
Grey Wolf Animal Health, 
Inc. 

Consolidated Financial Statements 
December 31, 2020 



PricewaterhouseCoopers LLP 
PwC Centre, 354 Davis Road, Suite 600, Oakville, Ontario, Canada L6J 0C5 
T: +1 905 815 6300, F: +1 905 815 6499 

“PwC” refers to PricewaterhouseCoopers LLP, an Ontario limited liability partnership. 

Independent auditor’s report 

To the Shareholders of Grey Wolf Animal Health, Inc. 

Our opinion 

In our opinion, the accompanying consolidated financial statements present fairly, in all material respects, 
the financial position of Grey Wolf Animal Health, Inc. and its subsidiaries (together, the Company) as at 
December 31, 2020 and the results of its operations and its cash flows for the year then ended in 
accordance with Canadian Accounting Standards for Private Enterprises (ASPE). 

What we have audited 
The Company’s consolidated financial statements comprise: 

 the consolidated balance sheet as at December 31, 2020; 

 the consolidated statement of operations and deficit for the year then ended; 

 the consolidated statement of cash flows for the year then ended; and 

 the notes to the consolidated financial statements, which include significant accounting policies and 
other explanatory information. 

Basis for opinion 

We conducted our audit 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 believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for 
our opinion. 

Independence 
We are independent of the Company in accordance with the ethical requirements that are relevant to our 
audit of the consolidated financial statements in Canada. We have fulfilled our other ethical responsibilities 
in accordance with these requirements. 

Comparative information 

The comparative information as at, and for the year ended December 31, 2019 has not been audited. 



Responsibilities of management and those charged with governance for the 
consolidated financial statements 

Management is responsible for the preparation and fair presentation of the consolidated financial 
statements in accordance with ASPE, 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 consolidated 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. 

 Obtain sufficient appropriate audit evidence regarding the financial information of the entities or 
business activities within the Company to express an opinion on the consolidated financial 
statements. We are responsible for the direction, supervision and performance of the group audit. We 
remain solely responsible for our audit opinion. 

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. 

Chartered Professional Accountants, Licensed Public Accountants 

Oakville, Ontario 
April 14, 2021 



Grey Wolf Animal Health, Inc. 
Consolidated Balance Sheet 
As at December 31, 2020 

 

 
  

Approved by the Board of Directors 

___________________________________ Director ________________________________ Director

The accompanying notes are an integral part of these consolidated financial statements. 

2020 
$ 

2019 
$ 

Assets 

Current assets 
Cash 2,129,290 376,459 
Trade and other receivables 999,060 861,473 
Inventory 1,465,947 1,604,881 
Prepaid expenses 32,337 93,635 

4,626,634 2,936,448 

Property and equipment (note 3) 11,940 16,667 

Goodwill and intangible assets (note 4) 2,402,636 3,092,936 

7,041,210 6,046,051 

Liabilities 

Current liabilities 
Accounts payable and accrued liabilities 1,217,765 1,023,330 
Income taxes payable 83,394 60,637 
Borrowings (note 5) 30,000 - 
Contingent consideration (note 6) 527,028 559,534 

1,858,187 1,643,501 

Borrowings (note 5) 50,000 - 

Contingent consideration (note 6) - 527,028

Convertible debentures, including interest payable (note 7) 4,028,169 2,526,074

Convertible preferred shares, including interest payable (note 7) 393,160 - 

6,329,516 4,696,603 

Shareholders’ Equity 

Share capital (note 8) 8,051,894 8,029,420 

Contributed surplus (note 10) 3,540,768 3,381,171 

Deficit (10,880,968) (10,061,143) 

711,694 1,349,448 

7,041,210 6,046,051 

Commitments (note 14) 

 



Grey Wolf Animal Health, Inc. 
Consolidated Statement of Operations and Deficit 
For the year ended December 31, 2020 

The accompanying notes are an integral part of these consolidated financial statements. 

2020
$

2019
$

Revenue 7,681,985 5,989,773

Cost of goods sold 3,540,420 3,127,487

Gross profit 4,141,565 2,862,286

Expenses
Sales and marketing 1,785,525 2,062,105
Research and development 168,390 194,474
Warehouse and distribution 658,688 760,719
General and administrative 1,100,896 1,334,743
Amortization of intangible assets 690,300 690,300
Amortization of property and equipment 4,727 3,310
Stock-based compensation expense (note 9) 159,597 319,412

4,568,123 5,365,063

Operating loss (426,558) (2,502,777)

Interest and accretion expense (note 7) 259,183 171,457

Foreign exchange loss (gain) 60,389 (33,305)

Settlement of contingent consideration 40,466 -

Other income (45,966) (1,122)

Loss before income taxes (740,630) (2,639,807)

Income tax expense 79,195 40,398

Net loss for the year (819,825) (2,680,205)

Deficit – Beginning of year (10,061,143) (7,380,938)

Deficit – End of year (10,880,968) (10,061,143)



Grey Wolf Animal Health, Inc. 
Consolidated Statement of Cash Flows 
For the year ended December 31, 2020 

The accompanying notes are an integral part of these consolidated financial statements. 

2020
$

2019
$

Cash provided by (used in)

Operating activities
Net loss for the year (819,825) (2,680,205)
Items not affecting cash

Amortization of property and equipment 4,727 3,310
Amortization of intangible assets 690,300 690,300
Amortization of financing fees 31,927 26,876
Non-cash interest on convertible notes 149,749 144,581
Settlement of contingent consideration 40,466 -
Stock-based compensation expense 159,597 319,412

256,941 (1,495,726)

Net change in non-cash working capital balances (note 16) 243,479 442,531

500,420 (1,053,195)

Investing activities
Purchase of Veterinary Healthcare Solutions - 130,328
Payment of contingent consideration (note 6) (600,000) -
Purchase of property and equipment - (17,173)

(600,000) 113,155

Financing activities
Proceeds from shareholder loan (note 7) 950,000 -
Repayment of shareholder loan (note 7) (450,000) -
Proceeds from borrowings 80,000 -
Proceeds from issuance of convertible debentures 840,000 419,000
Proceeds from issuance of convertible preferred shares 438,605 -
Proceeds from issuance of common shares - 10,000
Financing fees paid (6,194) (77,805)

1,852,411 351,195

Increase (decrease) in cash during the year 1,752,831 (588,845)

Cash – Beginning of year 376,459 965,304

Cash – End of year 2,129,290 376,459



Grey Wolf Animal Health, Inc. 
Notes to Consolidated Financial Statements 
December 31, 2020 

(1)

1 Nature of operations and COVID-19 

Nature of operations 

Grey Wolf Animal Health, Inc. (the Company) was incorporated under the Ontario Business Corporations Act 

on March 24, 2015 and is a privately held specialty animal health company focused on improving the lives and 

well-being of vets and pets in Canada. The Company’s primary focus areas include pharmaceutical, 

nutraceutical and consumable products. 

COVID-19 pandemic 

The global outbreak of the COVID-19 continues to be a threat to the global economy. The extent to which the 

COVID-19 pandemic may continue to impact the Company’s business will depend on future developments, 

which are highly uncertain and cannot be predicted with confidence, such as the duration of the pandemic, 

travel restrictions and social distancing in Canada, the United States and other countries, business closures or 

business disruptions and the effectiveness of actions taken by governments around the globe to contain and 

treat the disease. The measures taken to date have caused material disruptions to businesses globally, resulting 

in an economic slowdown.  

As of the date of these consolidated financial statements, there has not been a material adverse impact on the 

Company’s business due to the COVID-19 pandemic. The Company is in close contact with all of its suppliers, 

manufacturers and distributors and it has not experienced any material issues such as business interruptions, 

requests for changes in terms, supply shortages or similar negative impacts.  

2 Summary of significant accounting policies 

Basis of presentation 

These consolidated financial statements, presented in Canadian dollars, are prepared in accordance with 

Canadian Accounting Standards for Private Enterprises (ASPE). 

Use of estimates 

The preparation of consolidated financial statements in accordance with ASPE requires management to make 

estimates and assumptions that affect the reported values of assets and liabilities and the disclosure of 

contingent assets and liabilities at the date of the consolidated financial statements and the reported amounts 

of revenue and expenses during the reporting period. The most significant estimates included in these 

consolidated financial statements are inventory obsolescence, fair value of contingent consideration, the 

refundable investment tax credits (ITCs), valuation of stock options and revenue recognition. Estimates are 

based on historical experience, where applicable, and other assumptions that management believes are 

reasonable under the circumstances. Due to the inherent uncertainty involved in making estimates, actual 

results could differ from those estimates under different assumptions or conditions. 



Grey Wolf Animal Health, Inc. 
Notes to Consolidated Financial Statements 
December 31, 2020 

(2)

Basis of consolidation 

Subsidiaries are all entities over which the Company has control. The Company controls an entity when it has 

the continuing power to determine its strategic operating, investing and financing policies without the 

co-operation of others. 

These consolidated financial statements include the accounts of the Company and the operations of its wholly 

owned subsidiaries: Veterinary Healthcare Solutions Inc. and Grey Trust Inc. All intercompany transactions 

and balances have been eliminated on consolidation. 

On January 1, 2021, the Company and Veterinary Healthcare Solutions Inc. were amalgamated and Grey Trust 

Inc. was wound up. 

Financial instruments 

The Company initially measures financial assets and liabilities at fair value and subsequently at amortized cost. 

Financial assets are tested for impairment at the end of each reporting period or when there are indicators that 

a financial asset may be impaired. 

Inventories 

Inventories, which consist of finished goods, are recorded on the weighted average cost basis, and are valued at 

the lower of cost and net realizable value. Finished goods cost includes the purchase cost, duty and brokerage 

and transportation costs to bring the inventory to the Company’s premises. When circumstances that previously 

caused inventories to be written down below cost no longer exist, the amount of the writedown previously 

recorded is reversed. 

Property and equipment 

Property and equipment are recorded at cost, less accumulated amortization. Amortization is calculated using 

the declining balance basis over the estimated useful lives of the assets as follows: 

Furniture 5 years
Computer hardware 3 years
Computer software 1 year
Leasehold improvements Over the term of the lease

An impairment charge is recognized for property and equipment when an event or change in circumstances 

causes an asset’s carrying value to exceed its fair value. The impairment loss is calculated as the difference 

between the estimated fair value of the asset and its carrying value. 



Grey Wolf Animal Health, Inc. 
Notes to Consolidated Financial Statements 
December 31, 2020 

(3)

Goodwill 

Goodwill is initially recorded at the date of acquisition as the excess of the cost of an acquisition over the fair 

value of the underlying net identifiable assets. The Company reviews the valuation of goodwill and tests for 

impairment whenever events or changes in circumstances indicate the carrying amount of the reporting unit to 

which the goodwill is assigned may exceed the fair value of the reporting unit. Where this is the case, a goodwill 

impairment loss is recognized for the lower of the carrying amount of the goodwill and the excess of the 

carrying amount of the reporting unit over its fair value. 

Intangible assets 

The Company’s intangible assets are stated at cost, less accumulated amortization and are comprised of product 

rights. Intangible assets are amortized on a straight-line basis in the consolidated statement of operations and 

deficit over their estimated useful lives of three years. 

An impairment charge is recognized for intangible assets whenever an event or change in circumstances causes 

an asset’s carrying value to exceed its fair value. The impairment loss is calculated as the difference between the 

estimated fair value of the asset and its carrying value. 

Convertible debentures and convertible preferred shares 

The Company allocates all the value of convertible debentures and convertible preferred shares to the liability 

component, as allowed under ASPE rules, and therefore no amounts are separately recorded for the conversion 

rights or warrants issued. 

Deferred financing costs 

Deferred financing costs are deferred and amortized over the expected life of the related financial instrument 

using the effective interest rate method. Deferred financing costs are netted against the related financial 

instrument on the consolidated balance sheet. 

Leases 

Leases are classified as either capital or operating. Those leases that transfer substantially all the benefits and 

risks of ownership of property to the Company are accounted for as capital leases. The obligation under capital 

lease reflects the present value of future lease payments discounted at the approximate interest rate and is 

reduced by rental payments, net of imputed interest. Assets under capital lease are amortized over the useful 

lives of the assets. All other leases are accounted for as operating, with rental payments being expensed as 

incurred. 



Grey Wolf Animal Health, Inc. 
Notes to Consolidated Financial Statements 
December 31, 2020 

(4)

Revenue recognition 

Revenue from product sales is recognized on shipment of the product to the customer, provided the Company 

has not retained any significant risks of ownership or future obligations, prices are fixed or determinable and 

collection is reasonably assured. For shipments made for which the sales contract contains a return of goods 

provision, revenue is recognized net of any estimates made for the return of goods. 

Payments received from customers where the criteria to recognize revenue are not satisfied are presented as 

deferred revenue on the consolidated balance sheet. 

Revenue where the Company is acting as an agent and earns a predetermined amount of the amount billed to 

the customer is recognized net. Revenue is recorded net of any rebates that the Company is required to pay. 

Research and development costs 

Research costs are charged to expenses as incurred. Development costs are deferred and amortized when the 

criteria for deferral are met, otherwise they are expensed as incurred. No development costs have been deferred 

to date. 

Investment tax credits 

Refundable ITCs are accounted for under the cost reduction method, whereby ITCs are netted against the 

expense or equipment to which they relate. ITCs are recorded when the qualifying expenditures are made and 

there is reasonable assurance the ITCs will be realized. 

Foreign currency translation 

Transactions denominated in foreign currencies have been translated into Canadian dollars at the average rates 

of exchange prevailing at the time of the respective transactions. Monetary assets and liabilities have been 

translated into Canadian dollars at the year-end foreign currency exchange rate. Non-monetary assets and 

liabilities are translated at historical foreign currency exchange rates. All gains and losses are included in the 

consolidated statement of operations and deficit. 

Stock-based compensation 

Compensation expense is recognized for stock options, based on the fair value of the stock options at the grant 

date. The fair value of the stock options is recognized over the vesting period of the stock options as an expense, 

with the corresponding amount included in contributed surplus. 

The fair value of stock options is estimated at the grant date using the Black-Scholes option pricing model. This 

model requires the input of a number of assumptions, including expected dividend yield, expected time until 

exercise, risk-free interest rate and volatility. Although the assumptions used reflect management’s best 

estimates, they involve inherent uncertainties, based on conditions outside the Company’s control. If other 

assumptions are used, stock-based compensation could be significantly impacted. The contributed surplus 

balance is reduced as the stock options are exercised or when the stock options are forfeited but not vested. If 



Grey Wolf Animal Health, Inc. 
Notes to Consolidated Financial Statements 
December 31, 2020 

(5)

the stock options are exercised, the amount initially recorded for the stock options within contributed surplus is 

credited to common shares, along with the proceeds received on the exercise. If the stock options are vested and 

cancelled, the amount initially recorded for the stock options remains within contributed surplus. 

Income taxes 

The Company uses the income taxes payable method of accounting for income taxes. Under this method of 

accounting, the Company records as an expense or income only the cost or benefit of current income taxes for 

that year, determined in accordance with substantively enacted tax rates established by the taxation authorities. 

Recently adopted accounting pronouncements 

There were no new accounting pronouncements applicable to the Company for the year ended December 31, 

2020. 

3 Property and equipment 

2020

Cost 
$

Accumulated
amortization 

$
Net 

$

Furniture 10,088 3,018 7,070
Leasehold improvements 4,075 2,547 1,528
Computer hardware and software 10,809 7,467 3,342

24,972 13,032 11,940

2019

Cost 
$

Accumulated
amortization 

$
Net 

$

Furniture 10,088 1,250 8,838
Leasehold improvements 4,075 1,019 3,056
Computer hardware and software 10,809 6,036 4,773

24,972 8,305 16,667



Grey Wolf Animal Health, Inc. 
Notes to Consolidated Financial Statements 
December 31, 2020 

(6)

4 Goodwill and intangible assets 

2020

Cost 
$

Accumulated
amortization 

$
Net 

$

Product rights 2,070,900 1,380,600 690,300
Goodwill 1,712,336 - 1,712,336

3,783,236 1,380,600 2,402,636

2019

Cost 
$

Accumulated
amortization 

$
Net 

$

Product rights 2,070,900 690,300 1,380,600
Goodwill 1,712,336 - 1,712,336

3,783,236 690,300 3,092,936

5 Borrowings 

During the year, the Company received proceeds of $80,000 from the Federal CEBA loan as part of the 

Canadian Federal Government’s support program in response to COVID-19. The loan is non-interest bearing 

and due on or before December 31, 2022. If the Company fully repays the loan by the due date, $20,000 of the 

loan will be forgiven. 

As a result of amalgamation effective January 1, 2021, $30,000 of the loan was repayable immediately and is 

therefore reflected as a current liability on the consolidated balance sheet. 

6 Contingent consideration 

On December 31, 2018, the Company entered into an Asset and Share Purchase Agreement (the agreement) to 

acquire all of the issued and outstanding shares and certain assets of Veterinary Healthcare Solutions Inc. 

(VHS). The agreement includes certain contingent consideration payments payable annually tied to future 

revenue levels of the VHS business summarized as follows: 

 $600,000 will be paid in cash within 60 days following the 12-month period ended December 31, 2019 and 

if certain revenue thresholds are achieved. 

 $600,000 will be paid in cash within 60 days following the 12-month period ended December 31, 2020 

and if certain revenue thresholds are achieved. 



Grey Wolf Animal Health, Inc. 
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December 31, 2020 
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The contingent consideration was recorded at fair value at the date of acquisition and estimated using the 

discounted value of estimated future payments. The key assumptions in valuing the contingent consideration 

include: estimated projected revenue; the likelihood of certain revenue levels being achieved; and a discount 

rate of 6%.  

During the year ended December 31, 2020, an amount of $600,000 was paid following the achievement of the 

revenue threshold for the year ended December 31, 2019. A loss on settlement of the contingent consideration 

was recognized in the amount of $40,466. 

Subsequent to year-end, an additional $600,000 was paid following the achievement of the revenue threshold 

for the year ended December 31, 2020. 

7 Convertible debentures and convertible preferred shares 

2018 debentures 

The following are the rights, privileges, restrictions and conditions attached to the Company’s unsecured 

convertible and redeemable debentures issued in 2018 and 2019 (the 2018 debentures): 

Interest at a rate of 6.0% per annum will accrue quarterly and will be payable in arrears in common shares or 

cash at the Company’s sole discretion. If payable in common shares, determination of the number of common 

shares payable will be based on the price at which common shares were sold in the Company’s most recently 

completed common share financing, and such shares will be issued upon the earlier of the maturity date and a 

liquidity event. 

The 2018 debentures are convertible, in whole or in part, at any time at the holder’s option into common shares 

at a conversion price of $1.50 per common share. The 2018 debentures will automatically convert into common 

shares at the conversion price of $1.50 upon the earlier of the maturity date and a liquidity event. They will 

mature on the date which is five years following the closing date. 

On the occurrence of a liquidation event, the holders of the 2018 debentures will be entitled to receive an 

amount per share equal to 100% of the purchase price plus accrued interest, whether issued for new securities 

or for cash. 

2020 debentures and preferred shares 

The following are the rights, privileges, restrictions and conditions attached to the Company’s 2020 unsecured, 

convertible and redeemable debentures and preferred shares (the 2020 debentures and preferred shares): 

The holders of the 2020 debentures and preferred shares are entitled to receive interest payable quarterly in 

arrears in cash at an annual rate of 5%. 

The 2020 debentures and preferred shares are convertible, in whole or in part, at any time at the holder’s 

option into common shares at a conversion price of $1.50 per common share. The 2020 debentures and 

preferred shares are not redeemable prior to the maturity date. They will mature, and the principal amount and 

any unpaid interest will become repayable in cash on the date which is five years following the closing date. 



Grey Wolf Animal Health, Inc. 
Notes to Consolidated Financial Statements 
December 31, 2020 
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On the occurrence of a liquidation event, the holders of the 2020 debentures and preferred shares will be 

entitled to receive an amount per share equal to 100% of the purchase price, plus accrued interest, whether 

issued for new securities or for cash. 

The movement in convertible debentures and preferred shares during the year ended December 31, 2020 is as 

follows: 

2018 
convertible 
debentures 

$

2020 
convertible 
debentures 

$

2020
convertible 

preferred 
shares 

$

Shareholder 
loan 

$
Total 

$

Balance – December 31, 
2019 2,526,074 - - - 2,526,074

Proceeds received - 840,000 438,605 950,000 2,228,605
Repayments - - - (450,000) (450,000)
Conversion of shareholder 

loan - 500,000 - (500,000) -
Interest expense 149,749 22,051 9,167 46,289 227,256
Interest paid - (7,840) (3,213) (46,289) (57,342)
Financing fees - (14,530) (50,496) - (65,026)
Amortization of financing 

fees 26,876 - 5,051 - 31,927

2,702,699 1,339,681 399,114 - 4,441,494
Less: Interest payable 

included in accounts 
payable and accrued 
liabilities - (14,211) (5,954) - (20,165)

Balance – December 31, 
2020 2,702,699 1,325,470 393,160 - 4,421,329

During the year, the Company received a shareholder loan in the amount of $950,000. Of this shareholder loan, 

$500,000 was transferred to 2020 convertible debentures and $450,000 was subsequently repaid. 

The movement in convertible debentures during the year ended December 31, 2019 is as follows: 

2018
convertible 
debentures 

$

Balance – December 31, 2018 2,489,000
Interest expense 144,581
Financing fees (134,383)
Amortization of financing fees 26,876

Balance – December 31, 2019 2,526,074



Grey Wolf Animal Health, Inc. 
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8 Share capital 

Authorized 

Unlimited common shares 

Unlimited preferred shares 

Issued and outstanding 

2020
$

2019
$

13,571,489 common shares (2019 – 13,571,489) 8,051,894 8,029,420

9 Stock options 

The Company has a stock option plan where up to 1,641,656 (2019 – 1,523,082) stock options are available for 

grant to employees, executives and consultants of the Company. Under the terms of the stock option plan, the 

exercise price per common share will not be less than the fair value of the Company’s common shares on the 

date prior to the date of grant of the stock option. 

The Board of Directors of the Company administers the stock option plan and determines the vesting and terms 

of each award. The stock options granted under the stock option plan, unless otherwise specified by the 

administrator of the stock option plan at the time of granting a stock option, will have a vesting period of three 

years and an expiration period of ten years from the date of grant. 

A summary of the stock option changes during the year ended December 31, 2020 and the total number of stock 

options outstanding as at that date and changes since December 31, 2018 are set forth below: 

Number 
of stock 
options 

Weighted
average 
exercise 

price 
$

Balance – December 31, 2018 880,000 1.13
Granted 100,000 1.40

Balance – December 31, 2019 980,000 1.16
Granted 243,500 1.50
Forfeited (65,000) 1.36

Balance – December 31, 2020 1,158,500 1.22
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The following table summarizes information about the stock options outstanding as at December 31, 2020: 

Exercise price

Number 
of stock 
options 

outstanding

Weighted
average 

remaining 
contractual 
life in years

Number 
of stock 
options 

exercisable

$0.88 345,000 6.37 345,000
$1.30 570,000 8.02 363,337
$1.50 243,500 9.62 13,500

1,158,500 7.86 721,837

The Company estimated the fair value of stock options granted during the year ended December 31, 2020 using 

the Black-Scholes option pricing model with the following weighted average assumptions: 

Volatility 66%
Expected life of stock options 6 years
Risk-free interest rate 0.38%
Dividend yield -

Compensation expense related to stock options recorded in the Company’s consolidated statement of 

operations and deficit for the year ended December 31, 2020 was $159,597 (2019 – $319,412). 

10 Contributed surplus 

Warrants 
$

Stock-based
compensation 

$
Total 

$

Balance – December 31, 2018 2,822,615 239,144 3,061,759
Stock-based compensation expense (note 9) - 319,412 319,412

Balance – December 31, 2019 2,822,615 558,556 3,381,171
Stock-based compensation expense (note 9) - 159,597 159,597

Balance – December 31, 2020 2,822,615 718,153 3,540,768

During 2018, 4,321,800 warrants were issued. Each share purchase warrant entitles the holder to purchase one 

common share of the Company at $1.10 per share exercisable over three years. These warrants expire on 

June 25, 2021. During 2018 and 2019, the Company also issued various investor and broker warrants related to 

the issuance of convertible debentures. These warrants expire between December 19, 2021 and July 16, 2022. 
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A summary of the warrant changes during the year ended December 31, 2020 and the total number of warrants 

outstanding as at that date and changes since December 31, 2018 are set forth below: 

Number 
of warrants 

Weighted
average 
exercise 

price 
$

Balance – December 31, 2018 4,774,592 1.18
Granted 83,800 2.00
Expired (792) 0.88

Balance – December 31, 2019 4,857,600 1.19
Expired (38,000) 1.50

Balance – December 31, 2020 4,819,600 1.19

Warrants outstanding as at December 31, 2020 are shown below: 

Exercise price

Number 
of warrants 

outstanding

Weighted
average 

remaining 
contractual 
life in years

Number 
of warrants 
exercisable

$1.10 4,321,800 0.48 4,321,800
$2.00 497,800 1.03 497,800

4,819,600 0.54 4,819,600

11 Income taxes 

Income tax recovery differs from the amounts that would be obtained by applying the statutory income tax rate 

to the respective year’s net loss before income taxes as follows: 

2020
$

2019
$

Loss before income taxes (740,630) (2,639,807)

Income tax recovery based on combined federal and provincial 
statutory rate of 26.5% (2019 – 26.5%) (196,267) (699,549)

Adjusted for non-deductible item
Non-deductible expenses 301,340 308,016

Income tax expense (recovery) before temporary differences 105,073 (391,533)
Temporary differences not recognized for accounting purposes 

and differences in tax rates (25,878) 431,931

Net income tax expense 79,195 40,398
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As at December 31, 2020, the Company has available R&D expenditures for income tax purposes, which may be 

carried forward indefinitely to reduce future years’ taxable income, in the amount of $758,278 (2019 – 

$758,278). In addition, the Company has current and prior years’ losses available to reduce taxable income and 

income taxes payable in future years and, if these losses are not utilized, they will expire as follows: 

$

2036 177,000
2037 1,743,000
2038 1,482,000
2039 490,000
2040 591,000

4,483,000

12 Government remittances 

As at December 31, 2020, the Company has outstanding government remittances payable (other than income 

taxes) including amounts for federal and provincial sales taxes, payroll taxes, health taxes and workers’ safety 

insurance premiums of $70,717 (2019 – $nil). None of these remittances are in arrears. 

13 Financial instruments 

Credit risk 

The Company’s financial instruments exposed to credit risk include cash and trade and other receivables. The 

Company’s trade and other receivables are not subject to a significant amount of credit risk. The Company 

routinely assesses the financial strength of its customers and, as a consequence, believes its accounts receivable 

and other receivables’ credit risk exposure is limited. The Company maintains an allowance for doubtful 

accounts based on the expected collectibility of the trade and other receivables, when considered necessary. 

Market risk 

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

changes in market prices, including interest rate risk and foreign currency risk. 

 Interest rate risk 

Interest rate risk is the risk the fair value of a financial instrument will fluctuate due to changes in market 

interest rates. The Company is not exposed to interest rate risk as its borrowings are non-interest bearing 

and the convertible debentures and convertible preferred shares have a fixed interest rate. 

 Foreign currency risk 

The Company has designated the Canadian dollar as its functional currency. Foreign currency risk occurs 

as a result of foreign exchange rate fluctuations between the time a transaction is recorded and the time it 

is settled. 
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The Company purchases and sells goods and services denominated in foreign currencies and, accordingly, 

is subject to foreign currency risk. 

The Company does not use derivatives to reduce exposure to foreign currency risk. 

Liquidity risk 

Liquidity risk is the risk the Company will encounter difficulty in meeting obligations with financial liabilities. 

Cash flow forecasting is performed to monitor the Company’s liquidity requirements to ensure it has sufficient 

cash and to meet operational needs at all times.  

14 Commitments 

The Company has commitments under operating leases for the rental of office space, warehouse space and 

office equipment. The future minimum obligations under the leases are as follows: 

$

2021 102,446
2022 56,255
2023 5,589

164,290

15 Related party transactions 

During the year, the Company paid a total of $116,589 (2019 – $105,900) to a common shareholder and 

convertible debenture holder for advisory services, accounting and bookkeeping services and office rent. As at 

December 31, 2020, $1,130 (2019 – $1,130) was payable to this common shareholder and convertible debenture 

holder and included in accounts payable and accrued liabilities. 

During the year, the Company recorded a financing cost of $43,644 (2019 – $30,904) related to the common 

shareholders’ convertible debenture holding and $6,301 (2019 – $nil) was included in accounts payable and 

accrued liabilities as at December 31, 2020. 

The Company also received a shareholder loan and paid interest during the year from this common shareholder 

and convertible debenture holder (note 7). 

Subsequent to year-end, the Company entered into an agreement with a related party to provide certain future 

services. 
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16 Statement of cash flows 

Net change in non-cash working capital balances relating to operations comprises the following: 

2020
$

2019
$

Trade and other receivables (137,587) 284,024
Inventory 138,934 417,000
Prepaid expenses 61,298 (69,266)
Accounts payable and accrued liabilities 158,077 (249,864)
Income taxes payable 22,757 60,637

243,479 442,531


