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In accordance with National Instrument 51-102 Part 4, subsection 4.3(3)(a), if an auditor has not performed 
a review of these condensed interim consolidated financial statements, they must be accompanied by a 
notice indicating that these condensed interim consolidated financial statements have not been reviewed by 
an auditor. 
 
The accompanying unaudited condensed interim consolidated financial statements of the Company have 
been prepared by and are the responsibility of the Company’s management.  The Company’s independent 
auditor has not performed a review of these condensed interim consolidated financial statements in 
accordance with standards established by the Chartered Professional Accountants of Canada for a review 
of interim financial statements by an entity’s auditor. 
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Expressed in Canadian dollars 

 
 

March 31, 
2018 

December 31, 
2017 (a) 

 $ $ 

Assets   

Current assets   

    Cash 2,060,854 3,482,318 

    Accounts receivable and other (note 3) 885,337 737,372 

    Deferred contract acquisition costs 27,628 - 

 2,973,819 4,219,690 

   

Accounts receivable (note 3) 849,762 623,790 

Deferred contract acquisition costs 16,011 - 

Property and equipment (note 4) 508,085 513,402 

Intangible asset (note 5) 3,904,168 3,438,163 

Total assets 8,251,845 8,795,045 

   

Liabilities   

Current liabilities   

    Accounts payable and accrued liabilities (note 6) 827,652 602,682 

    Contract liabilities 240,772 396,302 

    Lease incentives 9,791 9,273 

 1,078,215 1,008,257 

   

Lease incentives 202,810 194,398 

Loan payable and accrued interest (note 7) 1,032,202 977,587 

Total liabilities 2,313,227 2,180,242 

   
Equity   

Shareholders’ equity 5,938,618 6,614,803 

Total liabilities and equity 8,251,845 8,795,045 

 

(a) kneat.com, inc. has adopted IFRS 15 using the cumulative effect method. Under this method, the comparative 

information is not restated. See note 2 (c) for details. 

 

Going concern (note 1) 
Commitments and contingencies (note 15) 

 

 

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

 

 

 
Approved on behalf of the Board of Directors on May 24, 2018. 
 
“Ian Ainsworth”   “Wade Dawe ” 
Director    Director 
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Expressed in Canadian dollars     
Three-month 
period ended 

March 31, 2018 

Three-month 
period ended 

March 31, 2017 (a) 

    $ $ 
      

Revenue (note 9)    461,505 146,918 
      

Expenses      

Amortization of intangible asset (note 5)    292,911 218,493 

Administrative expenses (note 10)    1,150,578 802,999 

Interest expense    6,111 5,549 

Interest income    (3,096) (743) 

Foreign exchange gain    (424,500) (37,662) 
      

Loss before income taxes   
 

560,499 841,718 
      

Income taxes (note 11)    - - 
      

Net loss for the period    560,499 841,718 
      

Other comprehensive loss (income)      

Foreign currency translation adjustment to presentation currency    178,156 (1,036) 
      

Comprehensive loss for the period    738,655 840,682 

      
Loss per share – basic and diluted    0.01 0.02 
      

Weighted-average number of common shares outstanding    44,563,684 39,563,684 

     Basic and diluted      

      
(a) kneat.com, inc. has adopted IFRS 15 using the cumulative effect method. Under this method, the comparative 

information is not restated. See note 2(c) for details. 

 

 

The accompanying notes are an integral part of these unaudited condensed interim consolidated financial statements. 
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Expressed in Canadian dollars  
Number of 

Common Shares 
(note 8 (a)) 

Common 
Shares 

 
Warrants 

Contributed 
Surplus 

Translation 
Reserve 

 
Retained 
Earnings 
(Deficit) Total 

  $ $ $ $ $ $ 

Balance, January 1, 2017 (a) 39,563,684 22,941,601 67,424 937,506 161,372 (16,820,815) 7,287,088 

Net loss for the period (a) - - - - - (841,718) (841,718) 

Other comprehensive income for the period - - - - 1,036 - 1,036 

 - - - - 1,036 (841,718) (840,682) 

Share-based compensation expense - - - 98,405 - - 98,405 

Balance, March 31, 2017 (a) 39,563,684 22,941,601 67,424 1,035,911 162,408 (17,662,533) 6,544,811 

        

Balance, January 1, 2018 (a) 44,563,684 25,919,856 - 1,325,457 185,222 (20,815,732) 6,614,803 

Impact of change in accounting policy (a) - - - - - (7,687) (7,687) 

Adjusted balance, January 1, 2018 44,563,684 25,919,856 - 1,325,457 185,222 (20,823,419) 6,607,116 

Net loss for the period - - - - - (560,499) (560,499)  

Other comprehensive loss for the period - - - - (178,156) - (178,156) 

 - - -  (178,156) (560,499) (738,655) 

Share-based compensation expense - - - 70,157 - - 70,157 

Balance, March 31, 2018 44,563,684 25,919,856 - 1,395,614 7,066 (21,383,918) 5,938,618 

 

(a) kneat.com, inc. has adopted IFRS 15 using the cumulative effect method. Under this method, the comparative information is not restated. See note 2 (c) for details. 

 
The accompanying notes are an integral part of these unaudited condensed interim consolidated financial statements. 
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Expressed in Canadian dollars  
 

Three-month 
period ended 

March 31, 2018 

 
 

Three-month 
period ended 

March 31, 2017 (a) 

 $ $ 

Operating activities    

Net loss for the period (560,499) (841,718) 

Charges to loss not involving cash:   

    Depreciation of property and equipment  34,256 18,206 

    Share-based compensation 34,210 46,814 

    Interest on long-term liabilities 6,111 5,549 

    Amortization of the intangible asset 292,911 218,493 

    Amortization of deferred contract acquisition costs 15,421 - 

    Unrealized foreign exchange gain (405,100) (37,662) 

Increase in non-current accounts receivable  - (1,080) 

Increase in non-current accounts payable and accrued liabilities (2,394) (2,174) 

Increase in non-current contract liabilities - 130,932 

Net change in non-cash working capital related to operations (note 12) (138,046) 878,303 

Net cash provided by (used in) operating activities (723,130) 415,663 

   

Investing activities   

    Additions to the intangible asset  (711,865) (548,557) 

    Additions to property and equipment (1,004) (4,881) 

Net cash used in investing activities (712,869) (553,438) 

   

Effects of exchange rates on cash  14,535 27,917 

   

Decrease in cash during the period (1,421,464) (109,858) 

Cash, beginning of period 3,482,318 4,988,601 

Cash, end of period 2,060,854 4,878,743 

 
(a) kneat.com, inc. has adopted IFRS 15 using the cumulative effect method. Under this method, the comparative information is 

not restated. See note 2 (c) for details. 

 
The accompanying notes are an integral part of these unaudited condensed interim consolidated financial statements. 
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1. NATURE OF OPERATIONS AND GOING CONCERN 
 

kneat.com, inc. (the “Company” or “kneat.com” or “Kneat”), was incorporated on December 12, 2013 under the 
laws of the Canada Business Corporations Act. On June 27, 2016, the Company completed a transaction with Kneat 
Solutions Limited whereby kneat.com acquired 100% of the issued and outstanding ordinary shares of Kneat 
Solutions Limited by way of a scheme of arrangement in Ireland. The Company commenced trading on the TSX 
Venture Exchange as kneat.com on July 5, 2016 under the symbol KSI. kneat.com’s head office is located at Unit 
7, Castletroy Park Business Centre, Castletroy, Limerick, Ireland. The registered office of kneat.com is located at 
Suite 2001, 1969 Upper Water Street, Halifax, Nova Scotia, Canada, B3J 3R7. 
 

Kneat is in the business of developing and marketing a software application for modelling regulated data intensive 
processes for regulated industries, focusing on the life science industry. 
 

The Company’s operations have been financed through the sale of shares, issuance of debt, revenue generated from 
customers, and research and development tax credits. The Company has incurred significant operating losses and 
negative cash flows from operations since inception and has an accumulated deficit of $21,383,918 as at March 31, 

2018. 
 

These unaudited condensed interim consolidated financial statements have been prepared on a going-concern basis, 
which assumes that the Company will be able to realize its assets and discharge its liabilities in the normal course 

of operations as they come due. For the three-month period ended March 31, 2018, the Company incurred a net 
loss of $560,499 with negative cash flows from operations of $723,130 and capitalized development cost spend of 
$711,865 (year ended December 31, 2017 – $3,994,917, $2,517,396 and $2,268,903, respectively). With limited 

revenue from customers and negative cash flow from operations, the Company has relied primarily on financing 
activities, similar to the brokered private placement that closed subsequent to period end (note 16), to meet its 
working capital and operating requirements, including funds needed to further develop its software application and 

expand its sales function. Such circumstances create material uncertainties that may cast significant doubt as to the 
ability of the Company to continue as a going concern and, accordingly, the appropriateness of the use of accounting 
principles applicable to a going concern. 

 

Management is evaluating alternatives to secure additional financing so that the Company can continue to operate 
as a going concern.  Nevertheless, there can be no assurance that these initiatives will be successful or sufficient.  
These unaudited condensed interim consolidated financial statements do not reflect the adjustments to the carrying 
values of assets and liabilities and the reported revenues and expenses and statement of financial position 
classifications that would be necessary if the going concern assumption was determined to be inappropriate and 
these adjustments could be material. 
 
2. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES 

 

The accounting policies set out below have been applied consistently to all periods presented in these unaudited 
condensed interim consolidated financial statements, except as discussed below.  
 
a) Statement of Compliance and Basis of Consolidation 

 

The unaudited condensed interim consolidated financial statements of the Company and all its subsidiaries have 
been prepared in accordance with International Financial Reporting Standards (“IFRS”) as issued by the 
International Accounting Standards Board (“IASB”).  The Board of Directors approved these unaudited condensed 
interim consolidated financial statements for issue on May 24, 2018. 
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These unaudited condensed interim consolidated financial statements have been prepared in accordance with 
International Accounting Standard 34, Interim Financial Reporting (“IAS 34”), as issued by the IASB.  
Accordingly, certain information normally included in annual financial statements prepared in accordance with 
IFRS, as issued by the IASB, has been omitted or condensed.  The unaudited condensed interim consolidated 
financial statements should be read in conjunction with the audited financial statements of the Company for the 
year ended December 31, 2017.   
 

The policies applied in these unaudited condensed interim consolidated financial statements are based on IFRS as 
of May 24, 2018, the date the Board of Directors approved the unaudited condensed interim consolidated financial 
statements.  Any subsequent changes to IFRS that are given effect in the Company’s annual consolidated financial 
statements for the year ended December 31, 2018 could result in the restatement of these unaudited condensed 
interim consolidated financial statements. 
   

These unaudited condensed interim consolidated financial statements include certain assets, liabilities and results 
of operations of the Company, including the following subsidiaries: 
 

Subsidiary Principal Activity Country of Incorporation 

Kneat Solutions Limited Operations Ireland 
Kneat Solutions Inc. Operations United States 

 

The Company consolidates the wholly-owned subsidiaries on the basis that it controls these subsidiaries through 
its ability to govern their financial and operating policies.  There are no non-controlling interests; therefore all 
comprehensive loss is attributable to the shareholders of the Company. 
 

These unaudited condensed interim consolidated financial statements have been prepared using the same policies 
and methods of computation as the annual consolidated financial statements of the Company for the year ended 
December 31, 2017, with the exception of the changes as the result of the adoption of new accounting standards as 
outlined in note 2 (c).  Refer to Note 3, Summary of Significant Accounting Policies, of the kneat.com, inc. annual 
consolidated financial statements for the year ended December 31, 2017 for information on the other accounting 
policies, critical accounting judegments and estimates, as well as new accounting standards not yet effective.  
 
b) Foreign currency translation 

 

Items included in the unaudited condensed interim consolidated financial statements of each entity included in these 
unaudited condensed interim consolidated financial statements are measured using the currency of the primary 
economic environment in which the entity operates (the “functional currency”). The consolidated financial 
statements are presented in Canadian dollars. Assets and liabilities of each foreign entity are translated into 
Canadian dollars at the exchange rate in effect on the statement of financial position date. Revenue and expenses 
are translated at the average rate in effect during the period. Unrealized translation gains and losses are recorded as 
a cumulative translation adjustment, which is included in other comprehensive income or loss, which is a 
component of shareholders' equity. The functional currency of Kneat Solutions Limited is the EURO (“€”) and the 
functional currency of Kneat Solutions Inc. is the United States Dollar (“USD”). The legal parent entity, kneat.com, 
inc., has a Canadian dollar functional currency. 
 

Foreign currency transactions are translated as follows: (i) monetary assets and liabilities denominated in currencies 
other than the functional currency are translated into the functional currency at the exchange rate prevailing at the 
statement of financial position date; and (ii) non-monetary assets and liabilities denominated in foreign currencies 
and measured in terms of historic costs are translated using exchange rates at the transaction dates. 
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c) New accounting standards adopted during the period 

 

Effective January 1, 2018, the Company adopted the following accounting policies.  These changes in accounting 
policies will also be reflected in the Company’s subsequent quarters and annual financial statements as at and for 
the year ended December 31, 2018. 
 

i) IFRS 9, Financial Instruments (“IFRS 9”) 
 

Description of IFRS 9 

IFRS 9 replaces provisions of the IASB’s IAS 39, Financial Instruments: Recognition and Measurement (“IAS 

39”) that relate to the recognition, classification and measurement of financial assets and financial liabilities, 
derecognition of financial instruments, impairment of financial assets and hedge accounting. The Company has 
adopted IFRS 9 using the retrospective approach from January 1, 2018.  
 

Impact of adoption of IFRS 9 

Financial liabilities that are considered modified must be accounted for by discounting the new cash flows at the 
original effective interest rate, resulting in an immediate impact to the Company’s net loss.  Management identified 
one financial liability that was modified prior to January 1, 2018; however, the related gain was considered 
immaterial. 
 

IFRS 9 requires the Company to use the Expected Credit Loss (“ECL”) impairment model in calculating impairment 
provisions which differs from the incurred credit loss model under IAS 39.  The ECL model is a probability 
weighted estimate of credit losses.  Management has determined that there is no impact on the financial statements 
due to this change in impairment models. 
 

The Company determines the measurement of financial assets and liabilities at initial recognition and classifies 
them at amortized cost.  The Company completed an assessment of its financial assets and liabilities as at January 
1, 2018 and concluded that there were no changes in measurement due to the transition to IFRS 9. 
 

Cash and accounts receivable that were classified as loans and receivables under IAS 39 are classified as financial 
assets measured at amortized cost under IFRS 9.  There has been no impact on classification of the Company’s 
financial liabilities. 
 
Accounting policies associated with IFRS 9 

Financial assets and financial liabilities are recognized when the Company becomes a party to the contractual 
provisions of a financial instrument. Financial assets and financial liabilities are initially measured at fair value. 
Financial assets are classified into one of the following specified categories: amortized cost, fair value through 
profit or loss (“FVTPL”) or fair value through other comprehensive income (“FVOCI”). Transaction costs that are 
directly attributable to the acquisition or issue of financial assets and financial liabilities (other than financial assets 
and financial liabilities classified as FVTPL) are added to, or deducted from, the fair value of the financial assets 
or financial liabilities, as appropriate, on initial recognition. Transaction costs directly attributable to the acquisition 
of financial assets or financial liabilities classified as FVTPL are recognized immediately in the unaudited 
condensed interim consolidated statement of loss. 
 

The Company’s financial instruments are classified and subsequently measured as follows: 
 

Financial instrument    Classification          
Cash      Amortized cost      
Accounts receivable     Amortized cost      
Accounts payable and accrued liabilities  Amortized cost    
Loan payable     Amortized cost    
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Impairment of financial assets at amortized cost 

The Company recognizes an allowance using the ECL model on financial assets classified as amortized cost.  The 
Company has elected to use the simplified approach for measuring ECL by using a lifetime expected loss allowance 
for all accounts receivable.  Under this model, impairment provisions are based on credit risk characteristics and 
days past due.  When there is no reasonable expectation of collection, financial assets classified as amortized cost 
are written off.  Indications of credit risk arise based on failure to pay and other factors.  Should objective events 
occur after an impairment loss is recognized, a reversal of impairment is recognized in the statement of loss. 

 
ii) IFRS 15, Revenue from Contracts with Customers (“IFRS 15”) 
 
Description of IFRS 15  

The IASB issued IFRS 15, effective for annual periods beginning on or after January 1, 2018. IFRS 15 establishes 
a new control-based revenue recognition model and replaces IAS 18, Revenue (“IAS 18”), IAS 11, Construction 

Contracts (“IAS 11”) and some revenue-related interpretations. The new standard is intended to enhance 
disclosures about revenue, provide more comprehensive guidance for transactions that were not previously 
addressed and improve guidance for multiple-element arrangements. IFRS 15 permits two methods of adoption: (i) 
retrospectively to each prior reporting period presented (“full retrospective method”); or (ii) retrospectively with 
the cumulative effect of the transition recognized at the date of initial application (“cumulative effect method”). 
The Company adopted the standard using the cumulative effect method and, therefore, the comparative information 
has not been restated and continues to be reported under IAS 18.  The adoption of IFRS 15 resulted in changes in 
accounting policies and adjustments to the amounts recognized in the financial statements. 
 
Impact of adoption of IFRS 15 

The Company completed its analysis and has reached conclusions on key accounting impacts related to all revenue 
streams.  The Company determined that the most significant impact relates to accounting for its installation services, 
which had previously been recognized as a separately identifiable service under IAS 18. Under IFRS 15, installation 
services will now form part of the related on-premise on SaaS license delivery and thus will be recognized 
consistently with the form of license sold to the customer.  This resulted in an adjustment to opening retained 
earnings of $22,587.  
 
In addition, prior to IFRS 15, contract acquisition costs were expensed upon commencement of the related contract 
revenue.  Effective January 1, 2018, the Company now recognizes an asset related to such costs and amortizes these 
costs over the term of the related revenues. Refer to the accounting policy noted below for Deferred contract 

acquisition costs.  This resulted in an adjustment to opening retained earnings of $14,900. 
 
The timing of revenue recognition often differs from contract payment schedules, resulting in revenue that has been 
earned but not billed. These amounts will be included in contract assets. Amounts billed in accordance with 
customer contracts, but not yet earned, are recorded and presented as part of contract liabilities. 
 
The Company has elected to apply the practical expedient to not adjust the total consideration over the contract 
term for the effect of a financing component if the period between the transfer of services to the customer and the 
customer’s payment for these services is expected to be one year or less. 
 
The following table details the impact on the Company’s opening consolidated statement of financial position as a 
result of adopting IFRS 15: 
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Statement of financial position 

 

 
December 31, 2017  

prior to adoption of IFRS 15 Adjustment 
December 31, 2017 

 after adoption of  IFRS 15 

 $ $ $ 
Assets    

Current assets    

   Cash 3,482,318 - 3,482,318 

   Accounts receivable and other 737,372 - 737,372 

   Deferred contract acquisition costs - 13,153 13,153 

 4,219,690 13,153 4,232,843 

    

Accounts receivable 623,790 - 623,790 

Deferred contract acquisition costs - 1,747 1,747 

Property and equipment 513,402 - 513,402 

Intangible asset 3,438,163 - 3,438,163 

Total assets 8,795,045 14,900 8,809,945 

    
Liabilities    
Current liabilities    
   Accounts payable and accrued liabilities  602,682 - 602,682 
   Deferred income 396,302 (396,302) - 
   Contract liabilities - 418,889 418,889 
   Lease incentives 9,273 - 9,273 

 1,008,257 22,587 1,030,844 

    

Lease incentives 194,398 - 194,398 

Loan payable and accrued interest 977,587 - 977,587 

Total liabilities 2,180,242 22,587 2,202,829 
    

Equity    
Shareholders’ equity 6,614,803 (7,687) 6,607,116 

Total liabilities and equity 8,795,045 14,900 8,809,945 

 
Accounting policies associated with IFRS 15 

Revenue from contracts 

The Company derives its revenues under license agreements from the sale of proprietary software licenses and 
provides software-related services including training, installation, upgrades, consulting and maintenance, which 
include product support services. Revenues are recognized when control of these licenses and services is transferred 
to the customer, in an amount that reflects the consideration the Company expects to be entitled to in exchange for 
those services.   
 

Revenue recognition is determined through the following five steps: 
• Identification of the contract with the customer; 
• Identification of the performance obligations in the contract; 
• Determination of the transaction price; 
• Allocation of the transaction price to the performance obligations in the contract; 
• Recognition of revenue when, or as, the Company satisfies a performance obligation. 

 

Revenues generated by the Company include the following: 
 

i) On-premise license and installation fees 
On-premise license and installation fees entitle the customer to deploy the Kneat Gx platform on the 
customers’ own servers.  Revenues from on-premise perpetual license sales are recognized at a point in time, 
upon delivery, when transfer of control of the software has passed to the customer, there are no uncertainties 
surrounding product acceptance and consideration is known and considered collectable. 



kneat.com, inc. 
Notes to the Unaudited Condensed Interim Consolidated Financial Statements 

7 
 

 

ii) SaaS license, hosting and installation fees 

SaaS license and hosting agreements (also referred to as “subscription fees”) entitle the customer to utilize 
the Kneat Gx platform, which is hosted by the Company on a cloud server, for a specified number of users 

without taking possession. SaaS license and hosting fee revenue is recognized rateably over the contract term 
commencing on the date when Kneat’s services are made available to the customer.  Customers are typically 
invoiced and pay annually in advance for subscription fees upon execution of the initial contract or subsequent 

renewals. 
 

iii) Maintenance fees 
Maintenance fees for on-premise software licenses generally require the Company to provide technical 
support and unspecified software updates to customers. Maintenance revenues for technical support and 
unspecified software update rights are recognized rateably over the term of the contract.  The Company 
typically invoices and collects maintenance fees annually in advance. 

 

iv) Professional services and other 

The Company provides consulting, training and other services for its customers. Revenues from such services 
are generally recognized at the point in time when performance obligations are satisfied.   
 

The Company also performs services related to deployment.  Services related to deployment are not a distinct 
performance obligation and thus are recognized consistent with the licenses for which they relate. 
 

v) Contracts with multiple performance obligations 
Many of the Company’s contracts involve multiple performance obligations that include licenses, 
maintenance and various professional services. The Company evaluates each product and service in a contract 
to determine if they represent distinct performance obligations and thus require separate accounting treatment. 
For these contracts, the transaction price is allocated to the separate performance obligations based on their 
estimated stand-alone selling prices.  The stand-alone selling prices of each performance obligation in these 
contracts is based on such factors as historical selling prices for these performance obligations in similar 
transactions, current pricing practices and other factors.   

 

Deferred contract acquisition costs 
Deferred contract acquisition costs are incremental selling costs that are associated with acquiring customer 
contracts and consist of sales commissions paid or due to the sales team.  Capitalized contract acquisition costs are 
amortized consistently with the pattern of transfer to the customer for the goods and services to which the asset 
relates.  The amortization period includes specifically identifiable contract renewals where there is no substantive 
renewal commission. The Company determines the amortization period by considering the customer specific 
contract deliverables, term and other factors. Amortization of deferred contract acquisition costs is included in sales, 
marketing and advertising costs in administrative expenses as detailed in note 10.  The Company applies the 
practical expedient available under IFRS 15 and does not capitalize incremental costs of obtaining contracts if the 
amortization period is one year or less. 
 

Contract liabilities 
Contract liabilities consist of deferred revenue for payments received in advance of revenue recognition from 
contracts with customers and is recognized as revenue recognition criteria are met.   
 

Critical accounting judgements and estimates associated with IFRS 15 
As noted above, contracts with customers often include promises to deliver multiple products and services. 
Determining whether these products and services represent distinct performance obligations may require significant 
judgment.  In addition, the determination of the stand-alone selling price for distinct performance obligations may 
also require judgment and estimates. As the Company does not have a significant history of generating revenue,  
management uses judgement, based on customer specific contracts and comparable sales, to determine the  
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appropriate stand-alone selling value for each performance obligation.  In addition, certain of these performance 
obligations have a term of more than one year and thus the identification and stand-alone selling price of the 
individual performance obligations impacts the timing of revenue recognition.  A change in the stand-alone selling 
price allocated to each performance obligation could materially impact the revenue recognized in the current and 
future periods and the contract asset and liability balance at period-end. 
 
Impact of adopting IFRS 15 on the current period 
The following tables summarize the impact of adopting IFRS 15 for the current period on the unaudited condensed 
interim consolidated statement of financial position at March 31, 2018 and the unaudited condensed interim 
consolidated statement of loss and comprehensive loss for the three-month period ended March 31, 2018.  The 
impact to the unaudited condensed interim consolidated statement of cash flows was considered immaterial. 
 

Statement of financial position 

 As reported 
IFRS 15 

adjustments Balance without IFRS 15 

 $ $ $ 
Assets    

Current assets    

   Cash 2,060,854 - 2,060,854 

   Accounts receivable and other 885,337 - 885,337 

   Deferred contract acquisition costs 27,628 (27,628) - 

 2,973,819 (27,628) 2,946,191 

    

Accounts receivable 849,762 - 849,762 

Deferred contract acquisition costs 16,011 (16,011) - 

Property and equipment 508,085 - 508,085 

Intangible asset 3,904,168 - 3,904,168 

Total assets 8,251,845 (43,639) 8,208,206 

    
Liabilities    
Current liabilities    

   Accounts payable and accrued liabilities  827,652 (40,943) 786,709 
   Deferred income - 211,030 211,030 
   Contract liabilities 240,772 (240,772) - 
   Lease incentives 9,791 - 9,791 

 1,078,215 (70,685) 1,007,530 

    

Lease incentives 202,810 - 202,810 

Loan payable and accrued interest 1,032,202 - 1,032,202 

Total liabilities 2,313,227 (70,685) 2,242,542 

    
Equity    
Shareholders’ equity 5,938,618 27,046 5,965,664 

Total liabilities and equity 8,251,845 (43,639) 8,208,206 
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Statement of loss and comprehensive loss for the 

three months ended March 31, 2018 

 As reported 
IFRS 15 

adjustments Amount without IFRS 15 

 $ $ $ 
Revenue 461,505 7,319 468,824 

Expenses    

   Amortization of intangible asset 292,911 - 292,911 

   Administrative expenses 1,150,578 (8,849) 1,141,729 

   Interest expense 6,111 - 6,111 

   Interest income (3,096) - (3,096) 

   Foreign exchange gain (424,500) - (424,500) 

Loss before income taxes 560,499 (16,168) 544,331 

    

Income tax recovery - - - 

    

Net loss for the period 560,499 (16,168) 544,331 

    

Other comprehensive loss 178,156 1,061 179,217 

Comprehensive loss for the period 738,655 (15,107) 723,548 

    

Loss per share – Basic and diluted 0.01  0.01 

 
The impact of adopting IFRS 15 by type of revenue for the three-month period ended March 31, 2018 is outlined 
in the table below: 

 
As reported 

IFRS 15 
adjustments Amount without IFRS 15 

 $ $ $ 
SaaS license, hosting and installation fees (1) 29,092 (5,320) 23,772 
On-premise licenses and installation fees (1) 210,627 (54,346) 156,281 
Maintenance fees 58,052 - 58,052 
Professional services and other (1) 163,734 66,985 230,719 

Total revenue 461,505 7,319 468,824 
(1) Installation fees are included in professional services and other under IAS 18. 

 

3. ACCOUNTS RECEIVABLE AND OTHER 
 

 March 31,  December 31, 
 2018 2017 

 $   $   
Current   
Research and development tax credit receivable 562,912 533,127 
Trade debtors 134,750 49,226 
Other debtors 25,726 24,434 
Sales tax receivable 17,569 50,505 
Prepayments 144,380 80,080 

 885,337 737,372 
Non-current   
Research and development tax credit receivable 849,762 623,790 

 1,735,099 1,361,162 
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4. PROPERTY AND EQUIPMENT 
 

Cost Property and equipment Leasehold improvements Total 

 $ $ $ 
As at January 1, 2017  189,078 226,756 415,834 
Additions 102,548 158,151 260,699 
Write-offs (5,138) – (5,138) 
Effect of movements in exchange rates 13,841 17,729 31,570 
    

As at December 31, 2017 300,329 402,636 702,965 
Additions 1,004 - 1,004 
Effect of movements in exchange rates 16,780 22,494 39,274 
    

As at March 31, 2018 318,113 425,130 743,243 
 

Accumulated depreciation  Property and equipment Leasehold improvements Total 

 $ $ $ 
As at January 1, 2017 66,564 27,722 94,286 
Depreciation charge 63,657 26,923 90,580 
Write-offs (3,248) – (3,248) 
Effect of movements in exchange rates 5,574 2,371 7,945 
    

As at December 31, 2017 132,547 57,016 189,563 
Depreciation charge 21,438 12,817 34,255 
Effect of movements in exchange rates 7,868 3,472 11,340 
    

As at March 31, 2018 161,853 73,305 235,158 

Carrying amount Property and equipment Leasehold improvements Total 

 $ $ $ 
Balance, December 31, 2017 167,782 345,620 513,402 
    

Balance, March 31, 2018 156,260 351,825 508,085 
 

5. INTANGIBLE ASSET 
 

Cost $ 
As at January 1, 2017 4,170,824 
Additions, net of research and development tax credits of $607,535 1,822,606 
Effect of movements in exchange rates 297,122 
  

As at December 31, 2017 6,290,552 
Additions, net of research and development tax credits of $186,953 560,860  
Effect of movements in exchange rates 363,943 
  

As at March 31, 2018 7,215,355 
 

Accumulated amortization $ 
As at January 1, 2017 1,681,214 
Amortization charge 1,043,186 
Effect of movements in exchange rates 127,989 
  

As at December 31, 2017 2,852,389 
Amortization charge 292,911  
Effect of movements in exchange rates 165,887 
  

As at March 31, 2018 3,311,187 
 

Carrying amount $ 
Balance, December 31, 2017 3,438,163 
  

Balance, March 31, 2018 3,904,168 
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In addition to the capitalized development costs, the Company incurred research costs of $nil for the three months 
ended March 31, 2018 (year ended December 31, 2017 - $30,941)  which were expensed through the statement of 
loss as they did not meet the criteria for capitalization.  Research costs consist primarily of employee salaries, wages 
and benefits. 
 

6. ACCOUNTS PAYABLE AND ACCRUED LIABILITIES  
 

 March 31,  
2018 

December 31, 
2017 

Current $ $ 
Trade payables 182,095 101,846 
Accruals 425,812 313,808 
Social insurance cost payable 116,960 106,978 
Sales tax payable 7,743 - 
Accrued interest on loan payable (note 7) 19,227 12,293 
Other payables 75,815 67,757 

 827,652 602,682 
 

7. LOAN PAYABLE AND ACCRUED INTEREST 
 

 March 31,  
2018 

December 31, 
2017 

 $ $ 
Balance – Beginning of period 989,880 934,210 
Interest accrual 6,111 23,371 
Interest repayment - (23,371) 
Effects of movements in exchange rates 55,438 55,670 

Balance – End of period 1,051,429 989,880 
   

Less: Current portion (note 6) (19,227) (12,293) 
   

Non-current portion 1,032,202 977,587 
 

On June 27, 2016, Enterprise Ireland and kneat.com executed a loan agreement whereby Enterprise Ireland agreed 
to exchange its cumulative redeemable convertible preference shares in Kneat Solutions Limited, comprised of 
232,000 convertible preference shares and 300,000 A convertible preference shares plus accrued interest, for a loan 
payable to Enterprise Ireland on the third anniversary of the merger effective date, being June 27, 2019.  The interest 
rate is 3% on the principal balance of €532,000, not compounded and payable annually. Management has 
determined that the underlying terms of the loan payable do not differ substantially from the terms of the cumulative 
redeemable convertible preference shares and thus it has been accounted for as a modification of the original  
financial liability.  As at March 31, 2018, the loan payable and accrued interest balance on the unaudited condensed 
interim consolidated statement of financial position was comprised of a principal balance of $844,486 and accrued 
interest of $206,943 (December 31, 2017 – principal balance of $799,804 and accrued interest of $190,076). 
 

8. SHARE CAPITAL 
 

a) Common shares 
 

Authorized share capital of the Company consists of an unlimited number of fully paid common shares without par 
value. 
 

 Number of shares Amount

 # $ 
Outstanding, January 1, 2017 39,563,684 22,941,601 
Shares issued pursuant to the private placement 5,000,000 3,000,000 
Shares issuance costs pursuant to the private placement - (21,745) 

Outstanding, December 31, 2017 and March 31, 2018 44,563,684 25,919,856 
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As at December 31, 2017, 17,048,720 common shares of the Company were subject to an escrow agreement 
pursuant to the terms of the Transaction. On January 4, 2018, these shares were released from escrow in accordance 
with the escrow agreement. As at March 31, 2017, no shares were held in escrow. 
 

Private placement financing 
On May 31, 2017, the Company completed a non-brokered private placement financing for aggregate gross 
proceeds of $3,000,000.  The Company issued 5,000,000 common shares at a price of $0.60 per share.  Total costs 
associated with the private placement, consisting primarily of professional and regulatory fees, were $21,745.  All 
securities issued pursuant to the financing were subject to a statutory four-month holding period in accordance with 
Canadian securities legislation. 
 

b) Warrants 
 

On April 1, 2014, 267,857 warrants were issued and subsequently valued at $67,424 on completion of the merger 
with Kneat Solutions Limited.  The fair value of the 267,857 warrants issued was estimated at the date of the merger 
using the Black-Scholes option pricing model. These warrants expired April 1, 2017. There were no warrants issued 
during the three-month period ended March 31, 2018. There were no warrants outstanding as at March 31, 2018 or 
December 31, 2017. 
 

c) Share-based compensation 
 

The Company has adopted a stock option plan, providing the Board of Directors with the discretion to issue an 
equivalent number of options of up to 10% of the issued and outstanding share capital of the Company. Stock 
options are granted with an exercise price of not less than the closing share price the date preceding the date of 
grant.  As at March 31, 2018, 1,967,087 remain available for grant under the terms of the stock option plan. 
 

The following are the weighted-average assumptions used in calculating the value of the stock options granted 
during the three-month period ended March 31, 2018 and the year ended December 31, 2017: 
 

 
March 31, 

 2018 
December 31, 

2017 

Risk-free interest rate 2.06% 1.11% 

Expected life 4.5 years 4.5 years 
Expected volatility 105% 116% 
Expected dividend per share 0.0% 0.0% 
Weighted-average exercise price $0.80 $0.60 

 

The following table reconciles the stock option activity during the three-month period ended March 31, 2018 and 
the year ended December 31, 2017: 
 

 

Number 
of options 

# 

Weighted-average 
exercise price 

$ 

Balance, January 1, 2017 1,985,859 0.86 
Granted 554,000 0.60 
Forfeited (241,083) 0.79 

Balance, December 31, 2017 2,298,776 0.80 
Granted 208,000 0.80 
Forfeited (17,495) 0.90 

Balance, March 31, 2018 2,489,281 0.80 
 

For the three-month period ended March 31, 2018, the estimated value of options earned during the period and 
recorded in the unaudited condensed interim consolidated statement of loss was $34,210 (three-month period ended 
March 31, 2017 – $46,814).  The estimated value of options earned during the three-month period ended March 31, 
2018 and recorded as an addition to the intangible asset was $35,947 (three-month period ended March 31, 2017 – 
$51,591). 
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The following table summarizes information relating to outstanding and exercisable stock options as at March 31, 
2018: 
 

Expiry date 

Weighted-average 
remaining contractual 

life (in years) 

Number of 
options 

outstanding 

 Number of 
options 

exercisable  
Weighted-average 

exercise price  

March 19, 2019 1.0 200,000 200,000 $ 0.90 
January 2, 2020 1.8 66,667 66,667 $ 0.90 
November 10, 2020 2.6 33,333 33,333 $ 0.90 
July 4, 2021 3.3 1,246,694 998,398 $ 0.90 
September 26, 2021 3.5 10,587 7,940 $     0.90 
October 3, 2021 3.5 216,000 72,000 $     0.55 
January 11, 2022 3.8 193,000 64,333 $     0.58 
February 1, 2022 3.8 100,000 33,333 $     0.57 
April 4, 2022 4.0 100,000 - $     0.57 
May 29, 2022 4.2 15,000 - $     0.68 
November 1, 2022 4.6 100,000 - $     0.70 
February 1, 2023 4.8 208,000 - $     0.80 

 

9. REVENUE 
 

Revenue has been earned from the following sources: 

  

 

Three-month period 
ended March 31, 

2018 

 

Three-month period 
ended March 31, 

2017 

   $ $ 
SaaS license, hosting and installation fees   29,092 15,016 
On-premise licenses and installation fees   210,627 - 
Maintenance fees   58,052 54,442 
Professional services and other   163,734 77,460 

   461,505 146,918 

 

10. EXPENSES BY NATURE 
 

  

 

Three-month period 
ended March 31, 

2018 

 

Three-month period 
ended March 31, 

2017 

Included in administrative expenses:   $ $ 
Audit and accounting fees   18,753 14,775 
Cloud hosting and other services    43,977 36,678 
Consultancy fees   41,708 43,683 
Depreciation of plant and equipment   34,256 18,206 
Director and key management salaries and benefits   178,279 165,194 
Employee salaries, wages and benefits   470,510 255,742 
Other administrative costs   118,028 88,198 
Professional fees   27,856 31,183 
Research and development tax credit recovery   - (1,080) 
Rent and rates   13,146 9,225 
Sales, marketing and advertising   81,448 51,292 
Securities and regulatory fees   16,277 11,482 
Share-based compensation   34,210 46,814 
Travel expenses   72,130 31,607 

   1,150,578 802,999 
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11. INCOME TAXES 
 

The provision for income taxes reported differs from the amounts computed by applying the applicable income tax 
rates to the net loss before tax provision due to the following: 
 

 Three-month 
period ended 

March 31,  

Three-month 
period ended 

March 31,  
 2018 2017 

  $ 
Loss before income taxes (560,499) (841,718) 
Statutory rate  4.56% 16.60% 

Tax recovery at statutory rate (25,559) (139,725) 
Expense for losses and deductible temporary differences not recognized in 
current and   
    prior years 177,281 130,803 

Permanent differences and other (151,722) 8,922 

Income tax recovery - - 
 

12. SUPPLEMENTAL CASH FLOW INFORMATION 
 

Net changes in non-cash operating working capital items are as follows: 
 

 
Three-month period  

ended March 31,  
Three-months ended 

March 31,  

 2018 2017 

  $ 

Decrease (increase) in accounts receivable and other  (108,049) 745,851 

Increase in deferred contract acquisition costs (2,250) - 

Increase (decrease) in accounts payable and accrued liabilities 159,397 (85,907) 

Increase (decrease) in contract liabilities  (187,144) 218,359 

 (138,046) 878,303 
 

13. RELATED PARTY TRANSACTIONS 
 

During the year ended December 31, 2017, the Company received $9,201 from a director of the Company in 
repayment of a director’s receivable balance. Amounts receivable from officers and directors were $nil as at March 
31, 2018 and December 31, 2017. 
 

On May 31, 2017, directors of the Company subscribed to an aggregate of 1,175,066 of the common shares issued 
pursuant to the non-brokered private placement for gross proceeds of $705,040. 
 

During the three-month period ended March 31, 2018, the Company incurred costs for management services from 
a related party, Numus Financial Inc. (“Numus”), a company controlled by a director of kneat.com in the amount 
of $6,825 (year ended December 31, 2017 – $39,850) and incurred rent and office costs from Numus in the amount 
of $7,480 (year ended December 31, 2017 – $27,720). As at March 31, 2018, the amount owing to Numus was 
$9,771 (December 31, 2017 – $nil). 
 

As at March 31, 2018, the Company had $18,017 receivable from Beek Investment Limited (“Beek”), a company 
controlled by directors and officers of kneat.com, relating to professional fees paid on behalf of Beek during the 
year ended December 31, 2016 (year ended December 31, 2017 – $17,063).  
 

During the three-month period ended March 31, 2018, the Company accrued directors’ fees of $41,589 for the 
independent directors (December 31, 2017 – $140,729). As at March 31, 2018, the amount owing to directors was 
$253,260 (December 31, 2017 – $211,671). 
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14. FAIR VALUE OF FINANCIAL INSTRUMENTS AND RISK MANAGEMENT 
 

a) Capital Management 
 

The Company manages its capital to ensure that it will be able to continue as a going-concern while maximizing 
the return to stakeholders through the optimization of debt and equity balances.   
 

The capital of the Company consists of items included in equity, net of cash, as follows: 
 

 March 31,  December 31, 
 2018 2017 

 $ $ 
Equity 5,938,618 6,614,803 
Less: cash  (2,060,854) (3,482,318) 

 3,877,764 3,132,485 
 

The Company manages its capital structure and makes adjustments in light of changes in economic conditions. To 
maintain or adjust the capital structure, the Company may issue equity or return capital to shareholders. No changes  
were made in the objectives, policies or processes for managing capital during the three-month period ended March 
31, 2018. 
 

b) Fair Values of Financial Instruments 
 

Fair value is defined as the price that would be received to sell an asset or paid to transfer a liability in an orderly 
transaction between market participants. The carrying amounts reported in the unaudited condensed interim 
consolidated statements of financial position for cash, accounts receivable, accounts payable and accrued liabilities 
approximate their fair values based on the immediate or short-term maturities of these financial instruments. In 
addition, the loan payable, although not due in the current year, does not have a fair value that differs significantly 
from its carrying values. 
 

c) Financial Risk Management Objectives 
 

The Company examines the various financial instrument risks to which it is exposed and assesses the impact and 
likelihood of those risks. These risks may include credit risk, liquidity risk, currency risk and interest rate risk. 
Where material, these risks are reviewed and monitored. 
 

d) Credit Risk 
 

Credit risk is the risk that a counterparty to a financial instrument will fail to discharge an obligation or commitment 
that it has entered into with the Company. The carrying amounts of financial assets best represent the maximum 
credit risk exposure at the reporting date. At March 31, 2018 and December 31, 2017, the Company’s financial 
assets exposed to credit risk amounted to the following: 
 

 March 31, 2018 December 31, 2017 

 $   $ 

Cash  2,060,854 3,482,318 

Accounts receivable 304,856 153,740 
 

During the three-month period ended March 31, 2018 and the year ended December 31, 2017, the Company did 
not hold any financial assets that were past due or impaired. Trade debtors of $134,750 are included in accounts 
receivable as at March 31, 2018 (December 31, 2017 – $49,226). Trade debtors are monitored on a regular basis in 
order to minimize material aging and to ensure adequate collection. 
 

Cash is held with reputable banks in Ireland and Canada.  The long-term credit rating, as determined by Standard 
and Poor’s was BBB and AA- respectively.   
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e) Liquidity Risk 
 

Liquidity risk is the risk that the Company will not meet its financial obligations as they become due. The Company 
has a planning and budgeting process to monitor operating cash requirements, including amounts projected for 
capital expenditures, which are adjusted as input variables change. These variables include, but are not limited to, 
the ability of the Company to generate revenue from current and prospective customers, general and administrative 
requirements of the Company and the availability of capital markets. As these variables change, liquidity risks may 
necessitate the need for the Company to issue equity or obtain debt financing.  Refer to note 1 for further details 
related to the ability of the Company to continue as a going concern. 
 

The Company is currently negotiating contracts with several customers and is pursuing financing alternatives. There 
can be no assurance that additional customer revenues will be generated or additional future financings will be 
available on acceptable terms or at all. If the Company is unable to obtain additional financing when required, the 
Company may have to substantially reduce or eliminate planned expenditures. 
 

Accounts payables and accrued liabilities are paid in the normal course of business generally according to their 
terms. 
 

In the normal course of business, the Company enters into contracts that give rise to commitments for future 
minimum payments. The following table summarizes the remaining contractual maturities of the Company’s 
financial liabilities as at March 31, 2018: 
 

 Within 1 year 2-3 years 4-5 years Over 5 years Total

 $ $ $ $ $ 
Accounts payable and accrued liabilities  819,909 - - - 819,909 
Loan payable - 1,051,429 - - 1,051,429 

 819,909 1,051,429 - - 1,871,338 
 

f) Currency Risk 
 

Currency risk is the risk that the fair value of future cash flows of a financial instrument will fluctuate because of 
changes in foreign exchange rates. Currency risk exposure arises from the Company entering into transactions 
which are denominated in currencies other than its functional currency. 
 

The Company is exposed to currency risk on cash, the loan payable, intercompany balances and accounts payable 
and accrued liabilities balances that are held in currencies that are not in the transacting entity’s functional currency. 
As at March 31, 2018, a 5% decrease in the exchange rate between the functional currency and foreign currencies 
would increase the net loss by approximately $405,000; a 5% increase would decrease the net loss by approximately 
$405,000. The Company currently does not hedge its currency risk. 
 

g) Interest Rate Risk 
 

Interest rate risk is the risk that the fair value or future cash flows of financial instruments will fluctuate because of 
changes in market interest rates. 
 

An immaterial amount of interest rate exposure exists in respect of cash balances and the loan payable on the 
unaudited condensed interim consolidated statement of financial position. The Company holds a loan payable with 
a fixed interest rate. The loan payable is privately-issued, with no secondary market. It is measured at amortized 
cost and bears a fixed interest rate. As a result, the Company is not exposed to cash flow interest rate risk on its 
loan payable. 
 

h) Fair Value Measurements Recognized in the Statement of Financial Position 
 

The fair value hierarchy establishes three levels to classify the inputs to valuation techniques used to measure fair 
value. Level 1 fair value measurements are those derived from quoted prices (unadjusted) in active markets for 
identical assets or liabilities. Level 2 fair value measurements are those derived from inputs other than quoted prices  
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included within Level 1 that are observable for the asset or liability, either directly (that is, as prices) or indirectly 
(that is, derived from prices). Level 3 fair value measurements are those derived from valuation techniques that 
include inputs for the asset or liability that are not based on observable market data (that is, unobservable inputs). 

 

At March 31, 2018 and December 31, 2017, the Company had no financial instruments that were measured and 
recognized on the consolidated statement of financial position at fair value. In addition, there were no transfers 
between levels during the period. 
 

15. COMMITMENTS AND CONTINGENCIES 
 

The Company is from time to time involved in various claims, legal proceedings and complaints arising in the 
ordinary course of business. The Company does not believe that adverse decisions in any pending or threatened 
proceedings related to any matter, or any amount which it may be required to pay by reason thereof, will have a 
material effect on the financial conditions or future results of operations of the Company. 
 

The Company’s commitments under operating leases, in the form of non-cancellable future lease payments are not 
reflected as a liability on its unaudited condensed interim consolidated statements of financial position.  The lease 
agreements gives the Company the option to terminate the leases on the fifth and tenth anniversaries of the lease 
signings.  Non-cancellable lease payments are as follows: 
 

          Payments due by period as of March 31, 2018 
Within 1 year 2-3 years 4-5 years Over 5 years Total 

$ $ $ $ $ 
100,516 64,474 36,469 - 201,459 

 

Lease incentives relate to the reimbursement of fit out costs from the lessor and to the reduced rent period. A 
reduction of the total lease expense of $2,448 was recognized for the three-month period ended March 31, 2018 in 
relation to the reimbursement of the fit out costs from the lessor (year ended December 31, 2017  - $9,275).  The 
Company also leases computer equipment under finance lease agreements, with lease terms of three to five years. 
 

The Company has committed to sponsor several conferences in 2018 which will result in the Company paying 
$39,843 throughout the remainder 2018. 
 

The Company has employment arrangements with the Chief Executive Officer, Chief Financial Officer, Director 
of Quality and Director of Research and Development which provide that, should a change in control event occur, 
as defined in the employment arrangements, these individuals will receive lump sum payments equal to 24 months 
of their then current base salary. 
 

16.       SUBSEQUENT EVENTS 
 

On April 10, 2018, the Company completed a brokered private placement for gross proceeds of $6,184,647. 
Through a syndicate of agents, the Company issued 6,871,830 common shares at an issue price of $0.90 per 
common share. The Company paid the agents a cash commission equal to six percent (6%) of the gross proceeds 
of the Offering and issued warrants entitling the agents to purchase that number of common shares equal to six 
percent (6%) of the common shares sold as part of the Offering at an exercise price of $0.90 per common share for 
a period of 18 months (excluding 922,221 common shares issued under the president's list as part of the Offering). 
Directors of the Company subscribed to an aggregate of 599,999 of the common shares for gross proceeds of 
$539,999. In addition, Numus Capital Corp., a company controlled by a director of the Company, acted as a selling 
agent in the brokered private placement and received 106,266 broker warrants and $95,640 in cash commissions. 
All securities issued pursuant to the Offering are subject to a statutory four-month hold period in accordance with 
Canadian securities legislation. 
 

On April 25, 2018, the Company granted 5,000 stock options to an employee at an exercise price of $0.85 per 
option and a term of five years, expiring on April 25, 2023.  The stock options vest over a period of three years. 


