MCINNES
COOPER

Our File: 172068
April 29, 2019
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2019 01G
IN THE SUPREME COURT OF NEWFOUNDLAND AND LABRADOR
GENERAL DIVISION

IN THE MATTER OF; An Application by BRITISH CONFECTIONARY
COMPANY LIMITED and BRITISH BAZAAR
COMPANY LIMITED (the “Applicants’) for relief under
the Companies’ Creditors Arrangement Act, R.8.C. 1985, ¢
(C-36 as am.

AFFIDAVIT of ANNA GRAHAM

SUMMARY OF CURRENT DOCUMENT

Court File Number(s): 2019 01G
Datfe of Filing of Docutnent: Aprild® 2019
Name of Party Filing or Person; Bank of Monirsal

Originating Application for an Order
pursuant to section 11,02 and 11.52 (1) of
the Companies’ Creditor Arrangemert
Act,

Affidavit in respopse to the Orlginating
Application

AppHeation to which Document being filed relates:

Statement of Puspose in filing!

1, Anna Graham, of the City of Halifax in the Province of Nova Scotia, make oath and say that:

1. I am a senior account manager with the special accounts management wnit of Bank of

Montres! (“BMO”) and as such I have personal knowledge of facts deposed to herein

except as otherwise stated.

Z. BMO objects to the requests of British Confectionary Company Limited and British
Bazaar Company Limited (the “Companies™) as set out in ifs originating application
dated the 24" day of April, 2019 (the “Originating Application™) for the reasons outlined

below:
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This Originating Application is a continuation of proceedings previously
commenced by the Companies through an interlocutory application, in
Bankruptey and Insolvency, dated the 28% of November, 2018, Estate Not 51-
2440231, Court No, 223, wherein the Companies sought an order extending the
time period to file a proposal under the Bawkruptcy and Insclvency Act RSC,
1983, ¢, B-3, as amended (the “BIA®) (the “Tnitial Application™).

Since the date of the Initial Application, the Companies have applied to this court
on four (4) different occasicns for four (4) extensions in order fo address its
restructurfng plan. As a result, the Companies have now utilized the full six (6)
month stay provision provided for under the BIA. The Companies have had
ample time to identify financiers, equity partners and/or sale opportunities.

The Companies had previously outlined thaf they were pursuing a dual strategy,
either a sale of assets or a refinancing, Notwithstanding the six months that has
teanapited since the Companies filed their Notice of Intention to file a Proposal,
there is no confirmed financing agreement or sales agreement with any party.
BMO is concerned that the present application focuses on & refinancing and does
not address a potential asset sale. It appeary that the Companies are not seriously

pursuing the asset sale option that had previously been presented.

Under this Orginating Application, the Companies are seeking a further
extension of thirty (30) days, however the Companies have admitted that they
require an extengion of at least sixty (60) days as they are awaiting confirmation
of financing from the Provincial Government of Newfoundland and Labrador. As

a result, it is clear that the Companies intend to seek additional extensions.

BMO has concerns with the ability of the Companies to support any new debt
facilities, When BMO inquired if the Companies had modelled ouf projections to
determitte if they could support the new proposed debt facilities, the Companies

indicated that the ferm payments were not yet known.
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(f)  BMO is concerned that it does not have accurate information regarding the
Companies’ matgin position. The Companies had represented to BMO, in its
Monthly Borrowing Base Margin Account Report dated the 31 day of December,
2018, that its inventory was valued at $1,957,392.85 (a copy of the Decetaber 31%
Monthly Botrowing Base Margin Account Report is attached hereto as Exhibit
“A™, However, the Companies’ Financial Stetements, dated the 31 day of
December, 2018, show that the inventory was actually valued at $1,373,146.00 (a
copy of the December 31 Financial Statements is attached hereto as Exhibit
“B". The Companies therefore overstated their invenfory on their margin
reporting by $584,246.85. In addition, the imventory totals submitted by the
Companics for January 2019 was $1,916,254,43 and February 2019 was
$1,796,174.74, which matgin reporting is likely incorrect given the December 31%
financial statements. Finally, the Companies have not submitted the margin
details for March 31, 2019, which information was due by April 20, 2018, BMO
is thetefore concetned that the true margin position of the Companies s much

worse than what has been represented to BMO by the Companies.

3. The institution of a CCAA process, following six months of a proposal process under the
BIA, weould add an unnecessary layet of court supervision and costs to the Companies’
restructuring proceedings. In my knowledge as a Senior Account Manager, Special
Accounts, [ have been provided in similar circumstances at the end of the BIA Proposal
process, with a “Stand Still” or “Holding Proposal” by companies which are based on a
“Financing Event” to occur in a short time frame post proposal filing, The Bank has
approved these types of proposals in the past. BMO, subject to the terms of this proposal,
would be willing to positively affizm its support for such a proposal by the Companies.

4, I the meantitne, BMO contintes to be prejudiced by the continuation of the stay and the

administration charge.

5. I make this affidavit in response to the Qriginating Application filed by the Companies on
April 24, 2019,

31306686_1.dos




SWORN TO at Halifax
inthe Province of
Nova Scotia on the? ‘tday
of April 2019, before me:

(\f/ LA mzb\f%—?’{’_\\\

A Néthry Publig in and for
the Province of Nova Scotia

BENJAMIN R. DURNFORD
Notary Public in and for the
Provinge of Nova Scotia
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ANNA GRAHAM
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2019 01G
IN THE SUPREME COURT OF NEWFOUNDLAND AND LABRADOR
GENERAL DIVISION

IN THE MATTER OF: An Application by BRITISH CONFECTIONARY
COMPANY LIMITED and BRITISH BAZAAR
COMPANY LIMITED (the “Applicants™) for relief under
the Companies’ Creditors Arrangement Act, R.8.C. 1985, ¢
C-36 as am.

CERTIFICATE OF EXHIBIT

This is Exhibit "A” of the Affidavit of Anna Graham
Sworn to before me this 29% day of April, 2019.

A Notary Publi¢ in and forthe Province of Nova Scotia

ENJAMIN R. DURNFORD - R
BNotary Public in and for the L | ‘
Province of Nova Scotia A




g

4

British Confectfonary Company Limited
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2019 01G
IN THE SUPREME COURT OF NEWFOUNDLAND AND LABRADOR
GENERAL DIVISION

IN THE MATTER OF: An Application by BRITISH CONFECTIONARY
COMPANY LIMITED and BRITISH BAZAAR

COMPANY LIMITED (the “Applicants™) for relief under
the Companies’ Creditors Arrangement Act, R.S.C. 1985, ¢

C-36 as am.

CERTIFICATE OF EXHIBIT

This is Exhibit “B" of the Affidavit of Anna Graham
Sworn to before me this 29" day of April, 2019.

G Yt o2-C)

A Notary Pubig in and for the Province of Nova Scotia

BENJAMIN R. DURNFORD
Notary Public in and for_the
province of Nova Scotia




EXHIBIT R

BRITISH CONFECTIONERY COMPANY LIMITED
Non-Gonsolidated Financial Statements
Year Ended December 31, 2018
(Unaydited)




BRITISH CONFECTIONERY COMPANY LIMITED
index to Non-Consolidated Financlal Statements
Year Ended December 31, 2018

INDEPENDENT PRACTITIONER'S REVIEW ENGAGEMENT REPORT
NON-CONSOLIDATED FINANCIAL STATEMENTS

Non-Consolidated Ralance Sheet

Non-Consollidated Statement of Retained Earnings

Non-Gensolidated Statement of Logs

Non-Congolideted Statement of Gash Flows

Notas io Non-Consolidated Finanslal Statemants

Non-Conscidated Expenses (Schedule 7)
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INDEPENDENT PRACTITIONER'S REVIEW ENGAGEMENT REPORT

Ta the Shareholders of British Gonfectionery Company Limited (the "Gompany™)

We have roviewed the accompanying non-consalidaled financial statemenis of British Confectionary Sompany Liited, whinh
camptise the balancs shest as at December 31, 2018 and the nen-concolidaisd statemants of refained samings, loss and gash
flows for the year then endad, and a summaly of signlficant accounting pelle{es and other explanatory informafioh.

Management's Responsibliity for the Non-consolidated Financfal Stafements

Managemen( [a fesponsible for the preparation and falr presentation of these non-consolidated non-consclidated finanolal
statemenis in accordatice with Canadian aceounting standards for privats enterpriess, and for such internal confrcl as manegement
datermines s hesessary to enable the preparshion of nep-oonsolldated financial statements thet aye free fom materlel

misstafement, whether dus ta fraud or error,

Prasiiioner's Responsibiilly For the Nen-consolidated Finenclal Statements

Our responsiblity is to sxpress a conclusion an the accompanying non-conselidated finanolsl statements based on our review, We
conducted our review In accordance wih Canadian generally ascepfed siandards for revlsw engagements, which requirs us fo
carmply with relevant ethical requirements.

A review of non-onneolidated finencial statements In accordanoe wih Canadian gensrally accepled standards for raview
engagements Is a limited assurance engagemant, The pracilifonar performa procedures, ptimatily sehsieting of faking Inquiriee of
tanagemant and others within the entity, as epprapriate, 2nd applying enalytical brocadures, and evaluates the evidshee obtalhed,

The prossdures peformad In a revisw are substantially less in exient than, and vary In nature from those performed In an audit
conducled In aseordance with Canadlan gensrally aceepted auditing standards, Accordingly, we do not express an audit opinfor on
thesr non-conselidated financial statements,

Gonclusion

Based on our revlew, nothing haa come {o our alienlion hat causss us fo believe thaf thess non-conselidatsd finandial statermsnts
do nol prasent fakrly, In all materia) respacis, the finanalal pesition of Brilsh Confastioriary Gompany Limlad as at Dacembet 31,
2018, and the rasults of its operations and s cash flaws for tha yeas then ended In apcordence with Canadian acceuniing standards
for ptlvate entetprlsas.

Emphasis of métter

Withoul quaelifyfng our conaluglon, we draw aftention to Note 1 In the finenclal staternents, which indicates that on Novambar 5, 2018
the Company and its subsidiary flled Notloss of Intention 1o Make a Proposal pursuant to secilon 504 of the Bankruptoy and
Insolvency Act. 'These condltions, along wiith clher mallers as set forth In Note 1, indicale the existenca of & materlal Uncetalnly
that may cast significant doubt about the Company's ablfy fo continue as a golng concern,

) o5 .
. ¢ . & N
“‘=11\£m 2 ‘Eg., Har) tﬁ‘\ﬂ‘m Ve C DA ul o
St John's, Newfoundiand and Labrador

Aprit 24, 2019 CHARTERED PROFESSIONAL ACCOUNTANTS

Harris Ryen Professional Corporation
Sufte 202 120 Stavanger Drive, 8t, John's, NI Canada A1A 5E8
Phone: (109) 726-8324 Fax: (708) 726-4525




BRITISH CONFECTIONERY COMPANY LIMITED
Non-Consolidated Balance Sheet
December 31, 2018

218 2017
ASSETS
CURRENT
Cagh $ 8,883 ¢ 39,717
Astounts raceivahbie {Note 5) 860,886 1,667,350
Invertary 1,373,146 1,418,701
P,repaid eXAeNaes . R S O e = emwme tanses 7—&6375:7-: I:I;':',.'ﬂl'[ |41'17
2,293,560 3,087,179
Due from related partlas (Nofe 7) - 1,072,802 2,528,882
Davelopmeant costs (Nofe 6) 2453,216 2,980,747
Properiy, plant and squipment (Nofe 8) 4,551,782 4 577,817
Cash surrender value of life insurance 109,533 142,044
Patents and trademarks 137,712 121,163
Long ferm investments A0 5O
% 10,618,645 § 13,388,382
LIABILTIES AND SHAREHOLDERS' EQUITY
CURRENT
Bank Indebtedness $ - 2431276
Accounts payable (Nofe 6) 2,530,184 2,880 834
Pue te director (Note 70) 126,822 64,689
Current porfion of jong tetm debt (Note 13) © 458 478 270,300
__Current pertien of obilgations under capital lease R SO, & Wy 4:1: 1
3,115,678 5,663,897
OTHER CURRENT
Bank of Montreal demand loans (Nofe 12 3,248,593 1,432,684
Reaslassifiad Jong terrs debi (Note 13) 2,152,095 -
8,617,167 7,096,581
Long term debt {Note 13) ~ 2,232,918
Due to Binge Servi-Jatx - 128,000
Due lo related parties (Nofe 7) v, BEA04D . _ e BO1ATA
9;202,107 10,145,874
SHAREHOLDERS EQUITY )
Bharg capital {Note 14} 2,360 2,300
Ratalnad samings . . s 1,414,238 L 320021
1,416,538 3212421
$ 10,618,645 § 13,358,302

Contingenocles (Nofe 28)
Gommitments (Note 18

> Dirsotor
——— QM/

Sea notes to financial statements




BRITISH CONFECTIONERY COMPANY LIMITED
Non-Consolidated Statement of Retained Earnlngs
Year Ended December 31, 2018

2018 2017
RETAINED EARNINGS - BEGINNING OF YEAR $ 3,210,121 § 3,255,920
NETLOSS FOR THE YEAR {1,795,883) {458,799}
RETAINED EARNINGS - END OF YEAR $ 1,414,238 § 3,210,121

Sae notes to finencial staternents




BRITISH CONFECTIONERY COMPANY LIMITED
Non-Consalidated Statement of Loss
Year Ended Decembear 31, 2018

2018 2017
REVENUES $ 6,222151 $ 8,030,270
COST OF SALES
Purchases 2,305,762 4,518,002
Direct wages 1,084,432 1,272,684
3,387,194 5,787,986
(BROSS PROFIT 2,834,957 2,242,384
EXPENSES (Schedule 1) 2,898,390 3,350,637
LOSS FROM OPERATIONS {163,433} {1,108,253)
OTHER INCOME (EXPENSES)
Galn on disposal of Invesimant {Nots 16) - 58,423
Other 44,705 59,264
insurance procesds {Nofe 78) 525,086 475,328
Dividend income (Nots 16) - 452 546
{Decreass) Inorease In cash surrender value {3,411) 1,105
Forelgn exchange gamn 47,240 5,717
Dented sclentlflc research and development claims (321,475} -
Related party debi provision 1,279,000} -
Trustee, legal and other related restructuring fees (138,093} -
Defarred develapment cost provision (Nofg §) {607.502) -
(1,632,450} 1,062,454
NET LOSS $ (1.705,883) & {45,792)

Ses notes to financlal statements




BRITISH CONFECTIONERY COMPANY LIMITED
Nen-Consolidated Statement of Cash Flows
Year Ended Dacember 31, 2018

2018 2017
OPERATING ACTIVITIES
Net loss $ (1,795,88%) § (45,799)
ltemis not affecting cash;
Amortization of proparty, plant end equlpment 314,840 331,853
Defarred development cost provision 507,502 =
{873,541} 286,054
Changes In non-cash working capiiak
Acsounts receivable 686,464 {804,502)
inventory 45 555 433,816
Accounts payabla (350,653) BR8,038
Income iaxes payable - (30,888)
Bank of Monireal demand loans 1,815,809 {282,816)
Prepald expenses (8,224} 36,614
Harmonlzed sales tax payable - 162,076
2,189,081 202,440
Cash flow from operating aclivities 1,215,510 488,404
INVESTING ACTIVITIES
Purchase of property, ptant and equipment (304,104} (39,694)
Froceads on disposal of property, plant and eguipment 15,000 -
Cash surrender value of [ife Insurance 3411 {1,108)
AlF Project - (109,8486)
Patents and frademarks (16,548) {23,887}
Cash flow used by investing activities {302,242} {174,342}
FINANGING ACTIVITIES
Advances from {to) refated parfles 1,449,484 (112,087)
Advances from shareholders 72,223 54,6008
Advancss (to) from Bingo Servl-Jeux (125,000) 125,000
Procaeds from long term financing 167,148 "
Repaymant of long term dabt {58,933) (380,778)
Ropaymant of obllgations under capltal lease {11,788} {26,470)
Cash flow from-{used by) financing activities 1,493,174 {309,638)
INGREASE IN CASH FLOW 2,408,442 45186
Dsflelency - heginnlhg of year {2,397,559} {2,402 ,075)
CASH (DEFIGIENCY) - END OF YEAR $ 8,883 § (230756D)
CASH (DEFICIENCY) CONSISTS OF:
Cash $ 3,883 & 39,717
Bank indebtedness - (2,437,278)
$ 8,883 § (2,307,559)

See notes to financial statements




BRITISH CONFECTIONERY COMPANY LIMITED
Notes to Non-Consoelidated Financial Statemends

Year Ended December 31, 2018
{Unaudited)

1. GOING CONCERN

These finandlal statements have been prepared on a golng-concern essumption that the Company
will be able fo realize iis assets and discharge Its llabllitles in the ordinary course of business. Should
the Company bs unable o continue as a golng concern, It may be unabie fo rsalize the carrying
value of its aseets and to meet iis liabllitles a3 they bacome due,

On November &, 2018 the Company, and its subsidiary (British Bazaar Company Limlted) filed
Notices of Intention ("NCI'} fo Make a Proposal pursuant to seotlon 50.4 of the Bankruptey and
lrsolvency Act. The Company is currently in defaulf of cerain debt covenants, the Gompany has a
slgnificant working capital deficiency and is reporting a loss of $1,798,883 in the current year.

Since filing the NCI the Company's management, through ifs Licensed Insolvency Trustee, has heen
seeking new sources of financing and has recefved interest to date. The Company alse enjoys the
continued support of certain of s major customers, has signed a nona-binding Memorandum of
Undarstanding In relatian to the davelopmant of its Playlinxx fechnology and continues to work on
Inereasing sales and rationalizing ifs cost strueture, Desplie these aclivitles, there is no assurance
that the proposal process will be successful. The Company's ablifty te confinue as a going concern
ls dependant upon the acceptance of the proposal, securing sufficent financing and attalning
profitable cparations, in order to meet current and future obligations,

Thess financlal stafements do not Include any adustments to the carrylng value of assets or
ilabillties o thelr recoverable amounts that would be necessary If the going concern assumption was
inappropriate, and such adjustments could be material.

2. DESCRIPTION OF OPERATIONS

British Confectionery Gompany Limited is incorporated provindially under the Corporations Act of
Newfoundland and Labrador. The Gompany fs & highly integreted manufacturer and supplier of
lottery, charifable and promotianal gaming products as well as scommerclal printing services,

3, BAGIS OF PRESENTATION

The non-consalldated financlal stataments were prepared in accordance with Canadian accounting
standards for private enterpises {ASPE).

4. BUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

Cash and cash eduivalents

Cash includes cash and cash equivalenis. Cash equivalents are investments in treasury bllis and are
valued at cost plius scorued Interest. The carrying amounts approximate fair value because they
have maturities at the date of purchase of less than ninety days.




BRITISH CONFECTIONERY COMPANY LIMITED
Notes to Non-Consolidated Financial Statements

Year Enided December 31, 2618
{Unaudited)

4, SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (confinued)

Financial instrumanis poticy

The carrving amounts for cash and cash equivalents, trade receivable and account payabl
approximate fair market value hecssue of thelr short maturity. The carrying velue of the debt
financing Is an approximation of the falr market velus due to the Compary's interdioh fo hold debt

untll raturity.
Financial assets measured at amortized cost include cash and accounts receivable.

Financial liabilities measured at amariized cost includa accounts payable and long tarm debt.

Transacfion costs

Transacflon costs are rscognized In net income in the perod incurred,  However, financial
instruments that will not be subsequently measured at falr valua are adjusted by the transaction
coats that are directly attributable to thelr organizaiien, {ssuance and assumptlon,

Impalment

FInanclel assels measured at cost are tested for impairment when there are Indicators of
impairment. The amount of the write-down Is recognized int net income. The previously recognized
Impairment loss may be revarsed fo the extent of the Impalrment, directly ar by adjusiing the
allowanos dcoount, provided it Is no greater that the amount that would have beaen reported af the
date of the reversal had the impalrment not been recognized previously. The amount of the reversal

ls recagnized In net Income.
Inveniory

Inventory is valled at the lower of cost and nef realizable value with the cost being determined on a
firat-in, first-out basis,

Property, plant and eglipment

Proparty, plant and equipment Is stated at cost or desmed cost less accumulated amarization and s
amortized over Its estimated usaful fife on a declining balance basis at the following rates and

methods,
Camputer equipment 20% declining balance method
Equlpment 20% dedlining balance mathod
Laasehold improvements 10 years straight-line method
Manufacturing Equipment 5% declining batance method
Matar vehicles 30% declning balance method

The Company regularly reviews ite property, plant and equipmant to eliminate obsolete items.
Government grants are treated as a reductlon of properly, plant and equipment cost.

Praperty, plant and aquipment acquired during the year but not placed into use are not amortized
uritif thay are placed Into use.

investments n subsidiaries

Investments in entarprises over which the Company has significant influence are reported at casi,




BRITISH CONFECTIONERY COMPANY LIMITED
Notes to Non-Consolidated Financial Statements

Year Ended Decamber 31, 2018
(Unatdited)

4,  SUMMARY OF SIGNIFICANT AGCOUNTING POLICIES (ventihued)

Davelopment cosis

Costs ralated to the development of new products are deferred unill commerclal production has
bagun. Upen comrmencement of commsrcial production, the related costs of the product ars
amorized on a stralght-fine basis over a fen year period. These assets are also assessed for
impalrment annually or more frequently when avents or changas [n clrsumstances Indleate that an
asset might be impaired, When the fair value is datermined fo be less than carrying value, the
resulting impairment Is reported ir the Income staternent,

Patents and Trademarks

Costs related to paterds and trademarks are indefinite-life intangible assets, These assefs are tesied
far Irpalrment annually or more frequaentty when events or changes In circumstances indicate that
ar asset might be fmpaired, When the fair value is defermined {o he less than carrying value, the
rasuiting impairment is reported in the Ihcome statement.

Invastment fax credit

Investment tax credits arlsing from quallfying manufaciuring and processing expendtiures have been
racordad in the accounts a8 a reduction of the cost of the asset to which the investment tax cradifs

relate.
Incoms taxes
The company uses tha income laxes payable method of acceunfing for Income taxes, Under this

methaod, the company reporis as an expensa (incoms) of the petlod only the cost {benefit) of current
incoms taxes deterrnined in accordance with the ruies established by taxatlon authorities,

Raveanue recednition

Certaln finlshed goods inventorles are recognized as sales and accounts recsivable upop
complefion of preductlon. These goeds are subject to a guaranteed sales contract with prlcing
astablished by the contract,

Revenus from other sales of product is recognized when fitle passes to the customer which
generally coincides with the delivery of product,

Measurement unceitalnty

The preparation cf financial statements in conformity with Canadlan accounting standards for private
enterprises requires management to make estimates and essumptions that affect the reported
amount of assets and fiahiliies, disclosure of contingert assets and llabilifles at the date of the
financlal statements and the reported amounts of revenuss and expenses during the perlod. Such
estimates are perlodically reviewsd and any adjustrients necessary are reported In eamnings In the
perlad in which they become known. Actual results couid differ from fhese estimates.




BRITISH CONFECTIONERY COMPANY LIMITED
Notes to Non-Consolidated Financial Statements

Year Ended Dacember 31, 2018
(Unsaudited)

5, AGCOUNTS RECEIVABLE

2018 2017
Trade $ 724176 §  BiT4E2
Empleyees and othar 195,184 496,300

Allowance for doubtful accounts {58,474) (77,887)
Sdlenfific Regsarch and Dovelopment recelivable - 321478
$ 860,886 $ 1,657,360
6. ACCOUNTS PAYABLE

2018 27
rada $ 2,042,431 $ 2,185,714
Acerued ligbilties 220,344 85,694
Harmonized sales tax 163,858 514,878
Income taxes 103,548 103,548
$ 2530181 $ 2,889,834




BRITISH CONFECTIONERY COMPANY LIMITED
Notes to Non-Consolidated Financial Staternents

Year Ended December 31, 2018
{Unaudited)

7. RELATED PARTIES

2018

2017

Related pardy fransactions
Britlsh Bazaar Company Limlisd
(Subsidiary)

Sales

§ 4558721

$ 5,848,398

These transactions are in the normal course of operatlons and are measured at the exchange
amount, which is the amount of consideration established and agreed to by the related parties,

Related party balances

2018 2017
Long term portian due from related parties
British Bazaar Company Limlted (Subsidiary} $ 1,044,789 § 1,146,809
British Gonfectionery 1982 Limited (Parent) 5,380 208,380
58368 Newfoundland & Labrador ltd, (Related to
director) - net of valuaticn provision of $1,279,000 - 1,184,000
BMC Holdings inc. {Commen sharsholder) 22,633 22,633
5 1,072802 § 2528822
2018 2017
Long term partlon due to related parties
Dave Connolly Jr, {Relatad to shareholdsr) $ 424071 B 125586
Dave Connolly 8r. {(Related to sharehalder) 580,869 585,908
$ 684540 $ 681474
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BRITISH CONFECTIONERY COMPANY LIMITED
Notes to Non-Gonsolidated Financial Statements

Year Ended December 31, 2018
(Unaudited)

DEVELOPMENT COSTS

The Company is developing & pull tab dlspensing kiosk system known as "Tha PlayLinxx". The
developmant cosfs will be wiitten off over a ten year perind from the date of commetctal producton.
In 2016, the Company sold 25 kloak systems for a fetal of $288,400 to be used In a test market. In
aocordance with ASPE, the sales were credifed agalnst the devalopment costs.

Durlng 2015, the Gompany began development of an In-line automated packaging, collatihg and
control solution (AIF project) fo Increase the production capacity of thelr iottery tloket printing. The
development costs will be writtan off over a ten year perlod from the date of commerclal use.

2018 . 2017
The Playlfnxx $ 20616251 § 2518251
AlF Project 344,467 344,487
2,260,718 2,860,718
Reallzatlorn provision (507,502) -

$ 2453216 & 2060,718

0. PROPERTY, PLANT AND EQUIPMENT
2018 2017
Accumulated  Nethook Net book
Cost amartization value vajue
Manufacturing equiprient $ 7,203,288 § 3,086,727 § 4,196,561 § 4,120,901
Motor vehicjas 33,390 31,629 1,764 2,516
Computer equipment 643,320 463,801 149,419 186,773
Equipment 143,510 120,075 22,035 28,669
Leasehold imprevemshis b75,522 304,418 181,108 238,868
$ 8,6R2030 $ 4,137,248 § 4,551,782 § 4.b677517
10. DUE TO BDIRECTOR
2018 2017
Due to Blalr Connolly $ 126,922 & 54,699

The amounts due to directar are non-Interest bearing and have no set repayment terms.

11




BRITISH CONFECTIONERY COMPANY LIMITED
Notes to Non-Consolidated Financlal Statements

Year Ended December 31, 2018
{Unaudited)

11.

BANK INDEBTEDNESS
The Company has a $2,500,000 revolving fine of credit of which $1,915,460 was used as at

Decsmber 31, 2018, Bank advancss on the line are payable on demand and bear inferest at prime
pius 2.00%, Total advances are to be maintalhed at all imes within the established limits based on

inventorles and accounts receivabis,
The security for the Bank of Monirsal loans is as follows:
- A $5,000,000 registared debeniure with a fixed and floating charge over alf assets of the Gompany,
- subsidlary company has provided a corporate guaranies,
- general asslgnment of inventary and book debis,
- $1,008,177 personal guarantee from a formet shareholder,
- agslgnment of firs insurance, and
- assignment of llfe Insurance on a director.
The Cotmpany must maintain the following delst covenants on a combined basis with its subsidiary:
- Debt service coveraga fo be 1.25 or greater;
- Current ratio to be 11 or greater;
- Dbt to equity ratlo of 3:1 ot less.

On a combkinad bases, covenanis have not been met.

12. DEMAND LOANS

2018 2097
Bank of Montreal loan bearing interest at prime plus 3.5% per
annum, repayable In monthly blended payments of $4,172.31. $ 135897 $ 56,083
Bank of Montreal loan bearing interest at prime plus 2.6% per
annum, repayabla in monthly blended payments of $6,616.30. 550,094 677,427
Bank of Montreal loan bearing Interest at prime plus 2.5% pert
annum, tepayable in monthly blended payments of
$14,446.79, 474,890 587,610
Bank of Montreal foan heaiing Interest at prime plus 2.6% per
anhum, repayable in monthly blended payments of $8,246.88. 172,043 211,564
Bank of Montreat line of credit bearng interest at prime plus
2.0% per annum, repayable on a revolving basis. 1,915,468 -

$ 3248593 $ 1432684
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BRITISH CONFECTIONERY COMPANY LIMITED
Notes to Non+Caonsolldated Financial ${atements

Yoar Ended December 31, 2018
(Unauditsd)

13, LONG TERM DEBT
2018

2017

Atlantls Canada Opperlunities Agency lean bearing interest at
(% per annum, provislonally repayable based on 5% of gross
annual sales revenua from "The Playlinxx" kiosk project. $ 488,030

Adlanflo Canada Opporiunities Agency lcan bearing interest at
0% per annum, provisionally repayable based on 5% of gross
annual sales revenue from "The PlayLinxx" kosk profect. 195,186

Allaptic Canada Opporiunitiss Agency loan bearlng Inlsrest at
(% per annum, provisicnally repayable based on AlF project
success. |f sUcsessful, laan will be repayable over 98 equal
monthly Installments. 561,607

Atlentic Canada Opporiunities Agenoy loan bearing interest at
0% per annum, tepayable in monthly payments of $5,208.
The loan maturas on February 1, 20186. 110,708

Aflantie Canada Opporfunities Agenoy loan bearing Interest at
0% per annum, provisionally repayable hased on 5% of gross
annual Unitsd States sales, 327,507

Atlantle Canada Opportunities Agenay loan beating inferest at
0% per annum, repayabla in monthly payments of $4,455, 109,487

Business Investment Corporation loanh hearing interest at

6.5% per annum, repayeble In monthly blended paymeante of
$5,890. . 127,432

Business Investment Corporation loan bearing interest ai 3%
per annum, repayable In monthly blended payments of
$9,810. 313,783

Business Investment Corporaficn loan bearing interest at 3%
per annum, repayable In monthly biended payments of
$4.672. 219,375

Heldelberg Ganada loan bearing Interest af 11% per annum,
repayable threugh upcharge on consumables purchased from
Holdelberg each month. 158,255

§ 488,030

195,186

561,607

126,709

347,607

124,687

127,432

318,783

218,375

2,611,411

L.ess ameunts payable within cne year {458,476)

2,503,216
(270,300)

2,152,995
Amounts In default {2,152 995}

2.232.916

$ ~

§ 22320918

The securlty for the Business Inveslment Corporafion leans is a persanal property reglstration from &

former sharaholder.
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BRITISH CONFECTIONERY COMPANY LIMITED
Notes fo Non-Consclidated Financial Statements

Year Ended December 31, 2018
(Unaudited)

14,

SHARE CAPITAL

Authorized:
Uniimited Preferred shares, 8% cumulailve, redeemabls, non-voting

Uniimited Gomiman voling shares of no par valus
2018 2017

lssued;
25,001 Proferred shares 5 2zboo  § 2,000
300 Common shares 300 300

$ 2300 & 2,500

16. INSURANCE PROGEEDS OF FIRE
[ late Decerber 2017, a fire at the plant resulted In the desfruction of finished goods and certain
equipment. Insurance proceeds of $1,000,415 were subsequently received,
16, SALE OF INVESTMENT
On January 27, 2017 the Company sold fis wholly ownad subsidiary Atlantle Star Safellite Bingo
Netwark Ine, {"ASSEN") for iotal procesds of $68,404. Prior to the sale of the company, ASSEN
declared dividends In the amount of $452,546,
17. INCOME TAX LOBSES CARRIED FORWARD
The Gompany has inourred ron-capltal tosses fotalling approximately $8,000,000 for tax purposes
which are available to reduce fulure texabla inceme. Such bensfits will be recorded as an
adjustment fo the tax provision In the year realized, The Josses If unused will expire as follows:
2038 $ 2,600,600
2037 400,000
18, COMMITMENTS

The Gompany leases premises under a lease that explres February 2023, The [ease cenfains a
renawal opticn that extends up to March 2028.The Company aleo has a number of equipment and
vehicles leases. Future minlimum lease paymenis as af year end, are as follows:

2019 $ 360,768
2020 376,728
2021 360,260
2022 389,573
2023 391,125

14




BRITISH CONFECTIONERY COMPANY LIMITED
MNotes to Non-Ceonsolidated Financial Statements

Year Ended December 31, 2018
(Unaudited)

18,

ECONOMIC DEPENDENCE

The Company has relfance on two core lattery customers. Those customers coliectively comprised
71.8% (2017 - 63.8%) of the otal revenus,

20.

FINANGIAL INSTRUMENTS

Tha company Is exposed to varlous risks through Its financlal Instruments and has a comprehensive
risk management framswork to monitor, evaluate and manags these risks, The follewing analysis
provides information aboui the company's risk exposure and concentraflon as of Decambet 31,
2018.

{a) Cradit risk

Cradit risk arlses from the potential that a counter party will fall to perform its obligations. The
Compeany is exposed to credit rsk from customers. In order to reduce its credit risk, the company
reviews a new cusiomer's credlt history before extending credit and conducts requiar reviews of
its existing cusfomers' credit performance. An allowance for doubtful accounts is established
based upon factors surrounding the credit risk of specific accounts, hislorical trends and other

infarmation.
(b) Litquidlty risk

Liguidity risk is the risk that an entily will encounter diffioulty In meefing obligations assoclated with
financial liablilties. The Company is exposed fo this risk malaly In respeet of ifs receipt of funds
fram its customers and other related scurces, long-term debt, obllgatlons under caphal leases,
coniribufions to the pension plan, and accounts payable. The Compay's current liquidity issues
have bean disclosed in Note 1.

{c} Markel Hsk

Markst tisk is the risk that the fair valus or future cash flows of a financlal Instrument will fluctuste
bacause of changes In market prices. Market Mak comprises throe types of riski currency rate
risk, interest rate risk and other price risk. The Company is malnly exposed to currency risk and
interest rate tisk,

() Gurrency risk

Currency fisk |s the tisk fo the Company's earnings that arlse from fluctuafions of forelgn
sxchange rates and the degrse of volatliity of these rates. The Company Is exposed fo foreign
curtency exchange risk on cash, accounts receivable, and apcounts payable held In U.S, dollars,
The Company doss hot Use derlvative Instruments fo reduce fts exposure to foreign currensy Hsk.

(e} inferest rate risk

Interest rate risk Is the risk that the valua of a financial Instrument might be adversely affected by a
change in the interest rates. In sesking to minimize the rlsle from nterest rate fluctuations, the
Coripany manages expasure thraugh s hormal operating and financing acfivifies, The Company
is exposed to Intersst rate risk primarily threugh its floating fnterest rate bank indebtednsss and
cradit faciiies,
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BRITISH CONFECTIONERY COMPANY LIMITED
Notes to Non-Consolidated Financial Statemerits

Year Ended December 31, 2018
{Unauditad)

20.

FINANCIAL INSTRUMENTS (eontinued)

Unlass otharwise hated, It s management's oplnlon that the Gompany s not exposed to slgnificant
other prfce risks arising from these finsnclal Instruments.

21,

COMPARATIVE FIGURES

) Bome of the comparative figures have been reclassifled to conform to the currert year's
presentatlon.

iiy The comparative flgures were reported o by another fitm of chartered professional accountants
in their report dated July 23, 2018.

22,

CONTINGENCIES

) Under the terms of the Gemparny's financing the carporata group are required to maintaln certain
financlal covenants {ratios} on a combined hasis. At year end certaip of these covenants were not
met,

) The Company has basn named in cerfain legal actions fotaling approximately $350,000, which it
is defending and againet which the company has launched counter clalms. These legal actions are
currently staysd as a result of the fillngs made under the Bankruptey and Insalvency Act (Note 1).
The Company has also been named as a co-defandant in a legal action liaunched by a customer of
its substdlary in the amount of approximately §3.8 million, which has not been stayed and is being
defended by counsel for its commercial insurers.

23,

SUBSEQUENT EVENTS

Subsequent o year end the Gompany signed a non-bonding Memorandum of Understanding fo
further develep and commerciallze W's "Playlinxx" kiesk technology.
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BRITISH CONFECTIONERY COMPANY LIMITEDR
Non-Censolidated Expenses (8chedule 1)
Yaar Ended December 31, 2018

2018 2017
Advertising and promotion % 060 § 3015
Amortization 314,840 331,853
Bad debts (recovery) {18,210) 20,386
Business taxes, lisenses and memberships 41,008 33,408
Equipment rentals 16,329 19,822
Insurance 79,062 74,822
Interast and bank charges 37,336 80,384
[nterest on long ferm debt 203,213 234,190
Intarest on obllgaficns under capital lease . 1,677
Managemesnt fees - 1,201
Meals and entertainmant 2043 10,876
Offtes 141,938 146,301
Professicnal fees 171,504 178,108
Property texes 91,139 107,683
Rental 331,000 498,360
Repalrs and malntenance 384,540 205,513
Salarles and wages 540,162 045 878
Telephane 16,618 35,5626
Traval ’ 25.034 34,905
U3 oparations 202,964 121,680
Utilifles 62,928 69,488
Vehicle 16,938 41,160
Warehouse 178,779 139,447

$ 2598,890 $ 3,350,637

Sae nofes 1o financlal statements
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INDEPENDENT AUDITOR'S REPORT

To the Shareholders of British Bazaar Company Limited {the "Company")

Opinlon
We have audited the financial statements of British Bazaar Company Limited, which comprise ths
balance shest as at December 31, 2018, and the statemants of refained earnings, loss and cash flows for
the year then ended, and notes to the financlal statements, including a summary of signifieant accounting
policies,

In our apinion, the accompanylng financiel statements present faltly, In all materlal respects, the financiaf
pasition ¢f the Company as at December 31, 2018, and ths results of its aperations and its cash flows for
the yeaar ihen ended in accordance with Canadlan ascounting standards for private enterprises,

Basls for Opinfon

We conducted our audit In accordance with Canadlan generally accepted auditing standards. Our
rasponsibilities under thase standards are further describad In the Audfitor's Responsibilities for the Audit
of the Financlal Statements seaflon of our repert, We are Independent of the Cempany in accardance
with the sthical requiraments that are rslevant to our audit of the financial statements in Canada, and we
have fuifilled our other ethical responsibilities in accordance with those regulrerents, We bellave that the
audit evidence we have obtained [s sufficient and appropriate to provide a basls for our opinion.

Emphasis of Mattsr

Without qualifying our conclusion, we draw attentlan to Note 1 In the financial statements, which indlcates
that on November 8, 2018 the Commpany and lis parent flled Nofices of infention fo Make a Proposal
pursuant to section 504 of the Bankruptcy and Insolvency Act. These conditions, along with ather
matters as set forth ln Note 1, indloate the exlstence of a material uncerfainty that may cast significant
doubt about the Company's abllity fo continue as a going concern.

Responsibilittes of Management and Those Charged with Governance for the Finandial Statements

Managemsnt is responsible for the preparation and fair presentafion of the financlal statements in
aceordance with Canadian accounting standards for private enterprises, and for such internal control as
management dotermines is necessary to snable the preparation of financlal staternents that are free from
material misstatement, whether due {o fraud or error,

In preparing the financial staternents, managament is responsible for assessing the Company's abllfty to
continue as & goihg coneern, disclosing, as applicahle, matters relating fo geing concern and uging the
going coneern basls of accounting unless management either Infends to liquldate the Company or to
cease operations, or has no reaiistic alternative but to do se.

Those charged with governance are responsible for overseelng the Company's fihancial reporting

{continues)

Harris Ryan Profassional Corporafion
Suffe 202 120 Stavanger Dtive, St John's, NL Canada A1A 658
Phone: (F09) 726-8324 Fax: (708) 726-4525




Independent Auditer's Report to the Shareholders of British Bazaar Company Limited (contlnued)
DIocess.

Audlior's Responsibillties for the Audit of the Financlal Statements

Our pbjectives are fo cbtain reasonable assurance about whether the financlal statemants as a whole are
frae from material misstatement, whether due fo fraud or arror, and to issue an audiior's report that
Inciudes our opirilcn, Reasonable agsurancs s a high [evel of assurance, but Is nof a guarantee that an
audit conducted In adcordance with Canadian ganetally accepted auditing standards will always datect a
material risstatement when [t exists, Missiaterents can arlse from fraud or aror and are coneldered
matetlal if, individually or in the aggregate, they could reasonably be expected fo influsnos the eoonomic
deotsions of users taken an the basls of these financia! statements. As part of an audft in accordance with
Ganadian generally acoepted auditing standards, we exerciss professional judgment and malntain
professional skepliclsm throughout the audit. We also;

« dentify and assess the risks of material misstatement of the financlal statements, whether due to
fraud or error, design and perform audit procedures responsive fo those risks, and obfaln sudit
avidence that is sufficient and appropriaie 1o pravide a basis for our opinion. The risk of not detecting
& mateslal misstalerment restlfing from fraud is higher than for one resulting from etror, as fraud may
tnvalve collusicn, forgery, Intentional omissions, misrepresentaiions, or the override of internal
control.

Chtain an undarstandlng of internal cantrol refevant i the audit in order to design audit procedures
that are appropriate in the clrcumstancss, but not for the purpose of expreasing an opinion on the
effectiveness of the Campany's Interhal control.

Evaluate the appropriateness of accouniing pelicles used and the reasonableness of accouniing
astimates and related disclosures made by management,

Concliuda on the appropriateness of management's use of the going oencern basis of accounting
and, based on the audlt evidence obfained, whether a material unceriainty exists related fo events or
conditions that may cast signiflcant doubt on the Gompany's abliity to confinue as a going concern, If
we conciude that a material uncertainty exlsts, we are required to draw attention i our auditor's
rapart fo the related disclosures in the financlal statements or, If such disclosures are inadequate, o
modify our opinlon, 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 io cease to continue
as a going concern,

Evaluate the overall presentation, structure and content of the financial siatements; Including the
disclosures, and whether the financial statements represent the underlylng fransaciions and events
In a maenner thet achleves falr presentation.

We communicaie with those charged with governance regarding, among other mslters, the planned
scope and Hming of the audi and significant audit findings, ineluding any significant deficisncles In
internal control that we [dentify during our audlt,
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BRITISH BAZAAR COMPANY LIMITED
Balance $heet

Decernher 31, 2018
2018 2017
ASSETS
CURRENT | ‘
Cash $ A5, 060 -
Accounts recalvable - 60,683
Harmonlzed sales tax recoverable 2180 62,508
Prepald expenses 80,4214 ;266
127,661 181,627
Propasty, plant and equipment (Nofe 4) 2,105,378 2,218,802
Developrrent ¢osta (Nofe 6) 43,417 86,837
$ 2276453 % 2437255
LIABILITIES AND SHAREHQLDERS' EQUITY
CURRENT
Banlt indebtednats [ $ 162
Accounts payable 211,958 340,342
Income taxes payable 68 B8
Current portion of longterm debt (Nofe 7) - 5,496
Defetred revenue 128,887 L
338,923 346,098
Dus to related partles (Note &) 1,144,789 1,246,809
1483712 . ..1.682907 .
SHAREHOLDERS EQUITY
Bhare capltal
Authorized:
Unlimited Class A sommon voling sherss
lasued;

100 commoit shates 100 100
Gontributed surphus 120,833 120,833
Retained samings 671,808 723,416

_ 792"{4‘[ ?41}2349
$ 2276453 $ 2437258

CONTINGENT LIABILITIES {Notfe 9)

WDLE DIRECTOR
Y Director
st \ﬁ(—’r‘/

Ses notes to financial sfaiements




BRITISH BAZAAR COMPANY LIMITED
Siaternsnt of Retained Earnings
Year Ended December 31, 2018

2018 2017
RETAINED EARNINGS - BEGINNING OF YEAR - - $  T23418 546,026
NET INGOME (LOS8) FOR THE YEAR (61,608) 76,480
RETAINED EARNINGS « END OF YEAR $ 671,808 § 723,418

8es notes to financlal statements




BRITISH BAZAAR COMPANY LIMITED
Sfgtement of Loss
Year Ended Degember 31, 2018

2018 2017
REVENLIES $ 4,732,665 § 6,126,561
COST OF SALEE 4,539,861 5,849,398
192,792 277,163

EXPENSES

Amortization of development costs 43,420 43,420
Amottization of property, plant and equlpment 113,518 120,835
Insurance 43,090 19,854
Interest and bank charges 1,828 1,627
Interest on other long term debt 498 634
Office 28,110 8,000
Profassional fees 12,938 8,803
244,400 200,673
NET INCOME (L.OSS) 5 {51,608) 76,480

Sae netes fo financial statemeants




BRITISH BAZAAR COMPANY LIMITED
Statement of Cash Flows
Year Ended December 31, 2018

2018 2017
OPERATING ACTIVITIES
Net Income {loss) $ (51,808) § 786,480
items not affecting cash:
Amortization of property, plant and equipment 113,518 120,635
Amortizatlon of development costs 43,420 43,420
105,330 24 545
Changes in norn-sash working capital:
Accounts recalvable 60,663 (60,663)
Accounts payable (128,386) 283,566
Deferred Income/tavenua 126,897 -
Prepald expanses (72,155) 9,328
Harmonized sales tax payable 60,419 (68,202)
47,438 163,029
Cash Tlow from operating activilles 152,768 403,574
FINANCING ACTIVITIES
Advancss 1o related partles {(102,020) {392,200}
Repayment of leng term debt (5,426} (9,280}
Cash flow used by flnansing activitles (107,518} {402,370}
INCREASE IN CASH FLOW 45,252 1,204
Defldency - beginning of year {192) {1,396)
CASH (DEFICIENCY) - END OF YEAR $ 45060 % {192)

Ses notas fo financlal sialements



BRITISH BAZAAR COMPANY LIMITED
Notes to Financial Stataments
Year Ended December 31, 2018

GCING CONCERN

Thees financial staiernents have been preparsd on a going-concern assumption that the Gompany
will be able to realize Its assets and discharge its Habilities in the ordinary ccurss of business. Should
the Company be unable to continue as a going concern, It may be unable fo realize the carrying
valuzs of its assels or fo mest its lighllifies as they become due.

On Novermbar B, 2018 the Company, and lts parent (Britlsh Confectionary Campany Limited) filed
Moflees of Intentlon ("NOI") to Mske a Proposal pursuant to section 50.4 of the Bankruptey and
tsolvency Act. The corporate group Is currently in default of certain debt covenanis and has a
significant working caphal deficlency on a combined basls.

Slnce fillng the NOI the Gompany's management, thtough Its Licehaed Insolvency Trustes, has been
seeking new saurcas of financing and has received interest o date. The Company also enjoys the
continued support of certain of its maljar cusiomers, and continues o work on Increasing salas and
rationalizing its cost structure. Despite ihese activities, there is no assurance that the proposal
process will be successiul. The Company's abiity to continue as a going concern ls dependant
upon the aceepiance of the proposal, securing sufficent financing and affaining profitable operations,
in arder to mest cutrent and future ohligations,

These financlal statements do not hclude any adjustments fo the carrying value cf assefs or
llabliities to thelr recoverable amounts that wotld be necessary if the golng coneern sssumption was
inapptoptiate, and such adjusiments could be matarial.

2. DESCRIPTION OF BUSINESS
British Bazaar Company Limlted (the "Company"} Is incorporated provincially under the Gorporatlons
Act of Nawfoundland and Labrador. The company's princlpal business acilvities are the sale of
tickets for the lottery, chatltable garting, and promotional marketplace.

3. SUMMARY OF SIGNIFICANT ACCOUNTING PQLICIES

Basls of presentation

The financial statements were prepared in accordaince with Canadian accounting standards far
privato enterprises (ASPE).

Cash and cash eguivalants

Cash includes cash and cash equivalents. Cash equivalents are investrents in treasury blils and are
valued af cost plus accrued Interesl The carrylng amounts approximate fair value because they
have maturitles at the datg of purchase of less than ninety davs,

{cortinues)




BRITISH BAZAAR COMPANY LIMITED
MNotaes to Financial Sfatements
Year Ended December 31, 2018

3. SUMMARY OF SIGNIFICANT ACCOUNTYING FOLICIES (cortinued)

Development costs

Cosfs related to the development of new produscts are deferred until commerolal production has
begun. Upon commencement of dotimerclal preduetion, the related costs of the product are
armortized on a siralght-line basts over ten years. Thess assets are also assessed for

Imgairment annually or more frequently when events or changss in cireumstances indicats that an
asset might be Impaired. When the falr value Is delermined to be less than carrying value, the
resulting Impairment 1s reported in the income statement.

Measursment uncertainty

The praparation: of financlal statements In conformity with Canadian ASPE requires management to
make estimates and assumptions that affect the reported amount of assets and Habliitles, disclosure
of contingent assets and tiabilittes at the date of the financial statements and the reported amounts
of revenuss and sxpenses durlng the perlod. Such estimates are perlodically reviewsd and any
ad)ustments necessary are reported in eamings in the perlod In which they becoma known. Actual
results could differ from these astimates,

Sales revenus recognition

a) Revenue from sales of praducts ls tecoghized whan thlle passes to the customer, which
generally volncides with the shipment of gocds.

b} Certain finished goods inveniorfes are recognized as sales and accounts recelvable upon
completion of production. These goads are subject to a guaranteed sales contract with pricing
establishad by the contract.

Related narty transactlons

Loans to and from relatad parfies are non-inferest bearing with no set terms of repayment.
Transactions with related pariies are in the normat course of business and measursd at exchange
amounts,

incame faxes

The Gompany has slected to apply the ASPE reporting measurement option allowsd for Income
taxes and accordingly, to sccaunt for Iheorne taxes using the taxes payable method.

Property, plant and equipment

Property, plant and equipment s stated at cost or deemed cost less aecumulated amortization.
Property, plant and equipment is amortized aver He esfimatsd useful lifa on & dacilining balance basls
at tha following ratas;

Machinery and equipment 5% and 20% declinlng balance method
Vehiclas 30% dedlining balance method

The Company regularly reviews its property, plant and equipment to eliminate chsolete Hems.
Gavernment grants are traated as a reduction of property, plant and equipment cost.

Proparty, plant and equipment acquired during the year but not placed Into Use are neot amartlzed
untll they ere placed Into use.

{continuas)
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3. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES {continued)

Financlal instruments polley

Financlal nstruments are recorded at falr value when asquired or jssted, 11 subssguent perlods,
financial assets with actively traded markets are reported at falr vaiue, with any unreslized gains and
iosses reporfed in income, All other financlal Instruments are reported at amortlzed cost, and tested
far impalrment at each reporting date. Transactlon costs o1 the asqulsttion, sale, or isate of financial
instrumants are expenszed wheh incurrad.

Financlal assets measured at amortized cost Include cash and accounts recelvable.
Financia! labilltles measured at amortized cost ingitde accounts payable and lohg s debt,

The balahces due from sharehoiders and related partles are measured at their carrying values.

4, PROPERTY, PLANT AND EQUIPMENT

2018 2017
Accumulated  Nef book Net book
Cost amertization vilue value
Machinery and equipment $ 3,613,842 § 1,415,306 $§ 2008446 § 2,208,904
Vehicles 33,051 27,022 6,92% 9,808

$ 3547,793 § 1442418 § 21053765 § 2.7218,802

8, RELATED PARTIES

2018 2017
slated party fransactiona
British Confectionery Company Limited
{Parent Company)
Purchases 5 4,568,721 § 5,849,398

These traneactions are lh the normal course of operations and are measured at the exchange
amolnt, which is the amount of consideration established and agread o by the related parlies.

{continues)
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5. RELATED PARTIES {continued)
Due to related partles
2018 2017
Long term portion due fo related party
Due fo Brilsh Gonfecilonsry Company Limited $ 1.044,783 § 1,146,808
Due to Pave Connolly Sr. (Related fo shareheldar) 100,000 100,000
$ 1,144,789 § 1,246,809
Advancss from parent company ars non-interest bearing and have no set repayment terms,
6, DEVELOPMENT COSTS
2018 2017
Development costs $§ 260517 § 260,517
Accumulated amorilzation (217,100) (173,880)
$ 43417 & 86,837
The Company has developed & double aided barcoded breakopen ficket for use in Its varlous -
confracts. In 2009 a porflon of the development cosls were reclassified fo fixed assets as they have
been utllized In the produstion process, The development costs will be written off over a ten year
petlod.
7. LONG TERM DEBT
2018 2017
General Rank of Canada lean. The Joan matured on July 1,
2018 L4 - $ 5,496
Amounts payahle within one yesr - (5,498)
$ - $ -
8. ECONOMIC DEFPENDENCE

The Company Is currently economically dependent upon a contrast with a single customear. During
the year sales o this custorier comprised 85.8% (2017 - 82.2%) of total sales,
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9,

CONTINGENT LIABILITIES

i) The Gompany has provided a gusrantes of lis parent's flnancing from the Bank of Monireal. As at
December 31, 2018 the amount outstanding was $3,248.593, Under the iarms of the parents
finansing the corporate group are required to maintain cerfgin financial covenants (ratios) on a
combined basis. At year end certain of these covenants were not met,

i) The Company has been named in certain tegal actions totaling approximately $350,000, thish it is
defending and apeinst whilic the company hae launched counter claims. These legal acticns are
currently stayed as a result of the filings made under the Bankruptey and Insclvency Act (Note 1),
The Caompany has also been named as a co-dsfendent, along with #ts parent, In a isgal action
iaunched by a sustomer In the amount of approximately $3.8 milllon, which has not heen stayad and
is belny defended by counse! for ifs commaercial insurers.

10.

FINANCIAL INSTRUMENTS

The Company s exposed to varinus risks through Hs financlal Instruments. The following analysls
provides Information about the company's risk exposure and concentraiton as of Decemnber 31,

2018.
{a) Credit risk

Credit risk arises from the potentlal that a counter party will fall to perfornt its obligations. The
Company Is exposed o credit risk from customars. In order to reduce its cradit risk, the Company
reviews a new customers oredit history before extending credit and conducts regular reviews of
its exlsting customsrs’ cradit petformance. An allowance for doubtful accounts Is established
based upoh factors surtouriding the ceradit risk of specifle accounts, historleal trends and ather

information,
(b} Liguiciity risk

Liquidity risk Is the risk that an entity will encounter difficulty In meeiing chligations asscclated with
financial liabiiles. The Company is exposed to this risk malnly in reapest of its recelpi of funds
from its customers and cther related sourcss, long-term debt, and agscounts payable. The
Company's current liquidity Issues have baen disclosed Int Note 1.

(c) intarost rafe risk

Interest rate risk is the risk thai the value of a financial instrument might be adversely affsctad by a
change in the interest rates, In sseking to rinlmize the risks from Interest rate fiuctuations, the
Company manages exposure through its hormal operating and financing activities, The Company
Is exposed 1o interest rate risk primarily through its floating inferest rate bank Indebtedness and
credit facllities,

Unless otherwlse noted, It is mahagement’s oplnlon that the company s not exposed 1o slgnificant
other price risks alsing from these Ananclal Instruments.

1.

SUBSEQUENT EVENTS

On April 1, 2019 the Company signed an agreement with its second largest gusiomer for ihe
provislon of ticket printing services unfil March 31, 2024, with a renewal option for a pérlod of up to &
years,
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12. COMPARATIVE FIGURES

) Some of the comparative flgures have been reclassified to conform {o the current year's
prasentation,

i) The prier year comparafive figures were audited by another firm of chartered professionsl
accountants in thelr report dated Juiy 23, 2018,
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