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KONTROL ENERGY CORP. 

MANAGEMENT DISCUSSION AND ANALYSIS 

FOR THE NINE MONTHS ENDED SEPTEMBER 30, 2018 

 

 

Forward-Looking Statements 

 

This document may contain certain information or statements that are forward looking and, by its 

nature, such forward-looking information is subject to important risks and uncertainties. The words 

“anticipate”, “expect”, “may”, “should”, “estimate”, “project”, “outlook”, “forecast” or other similar 

words are used to identify such forward looking information. Those forward-looking, if any, are given as 

of the date noted on this document and reflect beliefs and assumptions based on information available 

at the time. Actual results or events may differ from those anticipated or predicted in these forward-

looking statements, and the differences may be material. Factors which could cause actual results or 

events to differ materially from current expectations include, among other things: risks associated with 

the ownership and operation of businesses, including fluctuations in interest rates, rental rates; general 

economic conditions; forecasted customer demand; the level of success in expanding product and 

service offerings; the ability to access financing; supply and demand for commodities; competition for 

available businesses; the price of commodities; changes in legislation and the regulatory environment; 

and international trade and global political conditions. Although it is believed that the expectations 

conveyed by any forward-looking statements made (if any) are reasonable based on information 

available at the date such statements were made, no assurance can be given as to future results or 

events and so prospective investors are cautioned not to place undue reliance on any forward-looking 

statements made (if any). All forward-looking information, whether written or oral, are expressly 

qualified in their entirety by these cautionary statements. No obligation to update or revise any forward-

looking information, whether because of new information, future events or otherwise is undertaken. 

 

 

OVERVIEW AND CORPORATE STRATEGY 

 

Kontrol Energy Corp. (CSE: KNR) (“Kontrol” or the “Company”) is a leader in the Energy  

Efficiency sector through IOT, Cloud and SaaS technology.  With a disciplined mergers and acquisition 

strategy, combined with a growing technology platform, Kontrol’s solutions are  designed to reduce our 

customers overall cost of energy while providing a corresponding reduction in Greenhouse Gas (GHG) 

emissions. 

 

Kontrol is addressing the significant energy challenges faced by our customers.  The rise in the cost of 

electricity over the past five years, has significantly outpaced the rate of inflation. Now more than ever 

high electricity costs can have a detrimental impact on overall industry competitiveness, impact 

profitability and result in lower market valuations for the commercial real estate sector.  Further, with 

increased regulations surrounding GHG at the provincial, state and national level, the Energy Efficiency 

sector, as one of the worlds fastest growing fuel(1) sources, is positioned for a decade of robust growth.   
 

(1) From the IEA 2016 Energy Efficiency Report 
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With over 90 Billion square feet of commercial and industrial real estate, in North America, and with the 

average cost of energy in the range of $2 per square foot, Kontrol services an annual addressable 

market of more than $180 Billion USD.  The world of energy consumption and demand, at the 

commercial level, is directly intersecting with the growth and advancement of the Internet of Things 

(IOT), the Cloud and SaaS technology.  Kontrol will endeavour to take a leadership position in shaping 

the way our customers use, mange and strategically allocate energy resources.  Our customers can gain 

immediate energy savings, more control over their energy consumption and demand in real-time and 

experience a giant leap forward towards achieving sustainability objectives. 

 

MISSION 

 
Creating smarter sustainable energy solutions for buildings and cities to lower energy costs and 

greenhouse gas emissions. 

 

 

BUSINESS ACQUISTIONS AND OTHER SIGNIFICANT TRANSACTIONS OF PRIOR YEARS 

 

On June 30, 2016 the Company acquired 100% of Kontrol Technologies Inc., a company incorporated in 

Ontario.  This entity and its parent company’s activities are designed for commercial building 

applications and include deep energy retrofits, distributed power generation and energy conservation 

solutions. 

 

On December 1, 2016 the Company acquired Log-One Ltd.'s Energy Management System ("EMS"), an 

intelligent, occupancy-based heating and air-conditioning control product, including the hardware, 

software, intellectual property and patents (combined to be referred to as the "EMS Technology").  

 

On February 10, 2017 the Company acquired 100% of ORTECH Consulting Inc. (“ORTECH”), a company 

incorporated in Ontario. ORTECH is an engineering consulting firm specializing in Green House Gas 

reporting, air quality testing, emission testing and renewable energy/power consulting. 

 

On August 4, 2017 the Company acquired 100% of Efficiency Engineering Inc. (“EE Inc.”), a company 

incorporated in Ontario. EE Inc. provides engineering services to industrial, municipal and commercial 

building owners across Canada. 

 

BUSINESS ACQUISTION AND OTHER SIGNIFICANT TRANSACTION OF 2018 

 

On April 30, 2018, the Company acquired various assets and intangibles from MCW Dimax Ltd.  The 

purchased assets, operating as “iDimax”, are used to manage HVAC systems in real time through 

ongoing monitoring and analysis. The iDimax platform operations through IOT and the Cloud and adds 

Software as a Service (Saas) revenue to Kontrol’s operating and technology platform.   The aggregate 

purchase price was $1,000,000, of which the Company paid $750,000 in cash on closing, with an 

additional $250,000 payable in 2018, subject to any reductions under the agreement. 
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On September 20, 2018, the Company acquired CEM Specialties Inc. (“CEMSI”). With more than 25 years 

of operating history, CEMSI provides the Canadian and US market with value added solutions for 

continuous emissions and process monitoring applications. The aggregate purchase price was 

$3,350,000, of which the Company has paid $2,265,000 in cash on closing. There is a Vendor Take Back 

in amount of $502,500, representing 15% of the Purchase Price.  The Vendor Take Back shall accrue 

interest at a rate of six percent (6%) per annum. An additional $582,500 of the purchase price is subject 

to a 15-month holdback to accommodate post-closing purchase price adjustment and indemnity 

obligations of the Vendor. 

 

The Company acquired 100% of the issued and outstanding shares of CEMSI.  The acquisition of 

was accounted for using the acquisition method for business combinations.  The net assets of 

CEMSI are included at their fair value. 

Net assets acquired  

Cash $449,330 

Accounts receivable 1,089,717 

Work-in-progress and inventory 225,336 

Term deposit and prepaid expenses 34,792 

Property and equipment 73,503 

Customer relationships 855,000 

Brand names 112,394 

Goodwill* 1,277,547 

Accounts payable and accrued liabilities (767,619) 

 $3,350,000 

Consideration  

Cash $2,265,000 

Vendor take back 502,500 

Holdback payable** 582,500 

 $3,350,000 

 

*The excess of consideration over the identifiable net assets is allocated to Goodwill. 

**Holdback is to secure any indemnifications of Vendors; payable 15 months after acquisition date. 

Final working capital balances to be settled in Q4 2018 and the purchase price adjusted accordingly. 

 

BUSINESS ACTIVITIES 

 

Kontrol’s energy solutions and technologies are designed for commercial building applications and 

include deep energy retrofits, distributed power generation, GHG measurement and verification and IOT 

and SaaS.  The Company can deliver these programs and technologies through its customer offering of 

innovative technologies such as Cogeneration, Smart Energy Management Systems, IOT and SaaS 

technologies. Each of our solutions and technologies provides for rich data collection through IOT 

enabled solutions. This data brings stakeholders together to make better and more informed decisions. 

Further, with each energy conservation solution implemented Kontrol provides the ability for our 

customers to monetize the corresponding reduction in GHG emissions. 
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Vertical Integration and Consolidation 

 

Kontrol seeks to grow its revenues and customer base through an accretive M&A strategy combined 

with strong organic growth. The organic growth is driven by cross-selling and customer synergies 

through the various operating divisions. 

 

A summary of each operating divisions business activities is as follows: 

 

EE Inc. works with clients to provide thorough and cost-effective energy auditing, monitoring & 

verification, energy project assessment, mechanical, electrical and renewable design, and LEED 

facilitation. EE designs and manage facility systems solutions, with emphasis on economic feasibility and 

energy savings.  EE Inc.’s services have been used in thousands of buildings accounting for more than 

350 million ft² of floor space. Their experience across all sectors, building types and building sizes allows 

them to quickly and accurately assess the energy and demand saving potential of any building, energy 

conservation measure or process.  

 

ORTECH is one of Canada’s leading atmospheric science consulting firm providing a range of 

environmental science and engineering services including stack emission testing, continuous emission 

testing, power generation, due diligence, odour assessment and analytics, compliance and other 

services.  ORTECH takes pride in providing a stable industrial client base with the highest quality services 

in technical problem solving, and evaluation with an emphasis on air quality and renewable energy. The 

ORTECH acquisition provides Kontrol with a leadership position in the emission compliance and emission 

solution market. Further, the acquisition aligns strategically with the Company’s intention to create 

carbon reduction and monetization programs for our customers. As a result of the ORTECH acquisition, 

the Company has expanded its consulting services to include engineering expertise in the fields of 

environmental science to the industrial, manufacturing, municipal, and renewable energy sectors.   

 

On April 30, 2018, the Company acquired various assets and intangibles from MCW Dimax Ltd.  The 

purchase allows Kontrol to immediately provide specialized solutions in the application of energy 

software to analyze the management of complex heating, ventilation and cooling systems for large 

residential, commercial, and mission critical real estate owners. The energy software is scalable and 

currently installed in over 120 buildings, spanning more than 12 million square feet of real estate. The 

asset purchase will facilitate our growth in energy analytics and provide us with access to an existing 

customer base. 

 

On September 20, 2018, the Company acquired CEM Specialties Inc.  CEMSI is a leader and recognized 

brand in the emission monitoring and integration market.  The closing of this acquisition is a strong 

strategic fit with ORTECH, which is Kontrol’s existing emission business. Expanding our emission 

monitoring and solutions vertical in Canada and gaining a growing footprint in the USA is part of the 

Company’s overall strategic growth initiatives. 

 

According to the market research report Emission Monitoring Systems Market by System Type Global 

Forecast to 2025, the emission monitoring systems market is estimated to reach US $4.44 Billion by 

2025 from US $2.39 Billion in 2018, at a CAGR of 9.3% between 2018 and 2025.  

https://www.marketsandmarkets.com/Market-Reports/emission-monitoring-systems-market-72002872.html
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OVERALL PERFORMANCE 

 

Over the last several quarters, the Company has successfully achieved its short-term financial objectives 

by executing on the following key transactions: 

 

• Completion of the Reverse Take Over and commencement of trading 

• Acquisition of Kontrol Technologies Inc. 

• Purchase of all patents and IP relating to Energy Management System Technology  

• Acquisition of Ortech Consulting Inc. 

• Acquisition of Efficiency Engineering Inc. 

• Purchase of assets from MCW Dimax Ltd. 

• Acquisition of CEM Specialties Inc. 

 

Revenue 

Revenue for the three months ended September 30, 2018 was $2,408,303, an increase of over $205,739 

or 9% from the second quarter of the previous year. Management continues to successfully consolidate 

operations of its subsidiaries as reflected in strong successive quarterly results. Emphasis on team 

execution of the Company’s strategic priorities will remain the focus.  

  

Year to date revenue was $6,632,091 a 35% increase from $4,911,073 over the nine months of the 

previous year. 

 

Adjusted EBITDA1 

Adjusted EBITDA for the three months ended September 30, 2018 was $8,453 compared to  

$157,738 for the three months ended September 30, 2017.  Adjusted EBITDA was negative $(368,257) 

and $86,203 for year to date September 30, 2018 and September 30, 2017 respectively.    

 

Third quarter Adjusted EBITDA of approximately break even was comparable to the second quarter of 

2018 and a significant improvement over the first quarter of 2018.  While Adjusted EBITDA decreased 

over the same period of the prior year, the Company has experienced a significant surge in revenue.   

 

The CEMSI acquisition closed on September 20, 2018 and as such the Company will have the benefit of 

consolidating a full quarter of earnings in Q4 2018.  Further, management expects that current work in 

progress related to large emissions and mechanical related projects should have a favourable impact on 

Q4 2018 earnings. Management believes the impact of accretive acquisitions including CEMSI and 

overall scaling of operations will result in lower operating expenses as a percentage of revenue.  That is, 

with growing  revenues, overhead expenses will get spread over a larger base.   

 

Gross profit and expenses  

                                                           
1 Adjusted EBITDA is a non-IRFS financial measure. Also see Adjusted EBITDA reconciliation section below. 
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Gross margin in the third quarter and year to date 2018 was 67%, which is in line with the same periods 

of fiscal 2017. The 2018 margin levels reflect strong contributions from new business related to the 

assets purchased from MCW Dimax Ltd.  However, EE Inc. margin was down from the prior year and is in 

part attributable to timing of project completions. 

 

As we continue to execute on our growth plans we are taking a systematic approach to rationalizing 

operating expenses across our completed acquisitions and the Company is benefiting from a successful 

action plan to generate revenue synergies across verticals. 

 

Advertising and promotion for the third quarter of 2018 were $18,142, and is comparable to same 

period of 2017, while year to date expenses were $232,831 up from $53,297 in the same period of 2017.  

Management is pleased that these expenses have come down significantly during the second and third 

quarter; as noted in the prior quarter this normalized level was expected.  The year to date amount 

includes one time expenses related with a terminated acquisition and associated equity financing in the 

first quarter of 2018. 

 

Consulting for the third quarter of 2018 were $139,018, up from $73,538 in the same period of 2017, 

and year to date expenses were $364,136 up from $132,849 in the same period of 2017.  Savings were 

realized from service agreements of two Consulting groups that ended during the second quarter of 

2018.  However, unrelated to this, the Company has engaged new Consultants in connection with the 

iDimax brand.  These new Consultants perform sales and technical functions and based on year to date 

on revenue generated from iDimax, this asset acquisition has been very profitable for the Company.  

 

Employee salaries and benefits for the three and nine months ended September 30, 2018 are in line 

with management’s expectations. The increase is reflective of the two major acquisitions made during 

the first and third quarter of 2017 and the asset purchase completed in the second quarter of 2018.  

 

Rent is in line with management’s expectations.  During the second quarter of 2018, the Company 

signed a lease renewal on the ORTECH premises.  Management is pleased with the aggressively 

negotiated rate per square foot. 

 

Professional fees for the third quarter of 2018 were $118,254, up from $40,102 in the same period of 

2017, and year to date expenses were $269,555 up from $135,359 in the same period of 2017.  The 

increase is related to broker and legal fees associated with the CEMSI acquisition which amounted to 

$73,000 in the third quarter of 2018.  Other year to date professional fees includes annual audit fees, 

valuation fees in connection with past acquisitions, legal fees associated with the purchase of MCW 

Dimax Ltd. assets, and legal fees pertaining to the terminated acquisition in the first quarter of 2018. 

 

Finance expense decreased 17% or $27,940 for the quarter ended September 30, 2018 and decreased 

14% or $58,831 for the nine months ended September 30, 2018 over the same period of 2017.  The 

decrease is primarily attributable to the replacement of a high interest rate bridge loan in the fourth 

quarter of the 2017.  The bridge loan was replaced with competitively priced secured debt facilities 

funded by large financial institutions. 
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Selected Financial Information and Discussion of Operations 

 

 
 

EBITDA reconciliation 

Management believes that Adjusted EBITDA is an important measure in evaluating the historical 

operating performance of the Company. However, Adjusted EBITDA is not a recognized financial 

measure under IFRS. The Company defines Adjusted EBITDA as net income or loss before interest, 

income taxes, amortization and depreciation, share based compensation, and acquisition related 

expenses.  

 

Revenue is comprised of the following energy service offerings: 

• Cogeneration or Combined Heat and Power (“CHP”) Installation and other Mechanical 

Equipment Installation 

• Smart Energy Management Systems (“EMS”) Installation 

• Energy Retrofits, energy auditing, monitoring & verification, energy project assessment, 

mechanical, electrical and renewable design 

• GHG measurement and verification 

• Continuous emissions and process monitoring applications 

 

Application of the technology offerings 

Kontrol’s commercial building and multi-residential solutions and technologies are specifically designed 

to reduce our customers’ energy costs.  For the multi-residential segment, this means that owners of 

buildings experience an increase in Net Operating Income and a rise in property valuation. Further, 

Kontrol is a leader in tenant engagement and understands the importance of tenant satisfaction to the 

overall success of a multi-residential property operation and portfolio. 

 

Cogeneration and other Mechanical Equipment revenues 

Financial Results Sept 30, 2018 Sept 30, 2017 Sept 30, 2018 Sept 30, 2017

Revenue $2,408,303 $2,202,564 $6,632,091 $4,911,073

Gross profit $1,612,802 $1,426,372 $4,459,715 $3,262,319

Net loss $(443,742) $(149,439) $(1,774,672) $(874,267)

Add for adjusted EBITDA reconciliation:

Amortization and depreciation $224,489 $136,743 $728,766 $292,707

Finance expense $135,242 $163,182 $376,590 $435,421

Share based compensation $19,464 - $208,809 $200,000

Acquisition related expenses $73,000 $7,252 $92,250 $32,342

Adjusted EBITDA $8,453 $157,738 $(368,257) $86,203

Financial Position at Sept 30, 2018 at Dec 31, 2017

Assets $15,820,075 $10,774,647

Non-current liabilities $7,420,205 $4,906,921

Cash dividends $0 $0

Three months ended Nine months ended
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Cogeneration is a state of the art technology that involves a highly efficient natural gas generation 

system that produces electricity and hot water simultaneously.  The result is a significant reduction in a 

commercial customer’s electricity and gas heating bills.  The system generates electricity while also 

capturing the usable heat which is produced in the process.  Electricity rates are soaring higher and this 

highly efficient on-site power generation solution is an investment that will significantly reduce 

electricity grid dependence for many of Kontrol’s commercial customers. 

 

EMS 

The EMS Technology we provide is an integrated smart, occupancy-based thermostat system which has 

been designed for commercial use. Unlike a programmable thermostat which requires a high level of 

attention by the property owner and is subject to ongoing manual adjustments, the EMS Technology 

provides for pre-programmed automation, smart learning algorithms and more environmental control 

while delivering best-in-class energy savings.  

 

The EMS Technology is a leader in its field, with more than 15,000 units installed and operating across 

Canada.  It is specifically designed for both retrofit of existing buildings and new building applications, 

and uses unique patented technology to control pre-heat cycles, room temperatures, ventilation and 

lighting based on actual occupant behavior. The EMS Technology has been delivering independently 

verified, market-leading energy savings for customers for the past ten years, producing unlevered 

returns between 24% and 33% savings on heat and AC in multi-residential buildings and between 30% 

and 40% on HVAC and lighting in classrooms and offices.   

 

On December 1, 2016, the Company completed the acquisition of the EMS Technology by purchasing all 

intellectual property, certifications and patents from a Canadian based private company.  The Company 

entered a 10-year royalty agreement with the vendor pursuant to which the Company will pay a 

graduated royalty of approximately 5% of manufactured cost in respect of sales of EMS units and signed 

a 6-month consulting agreement with the principal. 

 

Following the acquisition and the subsequent rebranding of the technology to the Kontrol EMS, the 

Company has commenced the upgrade to the next generation version of the EMS technology.  The 

Kontrol EMS will include a robust IOT upgrade to allow device to device communication, device to Cloud 

communication and device to smart phone and tablet communication. The primary market for the 

Kontrol EMS is building owners, landlords, property managers, national retail chains and institutional 

real estate investors who require deep energy conservation in the areas of heating and cooling without 

the cost and complexity of full building automation. Heating and cooling can account for up to 55% of 

overall energy use in a building. 

 

Some of the new features of the Kontrol EMS will include the following: 

o Connection to the Cloud 

o Ability to adjust settings and control functionality remotely 

o Door and window sensors to support in-suite automation 

o Occupancy usage and monitoring 

o Real time alerts 

o Data and analytics for heat and cooling in real-time 
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o Real time learning algorithm based on occupancy 

o Compliant and certified for sales in Canada, the USA and China 

 

Product development costs of $189,003 was capitalized for the nine months ended September 30, 2018 

in connection with the development of the Company’s next generation EMS.   

 

Energy Retrofit, audit, monitoring & verification, and design 

Kontrol and its subsidiaries provide exceptional technical services to help building owners across North 

America improve their facilities, save money, and conserve valuable energy resources.  We uncover, 

design, and manage facility systems solutions, with emphasis on economic feasibility and energy savings. 

The Company participates in the energy efficiency market through IOT, Cloud and SaaS technology and 

with the “iDimax” brand will be adding Artificial Intelligence (AI) across its energy software platform.  

iDimax operates as a Software as a Service (SaaS) platform and has more than 10 years of successful 

operating history across 12 million square feet of commercial real estate including some of Canada’s 

largest institutional real estate owners and managers. 

 

GHG measurement and verification and continuous emission monitoring systems 

ORTECH generates revenues from operations that include stack emission testing, continuous emission 

testing, power generation, due diligence, odour assessment and analytics, compliance consulting, and 

other engineering services.  CEMSI is a leading integrator of turn-key emission monitoring equipment 

and generates revenues from monitoring solutions, services, and product sales.  

 

Total assets and liabilities 

As at September 30, 2018, the Company had total assets of $15,797,075.  This is an increase of 

$5,022,428 from December 31, 2017 and reflects the purchase of assets from MCW Dimax Ltd and the 

shares acquisition of CEMSI.  Goodwill, intangible assets and the credit facilities were the most 

significant dollar account balances.  Non-current liabilities are comprised of term loan, debenture, 

holdbacks, and deferred income taxes.   

 

 

SUMMARY OF QUARTERLY RESULTS 

 

The following summary information is taken from the Company’s quarterly and annual financial reports. 

 

 
 

Revenue increased 9% based on a Q3 2018 and Q3 2017 comparison.  Q3 2018 revenue was $2,408,303 

an increase of 14% over Q2 2018.  Third quarter 2018 gross margin of 67% is in line with management’s 

expectations and trending well over previous quarters.  The Q3 2018 and Q2 2018 net losses were lower 

than Q1 2018.  First quarter 2018 included one-time expenses relating to the terminated acquisition and 

the first quarter was also impacted by emission testing seasonality.  The fourth quarter of 2018 will 

Q3 Q2 Q1 Q4 Q3 Q2 Q1 Q4

Sept 30, 2018 June 30, 2018 March 31, 2018 Dec 31, 2017 Sept 30, 2017 June 30, 2017 March 31, 2017 Dec 31, 2016

Revenue $2,408,303 $2,106,254 $2,196,564 $2,048,262 $2,202,564 $1,558,830 $1,149,680 $1,239,963

Gross Profit $1,612,802 $1,567,901 $1,282,435 $1,355,107 $1,426,372 $1,108,060 $730,927 $128,662

Net loss $(443,742) $(329,995) $(1,000,935) $(486,909) $(149,439) $(467,185) $(257,643) $(688,208)

Basic and Diluted EPS $(0.02) $(0.01) $(0.04) $(0.02) $(0.01) $(0.02) $(0.01) $(0.04)
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benefit from a full quarter of CEMSI earnings and current work in progress related to large emissions 

and mechanical related projects. 

 

 

LIQUIDITY AND CAPITAL RESOURCES 

 

The Company had net working capital of negative $(997,036) as at September 30, 2018. Cash balance as 

at September 30, 2018 was $531,926. The operating line was $627,180 as at September 30, 2018 and is 

included in current liabilities. The operating line allows for drawdowns as required with a total capacity 

of $900,000 based on the aggregate of two available facilities. Accounts receivable and accounts payable 

are key working capital accounts and the net amount of these two balances was positive $1,589,540 as 

at September 30, 2018.  Current liabilities include holdbacks and vendor take back of $892,889. 

 

Cash flows used in operating activities was $1,424,438 for the nine months ended September 30, 2018 

compared to $223,431 for the nine months ended September 30, 2017.   

 

Cash flows used in investing activities was $2,819,747 for the nine months ended September 30, 2018 

compared to $4,821,037 for the nine months ended September 30, 2017.  The current period includes 

cash paid of $3,015,000 in respect of the purchase of assets from MCW Dimax Ltd and the shares 

acquisition of CEMSI.  During the comparative period, the Company acquired ORTECH resulting in a cash 

payment of approximately $4.3 million. 

 

Cash flows from financing activities was $4,100,517 for the nine months ended September 30, 2018 

compared to $5,434,477 for the nine months ended September 30, 2017.  During the year to date, the 

Company received net debenture proceeds of $1,308,376.  Proceeds received from the exercise of 

warrants and options were $990,008 and $74,750 respectively during the year to date 2018. Proceeds 

received from the share issuance component of the 2018 securities offering was $200,000.  The 

Company paid down $117,256 of the term loan during the year to date 2018. The Company paid off a 

promissory note of $157,650 during the year to date 2018.  Drawings from the operating line was 

$152,180 during the year to date 2018.  In connection with the acquisition of CEMSI, the Company 

entered into a debt financing and received net proceeds of $1,866,606. The comparative year to date 

2017 includes net proceeds from a bridge loan of approximately $2.7 million, which was later paid off 

during that prior fiscal year. 

 

 

RELATED PARTY BALANCES AND TRANSACTIONS 

 

 September 30, 2018 December 31, 2017 

Due to shareholders   $65,000 $130,000 

 

Due to shareholder is unsecured, non-interest bearing and due on demand. 
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Nine months ended 

September 30, 2018 

Nine months ended 

September 30, 2017 

Salaries and benefits 325,350 325,350 

Consulting 15,000 50,000 

Share based compensation 10,333 181,000 

 $350,683 $556,350 

 

Salaries and benefits paid to Key Management includes all Officers of the Company.  Consulting fees 

were paid to a Director of the Company. 

Share based compensation relates to options granted to Key Management and Directors. 

 

 

FINANCIAL INSTRUMENTS 

 

The Company’s financial instruments are exposed to certain financial risks, including credit risk, liquidity 

risk, and market risk. 

 

(a) Credit risk 

 

Credit risk is the risk of an unexpected loss if a customer or third party to a financial instrument fails to 

meet its contractual obligations.  The Company’s credit risk is primarily attributable to the liquidity of its 

cash and accounts receivable.  The Company limits exposure to credit risk by maintaining its cash with a 

large Canadian financial institution.  To mitigate credit risk with respect to accounts receivable the 

Company subjects all major customer accounts to its credit evaluation process. The Company’s 

maximum exposure to credit risk is the carrying value of cash held with financial institutions and 

accounts receivable. Allowance for doubtful accounts as at September 30, 2018 is $13,554 (December 

31, 2017 - $1,554). 

 

(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 ensures there is sufficient capital to meet short-term business requirements after 

taking into account cash flow from operations, the Company’s holdings of cash, and the available credit 

facilities.  The Company manages liquidity risk through the management of its capital structure.  

Accounts payable and accrued liabilities are due within the current operating period. 

 

(c) Market risk 

 

Market risks to which the Company is exposed include unfavorable movement in interest rates.  As at 

September 30, 2018, the Company holds the majority of its cash in secure, Canadian dollar-denominated 

deposits.  Consequently, its exposure to these risks has been significantly reduced, but as the Company 

redeploys its cash, exposure to these risks may increase.  The objective of the Company is to mitigate 

exposure to these risks while maximizing returns. 
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(d) Interest rate risk 

 

As at September 30, 2018, the Company’s Operating Line and Term Loan are subject to varying rates 

with the financial institution’s prime rate and are subject to cash flow risks.  The Company monitors its 

exposure to interest rates and has not entered into any derivative contracts to mitigate this risk. Based 

on the outstanding credit facilities, a 1% increase in interest rates for the Company would decrease year 

to date 2018 net income before tax by approximately $7,500. 

 

 

CONTRACTUAL OBLIGATIONS 

 

The Company’s commercial office leases have maturity dates of 2022, 2023 and 2024.  

 


