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MANAGEMENT’S DISCUSSION AND ANALYSIS 
 
FORWARD LOOKING STATEMENTS 
 
Certain of the statements in this MD&A about the Company’s current and future plans, expectations and intentions, results, levels of 
activity, performance, goals or achievements or any other future events or developments constitute forward-looking statements. The 
words “may”, “will”, “would”, “should”, “could”, “expects”, “plans”, “intends”, “trends”, “indications”, “anticipates”, 
“believes”, “estimates”, “predicts”, “likely” or “potential” or the negative or other variations of these words or other similar or 
comparable words or phrases, are intended to identify forward-looking statements. 
 
Forward-looking statements are based on estimates and assumptions made by management based on management’s experience and 
perception of historical trends, current conditions and expected future developments, as well as other factors that management believes 
are appropriate in the circumstances. Many factors could cause the Company’s actual results, performance or achievements or future 
events or developments to differ materially from those expressed or implied by the forward-looking statements, including, without 
limitation, the following factors: the Company’s ability to implement its strategy or operate its business as management currently 
expects; unfavorable capital market developments or other factors which may affect the Company’s capital and debt obligations; 
government regulations; litigation and regulatory actions; periodic negative publicity regarding the insurance industry; intense 
competition; the Company’s reliance on information technology and telecommunications systems; the Company’s dependence on key 
employees; general economic, financial and political conditions; the Company’s dependence on the results of operations of its 
subsidiaries; the volatility of the stock market and other factors affecting the Company’s share price. 
 
All of the forward-looking statements included in this MD&A are qualified by these cautionary statements for the year ended March 
31, 2014. These factors are not intended to represent a complete list of the factors that could affect the Company; however, these 
factors should be considered carefully, and readers should not place undue reliance on forward-looking statements made herein. The 
Company and management have no intention and undertake no obligation to update or revise any forward-looking statements, whether 
as a result of new information, future events or otherwise, except as required by law. 
 

This MD&A should be read in conjunction with the unaudited condensed interim consolidated financial statements for the six months 
ended  September 30, 2014 and the audited consolidated financial statements for the year ended March 31, 2014 which are prepared in 
accordance with IFRS (International Financial Reporting Standards). These filings are available at www.sedar.com. 

All amounts are in Canadian Dollars unless otherwise indicated. 
 
OVERVIEW 

ACL International Ltd. (formerly Anthony Clark International Insurance Brokers Ltd.) (the “Company”) primary business activity 
involved the operation of general insurance brokerages in Canada and the United States. Shares of the Company traded on the TSX 
Venture Exchange under the symbol “ACL”. The Company voluntarily delisted from the OTCQX due to low trading volume. The last 
day of trading on the OTCQX was December 31, 2013. The Company, founded in 1989, expanded through internal growth and 
acquisitions. The Company operated in two economic environments and revenues were attributed to geographic areas based on the 
location of resources producing the revenues.  

On May 1, 2014 the Company completed the sale of all of its shares (51%) in the Canadian subsidiary Anthony Clark Insurance 
Brokers Ltd. held by the Company, to an arm’s length third party for cash consideration of approximately $13,000,000, before 
repayment of certain senior debt and adjustments. As the transaction contemplated the sale of all or substantially all of the Company’s 
assets shareholder approval was obtained on April 14, 2014 and TSX Venture Exchange approval on April 22, 2014. The Company 
paid certain liabilities in the amount of $7,942,971 from the sale proceeds including debt settlement $6,101,475, legal expenses 
$277,221 and severance and outstanding compensation of $1,564,275. 

Subsequent to obtaining TSX Venture Exchange approval on April 29, 2014, the Company changed its name to ACL International Ltd. 
effective May 1, 2014 and transferred its common shares listing to the NEX Board of the TSX Venture Exchange effective May 2, 
2014. 

On May 26, 2014, the Board of Directors of the Company declared a capital distribution to the shareholders and set the record date for 
the distribution at June 9, 2014. The Company made an initial distribution of $0.28 per common share to its shareholders on June 18, 
2014. 



 

 
 
 

On July 2, 2014, the Company received $2,008,240 being the payment for the balance of the purchase price payable for the sale of all 
of the shares of Anthony Clark Insurance Brokers Ltd.  

The management and the Board of Directors will continue to identify and evaluate businesses and assets with a view to completing a 
Qualifying Transaction. 
 
  
DISCONTINUED OPERATIONS 

 
On March 3, 2014 the Company sold the property and equipment and customer accounts of its U.S. operations for net sales proceeds of 
$ 3,204,664 including transaction costs of $ 178,396. The Company realized a loss from discontinued operations of $ 2,804,844. 

 

On May 1, 2014, the Company completed the sale of all of its shares (51%) in the Canadian subsidiary Anthony Clark Insurance 
Brokers Ltd. held by the Company, to an arm’s length third party for cash consideration of approximately $13,000,000, before 
repayment of certain senior debt and adjustments. As the transaction contemplated the sale of all or substantially all of the Company’s 
assets shareholder approval was obtained on April 14, 2014 and TSX Venture Exchange approval on April 22, 2014. The Company 
paid certain liabilities in the amount of $7,942,971 from the sale proceeds including debt settlement $6,101,475, legal expenses 
$277,221 and severance and outstanding compensation of $1,564,275. The transaction resulted in a gain on sale of discontinued 
operations of $12,095,558 

 The gain (loss) from discontinued operations for the three month period ended September 30, 2014 and 2013 is summarized below:

Canada US Total Canada US Total

Revenue from discontinued operations -$                  42,977$              42,977$            2,584,909$      788,992$           3,373,901$     
Expenses of discontinued operations -                     (31,204)               (31,204)             (1,884,200)       (741,630)            (2,625,830)      
Earnings (loss) from discontinued operations -                     11,773                11,773              700,709            47,362                748,071           

Gain (loss) on sale of discontinued operations -                     -                       -                     -                     -                       -                    

Gain (loss) from discontinued operations -$                  11,773$              11,773$            700,709$         47,362$              748,071$         

Three month period ended September 30, 2014 Three month period ended September 30, 2013

 
 
 
 The gain (loss) from discontinued operations for the six month period ended September 30, 2014 and 2013 is summarized below:

Canada US Total Canada US Total

Revenue from discontinued operations 455,290$         144,460$           599,750$         5,367,495$      1,336,973$        6,704,468$     
Expenses of discontinued operations (425,162)          (115,217)            (540,379)          (3,819,928)       (1,503,028)         (5,322,956)      
Earnings (loss) from discontinued operations 30,128              29,243                59,371              1,547,567        (166,055)            1,381,512        

Gain (loss) on sale of discontinued operations 12,065,430      -                       12,065,430      -                     -                       -                    

Gain (loss) from discontinued operations 12,095,558$    29,243$              12,124,801$    1,547,567$      (166,055)$          1,381,512$     

Six month period ended September 30, 2014 Six month period ended September 30, 2013

 
 

2014 OPERATIONAL HIGHLIGHTS 

• The Company successfully closed the sale of all its assets on May 1, 2014 
• The Company made an initial distribution of $0.28 per common share to its shareholders on June 18, 2014 

 



 

 
 
 

 
RESULTS OF OPERATIONS 
 
The Company sold all its operations effective May 1, 2014. All the numbers relating to discontinued operations have been reclassified 
to discontinued operations. 
 
 
For the six month ending September 30, 2014 
 
The expenses for the six months ending September 2014 relate to the salaries and wages and severance and other payments outlined in 
the information circular and as approved by the shareholders at the special meeting on April 14, 2014. The increase in general and 
administration expenses mainly relate to the legal fees related to the sale all or substantially all the assets. 
  
For the six month ending September 30, 2013 
 
The expenses for the six months ending September 2013 relate to the salaries and wages and general and administration expenses 
mainly relate to the professional fees and expenses related to being public. 
 
 
NON-CONTROLLING INTEREST IN CONSOLIDATED SUBSIDIARY 
 
On June 10, 2008, April 23, 2009 and July 14, 2010, the Company closed equity financings under which a non-controlling interest, 
totaling 49% of a consolidated subsidiary of the Company which operates the Canadian operations, was sold.  Under IFRS, transactions 
with non-controlling interests are treated as transactions with equity owners of the Company. Gains or losses on disposals to non-
controlling interests are computed and recorded in equity.   
 
Within the unanimous shareholder agreement, there is a contingent put option with the non-controlling shareholder.  
 
Distributions from the Canadian operations to the parent and non-controlling shareholder are paid as and when approved by the Board 
of Directors of the Canadian subsidiary. The distributions are based on a formula in the unanimous shareholder agreement. 
 
The non-controlling shareholder is the lender on the Senior notes. 
 
The balance of the non-controlling interest was eliminated upon the sale of the Canadian subsidiary 
 
 
 
INTEREST AND FINANCING COSTS 
 

Three months ending 
September 30, 2014

Three months ending 
September 30, 2013

Six months ending 
September 30, 2014

Six months ending 
September 30, 2013

Canadian operations
Interest on long-term debt -$                                   104,655$                       34,129$                    211,543$                    
Amortization of deferred financing costs and loan discount -                                 2,987                             50,281                      5,974                          

-                                 107,642                         84,410                      217,517                      

U.S. operations
Interest on long-term debt 11,856$                         -$                                  24,035$                    -$                                

11,856                           -                                    24,035                      -                                  

11,856$                         107,642$                       108,445$                  217,517$                    

 
  
 
 



 

 
 
 

 
SUMMARY QUARTERLY INFORMATION 
 
 
The following table summarizes the Company’s key consolidated financial information for the last eight quarters. 
 

EPS-Basic
Revenue EBITDA Net earnings and Diluted

Quarter ended              ($)                 ($)          ($) ($/share)
September 30, 2014 -                (40,997)               (41,253)               -                    

June 30, 2014 -                      (1,581,449)          10,447,503         1.09                  

March 31, 2014 -                      (494,763)             (555,913)                              (0.07)

December 31, 2013 -                      (181,972)             (1,893,282)                           (0.22)

September 30, 2013 -                                   (254,705) 386,357              -                    

June 30, 2013 -                      (203,496)             320,747              -                    

March 31, 2013 -                      (399,017)             202,735              -                    

December 31, 2012 -                      (212,640)             133,353              (0.01)                 

 
 
• EBITDA is defined as Earnings before interest, income taxes, and depreciation and amortization. 
• EBITDA is discussed and presented here as a non-IFRS measure because it is management’s major performance indicator. 
• EBITDA is reconciled to Net earnings above. 
• The Revenue and EBITDA exclude the results of the discontinued operations.  
• The results reflect the sale of all its operating assets 

 
 
In the quarter ended June 30, 2014, the Company completed the sale of all of its shares (51%) in the Canadian subsidiary Anthony 
Clark Insurance Brokers Ltd. held by the Company, to an arm’s length third party for cash consideration of approximately $13,000,000, 
before repayment of certain senior debt and adjustments. As the transaction contemplated the sale of all or substantially all of the 
Company’s assets shareholder approval was obtained on April 14, 2014 and TSX Venture Exchange approval on April 22, 2014. The 
Company paid certain liabilities in the amount of $7,942,971 from the sale proceeds including debt settlement $6,101,475, legal 
expenses $277,221 and severance and outstanding compensation of $1,564,275. The transaction resulted in a gain on sale of 
discontinued operations of $12,095,558 

 
 
FINANCIAL CONDITION AND CHANGES IN FINANCIAL CONDITION 
 
Comparing  September 30, 2014 and March 31, 2014: 
 

• Working capital increased $3,691,592 as a result of the sale of the Company’s  Canadian subsidiary 
 

• Customer accounts decreased $1,097,379 following the sale of the Company’s Canadian operations. 

• Goodwill decreased $7,317,360 following the sale of the Company’s Canadian operations. 

• Long-term debt decreased $13,144,055 primarily due to the  pay down  of all the Company’s  Canadian debt from the sale 
proceeds received on sale of it’s Canadian operations and assumption of debt by the purchaser and  the effect of the exchange 
rate. 

• Equity attributable to owners of the Company increased by $7,708,275 primarily due to: 

o net earnings of  $10,406,250; 

o decrease in share capital of $2,689,452 resulting from the capital distribution; 



 

 
 
 

 
FINANCIAL RESOURCES AND LIQUIDITY 

   
 As at September 30, 2014, the Company has a working capital $2,098,935.   
 

On May 1, 2014 the Company completed the sale of all of its shares (51%) in the Canadian subsidiary Anthony Clark Insurance 
Brokers Ltd. held by the Company to an arm’s length third party for cash consideration of approximately $13,000,000, before 
repayment of certain senior debt and adjustments. As the transaction contemplated the sale of all or substantially all of the Company’s 
assets shareholder approval was obtained on April 14, 2014 and TSX Venture Exchange approval on April 22, 2014. The Company 
paid certain liabilities in the amount of $7,942,971 from the sale proceeds including debt settlement $6,101,475, legal expenses 
$277,221 and severance and outstanding compensation of $1,564,275. 

Subsequent to obtaining TSX Venture Exchange approval on April 29, 2014, the Company changed its name to ACL International Ltd. 
effective May 1, 2014 and transferred its common shares listing to the NEX Board of the TSX Venture Exchange effective May 2, 
2014. 

On May 26, 2014, the Board of Directors of the Company declared a capital distribution to the shareholders and set the record date for 
the distribution at June 9, 2014. The Company made an initial distribution of $0.28 per common share to its shareholders on June 18, 
2014. 

On July 2, 2014, the Company received $2,008,240 being the payment for the balance of the purchase price payable for the sale of all 
of the shares of Anthony Clark Insurance Brokers Ltd.  

On October 31, 2014, the Company executed a non-binding letter of intent with Fulucai Productions Ltd. (FCPS:OTC US), pursuant to 
which Fulucai has agreed to sell to the Corporation, on an arm’s length basis, a 5% interest in a Technical Assistance Contract for a 
block referred to as “Langsa TAC” located offshore, North Sumatra in exchange for shares of the Corporation. The purchase price shall 
be negotiated based on information provided in an Independent Reserves Evaluation to be prepared in accordance with the Standards of 
Disclosure for Oil and Gas Activities National Instrument 51-101 report. It is anticipated that the Report will be completed by 
December 31, 2014.  

  
The Proposed Transaction is intended to constitute a reactivation transaction of the Corporation to enable it to list on the TSX Venture 
Exchange. It is anticipated that the Proposed Transaction will constitute a Change of Business and/or a Reverse Takeover under the 
policies of the Exchange.    

 
It is anticipated that upon completion of the Proposed Transaction, the current board of directors and the officers of the Corporation 
will resign and new officers and a board will be appointed. The new board will comprise of at least four members with such directors 
being the nominees of Fulucai, subject to the policies of the Exchange and securities laws. 
 
 
Canadian Debt  
All of the Company’s Canadian debt was paid down from the proceeds received from sale of the Company’s Canadian assets and 
assumption of debt by the buyer of the Canadian operations. 

 
U.S. Debt 

 The US debt is interest only and interest payments at 6.75% per annum continue on the unpaid balance until maturity of the loan.    
     
 The U.S. denominated debt is secured with a guarantee provided by the Company. 

  
Contingencies 
The Company may, from time to time, be involved in various claims, lawsuits, disputes with third parties, actions involving allegations 
of discrimination, or breach of contract incidental to the operations of its business. The Company is not currently involved in any such 
incidental litigation which it believes could have a materially adverse effect on its financial condition or results of operations. 
 
As part of the unanimous shareholder agreement with the non-controlling interest, there is a contingent put option which if exercised 
will require the Company to purchase the non-controlling interest. The contingent put option can only be exercised, within 60 days 
written notice, if: 
 

• There is an arm’s length third party offer to purchase the consolidated subsidiary and the non-controlling shareholder wishes 
to accept, but the Company does not, then the non-controlling shareholder can exercise the put option for the price set out in 
the offer, or 



 

 
 
 

• There is a change of control in the consolidated subsidiary or the Company, the non-controlling shareholder can exercise the 
put option for the higher of fair value formula in the unanimous shareholder agreement or the price set out in the change of 
control transaction. 

 
There is uncertainty as to the occurrence, timing and amount of the cash outflow since the put option is contingent on a third party offer 
or purchase.  
 
Commitments 
The Company leases office premises under operating leases that expire at various dates during the 2015 through 2019  
fiscal years. In addition, the Company has current obligations under certain advertising contracts.  
 
The following table sets forth the Company’s future contractual and long-term obligations as at  September 30, 2014: 
 

      Total Less than 1 Year       1 – 3 Years        3 – 5 Years 
       More than 5    

years 

Contractual Obligations 

Operating Lease Obligations $                  - $                     - $                    - $                  - $                - 

Long-Term Debt 

U.S. Notes payable $      722,916 - $       722,916 $                 - $                - 

 

 

SHARE CAPITAL 
 
Authorized 
  Unlimited common shares without par value  
   Unlimited class B voting preferred shares without par value 
   Unlimited class C non-voting preferred shares without par value 
 
Issued 

All common shares issued are fully paid, carry one vote per share and carry a right to dividends  
 
 

Changes in share capital during the six month period ended September  30, 2014 and the year ended March 31, 2014 are as  follows : 
       

Shares Amount
Balance, April 1, 2013              9,694,684  $       9,561,719 

Charge to capital on repurchase of shares through issuer bid                  (89,500)              (88,272)

Balance, March 31, 2014              9,605,184           9,473,447 

Distribution to shareholders -                       (2,689,452)        

Balance, September 30, 2014 9,605,184             6,783,995$       

 
 
 

Normal Course Issuer Bid 
 

The Company receives regulatory approval from the TSX Venture Exchange (the “Exchange”) to make a normal course issuer bid.  
Pursuant to the bid, the Company could purchase up to 10% of its common shares issued and outstanding at the time of the bid. 

 
2014 - The bid commenced May 20, 2013 and terminated on May 19, 2014 and pursuant to the bid, the Company had approval to 
purchase up to 969,168 of its common shares. The Company had repurchased 37,500 common shares under the bid.  

 
2013 - The bid commenced May 19, 2012 and terminated on May 18, 2013 and pursuant to the bid, the Company had approval to 
purchase up to 1,022,447 of its common shares. The Company repurchased 220,000 common shares under the bid. 



 

 
 
 

                  
 

SHARE-BASED COMPENSATION 
 
The Company has an incentive share option plan, which provides for the award of share options to directors, officers, employees and 
consultants. A maximum 1,601,395 common shares remain reserved under the plan. The terms and exercise prices of all share option 
awards are determined by the directors at the time of issue.  
 
Changes in share options during the six month periods ended September 30, 2014 and the year ended March 31,
2014 are as follows :  
 
 
 

Number of 
options

Weighted average 
exercise price

Number of 
options

Weighted average 
exercise price

Outstanding, beginning of period -                   -$                     450,000           0.36$                    
Expired -                   -                       (450,000)          (0.36)                    

Outstanding, end of period -                    $                      -                         -   -$                     

September 30, 2014 March 31, 2014

 
 
RELATED PARTY TRANSACTIONS 
 
The Company enters into transactions with related parties from time to time in the normal course of business, as well as key 
management personnel. 
 
During the period ended September 30, 2014, the Company incurred $nil (2013- $nil) of consulting fees charged by a director. 
 
 
 
Summary Compensation Table of Amounts Paid or Payable to Directors and Officers during the quarter ended September 30, 
2014: 
 
The following table sets forth details regarding compensation of officers for the quarter ended September 30, 2014: 
 
 

 
 
 
 
 
 
 
 
 

On May 1, 2014 the Corporation sold substantially all of its assets to a third party. That sale and other transactions were approved by 
the shareholders at a special meeting of shareholders held on April 14, 2014.  Concurrent with the sale of substantially all of the assets, 
certain employees, consultants and officers including Messrs. Consalvo and Bhatia terminated their employment with the Corporation. 

Effective May 1, 2014 the Board of Directors of the Corporation determined to disband the Compensation Committee and all decisions 
as to compensation subsequent to May 1, 2014 were made by decision of the Board of Directors. 

Name and Principal 
Position 

 Salary 
 

 Bonus 
 

 All Other 
Compensation 

       
Tony Consalvo $ - $            Nil $ - 
Chairman, President and 
C.E.O. 

      

       
Mahesh Bhatia $ 9,000 $ Nil $ - 
V.P. Finance and C.F.O.       



 

 
 
 

Effective May 1, 2014, the Board approved a resolution to reappoint Tony Consalvo as the Corporation’s President and Chief 
Executive Officer on a volunteer basis and for no monetary compensation.  The Board also approved the employment of Mahesh 
Bhatia in the capacity of the Corporation’s Chief Financial Officer and V.P Finance at a fixed compensation of $14,500 per month for 
May 2014 and June 2014; thereafter, the compensation will be fixed at $3,000 per month. 
 
The following table sets forth details regarding compensation of directors for the quarter ended September 30, 2014: 
 
 

Name   Position Compensation paid or payable for the 
quarter ended September 30, 2014 

     
Douglas Farmer  Director $ - 
Robert Sadleir  Director $ - 
Norm Cournoyer  Director $ - 

Compensation of Directors 
 
Each director that is not a full-time employee or officer of the Corporation receives the amount of $15,000 per year.  This amount is 
paid quarterly in arrears over the Corporation's fiscal year and is pro-rated if an individual resigns or is not re-elected.  There are no 
other arrangements in addition to or in lieu of the above described fees under which directors of the Corporation were compensated by 
the Corporation during the most recently completed financial year for their services in their capacity as directors.  The Corporation's 
directors who are also senior officers do not receive any cash payments for their services as directors. 

Effective July 1, 2014, there will be no compensation payable for an individual’s services as a director. The Corporation's directors 
who are also senior officers do not receive any cash payments for their services as directors. 

 
CAPITAL RISK MANAGEMENT 
 

The Company considers the capital it manages to be the amounts it has in cash, debt (long-term and short-term borrowings) and 
equity attributable to owners of the Company. 

 
 The Company’s objectives when managing capital are to: 
 
 − safeguard the Company’s ability to continue as a going concern 
 − ensure sufficient liquidity to support its financial obligations and execute its operating and strategic plans 
 − optimize the cost of its capital at an acceptable level in light of current and future industry, market and economic risks and 

conditions 
 − utilize the long-term funding sources to manage its working capital and restructure debt to minimize the cost of its capital 
 − acquire assets and dispose of non-performing assets 
  
 The Company manages the capital structure and makes adjustments to it in light of changes in economic conditions and the risk 

characteristics of the underlying assets. To maintain or adjust the capital structure, the Company may attempt to issue new 
shares, repurchase shares, issue debt, acquire or dispose of assets. The Company requires capital to repay existing obligations. 
There can be no certainty of the Company’s ability to refinance its existing obligations. In order to facilitate the management of 
the Company’s capital, the Company prepares annual cash flow forecasts that are updated as necessary depending on various 
factors and general industry conditions. There were no changes in the Company’s approach to capital management.  

 
 The declaration and payment of dividends and the amount thereof are at the discretion of the Board.  In order to maintain and 

maximize growth, maintain sufficient liquidity to support its financial obligations and optimize the cost of capital, the Company 
currently does not pay out dividends. 

 
 The Company is also subject to certain working capital covenants on an ongoing basis, which compliance with these covenants 

has the effect of restricting the availability of cash from the Canadian operations to the other operations of the Company. 
 
 
 
 



 

 
 
 

FINANCIAL INSTRUMENTS 
 

a)  Overview 
 The Company’s activities expose it to a variety of financial risks that arise as a result of its operating and financing activities 

such as credit risk, liquidity risk, foreign currency risk and interest rate risk. The Company manages its exposure to these 
risks by operating in a manner that minimizes this exposure. 

 
b) Fair value of financial instruments 

The Company’s financial instruments as at March 31, 2014 included cash, trust cash, trade receivables, trade payables and 
accrued liabilities, and long-term debt. The carrying amounts for short term financial assets and liabilities, which includes 
trade receivables and trade payables and accrued liabilities approximate fair values due to the immediate or short-term 
maturities of these financial instruments. Cash and trust cash are classified as fair value through profit and loss and therefore 
are recorded at fair value.  
 
Management estimated the fair value of its long-term debt taking into account market rates of interest, the condition of any 
related collateral and the current conditions in credit markets applicable to the Company based on recent transactions. The 
estimated fair value of long-term debt approximates its carrying value.  
 
For financial instruments measured at fair value, disclosure about the inputs to fair value measurements are required, 
including their classification within a fair value hierarchy that prioritizes the significance of inputs used in making fair value 
measurements. 
 
Level 1 Fair Value Measurements − quoted prices in active markets for identical assets or liabilities; 
 
Level 2 Fair Value Measurements − inputs other than quoted prices included in Level 1 that are observable for the asset or 
liabilities, either directly (i.e. as prices) or indirectly (i.e. from derived prices); and 
 
Level 3 Fair Value Measurements− inputs for the asset or liability that are not based upon observable market data. 
 
Cash and trust cash is based on Level 1 inputs of the fair value hierarchy. 
  

c) Financial risk management 
 The Company’s financial instruments are exposed to certain financial risks, including credit risk, foreign currency risk, 

interest rate risk and liquidity risk.  
  
 
 
 Credit risk 
 The Company is exposed to credit risk resulting from the possibility that counterparties may default on their financial 

obligations, or if there is a concentration of transactions carried out with the same counterparty or of financial obligations 
which have similar economic characteristics such that they could be similarly affected by changes in economic conditions. 

 
 The Company’s financial instruments that are exposed to concentrations of credit risk relate primarily to cash, trust cash 

and trade receivables from clients and insurance carriers.  Cash is in place with major financial institutions.  Concentrations 
of credit risk with respect to client and insurance carrier trade receivables are limited due to the large number of customers 
and insurance carriers.  The Company has evaluation and monitoring processes in place and writes off accounts when they 
are determined to be uncollectible. 

 
 As at September 30, 2014, the Company’s maximum exposure to credit risk is through the following assets: 
 
  Receivables   $ 18,375 
    Net credit risk   $ 18,375 
  
  
 Foreign currency risk 

 The Company is exposed to the financial risk related to fluctuations of foreign exchange rates.  The Company conducts 
business operations in the United States and has U.S. dollar denominated indebtedness and is therefore exposed to cash 
flow risks associated with fluctuations in the relative value of the Canadian and U.S. dollar.  A significant change in the 



 

 
 
 

currency exchange rate of the Canadian dollar relative to the U.S. dollar could have a material effect on the Company’s 
results of operations, financial position and cash flows.  The Company does not engage in hedging activities or use financial 
instruments to reduce its risk exposure. 

 
 At September 30, 2014, the Company is exposed to currency risk through the following assets and liabilities denominated 

in U.S. dollars: 
 
  Cash $         8,972  
  Trade receivables 18,363  
  Trade payables and accrued liabilities (39,780) 
  Long-term debt    (722,916) 
  Net exposure         $     (735,361)  

 
 Based on the above net exposure at September 30, 2014, and assuming all other variables remain constant, a 10% 

depreciation or appreciation of the Canadian dollar against the U.S. dollar would result in a decrease or increase of  
 $ 73,536 in the Company’s other comprehensive income (loss). 
  
 Interest rate risk 
 All of the Company’s indebtedness bears interest at fixed rates and as a result the Company is not exposed to significant 

interest rate risk arising from long-term debt. 
 
 Liquidity risk 

Liquidity risk is the risk that the Company cannot meet a demand for cash or fund its short and long-term obligations as 
they come due.  Liquidity risk also includes the risk of not being able to liquidate assets in a timely manner at a reasonable 
price. 
 
The Company manages its liquidity risk through cash and debt management. The Company’s objective in managing 
liquidity risk is to increase revenues, minimize operational costs and to maintain sufficient liquidity in order to meet these 
operational requirements at any point in time. The Company’s ability to obtain funding from external sources may be 
restricted if the Company’s financial performance and condition deteriorate.  In addition, credit and capital markets are 
subject to inherent global risks that may negatively affect the Company’s access and ability to fund its short-term and long-
term debt requirements. The Company mitigates these risks by actively monitoring market conditions and diversifying its 
sources of funding and debt maturity.  
 
The Company’s trade payables are generally due within 60 days.  

  
 
ADOPTION OF NEW ACCOUNTING STANDARDS 
The Company has adopted the following new accounting standards effective April 1, 2013. These changes were made in 
accordance with the applicable transitional provisions and had no impact on the financial statements.  

 
(i) IFRS 10 Consolidated Financial Statements. IFRS 10 defines a single concept of control as the determining factor in 

whether an entity should be included within the consolidated financial statements of a parent company. The standard 
provides additional guidance to assist in the determination of control where this is difficult to assess.  

 
(ii) IFRS 11 Joint Arrangements. IFRS 11 focuses on the rights and obligations of an arrangement rather than its legal 

form, as was previously the case. The standard distinguishes between joint operations, where the joint operator 
accounts for the assets, liabilities, revenues, and expenses relating to its involvement, and joint ventures, which must 
be accounted for using the equity method. 

 
(iii) IFRS 12 Disclosure of Interests in Other Entities. IFRS 12 is a new and comprehensive standard on disclosure 

requirements for all forms of interests in other entities, including subsidiaries, joint operations, joint ventures, 
associates and unconsolidated structured entities.  

 
(iv) IFRS 13 Fair Value Measurement. IFRS 13 is a new standard that applies to both financial and non-financial items 

measured at fair value. It defines fair value, sets out a single framework for measuring fair value and requires 
disclosures about fair value measurements. Previously, a variety of fair value techniques and disclosures were 
possible under the requirements of separate applicable IFRS.  



 

 
 
 

 
 Accounting standards and interpretations issued but not yet adopted  

As at the date of these consolidated financial statements, the following standard has not been applied in these consolidated 
financial statements: 
 
(i) IFRS 9 Financial Instruments; effective for annual periods beginning on or after January 1, 2018. IFRS 9 replaces the 

multiple classification and measurement models in IAS 39 with a single model that has only two classification 
categories: amortized cost and fair value. IFRS 9 prohibits reclassifications except in rare circumstances when the 
entity’s business model changes. The new standard removes the requirement to separate embedded derivatives from 
financial asset hosts. It requires a hybrid contract to be classified in its entirety at either amortized cost or fair value. 

 
Management is currently assessing the impact of this new standard on the Company’s accounting policies and 
financial statement presentation. 

 
 Use of Estimates and Judgments  
 The preparation of these consolidated financial statements requires management to make judgments, estimates and assumptions 

that affect the application of accounting policies and the reported amount of assets, liabilities, income and expenses.  Actual 
results could differ from these estimates.  

 
 Revisions to accounting estimates are recognized in the period in which the estimates are revised and in any future periods 

affected. 
 
 In preparing these consolidated financial statements, the significant judgments made by management in applying the Company’s 

accounting policies and the key sources of estimation uncertainty are as follows: 
 
 Use of Judgments 
 

 Cash Generating Units  
The determination of cash generating units (“CGUs”) requires judgment in defining the smallest identifiable group of 
assets that generate cash inflows that are largely independent of the cash inflows from other assets or groups of assets. 
CGUs are determined by geographical area, similar exposure to market risk and materiality.    

  
Impairment of Customer Accounts 

 The assessment of customer accounts for any indications of impairment involves judgment. If an indication of impairment 
exists, a formal estimate of recoverable amount is performed and an impairment loss is recognised to the extent that 
carrying amount exceeds recoverable amount. The assessment requires judgment as to the economic and industry 
conditions, the estimated future revenues to be generated by the customer accounts, operating costs and the discount rate 
to be applied to such revenues and costs.  

 
Income tax 

 Management exercises judgment in estimating the provision for income taxes. The Company is subject to income tax laws 
in various jurisdictions where it operates. Various tax laws are potentially subject to different interpretations by the 
taxpayer and the relevant tax authority. To the extent that the Company’s interpretations differ from those of tax 
authorities or the timing of realization is not as expected, the provision for income taxes may increase or decrease in 
future periods to reflect actual experience. 

   
 
Use of Estimates 

  
    Impairment of Goodwill 
 Goodwill is assessed for impairment at the CGU level on an annual basis and more frequently if there are potential 

indicators of impairment. An impairment loss is recognized if the carrying value of a CGU exceeds its recoverable 
amount. The recoverable amount of a CGU is determined from the greater of fair value less costs to sell or “value in use” 
calculations based on the net present value of discounted cash flows. Key assumptions used in the calculation of 
recoverable amounts are normalized EBITDA (Earnings Before Interest, Taxes, and Depreciation and Amortization) 
based on past performance and management expectations for the Company and industry and WACC (Weighted Average 
Cost of Capital). 

     



 

 
 
 

Amortization and Depreciation 
 Management is required to make certain estimates and assumptions when determining the amortization and depreciation 

methods and rates and residual values of property and equipment and customer accounts. Useful lives are based on 
historical experience with similar assets as well as anticipation of future events, which may impact their life. Management 
reviews amortization and depreciation methods, rates, and residual values annually and adjusts amortization and 
depreciation accordingly on a prospective basis. 

 
 

RISK FACTORS 
 
The securities of the Company are highly speculative. A prospective investor or other person reviewing the Company should not 
consider an investment unless the investor is capable of sustaining an economic loss of the entire investment. Certain risks are 
associated with the Company’s business including the following: 
 
Future growth and expansion is dependent on ongoing acquisitions of General Insurance Brokerages 

To a large extent, the Company’s growth and expansion plans depend upon the ongoing acquisition of independent General Insurance 
Brokerages at reasonable prices. There can be no assurance that an adequate number of acquisition candidates will be available to the 
Company to meet its expansion plans, or in the event that such independent General Insurance Brokerages are available for acquisition 
that they will be available at a price which would allow the Company to operate on a profitable basis. The Company competes for 
acquisition and expansion opportunities with entities that have substantially greater resources than the Company and these entities may 
be able to outbid the Company for acquisition targets. If the Company fails to execute its acquisition strategy, the Company’s revenue 
growth is likely to suffer and the Company may be unable to remain competitive. 

The Company may be unable to successfully integrate its recent or future acquisitions 

There can be no assurance that the Company’s recently acquired brokerages or any brokerages acquired by the Company in the future 
will achieve acceptable levels of revenue and profitability or otherwise perform as expected.   The Company may be unable to 
successfully integrate other brokerages that the Company may acquire in the future, due to diversion of management attention, strains 
on the Company’s infrastructure, difficulties in integrating operations and personnel, entry into unfamiliar markets, or unanticipated 
legal liabilities or tax, accounting or other issues. A failure to integrate acquired brokerages may be disruptive to the Company’s 
operations and negatively impact the Company’s revenue or increase the Company’s expenses. 

The Company anticipates the need for additional financing, which it may not be successful in arranging 

The Company has relied principally on debt financing to fund its recent acquisitions. The Company will require additional funds to 
make future acquisitions of General Insurance Brokerages and may require additional funds to market and sell its products into the 
marketplace. The ability of the Company to arrange such financing in the future, and to repay its existing debt, will depend in part upon 
the prevailing capital market conditions as well as the business performance of the Company. In addition, the Company is subject to 
certain financial and other covenants under its financing arrangements. If the Company is unable to or does not comply with these 
covenants, the Company’s financing needs may be accelerated. There can be no assurance that the Company will be successful in its 
efforts to arrange additional financing, when needed, on terms satisfactory to the Company. If additional financing is raised by the 
issuance of shares from the treasury of the Company, control of the Company may change and shareholders may suffer additional 
dilution. If additional financing is not available on terms favorable to the Company, the Company may be unable to grow or may be 
required to limit or halt its expansion plans. In addition, the Company’s existing creditors, some of whom have security interests in the 
Company’s assets, may exercise their rights to acquire or dispose of the Company’s assets. 
 
Planned future growth is likely to place significant strains on the Company’s management, administrative, operational and 
financial resources 

Since its inception, the Company has experienced steady growth in revenue, number and complexity of products, personnel, and 
customer base. The Company’s planned future growth is likely to place significant strains on the Company’s management, 
administrative, operational and financial resources. Increased growth will require the Company to continue to add additional 
management personnel, improve its financial and management controls, reporting systems and procedures on a timely basis, to 
implement new systems as necessary, to expand, train, motivate and manage its sales and other personnel and to service the Company’s 
customers effectively. There can be no assurance that the Company will be able to attract qualified personnel or improve its financial 
and management controls or implement new systems as necessary and the failure to do so may result in increased costs or a decline in  
revenue or both. 



 

 
 
 

The Company’s performance and future operating results and success are dependent on the effectiveness of the Company’s 
management team and key personnel  

The Company’s performance and future operating results and success are substantially dependent on how effective the management 
team and key personnel are at organizing and implementing the Company’s growth strategy and integrating acquired General Insurance 
Brokerages into the Company’s overall organization. Shareholders will be relying on the judgment and expertise of the management of 
the Company. 
 
The senior management and some key personnel are employed under employment contracts, while other key personnel of the Company 
are employed on a month to month basis and are not under an employment contract with the Company. Although the Company is in an 
industry in which there is not high employee turnover, the unexpected loss or departure of any of the Company’s key management 
personnel, Mr. Tony Consalvo, the President and Chief Executive Officer, Mr. Mahesh Bhatia, the VP Finance and Chief Financial 
Officer and the Corporate Controller, Ms. Shelley Samec could be detrimental to the future operations of the Company. 
 
There can be no assurance that the Company can retain its key personnel and managerial employees or that it will be able to attract or 
retain highly qualified personnel in the future. The Company believes that the compensation to its key management personnel is 
competitive with what other companies pay its key management personnel in the insurance brokerage industry. Although the Company 
plans to compensate its senior management and other key personnel at compensation levels that are competitive within the industry, 
there is no assurance that it will continue to be able to do so in the future and this may result in a departure of some if its senior 
management or other personnel. 
 
The Company maintains keyman life insurance policies of $100,000 on Mr. Consalvo and $675,000 on Mr. Bhatia and has no other 
keyman life insurance on any other senior management or other personnel. The loss of the services of any of the Company’s senior 
management or other key personnel or the inability to attract and retain the necessary technical, sales and managerial personnel could 
have a material adverse effect upon the Company’s business, operating results and financial condition. 

The Company faces intense competition in the insurance industry 

The Company is in an industry in which intense competition exists. The Company competes with other General Insurance Brokerages, 
as well as Insurance Companies that sell insurance directly to consumers and do not pay commissions to agents and brokers. Some 
competitors have substantially more financial resources and other assets available than the Company does and are larger and better 
established than the Company. Such competitors have existing distribution facilities and channels, customer recognition, customer lists, 
and greater research and development capabilities and sales marketing staff than does the Company. There can be no assurance that the 
Company will be able to compete successfully against current and future competitors, or that competitive pressure faced by the 
Company will not have a material adverse effect on its business, financial condition and results of operation. 

Incursion of government, banks or other financial institutions 

The Company is susceptible to an incursion in the general insurance industry by government or banks or other financial institutions. A 
government takeover of the general insurance business (or parts thereof) could affect the profitability of the Company. In addition, 
banks with greater financial resources and a larger customer base than the Company may enter (or are currently entering) the general 
insurance business. While management believes that the Company’s representation of a large and diverse number of Insurance 
Companies will allow it to remain competitive against any such incursion by the banks, there is a possibility that their entrance into this 
market could affect the profitability of the Company. 

The Company cannot accurately forecast commission revenue because commissions depend on premium rates charged by 
Insurance Companies, which historically have varied and are difficult to predict.  Any declines in premiums or reduction in 
commission rates may adversely impact profitability 

Revenue from commissions fluctuates with premiums charged by insurers, as commissions typically are determined as a percentage of 
premiums. When premiums decline, the Company experiences downward pressure on revenue and earnings.  Historically, property and 
casualty premiums have been cyclical in nature and have varied widely based on market conditions. Because we cannot determine the 
timing and extent of premium pricing changes, we cannot accurately forecast our commission revenue, including whether it will 
significantly decline. If premiums decline or commission rates are reduced, our revenue, earnings and cash flow could decline. In 
addition, our budgets for future acquisitions, capital expenditures, dividend payments, loan repayments and other expenditures may 
have to be adjusted to account for unexpected changes in revenue. 

 



 

 
 
 

Insurance Company contingent commissions and volume overrides are less predictable than normal commissions, which 
impairs the Company’s ability to forecast the amount of such revenue that will be received and may negatively impact our 
operating results 

A portion of the Company’s revenue is derived from contingent commissions and volume overrides. The aggregate of these sources of 
revenue generally has accounted for approximately 2-6% of our total revenue. Contingent commissions may be paid by an Insurance 
Company based on the profit it makes on the overall volume of business that we place with it. Volume overrides and contingent 
commissions are typically calculated in the first or second quarter of the following calendar year by the Insurance Companies and are 
paid once calculated. Further, we have no control over the process by which Insurance Companies estimate their own loss reserves, 
which affects our ability to forecast contingent commissions. Because these contingent commissions affect our revenue, any decrease in 
their payment to us could adversely affect our results of operations. Recently, legal proceedings challenging the appropriateness of 
revenue sharing arrangements between Insurance Companies and brokerages, including contingent profit and volume override 
arrangements, have been commenced against certain insurance brokerages. These proceedings allege that such revenue sharing 
arrangements conflict with a broker’s duty to its clients. While we have not been named as a defendant in any such proceeding, and 
disagree with the underlying premise that these revenue sharing arrangements create a conflict of interest, we could be the subject of a 
similar action in the future. A finding that such arrangements conflict with a broker’s duty to its clients could have a material adverse 
affect on our revenue and profitability. 

Proposed tort reform legislation in the United States, if enacted, could decrease demand for liability insurance, thereby 
reducing commission revenue 

Legislation concerning tort reform is currently being considered in the United States Congress and in several states. Among the 
provisions being considered for inclusion on such legislation are limitations on damage awards, including punitive damages, and 
various restrictions applicable to class action lawsuits, including lawsuits asserting professional liability of the kind of which insurance 
is offered under certain policies we sell. Enactment of these or similar provision by Congress, or by states or countries in which we sell 
insurance, could result in a reduction in the demand for liability insurance policies or a decrease in policy limits of such policies sold, 
thereby reducing our commission revenue. 

Privacy legislation may impede the Company’s ability to utilize the customer database as a means to generate new sales 

The Company intends to utilize its extensive customer databases for marketing and sales purposes, which it believes would enhance the 
Company’s ability to meet its organic growth targets. However, privacy legislation, such as the Gramm-Leach-Bailey Act and the 
Health Insurance Portability and Accountability Act of 1996 in the United States and the Personal Information Protection and 
Electronic Documents Act (PIPEDA) in Canada, as well other regulatory changes, may restrict the Company’s ability to utilize 
personal information that we have collected in the normal course of operations to generate new sales. If the Company becomes subject 
to new restrictions, or other regulatory restrictions, which we are not aware of, the Company’s ability to grow the business may be 
adversely affected. 

If the Company fails to comply with regulatory requirements for insurance brokerages, the Company may not be able to 
conduct business 

The Company is subject to legal requirements and governmental regulatory supervision in the jurisdictions in which it operates. These 
requirements are designed to protect our clients by establishing minimum standards of conduct particularly regarding the provision of 
advice and product information as well as financial criteria. 
 
Our activities in the United States and Canada are subject to regulation and supervision by state and provincial authorities. Although 
the scope of regulation and form of supervision by state and provincial authorities may vary from jurisdiction to jurisdiction, insurance 
laws in the United States and Canada are often complex and generally grant broad discretion to supervisory authorities in adopting 
regulations and supervising regulated activities. This supervision generally includes the licensing of insurance brokers and agents and 
the regulation of the handling and investment of client funds held in fiduciary capacity. Our ability to conduct our business in the 
jurisdictions in which we currently operate depends on our compliance with the rules and regulations promulgated from time to time by 
the regulatory authorities in each of these jurisdictions. 
 
Our clients have the right to file complaints with the regulators about our services, and the regulators may investigate and require us to 
address these complaints. Our failure to satisfy the regulators that we are in compliance with their requirements or the legal 
requirements governing our activities can result in a disciplinary action, fines, reputation damage and financial harm. 
 



 

 
 
 

In addition, changes in legislation or regulation and actions by regulators, including changes in administration and enforcement 
policies, could from time to time require operational improvements or modifications at various locations which could result in higher 
costs or hinder our ability to operate our business.  

The Company’s success is dependent on its ability to represent quality Insurance Companies 

The Company’s success is dependent upon its continued representation of quality Insurance Companies in order to sell insurance 
policies to customers. The Company’s existing brokerage contracts with certain Insurance Companies do not have a set term or expiry 
date but may be terminated by either the Company or the Insurance Company on between 90-120 days’ written notice of termination 
depending on the terms of the specific contract. In the event of termination on any of its contracts with Insurance Companies, there are 
no penalties to the Company but following termination; the Company is no longer able to represent the applicable Insurance Company 
as agent on the future placement or renewal of insurance policies. If the Company loses Insurance Company representation then this 
will have a negative impact on its ability to service its customers and provide alternative competitive insurance products. 
 
Dilution and sales of additional Common Shares and the exercise of options  
 
The number of outstanding Common Shares held by shareholders who are not affiliates of the Company and the number of Common 
Shares underlying outstanding share options is large relative to the trading volume of the Company’s Common Shares. Any substantial 
sale of the Common Shares, including Common Shares underlying share options, or even the possibility of such sales occurring may 
have an adverse effect on the market price of the Common Shares. 
 
The Company has significant costs and lower productivity could result in operating losses 
 
Fixed costs including costs associated with salaries and employee benefits, depreciation and amortization, rent, and interest and 
financing costs account for a significant portion of the Company’s costs and expenses. As a result, downtime or low productivity from 
its sales representatives, lower demand for insurance products, loss of the Company’s customers, any significant decrease in the 
premium rates, volume and commission paid in the different segments of the general insurance industry, or other factors could result in 
operating losses and adversely impact on the Company. 
 
No intention to declare dividends 
 
The Company has a recent history of losses and has not declared or paid any cash dividends on its Common Shares. The Company 
currently intends to retain any future earnings to fund growth and operations and it is unlikely to pay any dividends in the immediate or 
foreseeable future. Any decision to pay dividends on its Common Shares in the future will be made by the board of directors on the 
basis of the Company’s earnings, financial requirements and other conditions at such time. 
 
 
Conflicts of directors and officers who serve as directors or officers or are significant shareholders of other companies 
 
Directors and officers of the Company may serve as directors or officers of, or have significant shareholdings in other companies, or be 
or become engaged in business and activities in other fields, on their own behalf and on the behalf of other companies and entities. To 
the extent that such other companies or entities may participate in industries or ventures in which the Company may participate, the 
directors and officers of the Company may have a conflict of interest. Conflicts, if any, will be subject to the procedures and remedies 
under the Business Companies Act (Alberta).  
 
Investors may not be able to secure foreign enforcement of civil liabilities against the Company’s management 
 
The enforcement by investors of civil liabilities under the federal securities laws of the United States may be adversely affected by the 
fact that the Company is amalgamated under the laws of Canada, that all of its officers and directors are residents of a foreign country 
and a substantial portion of its assets and such person’s assets are located outside of the United States. As a result, it may be difficult 
for holders of the Common Shares to affect service of process on such persons within the United States or to realize in the United 
States upon judgments rendered against them.  
 


