and/or products. 
They are managed separately because each segment requires different strategies and involves different aspects of 
management expertise. The accounting policies of the segments are the same as those described in the summary 
of significant accounting policies as disclosed in the audited consolidated financial statements for the years ended 
December 31, 2016 and 2015. The Company carries out its operations through wholly-owned entities. These 
entities are located in Canada and the United States. 
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FOR THE YEAR ENDED DECEMBER 31, 2016 
 

 
 

All of the Company's equipment is located in Canada. The Marcon sales revenue of $3,812 excludes 
intercompany sales of $44 to Fox-Tek for the year ended December 31, 2016. The intercompany sales 
have been eliminated in the consolidated financial statements. 

 
 
  

Marcon 

Operations

Fox-Tek 

Operations

Corporate 

Operations Total

Sales 3,812$         784$             $                    - 4,596$      

Cost of Sales (3,358) (212) - (3,570)

Gross profit 454 572 - 1,026

Expenses

Research and development - (155) - (155)

Selling - (34) - (34)

General and administrative (357) (144) (329) (830)

Total operating expenses (357) (333) (329) (1,019)

Income (loss) from operations 97 239 (329) 7

Finance costs (1) - (17) (18)

Foreign exchange gain (loss) 113 (6) (90) 17

Net income (loss) before income tax 209 234 (436) 6

Income tax expense (21) - - (21)

Net income (loss) 188 234 (436) (15)

Other comprehensive income - - 2 2

Total comprehensive income (loss) 188$             234$             (434)$            (13)$           

Equipment 8$                  34$               - 42$            

Total assets 877$             269$             22$                1,168$      

As of December 31, 2016
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FOR THE YEAR ENDED DECEMBER 31, 2015 
 

 

All of the Company’s equipment is located in Canada. The Marcon sales revenue of $1,608 excludes 
intercompany sales of $82 to Fox-Tek for the year ended December 31, 2015. The intercompany sales 
have been eliminated in the consolidated financial statements. 
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Revenue by Geographic Region 

 

 
 

LIQUIDITY AND CASH RESOURCES 

Net cash used in operating activities was $370 during the year ended December 31, 2016 compared to $861 
during 2015. Accrued interest and accretion expenses totalling $7 and amortization expenses of $14 do not 
involve cash.  Trade and other accounts receivable increased by $404 with higher sales and so did prepaid 
expenses by $202 as the Company had to pay advances to vendors for shipments that took place in Q1 2017.  
Accounts payable and accrued liabilities increased by $131 compared to last year, again due to higher sales 
volume.  

In November 2016, an arm’s length company advanced $100 to the Company and subsequently converted the 
loan into 2,000 units of the Company at a price of $0.05 per Unit.  Each Unit consisted of one common share 
and one common share purchase warrant.  Each warrant entitles the holder to purchase one common share at a 
price of $0.10 per share for a period of one year. The share issuance costs were $1.  
 
Cash provided by financing activities was $80 during the year ended December 31, 2016 (2015 – $1,067).  As 
noted above, net proceeds from share issuances pursuant to promissory note converted to common stock were 
$99. Long term debt was repaid by $19.  The remaining balance of cash provided by financing activities was used 
in operating activities. 
 
For the year ended December 31, 2016, the Company had a net decrease in cash and cash equivalents of $288 
(2015 – increase of $215). As a result, as at December 31, 2016, the Company had cash and cash equivalents 
balance of $83 as compared to $371 as at December 31, 2015. 

The Company is committed under operating lease agreements for the rental of its premises and a car lease.  
Minimum annual future lease payments are approximately as follows:   

 

 
 

  

2016 2015

USA  $                    3,738  $                    1,538 

Canada 646 266

Middle East 201 278

Others 11 36

Total  $                   4,596  $                   2,118 

Year ended December 31,

Year Lease Commitments
2017 62$                                          
2018 62                                            
2019 20                                            

144$                                       
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Management will continue to work on maintaining an optimal inventory level and the timely collection of 
accounts receivable to minimize its working capital requirements. 
 
The Company uses its capital to finance marketing expense, research and development activities, administrative 
charges, working capital and capital assets. Historically, the Company has financed activities through rounds of 
public and private financing and debt financing. The Company has long term debt of $51 of which $20 are due 
during 2017 and debentures of $43 that have already matured and are now due on demand.  
 
SHARE CAPITAL, WARRANTS, AND OPTIONS 
 
(a) Share Capital  

256,115 shares of voting common stocks were issued and outstanding as at December 31, 2016 and as of the 
date of this MD&A (254,115 - December 31, 2015).   
 

 
 

(i) In July 2015, the Company raised gross proceeds of $1,010 through a non-brokered private placement of 
20,200 units (the "Units") of the Company at a price of $0.05 per Unit. Each Unit consisted of one 
common share and one common share purchase warrant ("Warrant"). Each Warrant entitles the holder 
to purchase one common share at a price of $0.07 per share for a period of three years from date of 
issuance.     

The value of the warrants issued as part of this financing was $409 net of costs of issuance of $3. The fair 
value of the warrants was calculated using the Black-Scholes option pricing model with the following 
assumptions:  expected term of 3 years, a risk-free rate of 0.43%, expected dividend yield of 0% and an 
expected volatility of 144%.  The expected volatility is based on the historical volatility over the life of the 
warrants at the Company’s share price.  The Company has not paid any cash dividends historically and has 
no plans to pay cash dividends in the foreseeable future.  The risk-free interest rate is based on the yield 
of Canadian Benchmark Bonds with equivalent terms.  The expected option life in years represents the 
period of time that the warrants are expected to be outstanding based on historical warrants issued. 

(ii) In December 2015, the Company raised gross proceeds of $994 through a non-brokered private 
placement of 19,880 units (the "Units #2") of the Company at a price of $0.04 per Unit #2. Each Unit #2 
consisted of one common share and one half common share purchase warrant ("Warrant #2"). Each 
Warrant #2 entitles the holder to purchase one common share at a price of $0.10 per share for a period 
until December 18, 2016 and then is exercisable at $0.15 per warrant until December 18, 2018. The share 
issuance costs were $4. 

  The value of the warrants issued as part of this financing was $262 net of costs of issuance of $1. The fair 
value of the warrants was calculated using the Black-Scholes option pricing model with the following 
assumptions:  expected term of 3 years, a risk-free rate of 0.53%, expected dividend yield of 0% and an 

No. of shares Amount

Balance, December 31, 2014 214,035 4,127$        
Shares issued pursuant to private placements, net (i) 20,200 594              
Shares issued pursuant to private placements, net (ii) 19,880 726              

Balance, December 31, 2015 254,115 5,447$        
Shares issued on conversion of debt, net (iii) 2,000 80                
Balance, December 31, 2016 256,115 5,527$        
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expected volatility of 149%.  The expected volatility is based on the historical volatility over the life of the 
warrants at the Company’s share price.  The Company has not paid any cash dividends historically and has 
no plans to pay cash dividends in the foreseeable future.  The risk-free interest rate is based on the yield 
of Canadian Benchmark Bonds with equivalent terms.  The expected option life in years represents the 
period of time that the warrants are expected to be outstanding based on historical warrants issued.  

(iii) In November 7, 2016, an arm’s length company advanced $100 to the Company and subsequently on 
November 17, 2016 converted the loan into 2,000 units (the “Units#3) of the Company at a price of 
$0.05 per Unit#3.   The  loan matured on May 7, 2017 bearing interest at 12% compounded monthly and 
principal and interest were payable on maturity. The loan was secured against assets of the Company. On 
the date of conversion, $100 loan and $nil interest were converted into units. Each Unit#3 consisted of 
one common share and one common share purchase warrant ("Warrant#3"). Each Warrant#3 entitles 
the holder to purchase one common share at a price of $0.10 per share for a period of one year. The 
share issuance costs were $1. 

The value of the warrants issued as part of this financing was $19, net of costs of issuance. The fair value 
of the warrants was calculated using the Black-Scholes option pricing model with the following 
assumptions:  expected term of 1 year, a risk-free rate of 0.67%, expected dividend yield of 0% and an 
expected volatility of 124%.  The expected volatility is based on the historical volatility of the Company’s 
share price over the life of the warrants.  The Company has not paid any cash dividends historically and 
has no plans to pay cash dividends in the foreseeable future.  The risk-free interest rate is based on the 
yield of Canadian Benchmark Bonds with equivalent terms.  The expected option life in years represents 
the period of time that the warrants are expected to be outstanding based on historical warrants issued. 

 
(b) Common Stock Purchase Warrants  

As at December 31, 2016 and as on April 13, 2017, the Company had the following warrants issued 
and outstanding: 

  
 

Additional information about the Company’s share capital can be found in note 13 of the notes to the 
consolidated financial statements for the years ended December 31, 2016 and 2015.  

  

No. of 
Warrants Value $

Weighted 
Average 
Exercise 

Price

Balance, December 31, 2014 10,223  $           162  $           0.05 
Warrants expired (6,667) (146) 0.10 
Warrants issued in June 2015 20,200 409 0.07 
Warrants issued in December  2015 9,940 262 0.15 

Balance, December 31, 2015 33,696  $           687  $           0.09 
Warrants expired (3,556) (16) (0.05)
Warrants issued in November 2016 2,000 19 0.10 

Balance, December 31, 2016 32,140  $           690  $           0.10 
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(c) Stock Option Plan 
 

The Company has a stock option plan open to directors, officers, full-time employees and consultants of 
the Company. Under this plan, the Company may grant total options to a maximum of 10% of the issued 
and outstanding common shares of the Company on a non-diluted basis. 
 
As of the date of this MD&A, the Company had 11,500 options outstanding exercisable at $0.10 per share 
expiring on January 30, 2022. 

 

OFF-BALANCE SHEET ARANGEMENTS  

Company does not have any off-balance sheet arrangements.  
 
TRANSACTIONS WITH RELATED PARTIES 

Related parties include the Board of Directors, close family members and enterprises that are controlled by 
these individuals as well as certain persons performing similar functions. All amounts owing to related parties 
are unsecured, non-interest bearing and due on demand unless otherwise noted. Related party transactions are 
as follows:  

(a) During the year ended December 31, 2016, interest expense of $nil (2015 - $51) was recognized in 
relation to the loans that were owed to the CEO of the Company. No balances were outstanding at 
December 31, 2016 and 2015. 

(b) Included in accounts payable and accrued liabilities as at December 31, 2016 is $nil (December 31, 2015 
- $15) owing to a law firm in which a director, Jay Vieira, is a former partner. 

(c) Included in professional fees for the year ended December 31, 2016 is $4 (2015 - $4) for legal fees and 
disbursements owing to another law firm in which a director, Jay Vieira, is a former partner. As at 
December 31, 2016, $4 (2015 - $3) is owing to this law firm. 

(d) Included in accounts payable and accrued liabilities as at December 31, 2016 is $21 (December 31, 2015 
- $43) owing to the CEO and a company controlled by the CEO.   

(e) A director subscribed for 1,000 units for gross proceeds of $50 pursuant to the private placement in 
July 2015. 

(f) Included in the consolidated statement of income (loss) for the year ended December 31, 2016 is $165 
(2015 - $165) paid to a company controlled by the CEO for services rendered by the CEO (Note 17). 

(g) As at December 31, 2016, $1 (December 31, 2015, $12) is owing to officers of the Company. 
(h) A former director of the Company, Gerry Feldman, was an officer of Pinetree at the time of the 

Company’s acquisition of the common shares of Pinetree.  
(i) During the year ended December 31, 2016, two officers made short term advances to the Company 

$137 (2015 - $129). One of the advances bore no interest and the other carried an interest of 12% pa. 
All loans were repaid at December 31, 2016 including interest of $2 (2015 - $nil). 

(j) During the year ended December 31, 2016, the Company received rent of $10 (2015 - $12) from 
Mooncor Oil & Gas Corp., a company with an officer and director in common with the Company. 

KEY MANAGEMENT PERSONNEL COMPENSATION 

During the year ended December 31, 2016, the Company recognized salaries and short term benefit expenses 
of $479 (2015 - $479) for its key management personnel, including the CEO of the Company,  VP of Software 
Solutions, VP of Operations, and CFO of the Company. 
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RISKS AND UNCERTAINTIES 

High Degree of Product Concentration 
 
Substantially all of the Company’s currently anticipated revenues will be derived from a limited number of 
products and services.  Consequently, the Company’s performance will depend on establishing market 
acceptance of these products and services in a single market, as well as enhancing the performance of such 
products and services to meet the evolving needs of customers.  The Company, like other entities involved in a 
rapidly evolving new industry, faces the risk that the Company’s products and services may not prove to be 
commercially successful or may be rendered obsolete by further scientific and technological developments.  
There can be no assurances that the Company will establish and maintain a position at the forefront of emerging 
technological trends. Any reduction in anticipated future demand or anticipated future sales of these products or 
any increase in competition could have a material adverse effect on the Company’s business prospects, operating 
results or financial condition.  
 
Competition  
 
The Company has experienced, and expects to continue to experience, competition from a number of 
companies. The Company’s competitors may announce new products, services or enhancements that better 
meet the needs of customers or changing industry standards. Increased competition may cause price reductions, 
reduced gross margins and loss of market share, any of which could have a material adverse effect on the 
Company’s business, results of operations and financial condition. 
 
Many of the competitors and potential competitors of the Company have significantly greater financial, technical, 
marketing and/or service resources than does the Company.  Many of these companies also have a larger 
installed base of users, longer operating histories or greater name recognition than the Company. Customers of 
the Company are particularly concerned that their suppliers will continue to operate and provide upgrades and 
maintenance over a long-term period. The Company’s smaller size and short operating history may be 
considered negatively by prospective customers. Even if competitors of the Company provide products with 
more limited system functionality than those of the Company, these products may incorporate other capabilities 
of interest to some customers and may be appealing due to a reduction in the number of different types of 
systems used to operate such customers’ businesses. Further, competitors of the Company may be able to 
respond more quickly than the Company to changes in customer requirements and devote greater resources to 
the enhancement, promotion and sale of their products. 
 
Market Uncertainty 
 
The Company’s success depends to a significant degree on its ability to develop the market and gain acceptance 
for its products and services.  There is no assurance that a significant market will develop for the Company’s 
principal products and services.  Implementation and adoption of its products have been slow to develop and 
may continue to be subject to delays.  There can be no assurances that the additional commercial applications 
and markets for the Company’s products will develop as currently contemplated.   
 
The market for the Company’s products is just beginning to develop and the Company’s business plan will 
continue to require significant marketing efforts and working capital.  To manage such development, the 
Company must continue to expand its existing resources and management information systems and must 
attract, train, and motivate qualified marketing, management, technical and administrative personnel.  There can 
be no assurance that the Company will be able to achieve these goals.  
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The Company’s success in the Marcon segment depends on and is exposed to the Middle East oil & gas market. 
The region has gone through some tremendous changes in the last year that have a slight impact on future sales 
and services in the region, and the United States Government Departments spending patterns in the operating 
expenditure side of procurement and contracting rather than the CAPEX side of the business and therefore 
most contracts signed with the Company fall under the maintenance repair and operations (“MRO”).  
 
Labour and Key Personnel 
The Company depends on the services of its engineers, technical employees, and key management personnel. 
The loss of one of these people could have a significant unfavorable impact on the Company, its operating 
results, and its financial position. The success of the Company is largely dependent upon its ability to identify, 
hire train, motivate, and retain highly skilled management employees, engineers, technical employees, and sales 
and marketing personnel. Competition for its employees can be intense, and the Company cannot ensure that it 
will be able to bring in and retain highly skilled technical and management personnel in the future. Its ability to 
bring in and retain management and technical personnel and the necessary sales and marketing employees could 
have unfavorable impact on its growth and future profitability. The Company may be obligated to increase the 
compensation paid to current or new employees, which could substantially increase operating expenses.  
 
Growth Management and Market Development 
There is no guarantee that the Company can develop its market significantly, thus affecting its profitability. The 
Company expected growth might create significant pressure on management, operations, and technical 
resources. In order to manage its growth, Augusta may need to increase the size of its technical and operational 
staff and manage its personnel while maintaining many effective relationships with third parties.  
 
Pricing Policies 
The competitive market in which Augusta operates could force it to reduce its prices. If its competitors offer 
large discounts on certain products and services in order to gain market shares or sell products and services, 
the Company may need to lower its prices and offer other favorable terms in order to compete successfully. 
Such changes could reduce profit margins and have an unfavorable impact on its operating results. Some of 
Augusta’s competitors could offer products and services that compete with theirs for promotional purposes or 
as part of a long-term pricing strategy or offer price guarantees or product implementation. With time, these 
practices could limit the prices Augusta may charge for its products and services. If Augusta cannot offset these 
price reductions with a corresponding increase in sales volume or decreased expense, the decreased revenues 
from products and services could unfavorable affect its profit margins and operating results.  
 
Product Failures and Mistakes 
Augusta products are complex and therefore may contain failures and mistakes that could be detected at any 
time in a product’s life cycle. Failures and mistakes in its products could have a significant unfavorable impact on 
its reputation, open it up to significant costs, delay product launch dates, and harm its ability to sell its products 
in the future. The costs of correcting a failure or mistake in one of these products could be significant and could 
negatively affect its operating margins. Although Augusta expects to continue to test products to detect failure 
and mistakes and to work with its customers through its support and maintenance services in order to find and 
correct failure and mistakes, they could appear in its products in the future. Augusta is exposed to warranty 
expenses, product recalls and other claims, particularly if the products prove to be defective, which would harm 
business development and the Company’s reputation. Augusta provides one year warranty for its products.  
 
 
Technological Obsolescence 
Competitors and new companies could launch new products. In order to remain on the cutting edge of 
technology, Augusta may need to launch a new generation of fiber optic sensors and develop its related 
products and services. Whether it is competition from development companies and /or marketing of fiber optic 
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sensors or a merger or acquisition of existing companies, competition within certain fiber optic sensor industry 
sectors offering solutions similar to what Augusta offers is vigorous and could increase. Some of Augusta’s 
competitors have significantly greater financial, technical, distribution, and marketing resources than Augusta. 
Technological progress and product development could make Augusta products obsolete or reduce their value.  
 
FINANCIAL INSTRUMENTS AND OTHER INSTRUMENTS 
 
The Company’s financial instruments include cash, investments at fair value through profit or loss, trade and 
other accounts receivable, bank indebtedness, accounts payable and accrued liabilities, advances, long-term debt, 
and convertible debentures.  
 
The Company doesn’t have any other instruments that will be settled by the delivery of non-financial assets.  
 
The fair value of financial instruments 
 
The Company has estimated the fair value of its financial instruments as follows:  

x Cash is carried at its stated value;  
x The share prices quoted in the market approximates the fair value of the investments; 
x The carrying value of trade and other accounts receivable, bank indebtedness, accounts payable and 

accrued liabilities, and advances approximate their fair values due to the short-term nature of these 
instruments;  

x The convertible debentures include liability component, conversion option, and warrants. Both 
conversion option and warrants meet all the criteria for recognition as equity instruments under IAS 32, 
financial instruments presentation, and have been recognized as equity components. Management 
estimated the fair value of a similar liability that doesn’t have associated equity components by using a 
discount rate of 18% at initial recognition and each extension date. The residual amount has been 
allocated to equity components. Management used the Black-Scholes option pricing model to estimate 
the fair value of conversion option and warrants, and the residual equity amount is then allocated to 
based on their relative fair values. At initial recognition date and each extension date, the convertible 
debentures have been segregated into conversion option, warrants and liability components. The equity 
components decreased the carry amount of convertible debenture liability and will be accreted into 
profit and loss using the effective interest method over the each extension terms of convertible 
debentures, and bring the carry amount of convertible debenture to their face amounts at maturity 
dates.   

x Long term debt is carried at amortized cost. It has a fixed interest rate which is paid monthly. 
 
The classification and measurement base of financial instruments 

The classification and measurement base for the Company’s financial instruments as follows: 

 

  

Financial Instrument Classification Measurement 

Cash and cash equivalents Loans and receivables Amortized cost

Trade and other accounts receivable Loans and receivables Amortized cost

Accounts payable and accrued liabilities Other financial liabilities Amortized cost

Long term debt Other financial liabilities Amortized cost

Debentures Other financial liabilities Amortized cost
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FINANCIAL RISK MANAGEMENT 

The Company has exposure to counterparty credit risk, liquidity risk and market risk associated with its financial 
assets and liabilities. The Board of Directors has overall responsibility for the establishment and oversight of the 
Company’s risk management framework. The Board of Directors has established the Audit Committee which is 
responsible for developing and monitoring the Company’s compliance with risk management policies and 
procedures. The Audit Committee regularly reports to the Board of Directors on its activities. 
 
The Company’s risk management program seeks to minimize potential adverse effects on the Company’s 
financial performance and ultimately shareholder value. The Company manages its risks and risk exposures 
through a combination of insurance, a system of internal and disclosure controls, and sound business practices. 
 
Cash  
 
Cash consists of bank balances and petty cash. Credit risk associated with cash and bank is minimized 
substantially by ensuring that these financial assets are invested in debt instruments of highly rated financial 
institutions. As at December 31, 2016, the Company held cash of $83 (December 31, 2015 - $371). 

Trade and Other Accounts Receivable 

Accounts receivable consists primarily of trade accounts receivable from the sale of equipment, installation and 
reporting services. The Company’s credit risk arises from the possibility that a counterparty which owes the 
Company money is unable or unwilling to meet its obligations in accordance with the terms and conditions in 
the contracts with the Company, which would result in a financial loss to the Company. This risk is mitigated 
through established credit management techniques, including monitoring counterparty creditworthiness, setting 
exposure limits and monitoring exposure against these customer credit limits. 
 
The carrying amount of accounts receivable is reduced through the use of an allowance for doubtful accounts 
and the amount of the loss is recognized in the statement of loss in expenses. When a receivable balance is 
considered uncollectible, it is written off against the allowance for accounts receivable. Subsequent recoveries of 
amounts previously written off reduce general and administrative expenses in the statement of loss. Historically, 
trade credit losses have been minimal. 
 
Liquidity Risk 
Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due. The 
Company has working capital of $126 ($45 as at December 31, 2015) and the Company reports $nil advances 
from related and other parties that are due on demand ($nil as at December 31, 2015).  
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The following items are the contractual maturities of financial liabilities: 
 

 
 
Market Risk 
 
Market risk is the risk that changes in market prices, such as foreign exchange rates and interest rates will affect 
the fair value of recognized assets and liabilities or future cash flows or the Company’s results of operations. To 
contend with changes in market prices, the Company constantly reviews its current and planned expenditures to 
ensure it has adequate resources to continue operations. The Company primarily sells goods in Canada and the 
United States and attempts to limit its exposure by transacting in the local currency and therefore limiting 
exposure to foreign exchange rates. 
 
Foreign Exchange 

The Company operates primarily in Canada and the United States. The presentation currency is Canadian 
dollar and the functional currency of the parent company is the Canadian dollars.  As at December 31, 
2016, the Company's US dollar net monetary assets totaled $220. Accordingly, a 5% change in the US 
dollar exchange rate as at December 31, 2016 on this amount would have resulted in an exchange gain or 
loss and therefore net loss would have increased (decreased) by $11. 
 
  

December 31, 2016 Carrying 
amount

Contractual 
cash flows

0 to 12 
months

After 12 
months

Accounts payable and accrued 
liabilities

877$                 877$                 877$                 -$                  

Debentures 43                      43                      43                      -                    
Long term debt 51                      51                      20                      31                      

971$                 971$                 940$                 31$                    

December 31, 2015 Carrying 
amount

Contractual 
cash flows

0 to 12 
months

After 12 
months

Accounts payable and accrued 
liabilities

746$                 746$                 746$                 -$                  

Debentures 36                      43                      43                      -                    
Long term debt 70                      70                      20                      50                      

852$                 859$                 809$                 50$                    
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Interest Rate 

The Company has cash and cash equivalents which are exposed to interest rate fluctuations. The interest 
rate on convertible debentures and long-term debt is fixed. As at December 31, 2016, cash net of, 
convertible debentures and long-term debt totals $7. An increase of 100 basis points in the market 
interest rate would have on average, increased net by approximately $1, (a 100 basis point decrease would 
have had the equal but opposite effect) for the year ended December 31, 2016. 
 
Capital Management 

The Company manages the capital structure and makes adjustments to it in the light of changes in economic 
conditions and the risk characteristics of the underlying assets. In order to maintain or adjust the capital 
structure, the Company may issue new shares or debt. The Company considers its capital to include 
shareholders’ equity which amounts to $137 (2015 – $51). 

The Company’s objectives when managing capital are to safeguard the Company’s ability to continue as a going 
concern, so that it can provide returns for shareholders and benefits for other stakeholders. 
 
The Company is not subject to any capital requirements imposed by a lending institution or regulatory body, 
other than of the TSX Venture Exchange (“TSXV”) which requires adequate working capital or financial 
resources of the greater of (i) $50,000 and (ii) an amount required in order to maintain operations and cover 
general and administrative expenses for a period of 6 months.    

The Company has no commitments, other than options and warrants, to sell or otherwise issue common 
shares. Management reviews its capital management approach on an ongoing basis and believes that this 
approach, given the relative size of the Company, is reasonable.   The Company has not changed its approach to 
capital management during the year ended December 31, 2016. 
 
Investor Relations 
 
During the year ended December 31, 2016, the Company performed its own investor relations. The Company 
will continue to perform its own investor relations for the foreseeable future. 
 
 
Subsequent Event 

On January 30, 2017, the Company granted 11,500 stock options to officers, directors and consultants. Each 
stock option is exercisable into common shares of the Company at an exercise price of $0.10. The options 
vest in three equal yearly tranches with the first instalment vesting as at January 30, 2017 with the remaining 
options vesting on the one and two year anniversaries of the initial release. The options expire on January 
30, 2022. 
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INDEPENDENT AUDITOR’S REPORT 

 
To the Shareholders of Augusta Industries Inc. 
 
We have audited the accompanying consolidated financial statements of Augusta Industries Inc. and its subsidiaries, which 
comprise the consolidated statements of financial position as at December 31, 2016 and 2015, and the consolidated 
statements of loss and comprehensive loss, consolidated statements of changes in equity and consolidated statements of 
cash flows for the years then ended, and a summary of significant accounting policies and other explanatory information. 
 
Management's Responsibility for the Consolidated Financial Statements 
Management is responsible for the preparation and fair presentation of these consolidated financial statements in accordance 
with International Financial Reporting Standards and for such internal control as management determines is necessary to 
enable the preparation of consolidated financial statements that are free from material misstatement, whether due to fraud or 
error. 
 
Auditor’s Responsibility 
Our responsibility is to express an opinion on these consolidated financial statements based on our audits. We conducted our 
audits in accordance with Canadian generally accepted auditing standards. Those standards require that we comply with 
ethical requirements and plan and perform the audit to obtain reasonable assurance about whether the consolidated financial 
statements are free from material misstatement. 
 
An audit involves performing procedures to obtain audit evidence about the amounts and disclosures in the consolidated 
financial statements. The procedures selected depend on the auditor's judgment, including the assessment of the risks of 
material misstatement of the consolidated financial statements, whether due to fraud or error. In making those risk 
assessments, the auditor considers internal control relevant to the entity's preparation and fair presentation of the consolidated 
financial statements in order to design audit procedures that are appropriate in the circumstances, but not for the purpose of 
expressing an opinion on the effectiveness of the entity's internal control.  An audit also includes evaluating the 
appropriateness of accounting policies used and the reasonableness of accounting estimates made by management, as well 
as evaluating the overall presentation of the consolidated financial statements. 
 
We believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our audit opinion.  
 
Opinion 
In our opinion, the consolidated financial statements present fairly, in all material respects, the financial position of Augusta 
Industries Inc. and its subsidiaries as at December 31, 2016 and 2015 and their financial performance and cash flows for the 
years then ended in accordance with International Financial Reporting Standards. 
 
Emphasis of Matter 
Without qualifying our opinion, we draw attention to Note 2 in the consolidated financial statements which indicates that 
Augusta Industries Inc. had a net loss, cumulative deficit and minimal working capital as at December 31, 2016.  These 
conditions along with other matters set forth in Note 2 indicate the existence of a material uncertainty that may cast significant 
doubt about the ability of  Augusta Industries Inc. to continue as a going concern. 
 
 UHY McGovern Hurley LLP 

 
Chartered Professional Accountants 

 Licensed Public Accountants 
Toronto, Canada 
April 13, 2017 
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The accompanying notes are an integral part of these consolidated financial statements 
 

Note December 31, 2016 December 31, 2015 
Assets
Current Assets
Cash and cash equivalents 83$                                     371$                                
Trade and other accounts receivable 662 258
Inventory 7        111 200
Tax credits receivable 9        22 36
Prepaid expenses and other assets 248 46

Total Current Assets 1,126 911
Non‐Current Assets
Equipment  8        42 56

Total Non‐Current Assets 42 56

Total Assets 1,168$                               967$                                 
Liabilities and Equity
Current Liabilities
Accounts payable and accrued liabilities 877$                                  746$                                
Deferred revenue 45 64
Long term debt ‐ current portion 10      20 20
Income tax payable 15 ‐
Debentures 11      43 36

Total Current Liabilities 1,000 866
Non‐Current Liabilities
Long term debt  10      31 50
Total Non‐Current Liabilities 31 50
Total Liabilities 1,031 916
Equity
Share capital 13(a) 5,527 5,447
Warrants 13(b) 690 687
Reserves 1,560 1,544
Accumulated other comprehensive income 11 9
Deficit (7,651) (7,636)

Total Equity 137 51
Total Liabilities and Equity 1,168$                               967$                                 

Going Concern (Note 2(b))
Commitments (Note 14)
Subsequent event (Note 20)
Approved on Behalf of the Board

"Warren Goldberg, CPA, CA"
Director

"Allen Lone"
Director
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The accompanying notes are an integral part of these consolidated financial statements 
 

Note 2016 2015

Sales 4,596$                       2,118$                      

Cost of sales (3,570) (1,576)

Gross profit 1,026 542

Expenses

Research and development (155) (199)

Selling (34) (48)

General  and administrative 18             (830) (997)

Total expenses (1,019) (1,244)

Income (loss) before the undernoted 7 (702)

Finance costs 10,11 (18) (80)

Loss on sale of investments 6                ‐ (133)

Unrealized gain on investments 6                ‐ 90

Foreign exchange gain (loss) 17 (100)

Net income (loss) for the year before tax 6 (925)

Income tax expense 12             (21) ‐

Net (loss) for the year  (15) (925)

Other comprehensive income  2 9

Total comprehensive (loss) for the year  (13)$                           (916)$                        

(Loss) per common share based on
     Net (loss) for the year
   Basic and diluted 13(d) (0.00)$                        (0.00)$                      

Basic and diluted weighted average number

of common shares outstanding 13(d) 254,356 224,151

Year ended December 31,
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The accompanying notes are an integral part of these consolidated financial statements.

  Accumulated Other

Number Amount Warrants Reserves Comprehensive 
Income

Deficit Total Equity/(Deficit)

Balance, December 31, 2014 214,035   $           4,127   $              162   $           1,398  $                                    ‐  $           (6,711)  $                         (1,024)

Shares  issued  40,080  1,328  ‐ ‐ ‐ ‐ 1,328 
Share issue costs ‐ (8) ‐ ‐ ‐ ‐ (8)
Warrants  issued, net of costs ‐ ‐ 671  ‐ ‐ ‐ 671 
Warrants  expired ‐ ‐ (146) 146  ‐ ‐ ‐
Net loss  for the year ‐ ‐ ‐ ‐ ‐ (925) (925)
Other comprehensive income ‐ ‐ ‐ ‐ 9  ‐ 9 

Balance, December 31, 2015 254,115   $           5,447   $              687   $           1,544   $                                 9   $           (7,636)  $                                 51 

Balance, December 31, 2015 254,115   $           5,447   $              687   $           1,544   $                                 9   $           (7,636)  $                                 51 

Net loss  for the year ‐ ‐ ‐ ‐ ‐ (15) (15)
Shares  issued on conversion of 
debt

2,000  81  ‐ ‐ ‐ ‐ 81 

Share issue costs ‐ (1) ‐ ‐ ‐ ‐ (1)
Warrants  issued, net of costs ‐ ‐ 19  ‐ ‐ ‐ 19 
Warrants  expired ‐ ‐ (16) 16  ‐ ‐ ‐
Other comprehensive income ‐ ‐ ‐ ‐ 2  ‐ 2 

Balance, December 31, 2016 256,115   $           5,527   $              690   $           1,560   $                               11   $           (7,651)  $                              137 

Share Capital
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2016 2015

CASH FLOWS USED IN OPERATING ACTIVITIES
Net (loss) for the year (15)$                        (925)$                     

Items not involving cash
Amortization 14 20
Interest on debentures 4 4
Interest on advances ‐ 49
Accretion expense on debentures 3 2
Loss on sale of investments ‐ 133
Unrealized gain on investments ‐ (90)

6 (807)
Changes in non‐cash working capital

Trade and other accounts receivable (404) (2)
Inventory 89 (1)
Prepaid expenses and other assets (202) 18
Income tax payable 15 ‐
Tax credit receivable 14 1
Accounts payable and accrued liabilities 131 (56)
Deferred revenue (19) (14)

(376) (54)

Net cash used in operating activities (370) (861)
CASH FLOWS PROVIDED BY FINANCING ACTIVITIES

Proceeds from units issued ‐ 2,004
Share issue costs (1) (13)
Repayment of bank indebtedness ‐ (400)
Interest paid on advances ‐ (49)
Proceeds from advances 137 ‐
Repayment of advances (137) (566)
Repayment of long‐term debt  (19) (20)
Loan received 100 ‐
Proceeds from sale of investments ‐ 111

Net cash provided by financing activities 80 1,067

Effect of changes in foreign exchange rate 2 9

(288)$                      215$                       

CASH AND CASH EQUIVALENTS, BEGINNING OF YEAR 371 156

CASH AND CASH EQUIVALENTS, END OF YEAR 83$                          371$                       

SUPPLEMENTAL CASH FLOW INFORMATION: 
Income tax paid 6$                             $                           ‐
Accounts payable and accrued liabilities converted to advances ‐ 165
Note converted to units 100 ‐
Interest paid 11 77

NET (DECREASE) INCREASE IN CASH  AND CASH EQUIVALENTS FOR 
THE YEAR
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1. NATURE OF OPERATIONS 

Augusta Industries Inc. (the “Company” or "Augusta") was incorporated on October 13, 1999 under the laws of 
the State of Delaware with a registered office and a head-office location at 2455 Cawthra Road, Unit 75, 
Mississauga, Ontario L5A 3P1 Canada. Augusta’s significant shareholder is Knoxbridge Corp. (“Knoxbridge”), 
who owns 37.4% of the voting shares of the Company (2015 – 37.7%). Augusta is traded on the TSX Venture 
Exchange (“TSXV”) under the symbol "AAO". 

Fox-Tek Canada Inc. (“Fox-Tek”), a wholly-owned subsidiary of Augusta, was formed to develop, integrate and 
sell fiber optic sensing systems for the strain/temperature sensing market. The target market includes the 
monitoring, communication, alarming and prediction of safe/unsafe conditions in structures and facilities. 

Marcon International Inc. (“Marcon”), a wholly-owned subsidiary of Augusta, is in the business of selling 
equipment to foreign multinational companies operating primarily in the Middle East and to the United States 
government. The equipment is purchased from various suppliers in Canada, United States and Europe. 

The consolidated financial statements were approved for issue by the Board of Directors on April 13, 2017. 

2. BASIS OF PRESENTATION AND GOING CONCERN 

(a) Statement of Compliance 
 
These consolidated financial statements have been prepared in accordance with International Financial 
Reporting Standards as issued by the International Accounting Standards Board ("IASB") which includes 
International Financial Reporting Standards, International Accounting Standards ("IAS"), and interpretations 
of the International Financial Reporting Interpretation Committee ("IFRIC"). These standards are collectively 
referred to as “IFRS”. 

(b) Going Concern 

The consolidated financial statements have been prepared on a going concern basis.  The going concern basis 
of presentation assumes that the Company will continue operations for the foreseeable future and will be 
able to realize its assets and discharge its liabilities and commitments in the normal course of operations.  

The Company has net income before tax of $6 and net loss of $15 after tax for the year ended December 
31, 2016 (2015 - net loss of $925 both before and after tax), has an accumulated deficit of $7,651 (2015 – 
$7,636) from inception and working capital of $126 (2015 – $45). The challenges of securing requisite 
funding beyond December 31, 2016 and the cumulative operating losses indicate the existence of a material 
uncertainty which cast significant doubt upon the Company’s ability to continue as a going concern. These 
consolidated financial statements do not include any adjustments relating to the recoverability and 
classification of recorded asset amounts or to the amounts or classification of liabilities that might be 
necessary should the Company be unable to continue as a going concern.  Such adjustments could be 
material. 

(c) Basis of Measurement 
 

The consolidated financial statements have been prepared on the historical cost basis. In addition, these 
financial statements have been prepared using the accrual basis of accounting, except for cash flow 
information. These consolidated financial statements are presented in Canadian dollars, which is the 
Company’s functional currency. 
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(d) Basis of Consolidation 
 

The consolidated financial statements include the accounts of the Company and its wholly-owned 
subsidiaries, Fiber Optic Systems Technology (Canada), Inc., Fox-Tek Canada, Inc., PinPoint FOX-TEK Inc., 
Marcon International Inc., Marcon International (USA) Inc., and Marcon International (UK) Ltd. (collectively 
referred to as the “Company” or “Augusta”).  

 
Subsidiaries consist of entities over which the Company is exposed to, or has rights to, variable returns as 
well as the ability to affect those returns through the power to direct the relevant activities of the entity. 
Subsidiaries are fully consolidated from the date control is transferred to the Company and are de-
consolidated from the date control ceases. The consolidated financial statements include all the assets, 
liabilities, revenues, expenses and cash flows of the Company and its subsidiaries after eliminating inter-
entity balances and transactions. Assets, liabilities, income and expenses of a subsidiary acquired or disposed 
of during the year are included in comprehensive loss from the date that the Company gains control until 
the date that the Company ceases to control the subsidiary. 

(e) Critical accounting judgments, estimates and assumptions 
 

The preparation of consolidated financial statements in conformity with IFRS requires the Company’s 
management to make judgments, estimates and assumptions that affect the reported amounts of assets, 
liabilities and contingent liabilities at the date of the consolidated financial statements and reported amounts 
of revenue and expenses during the reporting periods. Estimates and assumptions are continuously 
evaluated and are based on management’s experience and other factors, including expectations of future 
events that are believed to be reasonable under the circumstances.  Uncertainty about these judgments, 
estimates and assumptions could result in outcomes that could require a material adjustment to the carrying 
amount of the asset or liability affected in future periods. 
 
The information about significant areas of estimation uncertainty considered by management in preparing 
the consolidated financial statements are as follows: 

 
(i) Convertible debenture 

The conversion options require an estimation of the fair value of a similar liability that doesn’t have an 
associated equity component by using a suitable discount rate at initial recognition and each extension 
date. The carrying amount of the conversion options is then determined by deducting the fair value of 
the financial liability from the fair value of the convertible debenture as a whole.  

The warrants attached to debentures require an estimation of the fair value at initial recognition and 
each extension date.  Management uses the Black-Scholes option pricing model to estimate the fair 
value of warrants and conversion options, and the residual equity amount is then allocated to them 
based on their relative fair values. 

 
(ii) Warrants 

 
The Company uses the Black-Scholes option pricing model to calculate the value of warrants issued as 
part of the Company’s private placements. The Black-Scholes model requires six key inputs to 
determine the value for a warrant: risk free interest rate, exercise price, market price at date of issue, 
expected dividend yield, expected life and expected volatility. Certain of the inputs are estimates which 
involve considerable judgment and are, or could be, affected by significant factors that are out of the 
Company’s control. For example, a longer expected life of the warrant or a higher volatility number 
would result in an increase in the warrant value. 
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(iii) Allowances for impairment of trade and other accounts receivables 
 

The Company's carrying value of trade and other receivables as at December 31, 2016 was 
approximately $662 (2015 – $258), net of allowances for doubtful accounts of $nil (2015 – $11). The 
policy for allowances for impairment on accounts receivable of the Company is based on the evaluation 
of collectability and on management's judgment. A considerable amount of judgment is required in 
assessing the ultimate realization of these receivables, including the current creditworthiness and the 
past collection history. If the financial conditions of the debtors of the Company were to deteriorate, 
resulting in an impairment of their ability to make payments, additional allowances may be required.  
 

(iv) Impairment of inventory 
 
Inventory is recorded at the lower of cost and net realizable value.  The cost of inventory may not be 
recoverable if their selling prices have declined.  The estimate of net realizable value is based on the 
expected to be sold for less costs of selling. As at December 31, 2016, the carrying amount of inventory 
is $111 (2015 – $200), net of provision for slow moving and obsolete inventory of $9 (2015 – $69). 

 
(v) Income, value added, withholding and other taxes 

 
The Company is subject to income, value added, withholding and other taxes. Significant judgment is 
required in determining the Company’s provisions for taxes. There are many transactions and 
calculations for which the ultimate tax determination is uncertain during the ordinary course of 
business. The Company recognizes liabilities for anticipated tax audit issues based on estimates of 
whether additional taxes will be due. The determination of the Company’s income, value added, 
withholding and other tax liabilities requires interpretation of complex laws and regulations. The 
Company’s interpretation of taxation law as applied to transactions and activities may not coincide with 
the interpretation of the tax authorities. All tax related filings are subject to government audit and 
potential reassessment subsequent to the financial statement reporting period. Where the final tax 
outcome of these matters is different from the amounts that were initially recorded, such differences 
will impact the tax related accruals and deferred income tax provisions in the period in which such 
determination is made. 

 
The information about significant areas of judgment considered by management in preparing the 
consolidated financial statements are as follows: 

 
(i) Going concern 

The Company applies judgment in evaluating the going concern assumption and disclosure. The 
Company prepares a budget to determine its future cash needs and considers future sources of 
financing.  Refer to Note 2(b) for further details. 

 
(ii) Determination of functional currency 
 

The effects of Changes in Foreign Exchange Rates (IAS 21) define the functional currency as the 
currency of the primary economic environment in which an entity operates. The determination of 
functional currency, which is performed on an entity by entity basis, is based on various judgmental 
factors outlined in IAS 21.  

The consolidated financial statements are presented in Canadian dollars, which is the parent’s functional 
and presentation currency. Each entity in the group determines its own functional currency.  
Management reviewed the primary and secondary indicators in IAS 21, the effects of changes in foreign 
exchange rates, and determined that the functional currency for Marcon International (USA) Inc. is the 
US dollar, for Marcon International (UK) Ltd. is the UK pound, and for all other subsidiaries is the 
Canadian dollar.  
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(iii) Deferred tax assets 
 

Deferred tax assets are recognized in respect of tax losses and other temporary differences to the 
extent it is probable that taxable income will be available against which the losses can be utilized.  
Judgment is required to determine the amount of deferred tax assets that can be recognized based 
upon the likely timing and level of future taxable income together with future tax planning strategies.  
Refer to Note 12 for further details. 

(iv) Revenue recognition 

Management exercises judgement in determining the fair value of its multiple element arrangements. In 
making their judgement, management considered the criteria of IAS 18, Revenue, to allocate the 
consideration received in such arrangements. The consideration allocated to the data monitoring and 
installation is measured by reference to their fair value – the amount for which the services could be 
sold separately. 

(v) Determination of cash generating units (“CGU”) 

The Company applies judgment when determining their CGUs.  The Company has two main sources of 
cash flows, the sale of equipment to foreign multinationals (the Marcon business) and the sale of fiber 
optic sensing systems (the Fox Tek business).  After analysis of the Company’s asset base, the Company 
determined that the assets for these two businesses were independent of each other and designated 
the Fiber Optic CGU and the Marcon CGU.   

(vi) Classification of financial instruments  

The Company applies judgment when selecting the classification of its financial instruments. The 
Company considered the nature and purpose of each financial asset and liability and selected the 
classification which aligns with the risk management objectives of the Company.  

(vii) Capitalization of development costs 

Management exercises judgement when establishing whether the criteria under IAS 38 for development 
costs have been met, specifically the technical feasibility of the products in development and the ability 
to generate probable economic future benefits. 

3. SIGNIFICANT ACCOUNTING POLICIES 

The policies as set out below were consistently applied to all periods presented unless otherwise noted. 

(a) Revenue Recognition 

Revenue is measured at the fair value of the consideration received or receivable and;  
 
•   It is probable that the economic benefits associated with the transaction will flow to the Company; and 
•   The costs incurred or to be incurred in respect of the transaction can be measured reliably.   

Revenue is reduced for estimated customer returns, rebates and other similar allowances. 

Revenue from a contract to provide services such as installation and data monitoring is recognised by 
reference to the stage of completion of the contract. The stage of completion of the contract is determined 
as follows: 
x Installation fees are recognized by reference to the stage of completion of the installation to the stage of 

completion of the installation, determined as the proportion of the total time expected to install that has 
elapsed at the end of the reporting period; 
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x Servicing fees included in the data monitoring products sold are recognised by reference to the 
proportion of the total cost of providing the service for the product sold; and  

x Revenue from time and material contracts is recognised at the contractual rates as labour hours and 
direct expenses as incurred. 

Revenue from the sale of goods is recognised when title has passed, at which time all the following 
conditions are satisfied:  
 
x The Company has transferred to the buyer the significant risks and rewards of ownership of the goods; 
x The Company retains neither continuing managerial involvement to the degree usually associated with 

ownership nor effective control over the goods sold; 
x The amount of revenue can be measured reliably; 
x It is probable that the economic benefits associated with the transaction will flow to the entity; and 
x The costs incurred or to be incurred in respect of the transaction can be measured reliably. 

Sales of electric field mapping (“EFM”) monitoring systems and Fox-Tek (“FT”) systems are accounted for as 
separately identifiable components and the fair value of the consideration received or receivable is allocated 
between the goods supplied and the installation and data monitoring sold. The consideration allocated to 
the data monitoring is measured by reference to their fair value – the amount for which the services could 
be sold separately. Such consideration is not recognised as revenue at the time of the initial sale transaction 
– but is deferred and recognized as revenue pro rata over the service period. 

(b) Investment Policy 
 

Purchases and sales of investments are recognized on the settlement date.  Realized gains and losses on 
disposal of investments and unrealized gains and losses in the value of investments are reflected in the 
consolidated statement of loss.  Upon disposal of an investment, previously recognized unrealized gains or 
losses are reversed so as to recognize the full realized gain or loss in the period of disposition.  All 
transaction costs associated with the acquisition and disposition of investments are expensed to the 
consolidated statement of loss as incurred.   

(c) Inventory  

Inventory consists of raw materials used in the manufacturing of fiber optics sensing systems, work in 
process and finished goods. Inventory is recorded at the lower of cost and net realizable value. The cost is 
determined on the weighted average principle and includes expenditures incurred in acquiring the 
inventories, production or conversion costs and other cost incurred in bringing them to their existing 
location and condition. Net realizable value is the estimated selling price in the ordinary course of business, 
less the estimated costs of completion and selling expenses.  

(d) Cash and cash equivalents 

Cash and cash equivalents consists of cash on hand and short-term investments with original maturities of 
less than three months.  Cash are offset and the net amount presented in the statements of financial 
position to the extent that there is a right to set off and a practice of net settlement.  Cash includes accrued 
interest on short-term investments. As at December 31, 2016 and 2015, the Company had no cash 
equivalents. 
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(e) Equipment 

Computer hardware, scientific and office equipment, and computer software are stated at cost less 
accumulated amortization and accumulated impairment losses. 

Amortization is recognized so as to write off the cost or valuation of assets less their residual values over 
their useful lives, using the declining balance method. The estimated useful lives, residual values and 
amortization method are reviewed at the end of each reporting period, with the effect of any changes in 
estimate accounted for on a prospective basis. 

An item of equipment is derecognized upon disposal or when no future economic benefits are expected to 
arise from the continued use of the asset. Any gain or loss arising on the disposal or retirement of an item 
of equipment is determined as the difference between the sales proceeds and the carrying amount of the 
asset and is recognized in profit or loss. 

Intangible assets with finite useful lives that are acquired separately are carried at cost less accumulated 
amortization and accumulated impairment losses. Amortization is recognized on a straight-line basis over 
their estimated useful lives. The estimated useful life and amortization method are reviewed at the end of 
each reporting period, with the effect of any changes in estimate being accounted for on a prospective basis. 

The amortization rates for equipment are as follows: 

 

(f) Research and Development 

All research costs are expensed as incurred.  

An internally-generated intangible asset arising from development (or from the development phase of an 
internal project) is recognised if, and only if, all of the following have been demonstrated: 
 
x the technical feasibility of completing the intangible asset so that it will be available for use or sale; 
x the intention to complete the intangible asset and use or sell it; 
x the ability to use or sell the intangible asset; 
x how the intangible asset will generate probable future economic benefits; 
x the availability of adequate technical, financial and other resources to complete the development and to 

use or sell the intangible asset; and, 
x the ability to measure reliably the expenditure attributable to the intangible asset during its 

development. 
 
As at December 31, 2016 and 2015, the Company did not have any projects in the development stage. 

(g) Impairment of Equipment  

At the end of each reporting period, the Company assess whether there is any indication of an impairment 
loss. If any such indication exists, then the Company will perform an impairment test.  The impairment test 
is to compare the asset's carrying amount and its recoverable amount, where the recoverable amount is 
defined as the higher of the asset’s fair value less costs to sell and its value-in-use. Under the value-in-use 
calculation, the expected future cash flows from the asset are discounted to their net present value, using a 

Method Rate

Computer hardware Declining balance 30%

Scientific equipment Declining balance 30%

Office equipment Declining balance 20%

Computer software Declining balance 50%
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pre-tax discount rate that reflects current market assessments of the time value of money and the risks 
specific to the asset for which the estimates of future cash flows have not been adjusted.  When it is not 
possible to estimate the recoverable amount of an individual asset, the Company estimates the recoverable 
amount of the CGU to which the asset belongs. When a reasonable and consistent basis of allocation can be 
identified, corporate assets are also allocated to individual CGU, or otherwise they are allocated to the 
smallest company of CGU for which a reasonable and consistent allocation basis can be identified. 

If the recoverable amount of an asset (or CGU) is estimated to be less than its carrying amount, the 
carrying amount of the asset (or CGU) is reduced to its recoverable amount. An impairment loss is 
recognized immediately in profit or loss, unless the relevant asset is carried at a revalued amount, in which 
case the impairment loss is treated as a revaluation decrease. 

At the end of each reporting period, the Company assesses whether there is any indication that an 
impairment loss recognized in prior periods for an asset other than goodwill may no longer exist or may 
have decreased. If any such indication exists, the Company will estimate the recoverable amount of that 
asset, and reverse the impairment. 

(h) Leases 

The determination of whether an arrangement is, or contains, a lease is based on the substance of the 
arrangement at the inception date. It requires consideration as to whether the fulfillment of the 
arrangement is dependent on the use of a specific tangible asset or the arrangement conveys a right to use 
the tangible asset.  

A lease is classified as an operating lease if it does not transfer substantially all the risks and rewards 
incidental to ownership. Operating lease payments are recognized as an expense in the consolidated 
statement of loss on a straight-line basis over the lease term. The Company did not have any finance leases 
during the years ended December 31, 2016 and 2015. 

(i) Foreign Currencies 

(i) Functional currency 
The consolidated financial statements are presented in Canadian dollars, which is the parent’s functional 
and presentation currency. Each entity in the group determines its own functional currency.  
Management reviewed the primary and secondary indicators in IAS 21, the effects of changes in foreign 
exchange rates, and determined that the functional currency for Marcon International (USA) Inc. is US 
dollars, for Marcon International (UK) Ltd. is UK pounds, and for all other subsidiaries is Canadian 
dollars.  
 

(ii) Foreign operations 

Under IFRS, when the Company translates the financial statements of subsidiaries from their functional 
currency to presentation currency, assets and liabilities are translated into Canadian dollars at the 
exchange rate in effect at the financial reporting date. Share capital, warrants, equity reserves, 
accumulated other comprehensive income, and deficit are translated into Canadian dollars at historical 
exchange rates. Revenues and expenses are translated into Canadian dollars at the average exchange 
rate for the period. Foreign exchange gains and losses on translation are included in other 
comprehensive income. Foreign exchange differences that arise relating to balances that form part of 
the net investment in a foreign operation are recognized in a separate component of equity through 
other comprehensive income. On disposition or partial disposition of a foreign operation, the 
cumulative amount of related exchange difference in other comprehensive income is recognized within 
profit or loss in the consolidated statement of loss.  
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(iii) Foreign currency transactions 

Transactions in foreign currencies are translated to the respective functional currencies of the 
Company’s entities at exchange rates at the dates of the transactions.  Monetary assets and liabilities 
denominated in foreign currencies at the reporting date are translated to the functional currency at the 
exchange rate at that date. The foreign currency gain or loss resulting from the settlement of such 
transactions and from the translation at the reporting date of monetary assets and liabilities 
denominated in foreign currencies are recognized within profit or loss in the consolidated statement of 
loss.  Non-monetary assets and liabilities denominated in foreign currencies that are measured at fair 
value are translated to the functional currency at the exchange rate at the date that the fair value was 
determined.  Foreign currency differences arising on translation are recognized in the consolidated 
statement of loss.  Non-monetary items that are measured in terms of historical cost in a foreign 
currency are translated using the exchange rate at the date of the transaction. 

(j) Borrowing Costs 

Borrowing costs directly attributable to the acquisition, construction or production of qualifying assets, 
which are assets that necessarily take a substantial period of time to get ready for their intended use or sale, 
are added to the cost of those assets, until such time as the assets are substantially ready for their intended 
use or sale. Investment income earned on the temporary investment of specific borrowings pending their 
expenditure on qualifying assets is deducted from the borrowing costs eligible for capitalization. 

All other borrowing costs are recognized in profit or loss in the period in which they are incurred. 

(k) Loss per Common Share 

Basic loss per common share is determined by dividing net loss attributable to common shareholders by the 
weighted average number of common shares outstanding during the year. Diluted loss per common share is 
calculated in accordance with the if-converted method and based on the weighted average number of 
common shares outstanding adjusted for the effects of all dilutive potential shares including warrants, 
convertible debt and stock options.  The effect on the diluted loss per share of the exercise of the warrants, 
convertible debt and stock options would be anti-dilutive during the years ended December 31, 2016 and 
2015. 

(l) Cost of Private Placement Financing 

Incremental costs incurred in respect of raising capital through private placements are charged against equity 
proceeds raised.  

Incremental costs incurred in respect of issuing convertible debentures are charged against the liability and 
equity components. The issue costs allocated to the liability component are amortized over the term of the 
convertible debentures and accrete up to the principal balance at maturity. The accretion, amortization of 
issue costs and the interest paid are expensed within finance costs on the consolidated statement of loss. 

(m) Taxation 

i. Current income tax 

Current income tax assets and liabilities for the current and prior periods are measured at the amount 
expected to be recovered from or paid to the taxation authorities. The tax rates and tax laws used to 
compute the amount are those that are enacted or substantively enacted by the end of the reporting 
period. Current tax assets and current tax liabilities are only offset if a legally enforceable right exists to 
set off the amounts, and the intention is to settle on a net basis, or to realize the asset and settle the 
liability simultaneously. Current income tax relating to items recognized directly in equity is recognized 
in equity and not through profit or loss.  
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ii. Deferred tax  

Deferred tax is provided using the liability method on temporary differences at the reporting date 
between the tax bases of assets and liabilities and their carrying amounts for financial reporting 
purposes. Deferred tax liabilities are recognized for all taxable temporary differences and deferred tax 
assets are recognized for all deductible temporary differences, carry-forward of unused tax credits, and 
unused tax losses, to the extent that it is probable that taxable profit will be available against which the 
deductible temporary difference and the carry forward of unused tax credits and unused tax losses can 
be utilized. Deferred tax assets and liabilities are measured at the tax rates that are expected to apply in 
the year when the asset is realized or the liability is settled, based on tax rates (and tax laws) that have 
been enacted or substantively enacted at the end of the reporting period. Deferred tax relating to items 
recognized directly in equity is also recognized in equity and not in the consolidated statement of loss.  

The carrying amount of deferred tax assets is reviewed at the end of each reporting period and 
reduced to the extent that it is no longer probable that sufficient taxable profit will be available to allow 
all or part of the deferred tax asset to be utilized. Unrecognized deferred tax assets are reassessed at 
each consolidated statement of financial position date and are recognized to the extent that it has 
become probable that future taxable profit will allow the deferred tax asset to be recovered.  

(a) Tax Credit Receivable 

Government assistance and tax credits relating to qualifying expenditures, to the extent that there is 
reasonable assurance of realization, are accounted for using the cost reduction method, whereby the 
government assistance and tax credits are recorded as reductions against the related expenses or the 
carrying value of the related assets. Tax credits are subject to review by the Canada Revenue Agency 
(“CRA”) and any adjustments that may result could reduce the tax credit recorded. 

(b) Provisions 

Provisions are recognized when the Company has a present obligation (legal or constructive) as a result of a 
past event, it is probable that the Company will be required to settle the obligation, and a reliable estimate 
can be made of the amount of the obligation. 

(c) Financial Assets and Liabilities 

Financial assets and financial liabilities are recognized when the Company becomes a party to the contractual 
provisions of the instrument. The classification of financial assets and liabilities depends on the nature and 
purpose of the financial assets or liabilities and is determined at the time of initial recognition. 
Financial assets and financial liabilities are initially measured at fair value. Transaction costs directly 
attributable to the acquisition of financial assets or financial liabilities at fair value through profit or loss are 
recognized immediately in the consolidated statement of loss. 
 

(i) Financial assets 

The Company classifies its financial assets into one of the following categories, depending on the 
purpose for which the asset was acquired. The Company’s accounting policy for each category is as 
follows: 

a) Fair value through profit or loss (“FVTPL”) – This category comprises financial assets held for 
trading and assets designated upon initial recognition as FVTPL. Financial assets held for trading are 
acquired or incurred principally for the purpose of selling or repurchasing in the near term. On 
initial recognition it is part of a portfolio of identifiable financial instruments managed together for 
which there is evidence of a recent pattern of short-term profit taking, or a derivative (excluding a 
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derivative used for hedging). FVTPL are carried in the statement of financial position at fair value 
with changes in fair value recognized in the statement of loss for the year. 

b) Loans and receivables – Non-derivative financial assets with fixed or determinable payments that 
are not quoted in an active market. Loans and receivables are recognized initially at the amount 
expected to be received, less, when material, a discount to reduce loans and receivables to fair 
value. Subsequently, loans and receivable are measured at initial measurement less any allowance 
for doubtful accounts. 

c) Held-to-maturity investments – Non-derivative financial assets with fixed or determinable payments 
and fixed maturities that the Company’s management has the intention and ability to hold to 
maturity. These assets are measured at amortized cost using the effective interest method. If there 
is objective evidence that the investment is impaired, the amount of the impairment loss is 
measured as the difference between the assets’ carrying amount and the present value of estimated 
future cash flows discounted at the Company’s original effective interest rate. The impairment 
losses are recognized in the statement of loss. 

d) Available-for-sale – Non-derivative financial assets designated as available-for-sale and financial 
assets that are not classified as loans and receivables, held to maturity investments or FVTPL. 
Available-for-sale are carried at fair value with changes in fair value recognized in other 
comprehensive income. Where a decline in the fair value of an available-for-sale financial asset 
constitutes objective evidence of impairment other than temporary, the amount of the loss is 
removed from the other comprehensive income and recognized in the statement of loss. 

All financial assets except for those recorded at fair value through profit or loss and as available-for-sale 
are subject to review for impairment. Financial assets are impaired when there is any objective evidence 
that a financial asset or a group of financial assets is impaired. 

(ii) Financial liabilities 

The Company classifies its financial liabilities into one of two categories depending on the purpose for 
which the liability was assumed. The Company’s accounting policy for each category is as follows: 

a) FVTPL – This category comprises financial liabilities held for trading and liabilities designated upon 
initial recognition as FVTPL. FVTPL liabilities are carried in the statement of financial position at fair 
value with changes in fair value recognized in the statement of loss for the period. 

b) Other financial liabilities – All other financial liabilities except financial liabilities FVTPL.  
 

(iii) Valuation of financial instruments 
The determination of fair value requires judgment and is based on market information, where available 
and appropriate.  At the end of each financial reporting period, management estimates the fair value of 
investments based on the criteria below and reflects such valuations in the consolidated financial 
statements.  

IFRS 13, Fair Value Measurement, establishes a fair value hierarchy that reflects the significance of inputs 
in measuring fair value as the following: 

Level 1 – quoted prices (unadjusted) in active markets for identical assets or liabilities; 

Level 2 –inputs other than quoted prices included in Level 1 that are observable for the asset or 
liability, either directly (i.e. prices) or indirectly (i.e. derived from prices); and 

Level 3 – inputs for the assets or liability that are not based on observable market data (unobservable 
inputs). 
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The classification of a financial instrument in the fair value hierarchy is based upon the lowest level of 
input that is significant to the measurement of fair value. 

The Company’s financial instruments consist of the following:  

 

The fair values of cash and cash equivalents, trade and other accounts receivable, accounts payable and 
accrued liabilities and debentures approximate their carrying values due to their short-term nature. As 
at December 31, 2016 and 2015, there are no financial instruments recognised at fair value. 

(iv) Offsetting of financial instruments 

Financial assets and financial liabilities are offset and the net amount is reported in the consolidated 
statement of financial position if, and only if, there is a currently enforceable legal right to offset the 
recognized amounts and there is an intention to settle on a net basis, or to realize the assets and settle 
the liabilities simultaneously. 

(d) Share-based Compensation 

The Company has an employee stock option plan. Employees (including officers), directors, and consultants 
of the Company receive remuneration in the form of stock options granted under the plan for rendering 
services to the Company. Any consideration received on the exercise of stock options is added to share 
capital. The cost of options is recognized, together with a corresponding increase in equity reserves, over 
the period in which the performance and/or service conditions are fulfilled, ending on the date on which the 
relevant optionee becomes fully entitled to the award (the “vesting date"). The cumulative expense 
recognized for option grants at each reporting date until the vesting date reflects the portion of the vesting 
period that passed and the Company's best estimate of the number of options that will ultimately vest.  

As it is not reliable to estimate the fair value of employee services rendered, the Company values the stock 
options based on the fair value of stock options. The fair value for these options is estimated at the date of 
grant using the Black-Scholes option pricing model. The Company is also required to estimate the expected 
future forfeiture rate of options in its calculation of share-based payment.  

Each tranche of a stock option grant is considered a separate grant for the calculation of fair value, and the 
resulting fair value is amortized over the vesting period of the respective tranches, using the graded vesting 
method, based on the Company's estimate of equity instruments that will eventually vest, with a 
corresponding increase in equity. At the end of each reporting period, the Company revises its estimate of 
the number of equity instruments expected to vest. The impact of the revision of the original estimates, if 
any, is recognized in profit or loss such that the cumulative expense reflects the revised estimate, with a 
corresponding adjustment to the equity reserve.  

Where the terms of a stock option award are modified, the Company recognizes the incremental value, if 
any, based on the difference between the fair value of the modified option and the value of the old option 
immediately before its terms are modified. 

  

Financial Instrument Classification Measurement 

Cash and cash equivalents Loans and receivables Amortized cost

Trade and other accounts receivable Loans and receivables Amortized cost

Accounts payable and accrued liabilities Other financial liabilities Amortized cost

Long term debt Other financial liabilities Amortized cost

Debentures Other financial liabilities Amortized cost
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(r) Changes in accounting policies 
 

During the year ended December 31, 2016, the Company adopted a number of new IFRS standards, 
interpretations, amendments and improvements of existing standards. These included IAS 1 and IFRS 7. 
These new standards and changes did not have any material impact on the Company’s consolidated financial 
statements. 

 
4. Future accounting pronouncements  

Certain pronouncements were issued by the IASB or the IFRIC that are mandatory for accounting periods 
commencing on or after January 1, 2017. Many are not applicable or do not have a significant impact to the 
Company and have been excluded. The following have not yet been adopted and are being evaluated to 
determine their impact on the Company. 

IFRS 9 – Financial Instruments (“IFRS 9”) was issued by the IASB as a complete standard in July 2014 and will 
replace IAS 39 Financial Instruments: Recognition and Measurement (“IAS 39”). IFRS 9 uses a single approach to 
determine whether a financial asset is measured at amortized cost or fair value, replacing the multiple rules in 
IAS 39. The approach in IFRS 9 is based on how an entity manages its financial instruments in the context of its 
business model and the contractual cash flow characteristics of the financial assets. Most of the requirements in 
IAS 39 for classification and measurement of financial liabilities were carried forward unchanged to IFRS 9, 
except that an entity choosing to measure a financial liability at fair value will present the portion of any change 
in its fair value due to changes in the entity’s own credit risk in other comprehensive income, rather than within 
profit or loss. The new standard also requires a single impairment method to be used, replacing the multiple 
impairment methods in IAS 39. IFRS 9 is effective for annual periods beginning on or after January 1, 2018.  
Earlier adoption is permitted.  

IFRS 15 - Revenue From Contracts With Customers (“IFRS 15”) proposes to replace IAS 18 - Revenue, IAS 11 - 
Construction contracts, and some revenue-related interpretations. The standard contains a single model that 
applies to contracts with customers and two approaches to recognizing revenue: at a point in time or over time. 
The model features a contract-based five-step analysis of transactions to determine whether, how much and 
when revenue is recognized. New estimates and judgmental thresholds have been introduced, which may affect 
the amount and/or timing of revenue recognized. IFRS 15 is effective for annual periods beginning on or after 
January 1, 2018. Earlier adoption is permitted.  

IFRS 16 – Leases (“IFRS 16”) was issued in January 2016 and replaces IAS 17 – Leases as well as some lease 
related interpretations. With certain exceptions for leases under twelve months in length or for assets of low 
value, IFRS 16 states that upon lease commencement a lessee recognises a right-of-use asset and a lease liability.  
The right-of-use asset is initially measured at the amount of the liability plus any initial direct costs.  After lease 
commencement, the lessee shall measure the right-of-use asset at cost less accumulated depreciation and 
accumulated impairment. A lessee shall either apply IFRS 16 with full retrospective effect or alternatively not 
restate comparative information but recognise the cumulative effect of initially applying IFRS 16 as an adjustment 
to opening equity at the date of initial application. IFRS 16 requires that lessors classify each lease as an operating 
lease or a finance lease.  A lease is classified as a finance lease if it transfers substantially all the risks and rewards 
incidental to ownership of an underlying asset.  Otherwise it is an operating lease.  IFRS 16 is effective for annual 
periods beginning on or after January 1, 2019. Earlier adoption is permitted if IFRS 15 has also been applied.  

IAS 7 – Statement of Cash Flows (“IAS 7”) was amended in January 2016 to clarify that disclosures shall be 
provided that enable users of financial statements to evaluate changes in liabilities arising from financing 
activities.  The amendments are effective for annual periods beginning on or after January 1, 2017.  

IAS 12 – Income Taxes (“IAS 12”) was amended in January 2016 to clarify that, among other things, unrealized 
losses on debt instruments measured at fair value and measured at cost for tax purposes give rise to a 
deductible temporary difference regardless of whether the debt instrument’s holder expects to recover the 
carrying amount of the debt instrument by sale or by use; the carrying amount of an asset does not limit the 
estimation of probable future taxable profits; and estimates for future taxable profits exclude tax deduction 
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resulting from the reversal of deductible temporary differences. The amendments are effective for annual periods 
beginning on or after January 1, 2017.  

IFRIC 22 – Foreign Currency Transactions and Advance Consideration (“IFRIC 22”) was issued in December 
2016 and addresses foreign currency transactions or parts of transactions where there is consideration that is 
denominated in a foreign currency; a prepaid asset or deferred income liability is recognised in respect of that 
consideration, in advance of the recognition of the related asset, expense or income; and the prepaid asset or 
deferred income liability is non-monetary.  The interpretation committee concluded that the date of the 
transaction, for purposes of determining the exchange rate, is the date of initial recognition of the non-monetary 
prepaid asset or deferred income liability. IFRIC 22 is effective for annual periods beginning on or after January 1, 
2018. Earlier adoption is permitted.  

 
5. FINANCIAL RISK MANAGEMENT 

The Company has exposure to counterparty credit risk, liquidity risk and market risk associated with its financial 
assets and liabilities. The Board of Directors has overall responsibility for the establishment and oversight of the 
Company’s risk management framework. The Board of Directors has established the Audit Committee which is 
responsible for developing and monitoring the Company’s compliance with risk management policies and 
procedures. The Audit Committee regularly reports to the Board of Directors on its activities. There have been 
no material changes in the risks, objectives, policies and procedures during the years ended December 31, 2016 
and 2015. 

The Company’s risk management program seeks to minimize potential adverse effects on the Company’s financial 
performance and ultimately shareholder value. The Company manages its risks and risk exposures through a 
combination of insurance, a system of internal and disclosure controls, and sound business practices. 

The Company’s financial instruments and the nature of the risks which these instruments may be subject to 
are set out in the following table.  

  

(a) Credit risk  

Trade and other accounts receivable  

Trade and other accounts receivable consists primarily of trade accounts receivable from the sale of 
equipment, installation and reporting services. The Company’s credit risk arises from the possibility 
that a counterparty which owes the Company money is unable or unwilling to meet its obligations in 
accordance with the terms and conditions in the contracts with the Company, which would result in a 
financial loss to the Company. This risk is mitigated through established credit management 
techniques, including monitoring counterparty creditworthiness, setting exposure limits and 
monitoring exposure against these customer credit limits. 

Market 
Interest
rate

Cash and cash equivalents Yes Yes Yes Yes
Trade and other accounts receivable Yes Yes Yes
Accounts payable and accrued liabilities Yes Yes
Debentures Yes Yes
Long term debt  Yes Yes

Risks

Credit Liquidity
Foreign 
exchange
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The carrying amounts of trade and other accounts receivable are reduced through the use of an 
allowance for doubtful accounts and the amount of the loss is recognized in the consolidated 
statement of loss in general and administrative expenses. When a receivable balance is considered 
uncollectible, it is written off against the allowance for accounts receivable. Subsequent recoveries of 
amounts previously written off reduce other expenses in the statement of loss. Historically, trade 
credit losses have been minimal.   

Concentration of credit risk 

Five customers represent approximately 89% of sales for the year ended December 31, 2016 (2015 – 
four customers represented 69% of sales). The sales from major customers and their respective 
operational segments are as follows: 

 

The accounts receivable from two customers represents approximately 84% of trade and accounts 
receivable as of December 31, 2016 (2015 – 51% from 3 customers). The trade and accounts 
receivable balances from these customers are as follows:  

 

The age analysis of the accounts receivable as at December 31, 2016 is as follows: 

 

 

The age analysis of the accounts receivable as at December 31, 2015 is as follows: 

 

Fox-Tek CGU Marcon CGU Fox-Tek CGU Marcon CGU

Apache  $                      441 $                            - $                            - $                            -

US Air Force                               - 689                                 - 236
US Bureau of Recreation                               - 758                                 - 106
US Navy                               - 1,025                                 - 611
US Army                               - 1,156                                 - 499

 $                      441  $                   3,628  $                            -  $                   1,452 

2016
Year ended December 31,

2015

December 31, 2016 December 31, 2015

CNRL $                                -  $                            27 

Qatar Petroleum - 23

US Bureau of Recreation 289 -

US Army 266 -

US Navy - 82

 $                           555  $                           132 

     

                      

     Total

112$                         26$       11$             109$          258$         
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Credit risk arises from cash and cash equivalents held with banks and credit exposure to customers, 
including outstanding accounts receivables.   The maximum exposure to credit risk is equal to the 
carrying value (net of allowances) of the financial assets. The objective of managing counterparty 
credit risk is to prevent losses on financial assets. The Company assesses the credit quality of 
counterparties, taking into account their financial position, past experience and other factors. For 
many new international clients, the Company demands that equipment costs are prepaid prior to 
shipment. 

Cash 

Cash consist of bank balances and petty cash. Credit risk associated with cash is minimized 
substantially by ensuring that these financial assets are invested in debt instruments of highly rated 
financial institutions. As at December 31, 2016, the Company had cash of $83 (2015 - $371), and does 
not expect any counterparties to fail to meet their obligations.  

 (b) Liquidity risk 

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due.  

The Company’s policy is to actively maintain credit facilities to ensure sufficient available funds to meet its 
obligations as they come due.  

The following items are the contractual maturities of financial liabilities: 

 

In addition to the financial liabilities, the Company has contractual cash flows relating to lease 
commitments (note 14). 

(c)  Market risk 

Market risk is the risk that changes in market prices, such as foreign exchange rates and interest rates 
will affect the fair value of recognized assets and liabilities or future cash flows or the Company’s 
results of operations. To contend with changes in market prices, the Company constantly reviews its 
current and planned expenditures to ensure it has adequate resources to continue operations. The 

December 31, 2016 Carrying 
amount

Contractual 
cash flows

0 to 12 
months

After 12 
months

Accounts payable and accrued 
liabilities

877$                  877$                  877$                  ‐$                  

Debentures 43                     43                     43                       ‐                  
Long term debt 51                       51                       20                       31                      

971$                  971$                  940$                  31$                    

December 31, 2015 Carrying 
amount

Contractual 
cash flows

0 to 12 
months

After 12 
months

Accounts payable and accrued 
liabilities

746$                  746$                  746$                  ‐$                  

Debentures 36                     43                     43                       ‐                  
Long term debt 70                       70                       20                       50                      

852$                  859$                  809$                  50$                    
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Company primarily sells goods in Canada and the United States and attempts to limit its exposure by 
transacting in the local currency, therefore limiting exposure to foreign exchange rates. 

 (d) Foreign exchange 
As at December 31, 2016, the Company's US dollar net monetary assets totaled $220 (2015 – net 
monetary liabilities of $89). Accordingly, a 5% change in the US dollar exchange rate as at December 
31, 2016 on this amount would have resulted in an exchange gain or loss and therefore net loss would 
have increased (decreased) by $11 (2015 - $5). 
 

6. INVESTMENTS 

On December 23, 2013, the Company completed the purchase of 3,000 common shares of Pinetree Capital Ltd. 
(“Pinetree”), a publicly-traded investment company (TSX: “PNP”).  During the year ended December 31, 2014, 
the Company sold 1,940 Pinetree shares. The fair value of the remaining 1,060 Pinetree shares at December 31, 
2014 was $154.  A former director of the Company was an officer of Pinetree at the time of the acquisition of 
common shares of Pinetree.  
 
During the year ended December 31, 2015, the Company sold the remaining 1,060 shares for $111 resulting in a 
loss on the sale of investments of $133 and an unrealized gain of $90 which is included in the consolidated 
statement of loss for the year ended December 31, 2015. 
 

7. INVENTORY 

Inventory is valued at lower of cost or net realizable value. The breakdown of inventory is comprised as follows:  

 
 The total amount of inventory expensed at cost as cost of sales during the year ended December 31, 2016 
was $127 (2015 - $165) including an impairment of $9 (2015 - $69). 
 

8. EQUIPMENT AND INTANGIBLE ASSETS 

 

 
 
The assets are pledged under the security charge on the debentures (note 11).  

December 31, 2016 December 31, 2015
Raw materials $                                      96  $                                    104 
Finished goods                                           15                                           96 

 $                                    111   $                                    200 

Computer 
Hardware

Scientific 
Equipment

Office 
Equipment

Computer 
Software Total

Cost
Balance at December 31, 2014, 2015 and 2016 56$                73$                62$                34$                225$        

Accumulated amortization
Balance at December 31, 2014 39$                53$                35$                22$                149$        
Amortization charge 4                    6                    5                    5                    20            
Balance at December 31, 2015 43$                59$                40$                27$                169$        
Amortization charge 4                    3                    4                    3                    14            
Balance at December 31, 2016 47$                62$                44$                30$                183$        
Net Book Value December 31, 2015 13$                14$                22$                7$                  56$          
Net Book Value December 31, 2016 9$                  11$                18$                4$                  42$          
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9. TAX CREDITS RECEIVABLE 

The Company undertakes research and development activities, the costs of which are eligible for investment tax 
credits which may be refunded or applied to reduce the income tax payable in the current year and future years. 

The claim for 2015 has been reviewed by the Canada Revenue Agency (“CRA”) and a credit of $32 has been 
received during the year ended December 31, 2016.  Investment tax credits for the fiscal year are dependent 
upon qualification of each individual project under stringent technical criteria and amounts may vary upon 
further review by CRA.  Adjustments to the claim, if any, will be accounted for in the year of assessment.  
Historically, the investment tax credits have generally been assessed as filed, accordingly the Company has 
accrued the refundable credit of $22 for the year ended December 31, 2016 (2015 - $36). 

 
10. LONG TERM DEBT 

 

In May 2014, Marcon obtained a five-year loan of $100 from Business Development Bank of Canada with a 
maturity date of June 15, 2019. During the year ended December 31, 2016, $20 of this loan was repaid ($20 – 
2015). During the year ended December 31, 2016, the Company paid $5 (2015 - $7) in interest in relation to this 
loan and disclosed as finance costs in the consolidated statements of (loss) and comprehensive income (loss) for 
the years ended December 31, 2016 and 2015. 
 

11.  DEBENTURES 

Liability 

 

On December 31, 2013, the Company completed a non-brokered private placement of secured convertible 
debentures of $504 with 4,056 detachable warrants. The debentures bear interest at a rate of 12% per annum 
payable at maturity on December 31, 2016. Each warrant entitled the holder to purchase one common share at 
$0.05 per share expiring on December 31, 2016. All or any part of the principal of the debenture can be 
converted into common shares by the holder at a conversion price of $0.05 per share for the first 12 months, 
and $0.10 per share until December 31, 2016. 

  

December 
31, 2016

December 
31, 2015

Loan payable ‐ 8.5% per annum, due June 15, 2019, repayable 
in monthly instalments of principal of $1.7 plus interest, 
guaranteed by the CEO of the Company $               51   $               70 
Less: current portion (20) (20)

Long ‐ term debt  $               31   $               50 

Balance, December 31, 2014 30$          
Accrued interest 4
Interest accretion 2               

Balance, December 31, 2015 36$          

Accrued interest 4
Interest accretion 3               

Balance, December 31, 2016 43$          
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Management used the residual method to allocate the fair value of the conversion options. Management 
calculated the fair value of the liability component as $417 using a discount rate of 18%, and then management 
deducted the fair value of the liability component from the fair value of the convertible debenture as a whole, 
with the resulting residual amount of $87 being the fair value of the equity component. The $87 has been 
prorated to the conversion option and warrants based on their relative fair values determined by the Black-
Scholes pricing model and $62 has been allocated to the conversion option and $25 has been allocated to the 
detachable warrants. 

During the year ended December 31, 2014 all convertible debentures were converted into common shares 
except for debentures with a face value of $30. Interest and accretion expense of $4 and $3, respectively, for the 
year ended December 31, 2016 (2015 - $4 and $2, respectively) are included in finance costs. The debentures 
matured on December 31, 2016 and are now due on demand. 
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12. INCOME TAXES 
 

 
 

 
  

Note. Income Taxes

(a) Provision for Income Taxes

Major items causing the Company's income tax rate to differ from the statutory rate in the US of approximately 40% (2015 - 40%) are as follows:

December 31, 2016 December 31, 2015

Net income (loss) before income taxes 6$                                          (925)$                                      

Expected income tax expense (recovery) based on statutory rate 2                                            (370)                                       

Adjustment to expected income tax benefit:

Non-deductible expenses and other (32)                                         (574)                                       

Change in tax and exchange rates 183                                        (1,462)                                     

Change in deferred tax assets not recognized (132)                                       2,406                                      

Total income tax expense 21$                                        -$                                       

Significant components of the income tax recovery (expense) are as follows:

Current income tax provision 21$                                        -$                                       

Deferred income tax recovery -                                         -                                         

21$                                        -$                                       

(b) Unrecognized Deductible Temporary Differences

Deferred income tax assets have not been recognized in respect of the following deductible temporary differences:

December 31, 2016 December 31, 2015

Non-capital loss carry-forwards 27,926$                                  28,266$                                  

Research and development tax credit carry-forwards 688                                        832                                        

Other temporary differences 52                                          39                                          

Total 28,666$                                  29,137$                                  

The tax losses expire from 2026 to 2035. The other temporary differences do not expire under current legislation.

Deferred tax assets have not been recognized in respect of these items because it is not probable that future taxable profit

will be available against which the Company can use the benefits.
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13. SHAREHOLDERS' EQUITY 

(a) Share Capital  

 
(i) In July 2015, the Company raised gross proceeds of $1,010 through a non-brokered private placement of 

20,200 units (the "Units") of the Company at a price of $0.05 per Unit. Each Unit consisted of one common 
share and one common share purchase warrant ("Warrant"). Each Warrant entitles the holder to purchase 
one common share at a price of $0.07 per share for a period of three years from date of issuance.  The 
share issuance costs were $7. A director subscribed for 1,000 units for gross proceeds of $50 pursuant to 
this private placement. 

The value of the warrants issued as part of this financing was $409 net of costs of issuance of $3. The fair 
value of the warrants was calculated using the Black-Scholes option pricing model with the following 
assumptions:  expected term of 3 years, a risk-free rate of 0.43%, expected dividend yield of 0% and an 
expected volatility of 144%.  The expected volatility is based on the historical volatility of the Company’s 
share price over the life of the warrants.  The Company has not paid any cash dividends historically and has 
no plans to pay cash dividends in the foreseeable future.  The risk-free interest rate is based on the yield of 
Canadian Benchmark Bonds with equivalent terms.  The expected option life in years represents the period 
of time that the warrants are expected to be outstanding based on historical warrants issued. 

(ii) In December 2015, the Company raised gross proceeds of $994 through a non-brokered private placement 
of 19,880 units (the "Units#2") of the Company at a price of $0.05 per Unit#2. Each Unit#2 consisted of 
one common share and one half common share purchase warrant ("Warrant#2"). Each  whole Warrant#2 
will entitle the holder to purchase one common share at a price of $0.10 per share for a period of one year 
and thereafter is exercisable at $0.15 per warrant for a period of two years. The share issuance costs were 
$6. 

The value of the warrants issued as part of this financing was $262 net of costs of issuance of $2. The fair 
value of the warrants was calculated using the Black-Scholes option pricing model with the following 
assumptions:  expected term of 3 years, a risk-free rate of 0.53%, expected dividend yield of 0% and an 
expected volatility of 149%.  The expected volatility is based on the historical volatility of the Company’s 
share price over the life of the warrants.  The Company has not paid any cash dividends historically and has 
no plans to pay cash dividends in the foreseeable future.  The risk-free interest rate is based on the yield of 
Canadian Benchmark Bonds with equivalent terms.  The expected option life in years represents the period 
of time that the warrants are expected to be outstanding based on historical warrants issued. 

(iii) In November 7, 2016, an arm’s length company advanced $100 to the Company and subsequently on 
November 17, 2016 converted the loan into 2,000 units (the “Units#3) of the Company at a price of $0.05 
per Unit#3.   The  loan matures on May 7, 2017 bearing interest at 12% compounded monthly and principal 
and interest were payable on maturity. The loan was secured against assets of the Company. On the date of 
conversion, $100 loan and $nil interest were converted into units. Each Unit#3 consisted of one common 
share and one common share purchase warrant ("Warrant#3"). Each Warrant#3 entitles the holder to 

Issued and outstanding common shares

No. of shares Amount

Balance, December 31, 2014  214,035 4,127$       
Shares issued pursuant to private placements, net (i) 20,200 594            
Shares issued pursuant to private placements, net (ii) 19,880 726              

Balance, December 31, 2015  254,115 5,447$       
Shares issued on conversion of debt, net (iii) 2,000 80                
Balance, December 31, 2016 256,115 5,527$        

Authorized: 400,000 shares of voting common stock, par value of US$0.01 per share.
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purchase one common share at a price of $0.10 per share for a period of one year. The share issuance costs 
were $1. 

The value of the warrants issued as part of this financing was $19, net of costs of issuance. The fair value of 
the warrants was calculated using the Black-Scholes option pricing model with the following assumptions:  
expected term of 1 year, a risk-free rate of 0.67%, expected dividend yield of 0% and an expected volatility 
of 124%.  The expected volatility is based on the historical volatility of the Company’s share price over the 
life of the warrants.  The Company has not paid any cash dividends historically and has no plans to pay cash 
dividends in the foreseeable future.  The risk-free interest rate is based on the yield of Canadian Benchmark 
Bonds with equivalent terms.  The expected option life in years represents the period of time that the 
warrants are expected to be outstanding based on historical warrants issued. 

 
(b) Common Stock Purchase Warrants  

  

As at December 31, 2016, the Company had the following warrants issued and outstanding: 

 
 

(c) Stock Option Plan 

The Company has a stock option plan open to directors, officers, full-time employees and consultants 
of the Company. Under this plan, the Company may grant total options to a maximum of 10% of the 
issued and outstanding common shares of the Company on a non-diluted basis. 

  

No. of 
Warrants Value $

Weighted 
Average 
Exercise 

Price

Balance, December 31, 2014 10,223 $           162   $           0.05 
Warrants expired (6,667) (146) 0.10 
Warrants issued in June 2015 (13(a)(i)) 20,200  409  0.07 
Warrants issued in December  2015 (13(a)(ii)) 9,940  262  0.15 

Balance, December 31, 2015 33,696  $           687   $           0.09 

Warrants expired (3,556) (16) (0.05)
Warrants issued in November 2016 (13(a)(iii)) 2,000  19  0.10 

Balance, December 31, 2016 32,140   $           690   $           0.10 

No. of Warrants 
Issued and 

Outstanding Exercise Price Expiry 

Weighted 
Average 

Remaining Life 
in Years

2,000  0.10$                       17‐Nov‐17 0.88 
20,200  0.07                          14‐Jul‐18 1.53 
9,940  0.15                           18‐Dec‐18 1.96 
32,140  0.10$                        1.63 



   
       
         

                 
 

28 
 

(d) Basic and diluted (loss) per common share based on net (loss) for the years ended 
December 31, 2016 and 2015: 

 

 
 

(i) The  determination  of  the weighted  average  number  of  common  shares  outstanding  –  diluted 
excludes  32,140  shares  related  to  convertible  securities  that were  anti‐dilutive  for  the  year  ended 
December 31, 2016 (2015 – 34,296 shares). 
 

 
14. OPERATING LEASE COMMITMENTS 

The Company is committed under operating lease agreements for the rental of its premises and a car 
lease.  Minimum annual future lease payments are approximately as follows:   

 

 
  

Numerator:

2016 2015

Net (loss) for the year  $                            (15)  $                         (925)

Denominator:

2016 2015

Weighted average number of common shares outstanding – basic  254,356  224,151 
Weighted average effect of diluted stock options and warrants (i) ‐ ‐
Weighted average number of common shares outstanding – diluted 254,356  224,151 

(Loss) per common share based on loss for the year:
2016 2015

Basic and diluted  $                        (0.00)  $                        (0.00)

Year ended December 31,

Year ended December 31,

Year ended December 31,

Year Lease Commitments
2017 62$                                         
2018 62                                          
2019 20                                            

144$                                       
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15. SEGMENTED INFORMATION 

The Company’s reportable segments are strategic business units that offer different services and/or products. 
They are managed separately because each segment requires different strategies and involves different aspects of 
management expertise.  

Fox-Tek develops non-intrusive asset health monitoring sensor systems for the oil and gas market to help 
operators track the thinning of pipelines and refinery vessels due to corrosion and erosion, strain due to bending 
or buckling, and process pressure and temperature. Fox-Tek’s FT fiber optic sensor and EFM systems allow 
cost-effective, 24/7 remote monitoring capabilities to improve scheduled maintenance operations, avoid 
unnecessary shutdowns, and prevent accidents and leaks.   

Marcon is an industrial supply contractor servicing the energy sector and a number of US government entities. 
Marcon’s principal business is the sale and distribution of industrial machinery and equipment such as cranes, 
derricks, diesel engines, conveyor systems, oil refining machines, packing machinery, industrial pumps and 
welding machinery. 

The accounting policies of the segments are the same as those described in the summary of significant 
accounting policies. The Company carries out its operations through wholly-owned entities. These entities are 
located in Canada and the United States. 
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All of the Company's equipment is located in Canada. The Marcon sales revenue of $3,812 excludes 
intercompany sales of $44 to Fox-Tek for the year ended December 31, 2016. The intercompany sales have 
been eliminated in the consolidated financial statements. 
  

Marcon 

Operations

Fox-Tek 

Operations

Corporate 

Operations Total

Sales 3,812$          784$              $                    ‐ 4,596$      

Cost of Sales (3,358) (212) ‐ (3,570)

Gross profit 454 572 ‐ 1,026

Expenses

Research and development ‐ (155) ‐ (155)

Selling ‐ (34) ‐ (34)

General and administrative (357) (144) (329) (830)

Total operating expenses (357) (333) (329) (1,019)

Income (loss) from operations 97 239 (329) 7

Finance costs (1) ‐ (17) (18)

Foreign exchange gain (loss) 113 (6) (90) 17

Net income (loss) before income tax 209 233 (436) 6

Income tax expense (21) ‐ ‐ (21)

Net income (loss)  188 233 (436) (15)

Other comprehensive income ‐ ‐ 2 2

Total comprehensive income (loss) 188$              233$              (434)$             (13)$           

Equipment 8$                   34$                ‐ 42$            

Total assets 877$              269$              22$                 1,168$      

For the year December 31, 2016

As of December 31, 2016
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All of the Company's equipment is located in Canada. The Marcon sales revenue of $1,608 excludes 
intercompany sales of $82 to Fox-Tek for the year ended December 31, 2015. The intercompany sales have 
been eliminated in the consolidated financial statements. 

 
     
  

Marcon 

Operations

Fox-Tek 

Operations

Corporate 

Operations

Total 

Company

Sales 1,608$            510$              -$                2,118$         

Cost of Sales (1,388) (188) - (1,576)

Gross Profit 220 322 - 542

Expenses

Research and development - (199) - (199)

Selling - (48) - (48)

General and administrative (325) (186) (486) (997)

Total Operating Expenses (325) (433) (486) (1,244)

Loss from Operations (105) (111) (486) (702)

Finance costs (4) - (76) (80)

Unrealized gain on investment - - 90 90

Loss on disposal of investment - - (133) (133)

Foreign exchange (loss)gain (121) 45 (24) (100)

Loss before income tax (230) (66) (629) (925)

Other comprehensive income - - 9 9

Comprehensive loss (230)$             (66)$               (620)$              (916)$          

Total assets 255$               434$              278$               967$            

Equipment 11 45 - 56

For the year ended December 31, 2015

As of December 31, 2015
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Revenue by Geographic Region 

  
 

16. RELATED PARTY TRANSACTIONS 

Related parties include the Board of Directors, close family members and enterprises that are controlled by 
these individuals as well as certain persons performing similar functions. All amounts owing to related parties are 
unsecured, non-interest bearing and due on demand unless otherwise noted. Related party transactions are as 
follows:  

(a) During the year ended December 31, 2016, interest expense of $nil (2015 - $51) was recognized in relation 
to the loans that were owed to the CEO of the Company. No balances were outstanding at December 31, 
2016 and 2015. 

(b) Included in accounts payable and accrued liabilities as at December 31, 2016 is $nil (December 31, 2015 - 
$15) owing to a law firm in which a director, Jay Vieira, is a former partner. 

(c) Included in professional fees for the year ended December 31, 2016 is $4 (2015 - $4) for legal fees and 
disbursements owing to another law firm in which a director, Jay Vieira, is a former partner. As at 
December 31, 2016, $4 (2015 - $3) is owing to this law firm. 

(d) Included in accounts payable and accrued liabilities as at December 31, 2016 is $21 (December 31, 2015 - 
$43) owing to the CEO and a company controlled by the CEO.   

(e) A director subscribed for 1,000 units for gross proceeds of $50 pursuant to the private placement in July 
2015. 

(f) Included in the consolidated statement of income (loss) for the year ended December 31, 2016 is $165 
(2015 - $165) paid to a company controlled by the CEO for services rendered by the CEO (Note 17). 

(g) As at December 31, 2016, $1 (December 31, 2015, $12) is owing to officers of the Company. 
(h) A former director of the Company, Gerry Feldman, was an officer of Pinetree at the time of the Company’s 

acquisition of the common shares of Pinetree.  See note 6. 
(i) During the year ended December 31, 2016, two officers made short term advances to the Company $137 

(2015 - $129). One of the advances bore no interest and the other carried an interest of 12% pa. All loans 
were repaid at December 31, 2016 including interest of $2 (2015 - $nil). 

(j) During the year ended December 31, 2016, the Company received rent of $10 (2015 - $12) from Mooncor 
Oil & Gas Corp., a company with an officer and director in common with the Company. 

 
 
17. KEY MANAGEMENT PERSONNEL COMPENSATION 

During the year ended December 31, 2016, the Company recognized salaries and short term benefit expenses 
of $479 (2015 - $479) for its key management personnel, including the CEO of the Company,  VP of Software 
Solutions, VP of Operations, and CFO of the Company. 

 
  

2016 2015

USA  $                    3,738  $                    1,538 

Canada 646 266

Middle East 201 278

Others 11 36

Total  $                   4,596  $                   2,118 

Year ended December 31,
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18. GENERAL AND ADMINISTRATIVE 
 

The general and administrative expenses are comprised as follows: 
 

 
 

19. CAPITAL MANAGEMENT 

The Company manages the capital structure and makes adjustments to it in the light of changes in economic 
conditions and the risk characteristics of the underlying assets. In order to maintain or adjust the capital 
structure, the Company may issue new shares or debt. The Company considers its capital to include 
shareholders’ equity which amounts to $137 (2015 – $51). 

The Company’s objectives when managing capital are to safeguard the Company’s ability to continue as a going 
concern, so that it can provide returns for shareholders and benefits for other stakeholders. 
 
The Company is not subject to any capital requirements imposed by a lending institution or regulatory body, 
other than that of the TSXV which requires adequate working capital or financial resources of the greater of (i) 
$50 and (ii) an amount required in order to maintain operations and cover general and administrative expenses 
for a period of 6 months.   As of December 31, 2016, the Company was compliant with the policies of the 
TSXV.  

The Company has no commitments, other than convertible debentures and warrants, to sell or otherwise issue 
common shares. Management reviews its capital management approach on an ongoing basis and believes that this 
approach, given the relative size of the Company, is reasonable.   The Company has not changed its approach to 
capital management during the years ended December 31, 2016 and 2015. 

 
20. SUBSEQUENT EVENT 

On January 30, 2017, the Company granted 11,500 stock options to officers, directors and consultants. Each 
stock option is exercisable into common shares of the Company at an exercise price of $0.10. The options vest 
in three equal yearly tranches with the first instalment vesting as at January 30, 2017 with the remaining options 
vesting on the one and two year anniversaries of the initial release. The options expire on January 30, 2022. 

 

 

2016 2015

Salaries and short-term benefits  $                     531  $                    556 

Professional fees 63 36

Office and general                         222                        385 

Amortization 14 20

       Total  $                     830  $                    997 

Year ended December 31,
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APPENDIX B 

CannCentral Inc. 

 

Audited Financial Statements and  

Management’s Discussion and Analysis 

for the Years ended May 31, 2019 and 2018 
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APPENDIX C 

Pro forma Financial Statements of IntellaEquity Inc. 

 

Unaudited Pro forma consolidated balance sheets and 

unaudited consolidated financial statements of net loss and comprehensive loss 

of IntellaEquity Inc. and CannCentral Inc. presented given the effect of the Transaction 

for the Year ended May 31, 2019 

 



Pro forma financial statements of IntellaEquity Inc. 
Pro forma consolidated balance sheets 
Expressed in thousands of Canadian dollars 
As at May 31, 2019 
(Unaudited) 

 

 

The notes to the financial statements are an integral part of these pro forma financial statements. 
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Events after the reporting period (Note 7)

IntellaEquity Inc.

IFRS

(Schedule A)

CannCentral Inc.

IFRS

(Schedule B)

Pro forma

Adjustments Notes

Pro forma

Consolidated

IFRS

Assets

Current

Cash and cash equivalents 42                      2,219                 (42)                    6 (e) 2,219                 

Trade and other accounts receivable 343                    -                        (343)                  6 (e) -                        

Investments 945                    -                        (945)                  6 (e) -                        

Inventory 37                      -                        (37)                    6 (e) -                        

Tax credits receivable 23                      15                      (23)                    6 (e) 15                      

Prepaid expenses and other assets 97                      6                        (87)                    6 (e) 16                      

Due from Intellaequity -                        -                        65                      4                        65                      

1,487                 2,240                 (1,412)               2,315                 

Equipment 24                      -                        (24)                    6 (e) -                        

Right of use assets 177                    -                        (177)                  6 (e) -                        

Oil and gas property interests 509                    -                        (509)                  6 (e) -                        

Deposits 335                    -                        (335)                  6 (e) -                        

2,532                 2,240                 (2,457)               2,315                 

Liabilities

Current

Accounts payable and accrued liabilities 1,657                 42                      (1,662)               6 (e) 37                      

Reclamation and decommissioning obligations 411                    -                        (411)                  6 (e) -                        

Advances 577                    -                        (577)                  6 (e) -                        

Deferred revenue 309                    -                        (309)                  6 (e) -                        

Income tax payable -                        -                        -                        -                        

Long term debt - current portion 50                      -                        (50)                    6 (e) -                        

Lease obligations - current portion 42                      -                        (42)                    6 (e) -                        

Convertible debentures 55                      -                        (55)                    6 (e) -                        

Due to Acquiree -                        -                        65                      4                        65                      

3,101                 42                      (3,041)               102                    

Long term debt 136                    -                        (136)                  6 (e)

Lease obligations - long term 141                    -                        (141)                  6 (e)

3,378                 42                      (3,318)               102                    

Equity (deficit)

Share capital 5,535                 2,396                 15,438               6 (a), (f), 7 23,369               

Contributed surplus -                        1,063                 -                        1,063                 

Warrants 671                    -                        (671)                  6 (e) -                        

Reserves 4,564                 -                        (4,564)               6 (e) -                        

Accumulated other comprehensive income 3                        -                        (3)                      6 (e) -                        

Deficit (11,757)             (1,261)               (9,201)               6 (e) (22,219)             

Total equity (deficiency) attributable to owners (984)                  2,198                 999                    2,213                 

Non-controlling interest 138                    -                        (138)                  6 (e) -                        

(846)                  2,198                 861                    2,213                 

2,532                 2,240                 (2,457)               2,315                 



Pro forma financial statements of IntellaEquity Inc. 
Pro forma consolidated statements of loss and comprehensive loss 
Expressed in thousands of Canadian dollars, except per-share amounts 
Year ended May 31, 2019 
(Unaudited) 

 

 

The notes to the financial statements are an integral part of these pro forma financial statements. 
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IntellaEquity Inc.

IFRS

(Schedule A)

CannCentral Inc.

IFRS

(Schedule B)

Pro forma

Adjustments Notes

Pro forma

Consolidated

IFRS

Income

Revenue 1,417                 -                        -                        1,417                 

Other income 4                        -                        -                        4                        

Cost of sales (1,013)               -                        -                        (1,013)               

408                    -                        -                        408                    

Expenses

Research and development 139                    -                        -                        139                    

Selling 15                      32                      -                        47                      

General and administrative 1,885                 103                    66                      6 (c) 2,054                 

Reclamation and decommissioning expense 322                    -                        -                        322                    

Exploration expenses 11                      -                        -                        11                      

2,372                 135                    66                      2,573                 

Loss from operations (1,964)               (135)                  (66)                    (2,165)               

Other (income) expenses

Listing expense -                        -                        20,973               6 (a), (f) 20,973               

Finance costs 183                    1                        -                        184                    

Stock based compensation 71                      1,125                 -                        1,196                 

Cost of public listing 510                    -                        -                        510                    

Loss on sale of subsidiary 143                    -                        -                        143                    

Equity pick-up (7)                      -                        -                        (7)                      

Foreign exchange loss 25                      -                        -                        25                      

Gain on transfer -                        -                        (2,970)               6 (e) (2,970)               

925                    1,126                 18,003               20,054               

Net loss before taxes (2,889)               (1,261)               (18,069)             (22,219)             

Income taxes

Income tax expense 29                      -                        (29)                    6 (e) -                        

Net loss (2,918)               (1,261)               (18,040)             (22,219)             

Other comprehensive loss (4)                      -                        4                        6 (e) -                        

Comprehensive loss (2,922)               (1,261)               (18,036)             (22,219)             

Loss per common share

Basic and diluted loss per share (0.01)                 (0.02)                 N/A 6 (d) (0.87)                 

Basic and diluted weighted average number

of common shares outstanding (in 000's) 25,630               75,090               N/A 6 (a), (d) 25,561               
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1. Nature of operations 
 
IntellaEquity Inc. (formerly - Augusta Industries Inc.) (the “Company” or "IntellaEquity") was incorporated 
on October 13, 1999 under the laws of the State of Delaware with a registered office and a head-office 
location at 2455 Cawthra Road, Unit 75, Mississauga, Ontario L5A 3P1 Canada. IntellaEquity’s significant 
shareholder is Knoxbridge Corp., who owns 30.0% of the voting shares of the Company.  
 
Marcon International Inc. (“Marcon”), a wholly-owned subsidiary of IntellaEquity, is in the business of 
selling equipment to foreign multinational companies operating primarily in the Middle East and to the 
United States government. The equipment is purchased from various suppliers in Canada, United States 
and Europe. 
 
 
2. Basis of presentation 
 
The unaudited pro forma financial statements have been prepared by management of the Company to 
reflect the anticipated completion of the proposed acquisition of 100% interest in CannCentral Inc. (the 
“Acquiree”) by the Company (the “Acquisition”) and the proposed issuance of the Company’s common 
shares (the “Plan of Arrangement” or “Arrangement”) (together, the “Transaction”). 
 
These unaudited pro forma financial statements have been prepared using accounting policies consistent 
with International Financial Reporting Standards (“IFRS”), as issued by the International Accounting 
Standards Board, along with the adjustments described in the notes below.  
 
All financial information has been presented in Canadian dollars, which is also the Company’s functional 
currency and is rounded to the nearest thousands of dollars, except where otherwise indicated. 
 
The unaudited pro forma consolidated balance sheet gives effect to the Acquisition and the Arrangement 
as if it had occurred on May 31, 2019. The Acquiree amounts in the unaudited pro forma balance sheet 
were obtained from the Acquiree’s audited financial statements as at May 31, 2019 prepared in 
accordance with IFRS. The accounting policies of the Acquiree under IFRS are consistent with those of 
the Company.  
 
The unaudited pro forma consolidated statements of loss and comprehensive loss for the year ended 
May 31, 2019 gives effect to the Acquisition and the Arrangement as if they had occurred on June 1, 
2018 using the values of the assets derived in the purchase price. The Acquiree amounts in the audited 
pro forma statement of loss and comprehensive loss for the year ended May 31, 2019 were obtained from 
the Acquiree’s audited financial statements. 
 
The unaudited pro forma financial statements are not necessarily indicative of the results that would have 
occurred had the Transaction been consummated at the dates indicated, nor are they necessarily 
indicative of future operating results or the financial position of the Company. 
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3. Significant accounting policies 
 
The accounting policies used in the preparation of the unaudited pro forma consolidated financial 
statements are in accordance with those disclosed in the audited financial statement of the Company for 
the year ended December 31, 2018. 
 
 
4. Description of transaction 
 
The Company has entered into an arrangement agreement dated July 26, 2019 with respect to the 
Company’s proposed acquisition of the Acquiree, which is a premium medical cannabis digital advertising 
platform. Its principal activities are to maintain a database on cannabis products and their application as 
well as to catalogue and market its customers’ products. 
 
The proposed acquisition will be completed by way of a Plan of Arrangement for a purchase price of 
$22,088. The acquisition will be financed by issuance of 441,750,280 common shares of the Company on 
the effective date of the Arrangement. The Company used a share price of $0.05 per Company share in 
calculating the total consideration. 
 
The arrangement is subject to the satisfaction / waiver of certain closing conditions including: approval of 
the Arrangement by Acquiree shareholders, approval by the Company’s shareholders of the associated 
issuance of Company shares, court approval of the Arrangement, the acceptance of the TSX Venture 
Exchange, the approval of the CSE to list the Company shares to be issued under the Arrangement, and 
certain other customary closing conditions.  
 
It is anticipated that the Transaction will be completed in September 2019. 
 
The following table summarizes the sources and uses of consideration for the Company’s investment in 
the Acquiree: 

 
In the unaudited pro forma consolidated balance sheets, the Company accounts for its proposed 
acquisition of a 100% interest in the Acquiree at FVTPL. 
  

Amount

$

Sources

Issuance of common shares 22,088                   

Due to Acquiree 65                          

22,153                   

Uses

Investment in Acquiree 22,088                   

Transaction costs 65                          

22,153                   
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5. Reverse takeover 

 

The Transaction has been accounted for in accordance with IFRS 2, Share-based payments. The 

Transaction is considered to be a reverse takeover of the Company by the Acquiree.  

 

A reverse takeover transaction involving a non-public operating entity and a non-operating public 

company is in substance a shared based transaction rather than a business combination. The 

Transaction is equivalent to the issuance of common shares by the non-public operating entity, 

CannCentral Inc., for the net assets and the listing status of the non-operating public company, 

Intellaequity Inc.  

 

The fair value of the common shares issued was determined based on the fair value of the common 

shares issued by the Company. For financial reporting purposes, the Company is considered a 

continuation of the Acquiree, the legal subsidiary, except with regard to authorized and issued share 

capital, which is that of the Company, the legal parent. 

 

The fair value of the net assets of the Company deemed to be acquired will ultimately be determined at 

the date of closing of the transaction and the actual costs of acquisition may vary from those estimates. 

Therefore, the allocation of the consideration among the assets and liabilities of the Company may vary 

from those shown above and such differences may be material. 

 

 

6.  Pro forma consolidated balance sheet and statement of loss and  
comprehensive loss adjustments 

 

The adjustments to the unaudited pro forma consolidated financial statements have been prepared to 

reflect the impact of the Transaction, and related transactions, as described below. 

 

a)  Share capital 

 

The Company will issue an aggregate 441,750,280 shares at a price of $0.05 for gross proceeds 

of $22,088 with TSX listing fees of approximately $1 to effect the transaction, as follows: 

 
 

  

Amount

Issued and outstanding, preliminary 25,629,564            

Shares to be issued on conversion of the Company's long-term debt 11,100,000            

Shares to be issued on the conversion of the Company's convertible debenture 1,100,000              

Shares to be issued to the current shareholders of the Acquiree 342,500,000          

Shares to be issued to subscribers of the Acquiree's private placement 87,050,280            

467,379,844          
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6.  Pro forma consolidated balance sheet and statement of loss and  
comprehensive loss adjustments (Cont’d) 

 

b) Income taxes 

 

For purposes of the unaudited pro forma consolidated balance sheet and statement of loss and 

comprehensive loss, current and deferred income taxes are calculated at 26.5% on corporate 

level expenses and at a capital gain rate of 13.3% on all transaction costs incurred. 

 

The transaction costs of $65 resulted in a tax recovery of $17. The listing fees capitalized to 

share capital of $1 resulted in a deferred tax asset of $Nil. In accordance with the Company’s 

assessment of the realizability of deferred tax assets, no amounts have been recognized on the 

unaudited pro forma consolidated balance sheets. 

 

c) Acquisition-related transaction costs 

 

Transaction costs of approximately $65 are expected to be incurred for advisory, other 

transaction costs, legal and audit related fees. Expenses of $1 relating to the listing of new 

common shares issued have been charged directly to equity. 

 

For the purpose of the unaudited pro forma financial statements, all transaction costs are 

expensed in the unaudited pro forma consolidated statements of loss and comprehensive loss for 

the year ended May 31, 2019. 

 

d) Earnings per share 

 

The Company is expected to issue total shares of 441,750,280 upon closing of the Acquisition of 

the Acquiree. This resulted in weighted average basic shares outstanding for the year ended May 

31, 2019 of 25,560,556. For the year ended May 31, 2019, the impact of the Arrangement 

resulted in basic and diluted loss per share of $0.87. 

 

e) Transfer of assets 

 

Immediately prior to the Transaction, the Company will transfer its assets and liabilities to 

Marcon, recognizing a gain on transfer consisting of the net equity of the Company as at the 

transfer date. The transfer will include all assets and liabilities of the Company, liquidation of its 

warrants and reserves, settlement of the non-controlling interest, and realization of its 

accumulated other comprehensive income. 

 

f) Completion of the Transaction 

 

On the completion of the Transaction, the Company will issue an aggregate of 441,750,280 

common shares, representing $22,088 (Notes 4 and 6(a)) to the Acquiree. Immediately 

succeeding the Transaction, the Company’s wholly-owned subsidiary and the Acquiree will 

execute an amalgamation whereby a new entity is formed to combine the assets and liabilities of 

both entities. The amalgamated entity will continue operations through this vehicle, with the net 

transaction costs being recognized as listing expenses. 
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7.  Events after the reporting period 
 

On August 16, 2019, the Acquiree completed a private placement of 39,150,000 units (each a “$0.05 Unit”) 

at a price of $0.05 per unit, with each $0.05 Unit consisting of one Class C common share of the Acquiree 

and one warrant to acquire a further Class C common share of the Acquiree at $0.30 per share, for gross 

proceeds of $1,957,500. 

 


