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 Editor’s Notes We are pleased once again to release this year’s version of our annual Cash Rich, Profitable Canadian 
Small-Cap Report. This edition includes statistical analysis on 60 companies from the 3,000 Canadian 
stocks reviewed with full summaries and research notes on each stock. We include four recent New 
BUY Reports, two Long-Term BUYs from our Cash Rich Reports that continue to perform very well, 
2 SELL Recommendations, and nine stocks in our Cash Rich Monitor List. In general reference to the 
nine stocks we are monitoring for potential entry points within our Focus BUY Portfolio or Discovery 
Small-Cap Portfolio, we see companies with significant potential, but either valuations, cyclicality or 
company specific issues prevent a recommendation at present.
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2018 Cash Rich/Debt Free, Profitable Canadian Small-Cap Report
We are pleased once again to release this year’s version of our annual Cash Rich, Profitable Canadian Small-Cap 
Report. This edition includes statistical analysis on 60 companies from the 3,000 Canadian stocks reviewed with 
full summaries and research notes on each stock. We include four recent New BUY Reports, two Long-Term BUYs 
from our Cash Rich Reports that continue to perform very well, 2 SELL Recommendations, and nine stocks in our 
Cash Rich Monitor List. In general reference to the nine stocks we are monitoring for potential entry points within 
our Focus BUY Portfolio or Discovery Small-Cap Portfolio, we see companies with significant potential, but either 
valuations, cyclicality or company specific issues prevent a recommendation at present. We view the companies in 
this section as strong businesses and rank them well ahead of 98.5% of the over 3,000 stocks we reviewed compil-
ing this report. While current valuations may be on the relative high side, if the businesses continue growth at 
above average rates, the stocks will also continue to outperform the market long term. There are full summary 
reports on each company and specific commentary on each individual stock.

In reference to the recent Cash Rich BUY recommendations – both Dynacor Gold Mines Inc. (DNG:TSX) and 
Questor Technology Inc. (QST:TSX-V) are higher risk in nature as they are attached to cyclical, commodity rated 
businesses. Both hold strong balance sheets and reasonable valuations with growth, but they are given SPEC or 
Speculative BUY recommendations due to their exposure to volatile commodities (gold and energy respectively). 
Viemed Healthcare Inc. (VMD:TSX) continues to perform very well in 2018 and has gained over 55% since our 
May recommendation. It holds a SPEC BUY rating as well due to the risk associated with the public pay rates in 
U.S. healthcare but is in our Focus BUY Portfolio and holds somewhat less risk than a commodity related busi-
ness. Finally, Sangoma Technologies Corporation (STC:TSX-V) just (Friday, August 24th) announced a trans-
formative acquisition which has the potential to add long-term growth. The balance sheet changes from cash rich 
to one with a debt position that is manageable if management hits on targets. We see the stock as slightly under-
valued at present given the fact the business has a revenue run rate in 2019 of $100 million and expected between 
$9-10 million in EBITDA. If management can execute on it’s growth plan, create the cost savings and synergies 
promised from the acquisition and push EBITDA margins to 13%+ targeted in 2019, the stock is more underval-
ued long term. It ranks as a SPEC BUY in its current range and we are re-evaluating our midterm fair value given 
the transformative acquisition which may create near-term pain, for long-term gains. The stock is higher risk and 
occupies a space in our Canadian Small-Cap Discovery Portfolio.

Impetus Behind the Report

In the wake of the 2008 credit crisis that froze capital, cash in hand became king. With Western economies awash 
in debt, both public and private, the great deleveraging continues. Companies with strong balance sheets includ-
ing zero or manageable debt, solid cash positions, good working capital, and good cash generation can withstand 
downturns and prosper in market upturns. As such, these Cash Rich stocks continue to garner strong market at-
tention. This attention can come from good to premium multiples (creating share price gains) or in the case of over 
30 companies over the last 7 years of our Cash Rich Reports, premium takeover bids. Both lead to superior returns 
for investors. Again, the theme with these companies has been strong balance sheets and strong cash flow. This 
type of pristine balance sheet can withstand and even profit from a downturn (via strategic expansion through 
purchase of distressed assets). We believe companies that hold this profile will continue to attract more attention 
from individual investors and as potential acquisition targets in 2018 and beyond.

Having said this, readers must be careful to remember that not all companies included in the report meet our full 
criteria. In fact, a large cash balance in itself does not make a great investment. If not employed effectively, the 
return on investment can be low and the opportunity to create excellent long-term returns can be wasted.

To compile this report, we included micro, small, and mid-cap stocks with an eye towards the lower end. Within 
this report, we strove to include companies with cash balances that exceeded (in most cases) 5-20% of their total 
market cap as a minimum. We also looked for current profitability or profitability within the last 12 months. Our 
bias was also towards debt free companies or those with cash balances that significantly exceeded long-term debt.

We have also included business summaries and research notes on each company from MD&A and management 
interviews. We advise readers pay close attention to these. The report can be used as a tool to put together your 
own watch list of companies that appeal to you at certain prices and make strategic purchases.

Introduction
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Report Definitions (Legend)

Mid-Cap
Stocks with a market capitalization (shares outstanding * market price) of greater than $150 million and up to $5 billion. 
Within the context of our Growth Stocks Coverage Universe, the stocks in this category are generally considered moderate 
to good in terms of liquidity (ease of buying and selling) and of moderate risk.

Small-Cap
Stocks with a market capitalization (shares outstanding * market price) between $35 million and $150 million. Within the 
context of our Growth Stocks Coverage Universe, the stocks in this category are generally considered from low to moderate 
in terms of liquidity (ease of buying and selling) and of high-moderate risk.

Micro-Cap
Stocks with a market capitalization (shares outstanding * market price) of less than $35 million. Within the context of our 
Growth Stocks Coverage Universe, the stocks in this category are generally considered less liquid (ease of buying and sell-
ing) and of higher risk.

Percentage
This column details the percentage of a company’s market capitalization that is cash. Or, thought of differently, the percent-
age of cash per share the company holds.

FD Shares
The total number of shares that would be outstanding if all possible sources of conversion, such as convertible bonds and 
stock options, were exercised.

Market Cap
Market Cap or market capitalization is the total dollar market value of all of a company’s outstanding shares. Market capi-
talization is calculated by multiplying a company’s shares outstanding by the current market price of one share.

PE
PE or Price-Earnings Ratio is a valuation ratio of a company’s current share price compared to its per-share earnings. Cal-
culated as: Market Value per Share/Earnings per Share (EPS). For example, if a company is currently trading at $43 a share 
and earnings over the last 12 months were $1.95 per share, the P/E ratio for the stock would be 22.05 ($43/$1.95). For the 
purposes of this survey, the PE is based on trailing or earnings for the last four quarters.

PE Ex Net Cash
This is the company’s trailing Price-Earnings Ratio after the cash has been removed from the market cap or the cash per 
share has been removed from the share price. This gives a better idea of what the market is valuing the underlying business 
at.

% Rev Growth
This is the percentage of revenue growth the company posted in its last quarter over the same quarter in the prior year.

% Income Growth
This is the percentage of income growth the company posted in its last quarter over the same quarter in the prior year.

KeyStone’s Rating System

The list of recommendation ratings includes:

BUYt�  – Attractive investment opportunity.
SPEC BUY t� - Attractive investment opportunity but with significantly higher risk.
FOCUS BUY Portfolio t� – Top recommendations in Canadian Small-Cap Research.
HOLDt�  – Sit tight. Do not buy or sell.
HOLD (SELL HALF) t� – Sell half of your position and HOLD the remaining half of the position.
SELLt�  – Sell all shares in the respective company.

Introduction
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CASH RICH COMPANIES
COMPANY SYMBOL PRICE SHARES 

AVERAGE
SHARES END NET CASH NET CASH 

PER SHARE
Advent-AWI Holdings Inc. AWI $1.10  11,935,513  11,935,513  $12,877,004  $1.08 
AgJunction Inc. AJX  $0.90  116,963,750  117,218,275  $9,381,000  $0.08 
Alacer Gold Corp. ASR  $2.40  296,794,138  296,794,138 -$106,300,000 -$0.36 
Asian Television Network 
International L

SAT  $0.35  24,402,914  24,402,914  $5,154,194  $0.21 

Avante Logixx Inc XX  $0.44  82,177,744  81,829,980  $3,330,488  $0.04 
Avigilon Corporation AVO  ACQUIRED BY MOTOROLA
Avino Silver & Gold Mines 
Ltd.

ASM  $1.28 53,343,473 53,343,473 -$9,354,487 -$0.18 

Badger Daylighting Ltd. BAD  $29.01  37,100,681  37,100,681 -$45,799,000 -$1.23 
Baylin Technologies Inc. BYL  $3.65  35,073,762  35,073,762 -$22,042,000 -$0.63 
BioSyent Inc RX  $9.45  14,594,944  14,509,095  $6,686,484  $0.46 
BLVD Centers Corporation BLVD  $0.07  323,617,234  323,617,234  $1,688,000  $0.01 
BMTC Group Inc. GBT  $15.12  36,315,571  36,315,571  $2,872,000  $0.08 
C-Com Satellite Systems Inc. CMI  $1.33  37,397,750  36,754,550  $14,737,988  $0.40 
Caldwell Partners 
International Inc. (The)

CWL  $1.09  20,420,627  20,420,627  $5,578,000  $0.27 

Caledonia Mining 
Corporation Plc

CAL  $8.96  10,703,375  10,703,375  $12,263,000  $1.15 

Calian Group Ltd. CGY  $31.14  7,724,000  7,708,929  $20,924,000  $2.71 
CannTrust Holdings Inc TRST  $9.75  95,674,356  92,489,856  $10,425,120  $0.11 
Carmanah Technologies 
Corporation

CMH  $4.35  19,255,247  19,255,247  $4,822,000  $0.25 

Cathedral Energy Services 
Ltd.

CET  $0.91  49,586,498  52,330,951  $1,366,000  $0.03 

Ceapro Inc. CZO  $0.50  75,712,526  75,756,859  $4,658,598  $0.06 
Cipher Pharmaceuticals Inc. CPH  $3.31  27,031,194  27,031,194  $10,293,000  $0.38 
Computer Modelling Group 
Ltd.

CMG  $8.56  80,075,000  80,215,000  $63,719,000  $0.79 

Currency Exchange 
International Corp.

CXI  $31.10  6,338,617  6,338,617  $48,763,024  $7.69 

Dynacor Gold Mines Inc. DNG  $1.71  40,042,749  41,306,869  $8,126,492  $0.20 
Enghouse Systems Limited ENGH  $77.81  27,303,000  27,028,412  $131,214,000  $4.85 
Epsilon Energy Ltd. EPS  $2.56  55,065,115  55,021,804  $9,092,040  $0.17 
Ergoresearch Ltd ERG  AMALGAMATED WITH WALTER CAPITAL PARTNERS INC.
Evertz Technologies Limited ET  $15.28  76,502,893  78,620,746  $97,338,000  $1.24 
Exfo Inc EXF  $5.11  54,975,000  55,108,456 -$143,000 -$0.00 
Fortuna Silver Mines Inc. FVI  $7.27  159,770,000  163,587,975  $131,032,000  $0.80 
Geodrill Limited GEO  $1.95  44,655,055  47,457,000  $3,424,069  $0.07 
High Arctic Energy Services 
Inc.

HWO  $4.23  53,790,466  54,280,525  $19,200,000  $0.35 

IBEX Technologies Inc. IBT  $0.26  22,329,400  26,448,244  $1,706,627  $0.06 

Cash Rich Companies Numbers Table A
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CASH RICH COMPANIES
COMPANY SYMBOL SHARE 

PRICE
SHARES 

AVERAGE
SHARES END NET CASH NET CASH 

PER SHARE
Imperial Ginseng Products 
Ltd.

IGP $1.48 7,565,560  7,923,847 $4,904,076 $0.62 

Iplayco Corporation Ltd IPC  $0.71  20,870,187  20,870,187 -$1,934,430 -$0.09 
Jemtec Inc. JTC  $0.89  2,653,341  2,485,654  $1,320,054  $0.53 
Kinaxis Inc. KXS  $96.20  26,352,826  27,740,657  $154,878,000  $5.58 
Knight Therapeutics Inc. GUD  $8.48  143,220,006  147,202,555  $766,425,000  $5.21 
Lucara Diamond Corp. LUC  $2.17  386,840,445  402,499,474  $43,606,000  $0.11 
Macro Enterprises Inc MCR  $3.55  30,252,516  31,835,080  $32,457,000  $1.02 
MedReleaf Corp. LEAF MERGED WITH  AURORA CANNABIS INC. (ACB:TSX)
Namsys Inc CTZ  $0.62  27,286,332  27,286,332  $1,875,423  $0.07 
NeuLion Inc. NLN  MERGED WITH LION MERGER SUB, INC. UNDER PARENT COMPANY 

WME ENTERTAINMENT PARENT, LLC
Novra Technologies Inc NVI  $0.15  33,336,134  33,348,312 -$1,636,816 -$0.05 
Olympia Financial Group 
Inc.

OLY  $42.23  2,406,352  2,406,352  $11,927,354  $4.96 

Photon Control Inc PHO  $2.15  114,684,635  114,504,718  $28,693,000  $0.25 
Pioneering Technology 
Corp

PTE  $0.24  64,578,562  64,578,562  $72,193  $0.00 

Points International Ltd. PTS  $19.84  14,521,064  15,040,963  $70,776,000  $4.71 
Pulse Seismic Inc. PSD  $2.47  53,887,280  53,850,917  $18,232,000  $0.34 
Quarterhill Inc. QTRH  $1.86  118,658,249  118,658,249  $65,665,000  $0.55 
Questor Technology Inc. QST  $3.26  27,253,499  26,457,370  $2,710,538  $0.10 
Quorum Information 
Technologies Inc

QIS  $0.57  52,627,690  52,680,694  $3,506,793  $0.07 

Reitmans Limited RET  $4.15  63,330,000  65,608,066  $95,566,000  $1.46 
Sangoma Technologies 
Corporation

STC  $1.15  50,153,420  52,919,531  $9,201,125  $0.17 

Sierra Wireless Inc. SW  $24.96  35,912,000  37,685,471  $70,588,000  $1.87 
Silvercorp Metals Inc. SVM  $3.52  171,405,904  175,176,355  $49,199,000  $0.28 
Solium Capital Inc. SUM  $11.20  56,891,884  55,923,927  $74,459,000  $1.33 
Starcore International 
Mines Ltd.

SAM  $0.13  49,146,851  49,146,851  $1,780,000  $0.04 

TECSYS Inc. TCS  $17.50  13,082,376  13,082,376  $10,580,000  $0.81 
Viemed Healthcare Inc. VMD  $5.80  38,084,846  37,909,628 -$2,190,000 -$0.06 
Vigil Health Solutions Inc VGL  $0.49  18,667,446  18,749,840  $2,219,199  $0.12
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CASH RICH COMPANIES
COMPANY NET CASH 

% MARKET 
CAP

TOTAL
REVENUE

ADJUSTED 
EBITDA

ADJUSTED 
NET 

INCOME

ADJUSTED 
EPS

FFO

Advent-AWI Holdings Inc. 98%  $12,942,025  $1,455,472 $945,927 $0.08  $1,588,077 
AgJunction Inc. 9%  $47,982,000 -$5,661,000 -$7,589,000 -$0.06 -$4,217,000 
Alacer Gold Corp. -15%  $222,580,000  $120,501,000 $31,876 $0.00 $112,853,000 
Asian Television Network 
International L

60%  $20,095,583  $995,286 -$164,029 -$0.01  $921,127 

Avante Logixx Inc 9%  $22,366,518  $2,226,056 $1,104,594 $0.01  $1,646,521 
Avigilon Corporation ACQUIRED BY MOTOROLA
Avino Silver & Gold Mines 
Ltd.

-14%  $33,386,678  $8,864,032 $3,619,560 $0.07  $6,253,084 

Badger Daylighting Ltd. -4%  $519,660,000  $129,968,000 $71,306,000 $1.92 $105,326,000 
Baylin Technologies Inc. -17%  $101,279,000  $6,250,000 -$1,409,000 -$0.04  $3,980,000 
BioSyent Inc 5%  $20,762,755  $6,520,315 $5,286,154 $0.36  $5,657,996 
BLVD Centers Corporation 7%  $35,418,000 -$11,354,000 -$10,008 -$0.00  $1,229,000 
BMTC Group Inc. 1%  $810,144,000  $65,372,000 $49,981,000 $1.38  $53,138,000 
C-Com Satellite Systems Inc. 30%  $10,731,051  $1,434,328 $1,179,463 $0.03  $1,745,590 
Caldwell Partners 
International Inc. (The)

25%  $60,345,000  $3,627,000 $1,568,000 $0.08  $2,673,000 

Caledonia Mining 
Corporation Plc

13%  $71,372,000  $26,296,000 $10,445,000 $0.98  $29,778,000 

Calian Group Ltd. 9%  $285,463,000  $23,271,000 $15,066,000 $1.95 -$5,083,000 
CannTrust Holdings Inc 1%  $20,504,361 -$1,480,837 -$4,839,088 -$0.05 -$1,010,337 
Carmanah Technologies 
Corporation

6%  $55,794,000  $7,084,000 $3,785,000 $0.20  $5,569,000 

Cathedral Energy Services 
Ltd.

3%  $148,929,000  $15,321,000 $4,143,000 $0.08  $5,165,000 

Ceapro Inc. 12%  $12,013,000  $1,930,981 $1,024,191 $0.01  $87,624 
Cipher Pharmaceuticals Inc. 12%  $31,499,000  $22,486,000 $13,876,000 $0.51  $23,333,000 
Computer Modelling Group 
Ltd.

9%  $74,680,000  $30,027,000 $20,806,000 $0.26  $25,503,000 

Currency Exchange 
International Corp.

25%  $36,508,277  $9,682,131 $4,675,721 $0.74  $5,443,809 

Dynacor Gold Mines Inc. 12%  $103,557,000  $11,666,000 $4,706,000 $0.12  $8,825,616 
Enghouse Systems Limited 6%  $331,603,000  $93,719,000 $49,710,000 $1.82  $80,059,000 
Epsilon Energy Ltd. 6%  $26,969,000  $16,474,000 $12,975,000 $0.24  $16,260,953 
Ergoresearch Ltd AMALGAMATED WITH WALTER CAPITAL PARTNERS INC
Evertz Technologies Limited 8%  $416,578,000  $92,593,000 $70,521,000 $0.92  $71,046,000 
Exfo Inc 0%  $249,599,000  $19,396,000 -$5,628,000 -$0.10  $11,425,000 
Fortuna Silver Mines Inc. 11%  $273,719,000  $123,600,000 $47,600,000 $0.30  $87,500,000 
Geodrill Limited 4%  $88,313,292  $18,678,340 $5,903,263 $0.13  $13,597,430 
High Arctic Energy Services 
Inc.

8%  $199,100,000  $51,000,000 $15,700,000 $0.29  $40,100,000 

IBEX Technologies Inc. 25%  $4,699,693  $173,754 -$142,306 -$0.01 -$24,451 
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CASH RICH COMPANIES
COMPANY NET 

CASH % 
MARKET 

CAP

TOTAL
REVENUE

ADJUSTED 
EBITDA

ADJUSTED 
NET 

INCOME

ADJUSTED 
EPS

FFO

Imperial Ginseng Products 
Ltd.

42% $5,338,165 $5,615,630 $4,640,350 $0.61 -$1,219,117 

Iplayco Corporation Ltd -13%  $18,227,737  $1,278,829 $484,877 $0.02  $966,609 
Jemtec Inc. 60%  $1,326,975  $45,732 $27,260 $0.01  $73,326 
Kinaxis Inc. 6%  $137,624,000  $44,028,000 $31,175,000 $1.18  $41,704,000 
Knight Therapeutics Inc. 61%  $10,038,000 -$5,691,000 $13,922,000 $0.10  $22,472,000 
Lucara Diamond Corp. 5%  $220,043,000  $110,047,000 $58,539,000 $0.15  $97,635,000 
Macro Enterprises Inc 29%  $100,038,000  $3,346,000 -$3,041,000 -$0.10  $4,443,000 
MedReleaf Corp. MERGED WITH  AURORA CANNABIS INC. (ACB:TSX)
Namsys Inc 11%  $2,956,787  $1,326,443 $990,236 $0.04  $1,189,614 
NeuLion Inc. MERGED WITH LION MERGER SUB, INC. UNDER PARENT COMPANY WME 

ENTERTAINMENT PARENT, LLC
Novra Technologies Inc -33%  $9,181,815  $576,479 -$59,757 -$0.00  $520,629 
Olympia Financial Group 
Inc.

12%  $46,850,070  $10,842,088 $7,145,378 $2.97  $7,145,378 

Photon Control Inc 12%  $45,788,000  $14,083,000 $6,937,000 $0.06  $9,250,000 
Pioneering Technology Corp 0%  $8,775,176 -$9,993 -$132,086 -$0.00 -$924,087 
Points International Ltd. 24%  $351,060,000  $14,976,000 $9,204,000 $0.63  $13,739,000 
Pulse Seismic Inc. 14%  $43,134,000  $36,674,000 $18,124,000 $0.34  $27,534,000 
Quarterhill Inc. 30%  $139,142,000  $59,467,000 $31,996,000 $0.27  $51,102,000 
Questor Technology Inc. 3%  $22,431,673  $10,884,895 $6,944,842 $0.25  $8,750,761 
Quorum Information 
Technologies Inc

12%  $12,993,890  $1,611,318 -$1,021,715 -$0.02  $1,511,856 

Reitmans Limited 35%  $964,129,000  $49,890,000 $10,692,000 $0.17  $67,484,000 
Sangoma Technologies 
Corporation

15%  $47,504,030  $4,837,817 $3,163,515 $0.06  $5,810,454 

Sierra Wireless Inc. 8%  $716,387,000  $51,062,000 $13,762,000 $0.38  $34,234,000 
Silvercorp Metals Inc. 8%  $170,039,000  $88,161,000 $41,483,000 $0.24  $70,526,000 
Solium Capital Inc. 12%  $90,944,000  $11,003,000 $3,390,000 $0.06  $12,932,000 
Starcore International 
Mines Ltd.

28%  $26,669,000 -$4,721,000 -$9,948,000 -$0.20 -$5,062,000 

TECSYS Inc. 5%  $70,257,000  $10,857,000 $6,923,000 $0.53  $4,914,000 
Viemed Healthcare Inc. -1%  $51,011,000  $12,737,000 $9,725,000 $0.26  $17,853,000 
Vigil Health Solutions Inc 24%  $6,735,995  $883,815 $1,961,229 $0.11  $866,770
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CASH RICH COMPANIES
COMPANY FFO PER SHARE PE RATIO PE EX CASH PRICE TO FFO PRICE TO FFO 

EX CASH
Advent-AWI Holdings Inc.  $0.13  13.9  0.27  8.27  0.16 
AgJunction Inc. -$0.04  nm  nm  nm  nm
Alacer Gold Corp.  $0.38  n/a  n/a  6.31  7.25 
Asian Television Network 
International L

 $0.04  nm  nm  9.27  3.68 

Avante Logixx Inc  $0.02  32.7  29.71  21.96  19.93 
Avigilon Corporation ACQUIRED BY MOTOROLA
Avino Silver & Gold Mines 
Ltd.

 $0.12  18.9  21.45  10.92  12.42 

Badger Daylighting Ltd.  $2.84  15.1  15.74  10.22  10.65 
Baylin Technologies Inc.  $0.11  nm  nm  32.17  37.70 
BioSyent Inc  $0.39  26.1  24.82  24.38  23.19 
BLVD Centers Corporation  $0.00  nm  nm  18.43  17.06 
BMTC Group Inc.  $1.46  11.0  10.93  10.33  10.28 
C-Com Satellite Systems Inc.  $0.05  42.2  29.46  28.49  19.90 
Caldwell Partners 
International Inc. (The)

 $0.13  14.2  10.64  8.33  6.24 

Caledonia Mining 
Corporation Plc

 $2.78  9.2  8.01  3.22  2.81 

Calian Group Ltd. -$0.66  16.0  14.57  nm  nm
CannTrust Holdings Inc -$0.01  nm  nm  nm  nm
Carmanah Technologies 
Corporation

 $0.29  22.1  20.86  15.04  14.17 

Cathedral Energy Services 
Ltd.

 $0.10  10.9  10.58  8.74  8.49 

Ceapro Inc.  $0.00  37.0  32.42  432.03  378.90 
Cipher Pharmaceuticals Inc.  $0.86  6.4  5.71  3.83  3.39 
Computer Modelling Group 
Ltd.

 $0.32  32.9  29.89  26.88  24.38 

Currency Exchange 
International Corp.

 $0.86  42.2  31.73  36.21  27.25 

Dynacor Gold Mines Inc.  $0.22  14.6  12.88  7.76  6.87 
Enghouse Systems Limited  $2.93  42.7  40.07  26.54  24.88 
Epsilon Energy Ltd.  $0.30  10.9  10.16  8.67  8.11 
Ergoresearch Ltd AMALGAMATED WITH WALTER CAPITAL PARTNERS INC
Evertz Technologies Limited  $0.93  16.6  15.23  16.45  15.12 
Exfo Inc  $0.21 -49.9 -49.94  24.59  24.60 
Fortuna Silver Mines Inc.  $0.55  24.4  21.71  13.27  11.81 
Geodrill Limited  $0.30  14.8  14.20  6.40  6.17 
High Arctic Energy Services 
Inc.

 $0.75  14.5  13.28  5.67  5.20 

IBEX Technologies Inc. -$0.00  nm  nm  nm  nm
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CASH RICH COMPANIES
COMPANY FFO PER 

SHARE
PE RATIO PE EX 

CASH
PRICE TO FFO PRICE TO FFO 

EX CASH
Imperial Ginseng Products 
Ltd.

-$0.16 2.4 1.40 nm  nm

Iplayco Corporation Ltd  $0.05  30.6  34.55  15.33  17.33 
Jemtec Inc.  $0.03  86.6  34.94  32.21  12.99 
Kinaxis Inc.  $1.58  81.3  76.60  60.79  57.26 
Knight Therapeutics Inc.  $0.16  87.2  33.67  54.05  20.86 
Lucara Diamond Corp.  $0.25  14.3  13.62  8.60  8.17 
Macro Enterprises Inc  $0.15  nm  nm  24.17  17.23 
MedReleaf Corp. MERGED WITH  AURORA CANNABIS INC. (ACB:TSX)
Namsys Inc  $0.04  17.1  15.19  14.22  12.64 
NeuLion Inc. MERGED WITH LION MERGER SUB, INC. UNDER PARENT COMPANY WME 

ENTERTAINMENT PARENT, LLC
Novra Technologies Inc  $0.02  nm  nm  9.60  12.75 
Olympia Financial Group 
Inc.

 $2.97  14.2  12.55  14.22  12.55 

Photon Control Inc  $0.08  35.5  31.40  26.66  23.55 
Pioneering Technology Corp -$0.01  nm  nm  nm  nm
Points International Ltd.  $0.95  31.3  23.88  20.97  16.00 
Pulse Seismic Inc.  $0.51  7.3  6.34  4.83  4.17 
Quarterhill Inc.  $0.43  6.9  4.85  4.32  3.03 
Questor Technology Inc.  $0.32  12.8  12.39  10.15  9.83 
Quorum Information 
Technologies Inc

 $0.03  nm  nm  19.84  17.52 

Reitmans Limited  $1.07  24.6  15.95  3.89  2.53 
Sangoma Technologies 
Corporation

 $0.12  18.2  15.48  9.93  8.43 

Sierra Wireless Inc.  $0.95  65.1  60.25  26.18  24.22 
Silvercorp Metals Inc.  $0.41  14.5  13.38  8.55  7.87 
Solium Capital Inc.  $0.23  188.0  165.62  49.27  43.41 
Starcore International Mines 
Ltd.

-$0.10  nm  nm  nm  nm

TECSYS Inc.  $0.38  33.1  31.54  46.59  44.44 
Viemed Healthcare Inc.  $0.47  22.7  22.94  12.37  12.50 
Vigil Health Solutions Inc  $0.05  4.7  3.54  10.55  8.00
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CASH RICH COMPANIES
COMPANY REV 

GROWTH 
EBITDA 

GROWTH 
EPS GROWTH FFO 

GROWTH 
REPORTING 
CURRENCY

Advent-AWI Holdings Inc. -22.8% -58.4% -85.1% 23.6% CND
AgJunction Inc. 10.7% -149.0% -133.0% -112.8% USD
Alacer Gold Corp. 31.5% 111.0% 200.0% 51.7% USD
Asian Television Network 
International L

-21.5% -108.3% -291.0% -185.1% CND

Avante Logixx Inc 3.9% 4.5% -125.0% -15.8% CND
Avigilon Corporation ACQUIRED BY MOTOROLA
Avino Silver & Gold Mines 
Ltd.

0.3% -52.7% 100.0% -39.0% USD

Badger Daylighting Ltd. 20.4% 23.1% 120.0% 38.0% CND
Baylin Technologies Inc. 48.7% 857.6% na na CND
BioSyent Inc 1.0% 26.6% -14.3% 14.6% CND
BLVD Centers Corporation 25.7% na na -150.1% CND
BMTC Group Inc. 24.4% 23.0% 6.4% -3.1% CND
C-Com Satellite Systems Inc. 22.3% -78.3% -4.8% -38.6% CND
Caldwell Partners 
International Inc. (The)

8.7% 9.0% 0.0% na CND

Caledonia Mining 
Corporation Plc

9.8% 28.8% 31.8% 296.0% USD

Calian Group Ltd. 15.0% -3.2% -9.1% na CND
CannTrust Holdings Inc -6.4% -920.2% na na CND
Carmanah Technologies 
Corporation

34.3% 11.0% 50.0% -6.1 USD

Cathedral Energy Services 
Ltd.

4.8% -49.3% -71.1% -115.6% CND

Ceapro Inc. -28.7% -283.40% -1786.0% -119.3% CND
Cipher Pharmaceuticals Inc. -43.6% -81.1% na -42.4% USD
Computer Modelling Group 
Ltd.

1.8% 2.8% 14.3% 19.7% CND

Currency Exchange 
International Corp.

23.9% -21.6% -11.1% -117.9% USD

Dynacor Gold Mines Inc. 7.5% 17.3% 100.0% 50.2% USD
Enghouse Systems Limited 7.9% 13.2% -41.90% 8.6% CND
Epsilon Energy Ltd. 0.4% -10.50% 300.0% 2.2% USD
Ergoresearch Ltd AMALGAMATED WITH WALTER CAPITAL PARTNERS INC
Evertz Technologies Limited 9.3% 20.3% 46.2% 20.9% CND
Exfo Inc 2.8% -48.9% -500.0% -18.6% USD
Fortuna Silver Mines Inc. 8.6% 5.3% 12.5% -2.6% USD
Geodrill Limited 30.7% 79.2% 200.0% 44.0% USD
High Arctic Energy Services 
Inc.

-17.1% -34.8% -52.9% -30.0% CND

IBEX Technologies Inc. -42.1% -127.5% -151.4% -152.8% CND
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CASH RICH COMPANIES
COMPANY REV GROWTH EBITDA 

GROWTH 
EPS 

GROWTH 
FFO 

GROWTH 
REPORTING 
CURRENCY

Imperial Ginseng Products 
Ltd.

142.9% -126.3% -99.1% 56.4% CND

Iplayco Corporation Ltd 9.2% -196.6% -471.2% -270.7% CND
Jemtec Inc. 24.7% 3297.8% 2974.0% 658.9% CND
Kinaxis Inc. 13.2% 46.5% 41.7% 77.7% USD
Knight Therapeutics Inc. 80.2% na 25.0% 62.0% CND
Lucara Diamond Corp. -2.8% -72.7% na -69.6% USD
Macro Enterprises Inc -30.9% na na na CND
MedReleaf Corp. MERGED WITH  AURORA CANNABIS INC. (ACB:TSX)
Namsys Inc 7.4% 0.8% -0.2% 15.3% CND
NeuLion Inc. MERGED WITH LION MERGER SUB, INC. UNDER PARENT COMPANY WME 

ENTERTAINMENT PARENT, LLC
Novra Technologies Inc -14.5% -308.0% -387.5% -285.3% CND
Olympia Financial Group 
Inc.

17.1% 58.9% 63.6% 57.7% CND

Photon Control Inc 16.6% -4.0% 66.6% 153.3% CND
Pioneering Technology Corp -39.6% -196.1% na -216.4% CND
Points International Ltd. 4.4% 63.9% 166.7% 43.2% USD
Pulse Seismic Inc. -14.4% -29.8% na -664.9% CND
Quarterhill Inc. -64.3% na na na USD
Questor Technology Inc. 98.4% 312.3% 355.4% 116.3% CND
Quorum Information 
Technologies Inc

7.6% -100.8% -687.5% -49.0% CND

Reitmans Limited 0.3% na na na CND
Sangoma Technologies 
Corporation

138.5% 180.4% 87.5% 75.7% CAD

Sierra Wireless Inc. 15.9% -28.6% na -61.7% USD
Silvercorp Metals Inc. 12.9% 5.7% -20.6% 81.5% USD
Solium Capital Inc. 22.9% -29.8% -56.0% 8.2% USD
Starcore International Mines 
Ltd.

-0.1% na na -658.0% CND

TECSYS Inc. -0.1% -32.4% -14.3% -24.7% CND
Viemed Healthcare Inc. 40.7% 24.7% 22.8% 22.6% USD
Vigil Health Solutions Inc 5.4% -4.9% -42.9% -13.3% CND
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Dynacor Gold Mines Inc. Current Price (August 23/2018): $1.60
(DNG:TSX)  RECOMMENDATION: SPEC BUY
UNIQUE GOLD RELATED SMALL-CAP POSTS STRONG Q2 EPS, BUILDS CASH POSITION, INITIATES 
DIVIDEND, BUT NEGATIVE GOLD PRICE WEIGHS ON STOCK – MAINTAIN SPEC BUY

Headquartered in Montreal, Canada, Dynacor Gold Mines Inc. is engaged in the 
production of gold (primarily) through its government approved ore processing op-
erations. Dynacor’s activities consist of the production of gold and silver from the 
processing of purchased ore and the exploration of its mining properties located in 
Peru, with the potential for commercial extraction of gold and other precious met-
als. The company purchases its ore from government registered ore producers from 
various regions of Peru and then processes it at its wholly-owned milling facility 
to produce gold and silver which is sold internationally at market prices. Dynacor 
also owns the rights on three mining properties which are in the exploration stage, 
including its flagship exploration gold, copper and silver prospect, the Tumipampa 
property, and does not have any properties in commercial production.

Expanded Operational Description

With its ore processing activities, Dynacor has succeeded in implementing and 
growing a solid source of cash flow which management believes allows the company 
to fund expansion of its core operations and the exploration and development of its 
exploration assets, as well as to face difficult market conditions by not being required 
to rely on the equity markets to raise capital.

In May 2016, Dynacor completed the construction of its new 300-tonnes per day 
(tpd) (102,000- tonnes per year (t/y)) ore processing plant (Veta Dorada Plant) 
which has been designed to be readily expanded to 450-tpd (153,000 t/y) and then 
to 600-tpd (204,000 t/y), subject to permitting by the Ministry of Energy and Mines 
of Peru (MEM), by using additional processing lines and ball mills. Its location close 
to the Pan-American Highway is, as well, a competitive advantage.

Dynacor’s gold production for the year ended December 31, 2017, amounted to 
79,897 ounces, an increase of 8.7% compared to 2016. Dynacor expects 2018 to be 
its best year ever with gold production estimated between 90,000 and 94,000 ounces. 
This gold production target for 2018 is based on the current price of gold and cur
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rent operating conditions.

Again, the business is fairly simple. Dynacor purchases ore from small-scale miners 
across Peru, processes it at the Veta Dorada mill and sells the extracted gold and sil-
ver on the market. As a result, the profitability of this business depends on a couple 
of key factors: 1) A margin between the price of ore purchased and the market price 
of gold – the higher the margin the better and 2) Throughput (the amount of ore 
processed) - the higher throughput the better.

REPORTED FINANCIAL HIGHLIGHTS

Dynacor was recently recommended in late July of 2017 with the company’s shares 
trading in the $2.00 range. Despite strong operating performance, the implementa-
tion of a dividend and record production, the stock currently trades at $1.60. At 
present, despite the fact that management is delivering on most key fronts, the gold 
pricing environment has impacted the stock price negatively. Last week, gold prices 
fell to their lowest level since January 2017, and continue slightly below US $1,200 
per troy ounce. Year-to-date, prices have fallen by 9%. The decline started in late 
April from the US$1,350 range to close recently in the US$1,195 range – down 12% 
over that period. Today, following strong Q2 2018 financial results, we review the 
numbers and update our rating on the stock.

Q2 2018 Highlights (all figures in US$ unless stated otherwise)

Sales of $28.0 million in Q2 2018, an increase of 28.4% compared to Q2 2017.t�
Gross operating margin of $3.5 million (12.6%) in Q2 2018, an increase of 29.6% t�
compared to Q2 2017.
Net income and comprehensive income of $1.3 million in Q2 2018 ($0.03 per t�
share) compared to $0.3 million in Q2 2017.
EBITDA of $2.7 million in Q2 2018, an increase of 35.0% compared to Q2 t�
2017.
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Cash flow from operating activities before change in working capital items of t�
$2.2 million and $0.06 per share in Q2 2018, an increase of 57.1% compared to 
Q2 2017.
Cash on hand of $10.8 million at end of Q2 2018 compared with $4.8 million at t�
year-end 2017.
 Gold production of 20,610 ounces, an increase of 13.3% compared to Q2 2017.t�

Overview Q2 2018

During Q2 2018, the market price of gold averaged $1,307/oz compared to $1,257/
oz in Q2 2017. The average gold price for the period was higher in comparison to 
last year, however the second quarter of 2018 saw the price of gold falling by 6% 
affecting slightly on the quarter gross margin. Nevertheless, Dynacor continued in-
creasing its ore purchased level compared to the previous quarter (Q1 2018) at a 
monthly average exceeding 7,500 tonnes and is pushing to raise that level to over 
8,000 tonnes for the next quarter to remain in line with the company’s annual pro-
duction forecast.

Total volume processed during the quarter was 23,172 tonnes (average of 268 tpd) 
compared to 16,310 tonnes (average of 192 tpd) in Q2 2017, an increase of 42.0%. 
Gold production was 20,610 ounces in Q2 2018 compared to 18,185 in Q2 2017, a 
13.3% increase explained by greater volume of ore processed at lower gold grades.

Revenues increased 28.4% to $28.0 million compared to $21.8 million in Q2 2017 
driven by the increase in gold price ($1.1 million) and the increase in sales volumes 
($5.1 million).

The gross operating margin amounted to $3.5 million in Q2 2018 compared to $2.7 
million for the same period in 2017 due to higher sales.

Q2 2018 net income was $1.3 million, or US$0.03(CDN$0.043), compared to $0.3 
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million, or US$0.007 (CND$0.01), for the same period in 2017. The quarter increase 
in net income compared to 2017 is explained by the increase in gross operating mar-
gin combined with the absence of interest on the long-term loan and of transition 
costs in Q2 2018. Last year (Q2 2017) results had been highly affected by extreme 
weather conditions impacting small scale miner’s production and therefore ore sup-
ply.

Gold Market Price

During Q2 2018, the market price of gold averaged $1,307/oz compared to $1,257/
oz in Q2 2017.

Below, the table compares the market price of gold at the beginning of each month 
for 2018 and 2017, along with a chart of the overall market price of gold from Janu-
ary 1 to July 30, 2018. At the date of this report market price of gold stands at ap-
proximately $1,195/oz.

2018 Year-to-Date Gold Price Chart

Last week, gold prices fell to their lowest level since January 2017, and continue 
slightly below US$1,200 per troy ounce. Year-to-date, prices have fallen by 9%. 
The decline started in late April from the US$1,350 range to close recently in the 
US$1,195 range – down 12% over that period. It appears to have moved off its lows 
in the US$1,170 range from a few days ago. But the current lower price year-over-
year will decrease margins for Dynacor in the upcoming quarter, but production 
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volumes should also be up and costs will be down. If the drop continues, it is nega-
tive for Dynacor.

Outlook 2018
Ore Processing

The company produced 20,610 ounces of gold in Q2 2018 for a cumulative 39,682 
ounces for the first semester slightly below the objective of 40,900 ounces due to 
lower ore grade processed. The 2018 forecast is between 90,000 to 94,000 ounces. 
This production forecast considers the fact that historically the second half produc-
tion results are consistently higher than the first half.

We do note that this gold production target for 2018 is based on the current price 
of gold and current operating conditions. The gold price has dropped since the start 
of 2018, so management has a bit of an “out” if they do not hit forecasted targets – 
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is a risk.

The processing plant ran at a 90% capacity rate during the second quarter of 2018. 
Efforts are ongoing to regain the constant 300 tpd capacity and to push for greater 
volume by year end. Dynacor plans to expand the capacity to 360 tpd by the end of 
the year.

Subsequent News –
Dividend

On August 21, 2018, Dynacor announced that its Board of Directors (Board) has 
approved the initiation of quarterly cash dividends to its shareholders and the decla-
ration of the first cash dividend in the company’s history. The dividend of $CDN0.01 
per common share is payable on October 1, 2018, to shareholders of record on Sep-
tember 20, 2018.

With the new ore processing facility operating at near full capacity, the company 
is forecasting 2018 to be its best year on record. Dynacor’s stable business model 
is proven to withstand the volatility of the gold price. Dynacor is free of debt, in 
a healthy financial situation and working towards its 30th consecutive quarter of 
profits.

We see the dividend policy as progressive and at a sustainable level near term, pro-
viding the price of gold does not drop precipitously from current levels. We do note 
that a dividend in any commodity related business is never safe, but Dynacor’s mod-
el has proven more resilient than most over a significant period of time. If the gold 
price moves higher or stabilized, Dynacor is in a position to grow its dividend as the 
business and cash flow grows.

At CND$0.01 on a quarterly basis the dividend yield is currently 2.3%.
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Veta Dorada Connected to Peruvian National Power Grid

On July 19, 2018, Dynacor announced that its Veta Dorada processing plant located 
in Chala (Southern Peru) is now fully connected to the Peruvian national power 
grid as of the 11th of July 2018.The regional power distribution grid for Southern 
Peru has been rebuilt and upgraded and after some unexpected delays is now opera-
tional. Recently, a final check was carried out on the plant’s hook-up infrastructure 
by power distribution engineers from SEAL Arequipa (a company that is part of 
the regional power distribution grid). The entire system was compliant and was ap-
proved.

Now that the plant has been fully connected to the national grid it will no longer 
need to use diesel generated power (approximately 900 KW). This represents a pre-
tax annual cost saving of approximately US$400,000 and considerably reduces the 
carbon footprint of the company’s activities.

Long-Term Growth Plan

On June 19, 2018, Dynacor published a summary of its strategic plan to update its 
shareholders and the market on the steps management is taking to transform the 
company by 2021 into the leading processor of gold mineralized material produced 
by artisanal mining worldwide.

Dynacor’s new corporate mission statement in the strategic plan states “To be an 
eco-responsible ore processor by establishing and maintaining a true partnership 
with artisanal gold miners as well as with the local communities wherever we oper-
ate around the world.”

The strategic plan is built around three complementary pillars that will allow Dyna-
cor to fulfill its corporate mission. These three goals are described below.
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The Three Goals of the Strategic Plan
Increase Profitabilityt�
Accelerate Growtht�
Promote Eco-Responsible Business Modelt�

Increase Profitability
A. Implement a specific step-by-step approach that analyzes and continuously mon-
itors and improves the operational efficiency of the Veta Dorada plant by:

Increasing the recovery rate.t�
Reducing the consumption of chemicals and optimizing chemical and water re-t�
cycling.
Automating specific parts of the processing operation.t�
Testing new technologies to reduce costs and increase the efficiency of each op-t�
erational segment.

B. Further the exploration of the Tumipampa Property in order to determine the 
full value of this property by:

Completing the exploration of the disseminated gold zone and the high-grade t�
gold vein by 2020.
Based on the results, evaluate different options for the future of the project.t�

Accelerate growth 
Dynacor’s management team is taking the necessary steps to fast track the growth of 
the company by increasing ore processing capacity and gold production:

Firstly in Peru.t�
Secondly in other mining-friendly Latin-American countries.t�
Thirdly in other parts of the world.t�

This strategy for growth will be based on:
Expanding current processing capacity at the Veta Dorada Plant.t�
Building new ore processing plants.t�
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Purchasing other plants.t�
Entering into partnerships to expand more rapidly.t�
Licensing the business model where DNG does not wish to directly be the op-t�
erator.

Dynacor is planning to have one new plant operating by the end of 2021 and a 2nd 
plant in the pipeline.

VALUATION AND FAIR VALUE ASSESSMENT

Fair value estimates on commodity related businesses are generally flawed given 
the unpredictable nature of most underlying commodities. As such, they should be 
considered to hold a higher degree of risk. Over the past 12 months, Dynacor has 
produced roughly US$5.47 million US$0.14 or CDN$0.18 in earnings per share, 
giving it a trailing PE in the range of 9.6. The multiple is low in comparison to the 
market and low even given the risk associated with commodity related businesses. 
The market looks forward in reference to valuations and the potential for a contin-
ued gold price decline which would shrink margins and cash flows weighing on the 
stock. Having said this, the production gains and cost savings (associated absence 
of interest on the long-term loan, transition costs, and cost savings from the new 
power access) will help to offset the decrease in margins. The potential for signifi-
cant further growth in EPS during 2018 is real for Dynacor. In fact, we estimate 
the company has the potential to earn in the range of CND$0.20 per share in 2018, 
lowering its forward PE to 8.6. This is a low multiple. The company’s trailing EV/
EBITDA is also low at a multiple of roughly 3.36. If the company trades at roughly 
12 times our 2018 EPS estimate and adding back the $0.27 per share in cash, we ar-
rive at a fair value in the range of $2.67 over the next 12 months. The highest risks to 
the estimate are execution, weather and the price of gold in 2018.
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CONCLUSION

In Q2 2018 Dynacor completed its twenty-ninth-consecutive quarter of profits with 
net income of US$1.3 million, or US$0.03 (CDN$0.043) per share, compared to 
$0.3 million, or US$0.007 (CND$0.01), for the same period in 2017. The company’s 
quarterly production was slightly below expectations but management maintained is 
2018 annual production guidance which would indicate the company is positioned 
for strong production in Q3 and Q4. The announcement of a quarterly dividend is 
a long-term positive for shareholders as it creates a new audience and a reason to 
hold the stock in down times. The business appears to be running smoothly, the 
fly in the ointment has been the price of gold year-to-date – in particular since the 
April 2018 highs.

The Q1 and Q2 2018 results, in particular the earnings figure with the interest pay-
ments removed after the company’s debt was paid off, were strong. While we tread 
very lightly in commodity based businesses, the stock appears to offer good specu-
lative value at present and offers a unique exposure to gold without the typical sig-
nificant deposit specific risk seen with traditional junior gold producers. It is on the 
higher end of our risk scale for our Focus BUY Portfolio given its exposure to the 
price of gold. Year-to-date, prices have fallen by 9%. The decline started in late April 
from the US$1,350 range to close recently in the US$1,195 range – down 12% over 
that period. It appears to have moved off its lows in the US$1,170 range from a few 
days ago. But the current lower price year-over-year will decrease margins for Dy-
nacor in the upcoming quarter, but production volumes should also be up and costs 
will be down. This is our fundamental issue with commodity related businesses – 
management can be hitting almost every target, the business can be running like a 
well oiled machine, but the commodity can move against the company and derail 
the stock. Dynacor has navigated profitably through low gold prices in the past and 
is well positioned to do so now, but if the negative gold price movement continues 
or accelerates, Dynacor will be negatively affected – less so than others, but nega-
tively affected nonetheless. This is why we give the stock a SPEC rating. 
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Again, we commend management for the dividend implementation (current yield 
2.3%), the execution and focus on profitability as they now have a solid income pro-
ducing investment with a strong balance sheet and good cash flow. If the gold price 
turns higher, the company is well positioned.

We maintain our SPEC BUY rating on the stock given the recent positive develop-
ments. We would set limit orders in the $1.60-$1.75 range and be patient. We do not 
recommend an overweight position in any gold related stock.
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Founded in 1994 and headquartered in Calgary, Alberta, with field offices located 
in Grande Prairie, Alberta; Brighton, Colorado; and Brooksville, Florida, Questor 
Technology has grown to become an international environmental Cleantech com-
pany. The company is active in Canada, the United States, Europe and Asia and is 
focused on clean air technologies that safely and cost effectively improves air qual-
ity, supports energy efficiency and greenhouse gas emission reductions. Questor 
designs, manufactures and services high efficiency waste gas combustion systems; 
as well as, power generation systems and water treatment solutions utilizing waste 
heat. The company’s proprietary incinerator technology is utilized worldwide in the 
effective management of Methane, Hydrogen Sulphide gas, Volatile Organic Hydro-
carbons, Hazardous Air Pollutants and BTEX gases ensuring sustainable develop-
ment, community acceptance and regulatory compliance. Questor and its subsid-
iary, ClearPower Systems, are providing solutions for landfill biogas, syngas, waste 
engine exhaust, geothermal and solar, cement plant waste heat in addition to a wide 
variety of oil and gas projects in Canada, throughout the United States, the Carib-
bean, Western Europe, Russia, Thailand, Indonesia and China.

REPORTED FINANCIAL HIGHLIGHTS

KeyStone re-recommended the stock in late May 2018 with the stock trading in the 
$3.64 range after originally recommending the stock in July 2016 at $0.12. The stock 
was performing well, hitting highs in the $4.50 range following strong Q1 results, but 
has sold off recently on an increase in perceived regulatory risk in its primary market 
of Colorado. The company recently issued strong Q2 2018 financial results and today 
we review the numbers and update our rating on the stock.

Q2 2018 revenues jumped 46% to $5.7 million from $3.9 million in 2017. The follow-
ing is a breakdown of revenue by the major service lines comprised of rentals, sales 
and services. Incinerator rentals were $3.4 million versus $2.1 million in the same 
period of 2017. Incinerator sales were $1.5 million versus $1.5 million in the same 
period of 2017. Incinerator service revenue was $0.8 million versus $0.3 million in 
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the same period of 2017.

Rentals: Q2 revenue from incinerator rentals increased 46% versus the same period 
of 2017. The increase is the result of capital invested expanding the rental fleet, offset 
partially by lower rental utilization during the three months ended June 30, 2018, 
versus the same period of 2017. Questor has invested $7.9 million in rental equip-
ment since June 30, 2017. The investment increased the number of rental units by 
over 100%, and added a new rental revenue stream with detachable stack tops. All 
rental expansion equipment has been mobilized to the United States. Rental utiliza-
tion decreased 26% versus the same period of 2017. Demand for rental units dur-
ing the period was impacted by reduced flowback requirements for Questor’s key 
customer (Extraction Oil & Gas Inc. (XOG:NASDAQ)). Utilization increased over 
the month of June, recovering to expected utilization levels of 65% by the end of the 
period.

Sales: Incinerator sales were consistent with the same period of 2017. In the first 
quarter of 2018, Questor received $4.0 million of orders from a key customer for hy-
brid units to be delivered during 2018. Approximately 39% of the order was delivered 
in the second quarter of 2018. The company had a similar order in 2017.

Service: Incinerator service revenue increased during the first quarter of 2018 versus 
the same period of 2017 due to increased rental activity, a highermix of part sales re-
lated to service work and increased transportation revenue. Transportation revenues 
have grown as a result of investment in additional proprietary detachable trailers.

Q2 gross profit increased to $3.3 million versus $2.4 in 2017, for an increase of $0.9 
million. The increase was the result of higher rental and service revenue.

Questor’ Q2 2018 net income rose 86% to $1.78 million, or $0.07 per share, from 
$959,023, or $0.04 per share.
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OUTLOOK

Questor will deliver hybrid units to the Colorado market throughout the remainder 
of 2018. The technology allows clients to purchase a base level of capacity and rent 
additional capacity to meet the shorter-term demands of high initial production. 
The benefits to the client are lower capital and operating costs, reduced lease foot-
print and clean enclosed combustion to meet stringent emission regulations in a 
capital constrained environment.

Recently, Questor’s Q5000s were independently tested on a client’s site at over 
99.99%. The significance of this live test under normal flowing conditions is that cli-
ents are now able to increase their permitted VOC destruction from the default 95% 
to 99%, when they use a Questor incinerator. This translates directly into an increase 
in oil production or sufficient operating room within their new air permits. Questor 
already has new clients benefitting from this performance uplift.

Questor continues to enlist new clients for its rental fleet use which was one of the 
company objectives for 2018 and beyond. By adding units to the fleet, the company 
has been able to ensure clients have units when they need them as midstream ca-
pacity continues to lag development in Colorado. The company has developed new 
low-pressure burner technology that is being installed in all new rental units and in 
retrofitting into all existing units. This technology is allowing units to operate with 
more flexibility and provides an ideal capacity between high and low-pressure gases 
typically experienced from the Flowback phase through Production Operations. As 
producers complete their pad site drill-outs in Q1 2018, the expanding pad sites are 
already requiring combustion capacity that Questor expects to result in increasing 
demand into the foreseeable future. There is already a steady increase in utilization 
and the new burner technology can be credited with much of the interest as the 
design is aimed directly at their needs. The technology is efficiently applicable to 
emissions control during drilling and hydraulic fracturing, which will further enable 
Questor to market its versatility across all phases of wellsite and facility operations.
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In addition to meeting industry’s requirements for emissions control resulting from 
drilling, fracturing and production operations, Questor is seeing a significant de-
mand for emissions control for well abandonment operations. Questor continues to 
provide emissions control for well abandonment operations with operators seeking 
more capacity for the thousands of wells requiring compliant abandonment.

The United States Environmental Protection Agency (EPA) issued regulations to re-
duce harmful air pollution arising out of crude oil and natural gas industry activities 
with a particular focus on the efficient destruction of volatile organic compounds 
(VOC’s) and hazardous air pollutants (HAP’s) and has recently introduced methane 
emission reduction legislation. In conjunction with U.S. Environmental Protection 
Agency (EPA) regulations, individual States will have additional requirements that 
reflect some of the unique and specific needs that extend beyond the EPA’s require-
ments.

Colorado’s Regulation 7 mandates the use of enclosed combustion and now targets 
methane, resulting in a statewide focus on the responsible management of poten-
tially fugitive hydrocarbons.

Questor continues to remain apprised of regulation changes at both the federal and 
provincial levels in Canada and will be poised to provide its effective approach to 
its valued clients. As policy continues to develop, Questor continues to discuss eco-
nomically advantageous solutions to its considerable client base in Alberta and it 
appears that a number of companies are taking leadership roles to lower their carbon 
footprint sooner than rules may require.

Questor will continue to commit capital to grow a presence in regions where pro-
ducers are looking for high performing, cost-effective technologies to manage their 
waste gas and fugitive emissions. Other States in the U.S. are in the process of imple-
menting similar rules to those in Colorado to deal with emissions.
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The demand for emissions control in Colorado is extending into Wyoming and 
North Dakota with significant interest in controlling emissions in jurisdictions that 
have yet to mandate enclosed combustion. Questor is pursuing opportunities in ju-
risdictions where regulations mandate not just clean combustion but the beneficial 
use of the gas. Questor has engaged Sales representation for Texas as well as acquir-
ing land space in West Texas in anticipation of sales and rental orders. The Permian 
Basin continues to be active while facing flaring restrictions in an area lacking suf-
ficient infrastructure.

Questor’s wholly owned subsidiary, ClearPower Systems Inc. (CPS), has been ag-
gressively marketing its waste heat to power technology. With significant market 
verticals and advanced technical discussions behind us it is expected that Clear-
Power will succeed in deploying a number of incinerated gas heat to power and 
turbine-ORC solutions in the coming years. Questor will be running the CPS 77 kW 
Organic Rankine Cycle (ORC) generator at its testing facility again in Grande Prairie 
during September 2018. Incinerator flue gas will be used as fuel to run the ORC to 
demonstrate its full capability before being deployed to an actual oil and gas facility. 
Having reached an agreement with a producer to run this unit at a processing facility 
in Alberta, Questor is in the process of obtaining permits and approvals to compli-
antly undertake this demonstration.

Questor continues its work towards commercializing water vaporization and is in 
the process of finalizing testing at the Grande Prairie facility with a further objective 
to install at an oil and gas facility in 2018 for full product demonstration. Questor 
has reached an agreement to test this at a processing facility in Alberta in 2018 and 
is installing the first portion of this in July 2018.

The company remains committed to strategic and measurable technology diversifi-
cation. Heat to power, water vaporization, and glycol dehydration emissions are all 
synergistic diversifications of clean technology products and services that will sup-
port resource development over the long term. Questor’s technologies continue to 

Industry: Cleantech                    Canadian Small-Cap Discovery Portfolio
Recommended: May 2018
Recommendation Price: $3.64
Current Price: $3.00
Market Cap: $87,591,934
Shares Outstanding: 26,462,820
Fully Diluted: 27,408,520

SELECTED QUARTERLY DATA

Income Statement Q2 2018 Q2 2017

Revenues:  $5,733,218  $3,936,470 

Adjusted EBITDA:  $3,045,420  $1,599,366 

Adjusted EBITDA 
Per Share:

 $0.12  $0.06 

Fully Diluted Ad. 
EBITDA/Share:

 $0.11  $0.06

RATINGS

VALUE

P/E (TTM) 13.7826087

EV/EBITDA (TTM): 6.43

P/S (TTM):  3.59 

P/B:  3.80 

Current Ratio: 4.54

D/E: 0.01

Current BUY Recommendations (Near or Long-Term)



28 Copyright 2018 KeyStone Financial Publishing Corp.

KeyStone’s Small-Cap Stock Report                       August 2018   KeyStone’s Small-Cap Stock Report           August 2018KeyStone’s Small-Cap Stock Report                       August 2018   KeyStone’s Small-Cap Stock Report           August 2018

Questor Technology Inc.   Current Price (August 9/2018): $3.00 
(QST:TSX-V)  RECOMMENDATION: SPEC BUY
CASH RICH CLEAN TECH ENERGY SMALL-CAP POSTS STRONG EARNINGS GROWTH, GROWTH OUT-
LOOK POSITIVE BUT TEMPERED BY NEAR-TERM REGULATORY UNCERTAINTY IN COLORADO – MAIN-
TAIN SPEC BUY

be globally sought after where the demand ranges from simple combustion of waste 
gas to pairing that combustion with power generation. The market is viewing all of 
Questor’s provisions as financially beneficial and the short-term payouts are proving 
to be attractive in the cyclical oil and gas sector.

VALUATION AND FAIR VALUE ASSESSMENT

Questor holds a strong balance sheet with $4.87 million ($0.18 per share) in cash and 
no long-term debt – both suggest it could sustain a premium multiple. The company 
operates in a highly cyclical industry (energy services) which is subject to boom and 
bust conditions – suggesting it may deserve a multiple discount to the market. From 
a valuation perspective, it provides a bit of a conundrum. If energy prices move 
higher or stay in the current range and the regulatory environment is supportive, 
the growth will likely continue. If neither is the case, despite great products and a 
good strategy from management, demand will suffer and the stock will follow. Near 
term the company appears to be positioned for growth given the solid order book, 
the significant increase in the size of its rental fleet and management’s willingness to 
expand the fleet to meet demand in 2018 and beyond. On a trailing (last 12 months) 
basis the company has earned $0.24 per share and 13.7 times earnings, which is a 
significant discount to the market. We estimate the company can grow earnings per 
share in 2018 to the $0.29 range with EBITDA per share in the $0.48 range. As a re-
sult, our fair value of $4.35 is based on a 15 times price to earnings multiple.

KEY RISKS

Energy Prices: Energy prices are the number one driver of Questor’s business near 
term. Long term, the company can diversify away from energy, but this will take 
time. The current energy pricing environment is supportive to its primary client’s ac-
tivity levels in the U.S. energy market. A significant drop in energy prices would be a 
negative for the company near term and likely affect cash flow and the stock price.
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Regulatory Environment: The company’s primary market, Colorado, has had a sup-
portive regulatory environment. The near-term risk/uncertainty in Colorado sur-
rounds Initiative 97. The initiative establishes a minimum setback of oil and gas wells 
to 2,500 feet from the current 500 feet for homes and 1,000 feet for schools. Backers 
of Initiative 97 turned in 171,000 signatures or over 71,000 more than they required 
just over 98,000 valid signatures from voters to make the November ballot. It appears 
Initiative 97 will be on the ballot. Most analysts believe that the initiative faces an up-
hill battle as polling suggests the greater population is not in favour of the initiative 
as is. But recent changes in Colorado’s population, high profile events including a 
recent fatal explosion, increased Democratic Party support, and a wild card national 
election creates more uncertainty. The industry currently supports over 232,900 jobs 
and provides $31.4 billion per year in economic benefit to the state. The industry 
claims the initiative would decimate both. It is in the industries best interest to state 
this. This fight has been fought many times in Colorado and is one of the reasons the 
state has some of the toughest emissions laws – which is a huge benefit to Questor. In 
the end, there has been a negotiated settlement which is more of a win-win for both 
sides. If the initiative passes it would be a negative for Questor near term. We believe 
a negotiated settlement will be the end result.

Customer Concentration: The company’s customer base consists of oil and natural 
gas exploration and production companies, ranging from large multi-national public 
companies to small private companies. Notwithstanding Questor’s broad customer 
base, it has ten significant customers that collectively accounted for approximately 
83% of its revenue for the year ended December 31, 2017, and of such customers, the 
largest (Extraction Oil & Gas Inc. (XOG:NASDAQ) accounted for approximately 
38% of the company’s revenue for the year ended December 31, 2017. Losing its larg-
est customer would be significantly detrimental to the business.

FOREX: Questor’s business is primarily based in the United States but its shares are 
quoted in Canadian dollars. If the Canadian dollar appreciates versus the U.S. dollar, 
the shares would be negatively impacted based on the translation of the currency.

Industry: Cleantech                    Canadian Small-Cap Discovery Portfolio
Recommended: May 2018
Recommendation Price: $3.64
Current Price: $3.00
Market Cap: $87,591,934
Shares Outstanding: 26,462,820
Fully Diluted: 27,408,520

SELECTED QUARTERLY DATA

Income Statement Q2 2018 Q2 2017

Revenues:  $5,733,218  $3,936,470 

Adjusted EBITDA:  $3,045,420  $1,599,366 

Adjusted EBITDA 
Per Share:

 $0.12  $0.06 

Fully Diluted Ad. 
EBITDA/Share:

 $0.11  $0.06

RATINGS

VALUE

P/E (TTM) 13.7826087

EV/EBITDA (TTM): 6.43

P/S (TTM):  3.59 

P/B:  3.80 

Current Ratio: 4.54

D/E: 0.01

Current BUY Recommendations (Near or Long-Term)



30 Copyright 2018 KeyStone Financial Publishing Corp.

KeyStone’s Small-Cap Stock Report                       August 2018   KeyStone’s Small-Cap Stock Report           August 2018KeyStone’s Small-Cap Stock Report                       August 2018   KeyStone’s Small-Cap Stock Report           August 2018

Questor Technology Inc.   Current Price (August 9/2018): $3.00 
(QST:TSX-V)  RECOMMENDATION: SPEC BUY
CASH RICH CLEAN TECH ENERGY SMALL-CAP POSTS STRONG EARNINGS GROWTH, GROWTH OUT-
LOOK POSITIVE BUT TEMPERED BY NEAR-TERM REGULATORY UNCERTAINTY IN COLORADO – MAIN-
TAIN SPEC BUY

CONCLUSION

While slightly weaker than expected due a near-term pull-back in demand for rental 
units during the period impacted by reduced flowback requirements for Questor’s 
key customer (Extraction Oil & Gas Inc. (XOG:NASDAQ)), Q2 showed significant 
increases in terms of revenue, cash flow, and earnings per share over the prior pe-
riod of 2017. Utilization increased over the month of June, recovering to expected 
utilization levels of 65% by the end of the period. As such, the pullback is really of 
little long-term concern. The results themselves and outlook near term for cash flow 
growth should have helped the stock to new highs. However, regulatory uncertainly 
has caused the shares to pullback from recent highs.

The near-term risk/uncertainty in Colorado surrounds Initiative 97. Colorado is cur-
rently Questor’s primary area of operation. The initiative establishes a minimum set-
back of oil and gas wells to 2,500 feet from the current 500 feet for homes and 1,000 
feet for schools. Backers of Initiative 97 turned in 171,000 signatures or over 71,000 
more than the required just over 98,000 valid signatures from voters to make the No-
vember ballot. It appears Initiative 97 will be on the ballot. Most analysts believe that 
the initiative faces an uphill battle as polling suggests the greater population is not in 
favour of the initiative as is. But recent changes in Colorado’s population, high profile 
events including a recent fatal explosion, increased Democratic party support, and 
a wild card national election creates more uncertainty. The industry currently sup-
ports over 232,900 jobs and provides $31.4 billion per year in economic benefit to 
the state. Industry supporters and workers claim the initiative would decimate both. 
It is in the industries best interest to present the situation as a worst-case-scenario. It 
is true, the passing of the initiative would significantly slow down the industry, but 
in some cases drillers would just use longer horizontal techniques to access the en-
ergy. This fight has been fought many times in Colorado and is one of the reasons the 
state has some of the toughest emissions laws – which is a huge benefit to Questor. In 
the end, there has been a negotiated settlement which amounts to more of a win-win 
for both sides. Again, if the initiative passes it would 
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be a significant negative for Questor near term. The uncertainty has already caused a 
discount in the share price. We believe a negotiated settlement will be the end result 
as the industry is a very important driver of economic growth in Colorado.

Questor holds a strong balance sheet with $4.87 million ($0.18 per share) in cash and 
no long-term debt – both suggest it could sustain a premium multiple. The company 
operates in a highly cyclical industry (energy services) which is subject to boom and 
bust conditions – suggesting it may deserve a multiple discount to the market. From 
a valuation perspective, it provides a bit of a conundrum. If energy prices move 
higher or stay in the current range and the regulatory environment is supportive, 
the growth will likely continue. If neither is the case, despite great products and a 
good strategy from management, demand will suffer and the stock will follow. Near 
term the company appears to be positioned for growth given the solid order book, 
the significant increase in the size of its rental fleet and management’s willingness to 
expand the fleet to meet demand in 2018 and beyond. On a trailing (last 12 months) 
basis the company has earned $0.24 per share and 13.7 times earnings, which is a 
significant discount to the market. We estimate the company can grow earnings per 
share in 2018 to the $0.29 range with EBITDA per share in the $0.48 range. As a re-
sult, our fair value of $4.35 is based on a 15 times price to earnings multiple.

Near term the vote will increase volatility around Questor’s shares. The company has 
a well above average risk profile and is appropriate for risk capital in a portfolio. We 
maintain our SPEC BUY rating and the company’s place in our Canadian Small-Cap 
Discovery Portfolio.
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                  Current Price (August 31, 2018): $1.17
Sangoma’s portfolio of products deliver complete, Unified Communications (UC) Solutions. As the communica-
tions landscape continues to grow in complexity, with more devices, networks, clouds, and systems needing to 
interoperate, Sangoma’s portfolio of products enables service providers, carriers, enterprises, small and medium-
sized businesses (SMBs), and original equipment manufacturers (OEMs) alike to leverage their existing infra-
structure for maximum financial return, while still delivering the most advanced applications and services from 
the latest technologies available. Sangoma’s product portfolio includes a complete line of UC and PBX platforms, 
IP-Phones and UC Communicators, Cloud-based Services and Network Interconnection Products. Sangoma’s 
latest innovations and expanded product portfolio include technology and appliances such as IP-PBXs based 
on FreePBX and PBXact, a range of IP-Phones and integration tools to enable automated configuration and 
management, a Unified Communication Server and Client with Zulu UC, Session Border controllers (SBCs) to 
provide VoIP Security, Network bridging and failsafe VoIP gateways, Hosted IP-PBX service with PBXact Cloud, 
SIP trunking service with SIPStation, fax-over-IP service with FaxStation and signaling gateways for enterprise, 
SMB, carrier, and OEM applications. Sangoma continues to invest and lead the market in VoIP-to-PSTN inter-
face boards.

Recent Quarterly Results

Q3 2018 revenues grew 138% to $16.24 million versus the comparable quarter in 2017 and the thirteenth quarter 
in row of higher revenue versus the prior year. Gross profit of $8.90 million for the third quarter was double that 
of the third quarter of fiscal 2017, with gross margin percent at 55% of sales reflecting the addition of the newly 
acquired customer sales.

Operating expenses were $7.56 million in the third quarter, up 88% from the same quarter in fiscal 2017, reflect-
ing the addition of the two acquisitions and their associated staffs. In the third quarter of fiscal 2018 Sangoma 
recorded $0.28 million of costs directly associated with the legal, financing and closing of the acquisition of a 
division of Dialogic on January 9, 2018.

This is expected to be close to the final total and the specifics of the transaction and associated costs are detailed 
in the third quarter financial statements.

Q3 2018 EBITDA was $1.90 million up 160% from the $0.73 million in the same quarter of 2017 and at over 10% 
of revenue, was above the company’s 2018 target.

Sangoma generated almost $2 million in cash from operations in the quarter, boosting an already healthy bal-
ance sheet that was also strengthened by the approximately $12 million from the recent private placement. The 
company finished the quarter with a cash balance of $14.03 million and working capital of $16.40 million. The 
company has $0.17 per share, or 14%, of its market capitalization in cash.

Outlook

Sangoma is a leading provider of hardware and software components that enable or enhance IP communications 
systems for both telecom and datacom applications. Enterprises, SMBs and carriers in more than 100 countries 
rely on Sangoma’s technology as part of their mission-critical infrastructures. Through a worldwide network of 
distribution partners, Sangoma delivers high quality products, some of which carry the industry’s first lifetime 
warranty.

The company has been a major player in the open source telephony (OST) business for many years, and is a 
respected contributor to open source telephony solutions, and contributes back to the OST community regu-
larly. Sangoma has been involved in multiple OST projects (including two of the most common, Asterisk and 
Freeswitch) and, on January 1, 2015, extended its engagement through the acquisition of Schmooze Com Inc. 
This resulted in Sangoma taking over the management of the FreePBX project, which supports more than two 
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million installs worldwide.
To protect its future, Sangoma recognized the critical need to evolve the company beyond its reliance on PSTN-
based products. This started with an operational rebuild, the acquisition of VegaStream, an internal build out of 
the product portfolio to compete in new market and customer segments such as SBCs, the addition of a core PBX 
product and introduction of cloud services with SIPStation, FoIP and cloud PBX offerings together with a range 
of IP phones. Sangoma is now a stronger competitor in the larger, more typical telecom equipment market, which 
is not generally OST based. With its PSTN interface boards, Vega gateway products, SBCs, FreePBX, IP phones, 
various Support Services and others, Sangoma now sells to carriers, service providers, enterprises, SMBs, and 
OEM customers with several third-party application providers using Sangoma products.

In the first quarter of fiscal 2018, Sangoma acquired all of the membership interests in VoIP Supply providing 
Sangoma with an industry leading on-line presence, a large customer base to cross sell into, cloud PBX client 
experience, and enhanced scale.

In the third quarter of fiscal 2018, Sangoma acquired the assets of Dialogic CCD (Converged Communications 
Division) adding new products and revenues, strong new customers and channels relationships, improved supply 
chain and over 40 key experienced individuals in sales, support, operations and R&D.

Preliminary Q4 2018 Revenues
On August 2, 2018, Sangoma announced preliminary unaudited revenue for Q4 2018 ended June 30, 2018. Sales 
for the fourth quarter of fiscal 2018 are expected to be approximately $17.5 million, more than double that of the 
same quarter last year, and about 8% above the immediately preceding third quarter of fiscal 2018. Revenue for 
the full year of fiscal 2018 is expected to be over $57 million, also more than double that of fiscal 2017 and above 
prior guidance of $55 million for the year with EBITDA expected to somewhat exceed the previous guidance of 
$6 million.

VALUATION AND FAIR VALUE ASSESSMENT

By growing organically and smartly through accretive acquisitions, Sangoma’s revenue run-rate is now well in 
excess of $60 million. The company has been looking to move the EBITDA margin consistently through the 
10% rate and appears to have achieved this with its solid guidance for 2018. The company is generating about $2 
million per quarter in EBITDA and cloud revenue is growing at over 30% per year. On a trailing basis (last 12 
months) the company has produced $0.038 per share and trades at 27 times this figure cash out. Given the sig-
nificant acquisitions over the past year, the current run rate is closer $0.06 per share in the next 12 months giving 
Sangoma a PE cash out in the range of 18.3 which is more in-line with the market. Moving into 2019, Sangoma is 
well positioned to produce $2 million in EBITDA on a quarterly basis. Based on this, if we assign the company a 
relatively conservative multiple of 9 times Enterprise value to 2019 EBITDAe our fair value is in the range of $1.61 
or 31% higher than the current share price.

Conclusion

Sangoma’s Q3 and Q4 preliminary result were strong and displayed once again that the team is proficient in the 
integration of acquisitions and able to capitalize on synergies near term. Revenues continued to grow across the 
portfolio of products, profitability has expanded such that the company is generating about $2 million per quarter 
in EBITDA, cloud revenue is growing at over 30% per year, and the company successfully closed two significant 
acquisitions in fiscal 2018. With just under $10 million in net cash on hand Sangoma is well position to continue 
its strategy of increasing shareholder value via a combination of organic growth and M&A opportunities that are 
complementary to the business.

By growing organically and smartly through accretive acquisitions, Sangoma’s revenue run-rate is now well in 
excess of $60 million. The company has been looking to move the EBITDA margin consistently through the 
10% rate and appears to have achieved this with its solid guidance for 2018. The company is generating about $2 
million per quarter in EBITDA and cloud revenue is growing at over 30% per year. On a trailing basis (last 12 
months) the company has produced $0.038 per share and trades at 27 times this figure cash out. Given the signifi-
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cant acquisitions over the past year, the current run rate is closer $0.06 per share in the next 12 months giving 
Sangoma a PE cash out in the range of 18.3 which is more in-line with the market. Moving into 2019 Sangoma is 
well positioned to produce $2 million in EBITDA on a quarterly basis. Based on this, if we assign the company 
a relatively conservative multiple of 9 times Enterprise value to 2019 EBITDAe our fair value is in the range of 
$1.61 or 31% higher than the current share price.

FLASH UPDATE - Acquisition

On August 24, 2018, Sangoma entered into a definitive agreement to acquire all of the outstanding shares of Di-
gium Inc. The deal is expected to close on or about August 31, 2018, subject to customary closing conditions.

Digium Inc.

Digium is the creator of Asterisk, the most widely used open source communication software in the world, along 
with Sangoma’s FreePBX. The company offers a comprehensive product portfolio including Digium’s cloud-
based UCaaS (Unified Communication as a Service) platform, the Switchvox premise-based phone system, a 
complete range of IP phones, and a full suite of Asterisk software and connectivity products. Founded in 1999, 
Digium is a true pioneer in the communications market, launching the open source segment of telecom, and is 
one of the industry’s best known, most respected brands. It is headquartered in Huntsville, Alabama, is privately 
held and venture-backed, with over 40% of sales in recurring services revenue to a huge customer base around 
the world.

Transaction Details

Under the terms of the agreement, Sangoma expects to pay a total purchase price of US$28 million on a debt-free 
and cash-free basis, subject to customary working capital adjustments. The purchase price consists of US$24.3 
million in cash and 3,943,025 Sangoma common shares (representing US$3.7 million based on a ten (10) day 
volume weighted average price of $1.2214 per common share). Digium generated approximately US$30 million 
in revenue in its fiscal year ended December 31, 2017, with consolidated assets (net of cash) of approximately 
US$11 million, no debt and a net loss of approximately US$4 million. Further, for the most recently completed 
quarter ending June 30, 2018, Digium is operating at about EBITDA breakeven.

The cash portion of the consideration will be funded through a combination of cash on hand and, in order to 
minimize dilution, a new credit facility of approximately $21 million from Sangoma’s existing Canadian Tier 1 
bank, bringing Sangoma’s total credit facilities to about $28 million, of which approximately $25 million will be 
outstanding at closing. The new credit facility will be drawn in U.S. dollars, be repaid over 7 years and is expected 
to have an interest rate of 6.0% to 6.5% per annum at closing. 

The acquisition, Sangoma’s seventh in seven years, provides the combined company with several strategic advan-
tages, including: increased scale via significantly higher sales, expanded recurring revenue percentage, stronger 
gross margins, market leadership in its category, a more complete product portfolio, a larger team of excellent 
employees during a time when competition for talent is high, a much wider network of complementary channel 
partners around the world, and a larger base of enterprise and SMB customers. After closing, the merged com-
pany will have a combined workforce of over 300 employees.

Management stated that the transaction will add very meaningful sales (US$30 million), create market leader-
ship in Sangoma’s segment, increase recurring revenue materially and allow the company to nicely leverage 
its complementary businesses. During a time of industry consolidation, this transformative merger is another 
bold step for Sangoma in implementing its strategy to scale up and increase shareholder value, by augmenting 
organic growth with complementary M&A opportunities. 

Quick Notes:
Transaction combines the world’s two largest open-source communication software suppliers.t�
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Consideration: t� Total consideration of US$28 million.
US$24.3 million in cash.t�
Approximately 4 million of Sangoma common shares (subject to certain escrow conditions).t�

Leverage has increased by management has stated they are extremely comfortable with the leverage at 2.5x t�
EBITDA and it will be paid down over the coming years as the business scales.

New $21 million credit facility with a Canadian bank.t�
Total credit facilities to be about $28 million, of which approximately $25 million will be outstanding t�
at closing.
New credit facility expected to be repaid over 7 years and have an interest rate of 6.00% to 6.50% per t�
annum.

Digium has approximately US$30 million in revenue and 160 staff (75 engineers) and 70% gross margins.t�
New Guidancet�

Fiscal 2019:t�
Revenue to $100 million with over 35% recurring.t�
$9-$10 million in EBITDA.t�

Fiscal 2020:t�
EBITDA margins to be over 13%.t�

It does appear there will be significant integration work and that Sangoma will need to also find significant syner-
gies to make the acquired assets profitable near term. Given their track record, we do believe the team will be up 
to the task, it might just take longer to see the win this acquisition could be in terms of the bottom line.

Sangoma currently trades at an Enterprise Value to Expected 2019 EBITDA (estimated to be in the range of $9.7 
million) of 9 which is roughly the multiple we had classified as fair value pre-acquisition. The acquisition has the 
potential to be transformational and take the company to a whole new annual revenue run-rate in the range of 
$100 million. One of the more attractive elements of the acquisition is the increase in recurring or cloud based 
revenues it brings to Sangoma. The acquisition accelerates growth in the strategic cloud segment, doubling recur-
ring revenue. Recurring revenue now equals 35% of total sales. Digium’s cloud business was said to be growing 
in the 30%+ range, far higher than other segments. Given the businesses increased size and the gains in recur-
ring revenues the company may be afforded a higher multiple in the 10-12 time EV/EBITDA which would leave 
room for growth if management is able to execute. We see value mid to long-term and will interview management 
over the course of the next week to help adjust our fair value estimate. We maintain our SPEC BUY rating on the 
stock.
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Viemed, through its indirect wholly-owned subsidiaries Sleep Management, L.L.C. 
and Home Sleep Delivered, L.L.C., is a home medical equipment supplier that pro-
vides post-acute respiratory care services in the United States. Sleep Management, 
L.L.C. focuses on disease management and improving the quality of life for respira-
tory patients through clinical excellence, education and technology. Its service of-
ferings are based on effective home treatment with respiratory care practitioners 
providing therapy and counseling to patients in their homes using cutting edge tech-
nology. Home Sleep Delivered focuses on providing in-home sleep testing for sleep 
apnea sufferers.

The company has grown to become the largest independent specialized provider of 
non-invasive ventilation (NIV) in the U.S. home respiratory health care industry. 
Viemed’s primary focus is serving a growing aging population that is suffering from 
Chronic Obstructive Pulmonary Disease (COPD). Service offerings are based on 
high touch, home treatment solutions with registered respiratory therapists provid-
ing therapy and counseling to patients in their homes using cutting edge technology. 
The company is a participating Medicare (~65% of business) provider under the 
DME (durable medical equipment) re-imbursement code.

Growth Model

Viemed expects to use an organic growth model whereby expansion is effectuated 
through existing service areas as well as in new regions through a cost efficient launch 
that reduces location expenses. Viemed expects that it will continue to employ more 
respiratory therapists than any other independent provider in the United States in 
order to assure the high service model is accomplished in the home. By focusing 
overhead costs to personnel that service the patient rather than physical location 
costs, Viemed anticipates efficiently scaling its business in regions that are currently 
not being effectively serviced.

The continued trend of servicing patients in the home rather than in hospitals is 
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aligned with Viemed’s vision and management anticipates that it will continue to of-
fer growth opportunities for Viemed. Viemed expects to continue to be a solution to 
the rising health costs in the United States by offering more cost effective home based 
solutions while increasing the quality of life for patients fighting serious respiratory 
diseases. Revenue from ventilator products represented approximately 87% and 91% 
of total revenue for 2017 and 2018, respectively.

REPORTED FINANCIAL HIGHLIGHTS

Viemed was just recommended in May 2018 with the company’s shares trading at the 
$3.85 range. Today, with the company’s shares trading 27% higher at $4.88 following 
strong Q2 2018 financial results, we review the numbers and update our rating on 
the stock.

For the three months ended June 30, 2018, revenue rose 42% to $15.5 million from 
$4.6 million in the comparable period in 2017. For the six months ended June 30, 
2018, revenue totaled $29.6 million, an increase 42% from the comparable period 
in 2017. The increase in revenues for these periods was driven by organic increases 
in total patient base, primarily vent patients. During the three and six month peri-
ods ended June 30, 2018, vent patients increased 12% and 2%, respectively, over the 
comparable periods in 2017. Management expects a continued increase in patient 
base throughout the upcoming year and thus expects revenue to be higher for the 
remainder of 2018.

Q2 2018 cost of revenue totaled $4.2 million, an increase of 38% from the compa-
rable period in 2017. For the six months ended June 30, 2018, cost of revenue totaled 
$7.7 million, an increase of 33% from the comparable period in 2017. Gross margin 
percentage grew to 73% compared to 72% for the three months ended June 30, 2017. 
For the six-month period ended June 30, 2018, gross margin percentage grew to 74% 
compared to 72% in 2017. Gross margin percentage has remained relatively consis-
tent between the 2017 and 2018 comparable periods. The slight increase in gross 
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margin was driven primarily by economies of scale as a result of Viemed’s increased 
patient base along with lower medical equipment rental expenses, as the company 
continues to decrease medical equipment operating leases in favour of purchasing. 
For the remainder of 2018, management expects gross margin percentage to remain 
materially consistent with the current quarter.

Q2 2018 selling, general and administrative (SG&A) expenses totaled $7.9 million, 
an increase of $ 35% from the comparable period in 2017. For the six months ended 
June 30, 2018, selling, general and administrative expenses totaled $15.2 million, 
an increase of 45% from the comparable period in 2017. The increase for these pe-
riods was primarily the result of an increase in employee costs to accommodate the 
company’s high growth rate and greater administrative costs associated with being 
a publicly traded company. Management expects that as the company continues to 
grow, selling, general and administrative expenses will increase accordingly during 
2018.

Q2 2018 net income was $2.4 million, an increase of $0.6 million from the com-
parable period in 2017. For the six months ended June 30, 2018, net income was 
$4.7 million, an increase of $0.6 million from the comparable period in 2017. The 
increase for these periods was mainly driven by increased revenue combined with 
gross margin expansion, as previously described. Offsetting these increases was an 
increase in selling, general, and administrative costs to accommodate current year 
growth and increases for stock based compensation.

Q2 adjusted EBITDA for the quarter totaled approximately $4.1 million, or 27%, 
of revenues. Adjusted EBITDA for the six months ended June 30, 2018, totaled ap-
proximately $7.9 million, or 27% of revenues. The EBITDA was primarily reinvested 
in capital expenditures.
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The following table shows Viemed’s Non-IFRS measures reconciled to net income 
for the indicated periods:

Active vent patients of 5,078 as of June 30, 2018, an 8% rise from 4,685 from the prior 
quarter and a 35% rise from the prior year second quarter.

As of June 30, 2018, Viemed had cash on hand of $8.6 million. The company con-
siders liquid assets to consist of cash and cash equivalents, accounts receivable and 
inventory. According to this definition, Viemed’s liquid assets equal $18.3 million. 
While working capital is traditionally used as a measure of a company’s liquidity, 
management believes that a more accurate view of the company’s liquidity is liquid 
assets less current liabilities. The company’s liquid assets less current liabilities equals 
$5.2 million. Additionally, Viemed secured a commercial business loan agreement 
for term loans and lines of credit for up to $5 million. The unused borrowing base 
was $4.4 million and there were no amounts drawn on the line of credit as of June 
30, 2018.

GROWTH

Viemed is primarily an organic growth story.
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Core Business model

Viemed has developed relationships with hospitals and pulmonologists in 25 states. 
When a patient is admitted, the doctor can prescribe the NIV therapy:

When the company acquires the patient, a Registered Respiratory Therapist (RT) t�
is assigned to each patient and is on call 24x7.
The RT creates a customized in-home care plan for the patient including the use t�
of a non-invasive ventilator, which is covered by Medicare and private insur-
ance.
Viemed purchases the NIV hardware from a variety of manufacturers and leases t�
it to the patient and bills approximately $950/month to Medicare or other pay-
ers on behalf of the patient. Average duration that a patient is on the therapy is 
17 months (prior to death) and equipment can then be re-used for new patients. 
The all-in (including cost of hardware and associated overhead such as RT visits) 
payback on the equipment is approximately 13-18 months versus an estimated 
10-year life for the equipment.

It is estimated that there are currently 25 million COPD patients in the United States. 
Viemed believes that roughly 5%, or 1.25 million, would be eligible for its therapy. 
With a total industry installed base of only 50,000, the penetration of the proven 
NIV therapy is only 4%. This leaves a sizable market for Viemed to continue its 
strong growth path. Viemed ended 2015 with 3,200 patients, a figure which grew to 
27.5% to 4,400 by the end of 2017. Viemed’s patient count has already increased over 
15% in the first six-months of 2018 and is on pace to eclipse the 27.5% growth rate 
produced in 2017.

In addition to marketing within its current 25 state footprint, Viemed is close to 
expanding into 5 new states including Alabama, Colorado, Michigan, Florida and 
California. The expansion adds a significant new population base and, in particular, 
ones with positive demographics as pertains to NIV (Florida, Alabama).

Industry: Medical Equipment Service Provider                 Focus BUY Portfolio
Recommended: May 2018
Recommendation Price: $3.85
Current Price: $4.88
Market Cap: $184,998,984
Shares Outstanding: 37,909,628
Fully Diluted: 39,335,011

SELECTED QUARTERLY DATA

$USD Q2 2018 Q2 2017

Revenues:  $15,508,000  $10,901,000 

Adjusted EBITDA:  $4,114,000  $2,408,000 

Adjusted EBITDA 
Per Share:

 $0.11  $0.06 

Fully Diluted Ad. 
EBITDA/Share:

 $0.10  $0.06

RATINGS

VALUE

P/E (TTM) 16.34

EV/EBITDA (TTM): 9.69

P/S (TTM):  2.66 

P/B:  4.98 

Current Ratio: 1.43

D/E: 0.20

Current BUY Recommendations (Near or Long-Term)



KeyStone’s Small-Cap Stock Report                       August 2018   KeyStone’s Small-Cap Stock Report           August 2018

41Copyright 2018 KeyStone Financial Publishing Corp.

KeyStone’s Small-Cap Stock Report                       August 2018   KeyStone’s Small-Cap Stock Report           August 2018

Viemed Healthcare Inc.  Current Price (August 14/2018): $4.88 
(VMD:TSX-V)  RECOMMENDATION: SPEC BUY
UNDERFOLLOWED MEDICAL EQUIPMENT SERVICE PROVIDER WITH STRONG ORGANIC GROWTH, 
REASONABLE VALUATIONS, SOLID BALANCE SHEET AND GOOD GROWTH PROSPECTS – SPEC BUY 

Q3 2018 Outlook: Viemed expects to generate total revenues of approximately $16.3 
- $16.7 million during the third quarter of 2018 and expects similar margins as the 
quarter ended June 30, 2018. The mid-point of the revenue guidance represents a 
33% increase over the quarter ended September 30, 2017.

KEY RISK

The biggest risk with Viemed is that revenue is based on re-imbursement rates set by 
Medicare. If those rates are reduced, this would negatively impact revenue and mar-
gins. This was the case in 2016 when the re-imbursement for NIV was cut 30% ef-
fective January 1, 2016. Typically, if a cut is to be implemented, 20% is the maximum 
range. The 2016 cut was more severe than contemplated and with Viemed’s manage-
ment also running the full Patient Home Monitoring (predecessor company – see 
original report for more details) operations at the time, it was a difficult pill to swal-
low. The team admits they had taken their eyes off the core organic growth which 
can help the business outgrow a cut and 2016 was a very difficult year for Viemed. To 
get past the rate cut and continue to grow management focused on driving volumes 
and capturing market share as its “mom and pop” type competitors shut down. The 
company was also able to re-negotiate rates with suppliers and create operational ef-
ficiencies. The reality is any rate cut is not a positive for the business. In the near term 
it will negatively affect operations and likely the share price. Management has dealt 
with it before and continued to grow the business which is a positive long term.

VALUATION AND FAIR VALUE ASSESSMENT

Over the trailing 12-months, Viemed posted adjusted EBITDA of US$14.44 million 
(CDN$18.75), or $0.50 per share. Earnings per share over that period was $0.30, a 
figure that may be difficult to grow at the same rate near term given the additional 
public company costs as a single entity. We estimate Viemed is positioned to grow 
adjusted EBITDA to the range of US$16.9 million (roughly CDN$21.8 million at 
today’s exchange rates), or $0.58 per share, and increase from our last estimate of 
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$0.56 per share given the strong Q2 results. From an Enterprise Value to EBITDA 
or EV/EBITDA basis we believe Viemed should trade in the range of 10-12 times – 
currently at 8.4 times 2018 EBITDAe. As such, given its relatively clean balance sheet 
with a decent net cash position, the company’s near-term fair value is in the range of 
$6.40 (up from $5.90 in our initial BUY report), or 30% higher than its current share 
price. As noted above, we do caution that earnings growth expectations should be 
tempered for the year as the company transitions to a single public entity as noted 
above. This fair value estimate over the next year is based on current re-imbursement 
rates and could fluctuate with the value of the Canadian dollar versus the U.S. dollar 
(a decrease is a positive adjustment, increase a negative) and based on management 
continuing cost controls and executing on the company’s stated growth goals.

CONCLUSION

Viemed’s Q2 2018 results once again helped confirm our original thesis. Revenue 
was higher than management’s guidance at US$15.5 million and EBITDA was better 
than expected at US$4.2 million. Revenue growth accelerated to 42% year-over-year 
and 10% sequentially, driven by strong growth in patient count. In fact, active vent 
patients of 5,078 as of June 30, 2018, an 8% rise from 4,685 from the prior quarter 
and a 35% rise from the prior year second quarter.

The outlook for growth remains strong. Viemed expects to generate total revenues 
of approximately $16.3 - $16.7 million during the third quarter of 2018 and expects 
similar margins as the quarter ended June 30, 2018. The mid-point of the revenue 
guidance represents a 33% increase over the quarter ended September 30, 2017.

We estimate Viemed is positioned to grow adjusted EBITDA to the range of US$16.9 
million (roughly CDN$21.8 million at today’s exchange rates), or $0.58 per share, 
and increase from our last estimate of $0.56 per share given the strong Q2 results. 
From an Enterprise Value to EBITDA or EV/EBITDA basis we believe Viemed 
should trade in the range of 10-12 times – currently at 8.4 times 2018 EBITDAe. 
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As such, given its relatively clean balance sheet with a decent net cash position, the 
company’s near-term fair value is in the range of $6.40 (up from $5.90 in our initial 
BUY report), or 30% higher than its current share price.

As such, we are reiterating our SPEC BUY rating on Viemed and the company will 
remain in our Focus BUY portfolio. New clients could establish initial Half Positions 
in the current range or purchase a full position with a 2-4 year holding period out-
look. We believe it prudent to place limit orders in the $4.75-$5.00 range. We would 
be patient and place limit orders, expecting to fill these orders over the next 30 to 60 
days.
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Enghouse develops enterprise software solutions for a number of vertical markets. 
The company separates its operations into two business segments: the Interactive 
Management Group and the Asset Management Group. The Interactive Manage-
ment Group specializes in customer interaction software and services that are de-
signed to enhance customer service, increase efficiency and manage customer 
communications across the enterprise. Core technologies include contact center, 
attendant console, interactive voice response, dialers, agent performance optimiza-
tion and analytics that support any telephony environment, deployed on-premise or 
in the cloud. Its customers include insurance companies, banks and utilities as well 
as high technology, health care and hospitality companies. The Asset Management 
Group provides a portfolio of products to telecom service providers, utilities and the 
oil and gas industry. Its products include Operations Support Systems (OSS), Busi-
ness Support Systems (BSS), Mobile Value Added Services (VAS) solutions as well as 
data conversion services. The Asset Management Group also provides fleet routing, 
dispatch, scheduling, communications and emergency control center solutions for 
the transportation, first responders, distribution and security sectors.

FINANCIAL HIGHLIGHTS

Enghouse was recommended in February of 2011 with the company’s shares trading 
at $8.35. The stock was moved to a HOLD in 2015 in both the long term and near 
term with the stock trading at a high in the $75.00 range based on valuations. In 
our most recent update, with the company’s shares trading in the $66.00 range, we 
upgraded our near-term rating from HOLD to BUY (HALF POSITION) for new cli-
ents and maintained our long-term rating at BUY (HALF POSITION). Given man-
agement’s track record, we believe the company will outperform the market over the 
next 3 to 5-years. The company just reported strong Q2 2018 earnings and with the 
shares closing in the $74.00 range, we review the numbers and update our rating on 
the stock.

Total revenue for the quarter was $85.2 million compared to $79.5 million in the 

Industry: Technology – Software                   Focus BUY Portfolio
Recommended: February 2011
Recommendation Price: $8.35
Current Price: $73.95
Market Cap: $1,800,362,523
Shares Outstanding: 27,110,612
Fully Diluted: 27,550,462

SELECTED QUARTERLY DATA

Income Statement Q1 2018 Q1 2017

Revenues:  $85,205,000  $79,543,000 

Adjusted EBITDA:  $25,376,000  $22,839,000 

Adjusted EBITDA 
Per Share:

 $0.94  $0.84 

Fully Diluted Ad. 
EBITDA/Share:

 $0.94  $0.84

RATINGS

VALUE

P/EBITDA (TTM): 19.88

P/S (TTM):  6.03 

P/B:  6.21 

Current Ratio: 1.94

D/E: 0.01



KeyStone’s Small-Cap Stock Report                       August 2018   KeyStone’s Small-Cap Stock Report           August 2018

45Copyright 2018 KeyStone Financial Publishing Corp.

KeyStone’s Small-Cap Stock Report                       August 2018   KeyStone’s Small-Cap Stock Report           August 2018Long-Term HOLD Recommendations (BUY Half Long-Term)

Enghouse Systems Limited  Current Price (June 14/2018): $73.95 
(ENGH:TSX)  RECOMMENDATION: NEAR-TERM: HOLD/LONG-TERM: BUY (HALF POSITION)
CASH RICH COMMUNICATIONS SOFTWARE COMPANY POSTS BETTER-THAN-EXPECTED Q2 
EARNINGS, STOCK NOT CHEAP BUT LONG-TERM POTENTIAL REMAINS – RATING ADJUSTED

prior year’s second quarter, a 7.1% increase over the prior year and includes license 
revenue of $24.7 million in the quarter compared to $23.8 million in the prior year’s 
second quarter. The increase is attributable to contributions from acquisitions and a 
stronger Pound Sterling and Euro. The positive impact of foreign exchange on rev-
enue in the current quarter compared to the prior year is estimated at $2.2 million as 
calculated by applying the change in the average exchange rates from 2017 to 2018 to 
the company’s foreign currency denominated revenue. Hosted services and mainte-
nance revenue was $43.9 million compared to $39.9 million in the prior year’s second 
quarter, an increase of 10.1%. This includes maintenance revenue of $36.7 million 
compared to $33.8 million in the prior year’s second quarter and reflects incremental 
maintenance revenue from license sales in the past fiscal year as well as contributions 
from acquired operations. Hosted services revenue was $7.3 million in the quarter 
compared to $6.1 million last year and reflects incremental contributions primarily 
from acquired operations.

Revenue for the year to date was $170.3 million, an increase of 7.5% over last year’s 
revenue of $158.4 million. Hosted and maintenance revenue grew by 9.4% to $86.5 
million and hardware revenue grew from $2.5 million to $4.4 million as a result of 
incremental contributions from the Tollgrade acquisition. Professional services rev-
enue was flat year-over-year at $28.8 million in both year-to-date periods.

The Interactive Management Group contributed $47.6 million in revenue in the 
quarter compared to $47.1 million reported in the second quarter of fiscal 2017. The 
Asset Management Group contributed revenue of $37.7 million in the quarter com-
pared to $32.5 million reported in the second quarter of fiscal 2017. The increase is 
attributable to incremental revenue contributions from acquisitions and includes the 
positive impact of foreign exchange. For the fiscal year to date, Interactive Manage-
ment Group revenue was $95.9 million compared to $94.6 million last year, while 
Asset Management revenue grew 16.6% to $74.3 million from $63.8 million last year 
as a result of incremental contributions from acquisitions.
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Adjusted EBITDA for the second quarter was $25.4 million, or $0.93 per diluted 
share, compared to $22.8 million, or $0.84 per diluted share, last year, with the in-
crease primarily being attributable to contributions from acquisitions.

Net income was $15.3 million, or $0.56 per share on a diluted basis, in the quarter 
compared to $9.0 million, or $0.33 per share on a diluted basis, in the second quarter 
of fiscal 2017. The increase is attributable to higher revenues as a result of acquisi-
tions and a stronger Pound Sterling and Euro, in addition to a foreign exchange gain 
in the current year compared to a foreign exchange loss in the prior year. On a year-
to-date basis, net income was $22.1 million, or $0.81 per diluted share, compared to 
$20.8 million, or $0.76 per diluted share. As noted, the year-to-date net income was 
negatively impacted by the provision for the one-time repatriation tax of $8.8 mil-
lion booked in the first quarter.

Strong Cash Generation and Accumulation

Enghouse closed the quarter with cash and short-term investments of $155.3 mil-
lion compared to the October 31, 2017, balance of $130.3 million. The company 
continues to have sufficient cash resources to fund both its current and future fi-
nancial operating commitments as well as its dividend strategy. During the quarter, 
Enghouse generated cash flow from operating activities of $21.8 million compared 
to $18.4 million in the second quarter of 2017, an increase of 19.0%. For the year to 
date, cash flow from operating activities was $44.9 million, a 54.8% increase over last 
year’s operating cash flow of $29.0 million.

GROWTH

In its quarterly conference call management reported that the acquisition environ-
ment remains positive and appears to be improving. With large players, such as 
Amazon and Twilio, entering the space, management noted that some companies 
viewed this as a risk and motivation to potentially make the sell decision. Overall, 
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management believes the opportunities have increased. Despite the high cash bal-
ance, management does not see the need to return the capital to shareholders given 
the acquisition opportunities they see. 

When asked about whether the team could set a public target dollar amount for ac-
quisitions in 2018, management replied, “no.” Some analysts may see this as a nega-
tive, but we have a long history with the company and the management team and see 
it as a positive. We know the company sets internal targets in terms of acquisition 
spends, but each potential acquisition must meet management’s financial disciplines. 
If sellers have realistic expectations, they do the deals, if they do not, they will not. 
Enghouse will not make an acquisition for the sake of hitting an annual dollar quota 
amount – that is not the way to effectively grow a business long term. We saw this 
play out just prior to the financial crisis when analysts got angry at Enghouse’s man-
agement for not deploying cash at the time. Acquisition target prices were sky-high 
and management correctly refused to pay the sticker price. A couple years later, fol-
lowing the financial crisis, assets were on sale and cash was deployed to grow the 
business. The stock has moved from the $8.00 range to its current $75.00 range. We 
are happy to see management stick to its stated acquisition criteria.

Enghouse also stated that its sales reorganization is on plan. Newly appointed Presi-
dent Vince Mifsud has made some changes around the sales organization by ap-
pointing demand generation leads in both the IMG and AMG segments. These leads 
are responsible for starting the pipeline of inbound leads. Mifsud has also reorga-
nized the sales team in the Americas to go after channel and direct sales. The goal 
of these investments is to drive better organic growth through a more rigorous sales 
process and cross-selling. Better organic growth is something we think needs to be 
addressed and would lead to higher valuations long term.

Enghouse remains well capitalized with strong cash flow to easily absorb 4-5 signifi-
cant acquisitions over the next 12 months.
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5G – Long Term but Gradual Growth Driver

From information provided by telco equipment vendors, carriers, and other public 
companies attached to the Communications segment, trials with commercial-grade 
equipment for 5G or 5th Generation Wireless will start later this year. At the end 
of 2017, the wireless industry came up with the first official 5G standard. AT&T 
plans to launch mobile 5G in the U.S. by the end of 2018 and Verizon reported it 
will launch 5G for homes, and T-Mobile is working on a network to launch in 2019. 
Many industry experts expect the first 5G mobile devices to launch in the first half 
of 2019, based on timelines from Qualcomm. This all lines up with initial goals of 
having commercial 5G deployments by 2020. Standards development and product 
commercialization have accelerated.

Enghouse is likely to have solid exposure to the 5G upgrade cycle. The company 
could play a significant role in helping carriers revamp legacy systems and migrate to 
newer technologies. Given this backdrop, there could be additional growth upside in 
the company’s networks business. The company has stated they see a healthy M&A 
pipeline related to 5G and there is an expectation for a long 5G investment cycle.

CONCLUSION

Once again, we were pleased with Enghouse’s Q2 2018 results which beat estimates on 
an earnings and adjusted EBITDA basis. Q2 marked the second consecutive quarter 
of  EBITDA margins in the 30% range, coming in at the high end of management’s 
25%-30% expected range. Near term, margins could stay high until acquisitions are 
made, which typically make margins lower for the first few quarters of integration.

Enghouse delivered strong FCF of $21.5 million and ended Q2 with $153 million of 
net cash, or $5.65 per share, the highest in over five years. The company is positioned 
to produce FCF in the range of $80 million in 2018 giving Enghouse more than ad-
equate capacity to continue executing its acquisition strategy. The core story with 

Industry: Technology – Software                   Focus BUY Portfolio
Recommended: February 2011
Recommendation Price: $8.35
Current Price: $73.95
Market Cap: $1,800,362,523
Shares Outstanding: 27,110,612
Fully Diluted: 27,550,462

SELECTED QUARTERLY DATA

Income Statement Q1 2018 Q1 2017

Revenues:  $85,205,000  $79,543,000 

Adjusted EBITDA:  $25,376,000  $22,839,000 

Adjusted EBITDA 
Per Share:

 $0.94  $0.84 

Fully Diluted Ad. 
EBITDA/Share:

 $0.94  $0.84

RATINGS

VALUE

P/EBITDA (TTM): 19.88

P/S (TTM):  6.03 

P/B:  6.21 

Current Ratio: 1.94

D/E: 0.01

Long-Term HOLD Recommendations (BUY Half Long-Term)



KeyStone’s Small-Cap Stock Report                       August 2018   KeyStone’s Small-Cap Stock Report           August 2018

49Copyright 2018 KeyStone Financial Publishing Corp.

KeyStone’s Small-Cap Stock Report                       August 2018   KeyStone’s Small-Cap Stock Report           August 2018Long-Term HOLD Recommendations (BUY Half Long-Term)

Enghouse Systems Limited  Current Price (June 14/2018): $73.95 
(ENGH:TSX)  RECOMMENDATION: NEAR-TERM: HOLD/LONG-TERM: BUY (HALF POSITION)
CASH RICH COMMUNICATIONS SOFTWARE COMPANY POSTS BETTER-THAN-EXPECTED Q2 
EARNINGS, STOCK NOT CHEAP BUT LONG-TERM POTENTIAL REMAINS – RATING ADJUSTED

Enghouse, as it has been since day one, is the strong free cash flow generation and 
growth via smart accretive acquisitions with cash on hand and Enghouse still sees an 
active pipeline of opportunities, and attractive pricing its target range. In fact, man-
agement reported that new competition may be improving the environment. With 
the appointment of New President, Vince Mifsud, and his stated goal to revamp the 
sales organization we expect a longer-term focus on stronger organic growth. Mif-
sud will focus on demand generation and creation of a sales team that will have more 
of a direct sales effort as well as stronger channel partner support. The new CEO 
believes there are significant opportunities to accelerate organic growth considering 
Enghouse’s products are well-regarded. These changes to the sales organization are 
not expected to materially impact margins. At present, most analysts expect acquisi-
tions to have a higher impact on margins than organizational changes.

At first glance, with a price-to-earnings of 41, Enghouse appears expensive. Indeed, 
with the share price up over 750% since our original recommendation, the stock is 
not cheap. The multiple expansions we have seen has been due to consistent growth 
(proven track record from management) and has been assisted by a solid overall 
tech market – or lack of good alternative tech stocks in Canada. When we dig a little 
deeper we find that the company’s consensus 2019 adjusted EBITDA estimate is in 
the range of $3.92. If we strip out the $5.65 per share in cash and just look at the base 
business, the forward looking EV/EBITDA is more reasonable at 17.44. This mul-
tiple is close to Enghouse’s peer group.

Given the 20% rise in Enghouse’s shares year to date and significant move since 
our upgrade, we return our near-term rating to HOLD as it is now closer to near-
term fair value. We maintain our long-term rating at BUY (HALF POSITION). 
Given management’s track record, we believe the company will outperform the 
market over the next 3 to 5-years. Enghouse remains on our Focus BUY list. 
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Headquartered in an ISO 9001:2008 manufacturing facility in Richmond, British 
Columbia, Photon Control Inc. designs, manufactures, and distributes a wide range 
of optical sensors and systems to measure temperature and position. These products 
are used by the world’s largest Wafer Fabrication Equipment (WFE) manufacturers 
and end users in the semiconductor and related industries. Photon Control’s high 
quality products provide industry leading accuracy, speed and quality in the most 
extreme conditions and are backed by a team of experts providing a variety of on-site 
and remote services including custom design, installation, training and support.

PRODUCTS, DISTRIBUTION AND INDUSTRIES

Semiconductor Industry: Temperature and Position Sensors
The semiconductor capital equipment industry offers several significant and grow-
ing applications for Photon Control’s technology and has become the primary source 
of revenue and growth for business. The company designs and produces precision 
temperature and position sensors used by semiconductor WFE manufacturers. The 
manufacturing of silicon wafers for semiconductors involves a multitude of complex 
processes; monitoring and maintaining correct position and temperature is critical 
to this process and to optimize product yield. Fiber optic sensors are both electro-
magnetic and radio frequency signal immune allowing them to provide highly ac-
curate results especially in harsh environments, such as etch. Photon Control’s fiber 
optic temperature and position sensors are manufactured according to “copy exact” 
standards in its ISO-certified facility.

The company’s fiber optic sensor technology is uniquely qualified to measure tem-
perature and position in semiconductor manufacturing environments such as wa-
fer etching, atomic layer deposition (ALD), chemical vapour deposition (CVD) and 
physical vapour deposition (PVD). The need for increasing geometric granularity 
drives the number of measurement points required as well as the need for the highly 
accurate measurements provided by fiber optic sensors. In addition, as semiconduc-
tor capital equipment has gone from 28 nm to 10 nm linewidth for leading edge 
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applications over the last 10 years, the number of desirable measurement points has 
increased more than four-fold. Similarly, the proliferation of connected devices and 
3D chip designs are becoming more and more mainstream taking significant market 
share in many applications. These factors have driven and are expected to continue 
to drive demand for Photon Control’s products.

Other Products
The company offers a comprehensive range of spectrometer accessories and software 
to make Original Equipment Manufacturer (OEM) integrations and complex experi-
ments easier. They also provide stable ultraviolet (UV) and broadband light sources, 
reflectance probes, transmission stages, and collimating lenses.

MARKET LANDSCAPE

Semiconductor Industry (Optical Sensors)
Semiconductors have revolutionized the way we work, communicate, travel, enter-
tain, and live. As a building block of technology, semiconductors will continue to 
enable innovation and transform industries. With the accelerating pace of new chip 
capabilities and more applications, chip makers will need to increase production to 
meet this growing market. Simultaneously, semiconductor companies are regularly 
transitioning to new design and production technologies. Many of these technolo-
gies increase the number of process steps requiring more overall WFE production 
capacity. The combination of overall semiconductor growth and increased demand 
for equipment is expected to in turn drive growth for the company. Photon Control’s 
primary vertical in this market is in etch, one of many manufacturing steps in the 
process of creating semiconductors. The company works in and is developing busi-
ness plans to meet demand in several other process steps including expanding its 
revenues from the deposition step as well as extending its product reach into the 
processes involved in the manufacturing of Organic Light-Emitting Diode (OLED) 
panels and other sophisticated display panel technologies, the fabrication of which is 
similar to the process for semiconductors.
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REPORTED FINANCIAL HIGHLIGHTS

Photon Control was recommended in late December of 2014 with the company’s 
shares trading at $0.46. Heading into 2017, KeyStone re-recommended the stock in 
late December/early January with the stock trading in the $0.80 range. In our May 
2018 update with the stock in the $2.00 range, we recommended a Near-Term BUY 
Half Position. Today, with the company shares trading at $2.40 following record Q2 
2018 financial results, we review the numbers and update our rating on the stock.

Q2 2018 increased 64% from $8.9 million to a record $14.6 million, and for the 
first half of 2018, revenue increased 37% from $20.8 million to $28.4 million. The 
increase year-over-year reflects a second quarter 2017 slowdown while the company 
relocated its manufacturing facility, as well as the company capturing an increased 
share of customers’ spend of fiber optic sensors combined with strong overall market 
conditions in 2018.

Gross profit in 2018 reflects the benefits of the stronger revenue. Second quarter 
2018 gross profit increased 78% to $8.3 million versus the prior year quarter, and for 
the first half of 2018, gross profit increased 37% to $16.2 million versus the prior year 
period. Gross margin increased to 57% for the quarter and year-to-date compared to 
53% and 57% in the same year-ago periods. The increase was primarily due to sales 
mix and greater economies of scale realized from Photon Control’s manufacturing 
facility.

Total comprehensive income for the quarter was $3.8 million, or $0.03 per share, 
compared to a loss of $0.3 million or close to break-even per share for the compa-
rable period of 2017 while for the first half of 2018, total comprehensive income was 
$6.7 million, or $0.06 per share, versus $1.4 million, or $0.01 per share, for the first 
half of 2017.

EBITDA for the quarter and first half of 2018 was $5.1 million, or 35%, of revenue 
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and $9.8 million, or 35%, of revenue compared to $2.5 million, or 28%, of revenue 
and $7.4 million, or 36%, of revenue in the same year-ago periods. For the compara-
tive period, EBITDA was adjusted to remove the effect of non-recurring items.

As at June 30, 2018, cash on hand was $40.8 million, or $0.37 per share, an increase 
of $6.5 million from $34.3 million at December 31, 2017. The increase was attribut-
able to Photon Control’s strong operating results.

Order Backlog
Order backlog (defined as the value of sales orders scheduled to be shipped in the 
next 6 months) was $19.5 million at June 30, 2018, a decrease from $24.7 million 
at March 31, 2018, and an increase from $18.3 million at December 31, 2017. The 
decrease in order backlog since March 31, 2018, reflects the record shipments in the 
quarter. Although not reflected in the order backlog, the company also has a strong 
pipeline of new products under development which contribute to revenue during 
the prototype and pre-production stages.

Quarterly Developments:
China Distribution Agreement
On July 30, 2018, Photon Control announced it entered into an exclusive distribu-
tion agreement with Crowntech Photonics for the company’s fiber optic-based tem-
perature and position sensors in China. Wafer fabrication equipment spending in 
China was approximately $4 billion in 2014 and is expected to grow to $11 billion 
by the end of 2018. The company’s existing sales to China comprised 15% of overall 
revenue for the first half of 2018 and this new distribution agreement positions Pho-
ton Control to increase its presence in the region as China embarks on its “Made in 
China 2025” strategy. We see this as a long-term positive, but believe the agreement 
will take a number of quarters to years to see significant sales.

Tax Review
Earlier this year, the company announced it had commenced a review of its exist
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ing tax structure with its third-party tax advisors to identify and take advantage of 
opportunities to achieve the most efficient and effective tax outcomes. In addition 
to identifying these opportunities, this process involved a review of historical filings 
and jurisdictional compliance. The review has identified a potential tax liability re-
lated to a foreign jurisdiction which could be in the range of $1.4 to $2.0 million plus 
penalties, if any. The actual liability amount may be influenced by available tax elec-
tions, application of historical losses and offsetting credits and deductions from both 
the taxing and other jurisdictions; and thus, cannot be more accurately estimated at 
this time. Photon Control and its advisors are working diligently to conclude this 
matter and we will update shareholders as it progresses. While the potential tax li-
ability is not a positive (anytime a company has to pay out cash for unanticipated tax 
it is not), it is neither a crippling amount nor anything more than a one-time event, 
so we do not see a huge impact here.

CASH BALANCE – POTENTIAL DEPLOYMENT

Photon Control boasts a very strong balance sheet for a company of its size. As at 
the end of Q2 2018, the company held over $40.8 million, or $0.37 per share, an in-
crease of $6.5 million from $34.3 million at December 31, 2017. At any given time, 
management believes it is prudent to hold from $7 to $10 million in cash on hand to 
give large customers the confidence that Photon Control can support their product 
needs long term. As such, the company has from $31 to $34 million in cash on hand 
to invest in further product development or make a strategic acquisition. The com-
pany could look to use capital to add new technology in additional process steps in 
the arena of semiconductor “etch” as we alluded to above. Essentially, Photon would 
add content within the etch segment of the manufacturing of semiconductors and 
sell this as an add on to existing and new potential customers with little additional 
sales staff requirements. The company has also earmarked roughly $3 million for a 
share buyback.
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Business Outlook for the Third Quarter of 2018
Management provided Q3 2018 guidance with its second quarter results stating they 
expect revenue to be in the range of $10 to $12 million. Management’s expecta-
tion of a sequential decrease in quarterly revenue in the third quarter is the result 
of a slow-down in capital spending by the company’s wafer fabrication equipment 
customers after a very strong first half of this year. Despite this slow-down, Photon 
Control continues to expect to generate year-over-year revenue growth exceeding 
overall industry growth. This is a result of the company’s focus on etch, the fastest 
growing subsegment of the market, where adoption of fiber optic sensors is great-
est as well as efforts to add new products to the portfolio. Management expects to 
maintain EBITDA and net income margins for the year at levels similar to or above 
those reported in the prior year.

VALUATION AND FAIR VALUE ASSESSMENT

Photon Control has generated roughly $0.10 in trailing earnings per share, giving 
it a current trailing PE of 23.8 which is now at a premium to the market average 
multiple. The company boasts a very strong balance sheet with zero debt and a cash 
balance of $40.8 million, or $0.37 per share. If we strip this out of the company and 
use an annual EPS figure of $0.105, which is the consensus earnings estimate for the 
company over the next 12 months, its price-to-earnings based on the core business 
is around 19.14 – which is slightly higher than the market average PE. In our last 
report, we suggested that the company could support an EV/EBITDA multiple in 
the range of 14-15 or a PE of 18-19 which would put a fair value in the $2.35 range 
near term. This is just below its current share price. As such, near term the stock has 
hit fair value.

CONCLUSION

The company’s Q2 2018 results were strong and market records in terms of revenues 
and net income for Photon Control. The stock has continued to perform very well 
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and is now up 420% since our originally recommendation and over 190% since we 
re-iterated our buy on the stock a year and a half ago. Near term, Photon Control 
has hit our fair value estimated in the range of $2.35. We continue to see the stock as 
one that can outperform long term and like the business long term, but from purely 
a fundamental perspective, the stock is at or slightly above our near-term fair value 
estimate and there is an opportunity to lighten positions with the strong gains by 
25-50%. We continue to expect growth, but the semi-conductor industry is histori-
cally higher risk and profit taking in a historically cyclical industry is prudent. This 
is more a case of employing the old adage that “an investor never goes broke taking a 
profit” than a significant negative comment on the stock. In fact, we see value hold-
ing half the original position (which for many clients would now be a greater than 
full position given the gains) long term.

Long term (3-5 years forward), the growth profile is positive. Today, Photon Control 
serves just two verticals in the semi-conductor value chain - etch and deposition. 
The company provides just two types of process control measurements – tempera-
ture and position. Management believes the total addressable market for its products 
is currently $200 million which it has far from fully penetrated. Photon Control is 
the single largest provider in this segment. The company sees its total addressable 
market growing from current $200 million to approximately $600 million by 2021. 
This growth which goes well beyond market size in increases in etch and deposition, 
anticipates more touch points and measurements in those core markets as well as 
extending to additional verticals in the semi-conductor and solid state industries. 
The company believes the total addressable market for fibre optic sensors will also 
increase as the larger share of the semiconductor logic and memory devices man-
ufactured shrink to approach the atomic length scale and become even more 3D. 
These advanced devices require more precise temperature measurements at more 
points to achieve target yields in fabrication. Precise measurements like those pro-
vided by Photon Control’s products improve yields and fab yields equal profit in the 
company’s industry. The equation is simple; more measurement points equals more 
yield which leads to more profit for the WFE’s the company supplies and in the end 
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for Photon Control. This is why the company is currently investing in engineering 
and sales. These investments have already started to pay-off but are truly designed to 
allow the company to expand organically with new product editions for its custom-
ers.

Due to its high exposure to the semiconductor industry, business has historically 
been cyclical and while we expect this to smooth out as the base of OEMs grows and 
via product diversification, there will likely be another downturn at some stage. We 
do know business will pullback in Q3 from the record levels seen in Q2 2018 – this 
is not unexpected and the profitability in the quarter will likely improve over the 
prior year (Q3 2017) which is good to see. There are forecasts for a rebound in Q4 
and into 2019, but the visibility is not great. Again, having said this, the company has 
experienced higher highs and lower lows in terms of sales and profitability overtime 
as it gains more customers. We expect the later to continue. With the push towards 
adding new products, the company is positioned well long term.

Again, we like the business and the long-term growth track, but the stock has reached 
fair value near term and it is prudent to take some of the excellent gains off the table. 
Near term we advise clients sell 25% to half their initial positions in Photon Control. 
The remaining positions we would continue to HOLD with a 2-5 year outlook where 
we expect the company to outperform long term.

Recommendation: Near-Term: SELL HALF, Long-Term: HOLD HALF Original 
Positions.
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Cipher Pharmaceuticals Inc. (CPH:TSX)              Recommendation: SELL
                 Current Price (August 31, 2018): $3.43
Cipher is a specialty pharmaceutical company with a robust and diversified portfolio of commercial and early 
to late-stage products. Cipher acquires products that fulfill unmet medical needs, manages the required clini-
cal development and regulatory approval process, and markets those products either directly in Canada or 
indirectly through partners in Canada, the U.S. and South America. In Q3 2017, Cipher introduced a revised 
corporate strategy to build a portfolio of prescription products across a broad range of therapeutic areas that 
meet an unmet medical need. The focus on the company’s strategy is to: 1) Acquire or in-license prescription 
medicines for the Canadian market; 2) Acquire businesses with commercial products, proven capabilities or 
where substantial synergies are available; and 3) Selectively invest in drug development programs where the 
company sees a favourable risk-return profile. Cipher has been very active on the business development front, 
announcing several potential transactions year-to-date in 2018.

Recent Acquisitions 2018

TRULANCE®
On February 27, 2018, the company acquired the exclusive Canadian rights to develop, market, distribute and 
sell TRULANCE (plecanatide) from Synergy Pharmaceuticals Inc. TRULANCE is a once-daily tablet approved 
by the U.S. Food and Drug Administration (FDA) for the treatment of adults with chronic idiopathic constipa-
tion (CIC) and irritable bowel syndrome with constipation (IBS-C). The company plans on filing a New Drug 
Submission (NDS) with Health Canada in the second half of 2018. Under the terms of the licensing agreement, 
Cipher paid an upfront payment of $5.0 million. The transaction also includes a regulatory milestone payment 
of $0.8 million and royalties on net product sales in Canada.

A-101
On April 5, 2018, Cipher acquired the exclusive Canadian rights from Aclaris Therapuetics, Inc. (Aclaris) to 
distribute and commercialize A-101. A-101 is an FDA-approved topical product indicated for the treatment 
of raised seborrheic keratoses (SKs), which are commonly occurring non-cancerous skin growths that affect 
more than 9 million Canadian adults and can be an aesthetic skin concern. A-101 was approved by the FDA in 
December 2017 and is marketed by Aclaris in the U.S. under the tradename EskataTM. A- 101 is a proprietary, 
high-concentration hydrogen peroxide-based topical solution designed for in-office application by a health-
care provider. It is a targeted treatment applied directly to the raised SK using a pen-like applicator. The most 
commonly used approaches for SKs are surgical procedures such as cryosurgery, which can cause discomfort, 
cosmetic imperfections, and require wound management. Under the terms of the licensing agreement, Aclaris 
received an upfront payment of $1.0 million and, upon achievement of certain milestone events, additional 
regulatory and commercial milestone payments of up to $2.8 million, as well as royalties from net product sales 
in Canada.

CARDIOME TRANSACTION

On March 19, 2018, the company entered into a definitive arrangement agreement with Cardiome pursuant 
to which Cipher will acquire the Canadian business portfolio of Cardiome. The proposed transaction will be 
completed pursuant to the acquisition by Cipher of all of the outstanding shares of Cardiome, following a re-
structuring of Cardiome pursuant to a statutory plan of arrangement under the Canada Business Corporations 
Act. Pursuant to the arrangement, Cardiome shareholders will receive common shares, on a one-for-one ratio, 
of a newly created Canadian entity named Correvio Pharma Corp. Cipher will acquire all of the outstanding 
common shares of Cardiome, which will then be 100% owned by Correvio and hold only the Canadian busi-
ness portfolio, for cash consideration of CDN$25.5 million. Cipher expects to finance this acquisition with a 
combination of cash and new debt.

The Canadian business portfolio to be acquired by Cipher includes commercial and pipeline hospital products 
administered in the acute care setting, including:

Brinavess® (vernakalant IV), for the rapid conversion of recent onset atrial fibrillation to sinus rhythm.t�
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Aggrastat® (tirofiban hydrochloride), for the reduction of thrombotic cardiovascular events in patients with t�
acute coronary syndrome.
XydalbaTM (dalbavancin hydrochloride), the first and only 30-minute, one-dose treatment option for the t�
treatment of acute bacterial skin and skin structure infections.
Trevyent® a drug device combination that delivers treprostinil, the world’s leading treatment for pulmonary t�
arterial hypertension.

Brinavess and Aggrastat are currently on the market in Canada. Xydalba, which is approved and marketed by 
Allergan in the U.S. under the trade name Dalvance®, may receive a regulatory approval decision in Canada as 
early as the end of 2018. A Canadian regulatory filing for Trevyent is planned in 2019.

RECENT QUARTERLY FINANCIALS:

Total revenue was $7.0 million for Q2 2018 compared to $9.9 million for Q2 2017. The year-over-year decrease 
mainly reflects lower revenue from Absorica®. As previously disclosed, fiscal 2017 was an unusually strong year 
for Absorica revenue based on the success of Cipher’s partner’s promotional program, which drove significant 
market share gains prior to the end of the program in November 2017 .

Licensing revenue for Q2 2018 was $5.2 million compared to $8.6 million for Q2 2017. Absorica licensing rev-
enue was $4.5 million for Q2 2018 compared with $7.5 million for Q2 2017. Licensing revenue from Lipofen® 
products decreased as expected to $0.5 million for Q2 2018 compared with $0.8 million in Q2 2017. Licencing 
revenue from tramadol products (Conzip® and Durela®) was $0.2 million compared with $0.3 million in Q1 
2017.

Product revenue increased by 33% to $1.7 million for Q2 2018 compared to $1.3 million for Q1 2017. The in-
crease was primarily driven by Epuris®, which generated revenue of $1.5 million in the period compared to $1.1 
million in Q2 2017. Epuris achieved market share of more than 33% during the quarter compared with 28% for 
the same period last year. 

Total operating expenses increased to $4.1 million for Q2 2018 compared to $3.5 million for Q2 2017, primarily 
due to due to additional transaction costs in connection with the acquisition of Cardiome. Income from con-
tinuing operations was $1.9 million , or $0.07 per basic and diluted share, in Q2 2018 compared with income 
from continuing operations of $4.4 million , or $0.16 per basic and diluted share, in Q2 2017. Adjusted EBITDA 
for Q2 2018 decreased to $3.3 million compared to $6.6 million in Q2 2017.

Cipher has $12.6 million in cash at June 30, 2018, compared with $28.2 million at the end of 2017. The company 
used approximately $20 million in cash during the quarter as consideration for the Cardiome acquisition.

CONCLUSION:

While the market had expected Absorica’s sales in Q1 to normalize following the discontinuation for the pro-
motional campaign in the U.S. by Cipher’s marketing partner Sun Pharma, but the magnitude of the drop was 
completely unanticipated and not guided towards by management. The new management team has been ac-
tive in terms of acquisitions with an aim of diversifying Cipher’s revenues which are currently largely based 
on Absorica. Transactions year-to-date include: 1) A-101 40% from Aclaris Therapeutics (ACRS-Q); 2) a four-
drug portfolio from Cardiome (CRME-Q, COM-T); 3) the Isotretinoin Mexican distribution agreement; and 
4) TRULANCE.

Of the acquisitions there is some “potential” promise. We note the March acquisition of Cipher announced 
its acquisition of the Canadian rights to the gastrointestinal (GI) product TRULANCE - for the treatment of 
chronic idiopathic constipation (CIC) and irritable bowel syndrome with constipation (IBS-C). Management 
expects to file TRULANCE for Health Canada review in late 2018, with a view to commercialize the product in 
2019. TRULANCE could become the third entrant to Canada’s IBS-C market. TRULANCE’s key selling point is 
that it appears to have the best adverse event profile of the key contenders, with lower incidence of diarrhea. If 
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approved, TRULANCE would sell into what was an $18 million market in 2017, with a 4-year CAGR of 44%.
With the sharp drop in Absorica revenues in the U.S. in Q1 and further drop in Q2, analysts have significantly 
reduced EBITDA estimates for 2018 from the $25 million range to approximately $11.5 million. This leaves the 
company trading at approximately 6.5 times 2018 expected EBITDA which is a discount to peers which trade 
in the range of 10 times. However, given the uncertainty surrounding Absorica in the U.S. the discount can be 
justified near term. There is no upside built in for potential 2019 cash flows from recent acquisitions as the com-
pany is being punished for disappointing in Q1.

On the bright side, Cipher’s Canadian product sales grew 44.8% year-over-year to $1.8 million in Q1 2018, led 
by the Acne therapeutic Epuris; which contributed $1.4 million in the quarter. Epuris’ market share in Canada 
now stands at more than 31% compared to 27% in Q1 2017.

Again, Cipher appears undervalued, but the company has not consistently hit targets and the uncertainty sur-
rounding U.S. sales outweigh “potential” new products and progress in the Canadian market. The stock is likely 
undervalued, but we see better value with less uncertainty elsewhere. SELL.
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Reitmans (Canada) Limited (RET.A:TSX)              Recommendation: SELL
                 Current Price (August 31, 2018): $4.28
Reitmans has a single reportable segment that derives its revenue primarily from the sale of ladies’ specialty ap-
parel to consumers through its six retail banners. The company’s stores are primarily located in malls and retail 
power centres across Canada while also offering e-commerce website shopping for all of its banners. The online 
channels provide customers convenience, selection and ease of purchase, while enhancing customer loyalty and 
continuing to build the brands. The company currently operates under the following banners:

The Reitmans banner, operating stores averaging 4,600 sq. ft., is Canada’s largest women’s apparel specialty chain 
and leading fashion brand. Reitmans has developed strong customer loyalty through superior service, insightful 
marketing and quality merchandise. Penningtons is a leader in the Canadian plus-size market, offering trend-
right styles and affordable quality for plus-size fashion sizes 14–32. Penningtons operates stores averaging 6,000 
sq. ft. in power centres across Canada. Addition Elle is a fashion destination for plus-size women with a focus 
on fashion, quality and fit delivering the latest “must-have” trends to updated fashion essentials in an inspiring 
shopping environment. Addition Elle operates stores averaging 6,000 sq. ft. in major malls and power centres 
nationwide. RW& CO. operates stores averaging 4,500 sq. ft. in premium locations in major shopping malls, 
catering to a customer with an urban mindset by offering fashions for men and women. Thyme Maternity is a 
leading fashion brand for moms-to-be, offering current styles for every aspect of life, from casual to work, plus 
a complete line of nursing fashions and accessories. Thyme operates stores averaging 2,300 sq. ft. in major malls 
and power centres across Canada. Hyba stores offer affordable, on-trend activewear and yoga clothes for exer-
cising or sports in sizes XS to 2X. Hyba is also available at Reitmans store locations across Canada.

The Canadian retail marketplace continues to change rapidly with consumers shopping behaviours blurring 
the lines between traditional store purchases and online shopping. In responding to this new reality, Reitman’s 
embarked on key strategic initiatives aimed at improving the customers’ online and in-store experience. The 
company continues to invest significantly in improvements in e-commerce fulfillment and technology, ensuring 
a team to support enhanced customer analytics. The company believes it is well positioned in an omnichannel 
shopping environment with a store portfolio that is located in highly desirable major malls and power centres 
across Canada and a compelling e-commerce offering.

RECENT FINANCIAL RESULTS:

Q1 2018 revenue was $207.6 million compared with $207.1 million for the three months ended April 29, 2017, 
despite a net reduction of 32 stores. However, revenue was positively impacted by approximately $8.8 million 
due to the first quarter of fiscal 2019 ending one week later than the first quarter of fiscal 2018. Same store 
sales decreased 0.8%, compared to the comparable 13 weeks ended May 6, 2017, with stores sales decreasing 
3.9% and e-commerce sales increasing 21.9% as the company continues to experience strong growth in its e-
commerce channel. Gross profit for the first quarter of fiscal 2019 increased $3.1 million, or 2.7%, to $116.3 
million compared with $113.2 million for the first quarter of fiscal 2018. Gross profit was positively impacted 
by approximately $8.6 million due to the first quarter of fiscal 2019 ending one week later than the first quarter 
of fiscal 2018. In addition, the first quarter of fiscal 2019 included a positive foreign exchange impact of ap-
proximately $5.0 million on U.S. denominated purchases included in cost of goods sold. These improvements 
were largely offset by increased promotional activity in the first quarter of fiscal 2019. Results from operating 
activities for the first quarter of fiscal 2019 were a loss of $4.3 million compared with a loss of $12.3 million for 
the first quarter of fiscal 2018, an improvement of $8.0 million. The improvement is primarily attributable to a 
reduction in store operating costs due to fewer stores and lower depreciation and net impairment losses, along 
with the improved gross profit impact, as noted above. Net loss for the first quarter of fiscal 2019 was -$3.2 mil-
lion, or -$0.05 per share, compared with a -$6.6 million net loss, or -$0.10 per share, for the first quarter of 2018. 
The decreased loss of $3.4 million is primarily attributable to the positive impact in gross profit, as described 
above, along with reduced store operating costs partially offset by a decrease in net finance income and a lower 
income tax recovery. Adjusted EBITDA for the first quarter of fiscal 2019 was $6.9 million compared with a 
loss of -$0.1 million for the first quarter of fiscal 2018, an increase of $7.0 million, primarily due to the positive 
impact of the shift in weeks, as noted above.
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During the quarter, the company opened 5 new stores and closed 10. Accordingly, at May 5, 2018, there were 
637 stores consisting of 269 Reitmans, 121 Penningtons, 89 Addition Elle, 80 RW&CO., 62 Thyme Maternity 
and 16 Hyba. The company plans to open 11 new stores, close 47 stores and remodel 42 stores this year.

Sales for the month of May (the four weeks ended June 2, 2018) increased 4.6%. Same store sales increased 7.7% 
with stores increasing 4.9% and e-commerce sales increasing 29.2%.

CONCLUSION:

We recommended a Half Position in Reitman’s at the end of 2016. The company has right-sized operations to a 
degree, but the retail market has become even more challenging over the past 2 years and the company’s move 
into online selling has not yet compensated for the loss in traditional foot traffic. Again, the company has the 
capital in place to affect a turnaround, and has progressed to a degree in this direction by closing non-perform-
ing stores, but a path to growth appears more challenging. Same store sales were slightly lower over the first 
quarter of 2018, but picked up considerably in May. The stock pays a good dividend, but growth is limited and 
we just see better value with growth in other names in our Canadian Growth Stock Coverage. We elect to sell 
our initial Half Position in Reitman’s and employ capital into better growth opportunities. SELL
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Cash Rich Monitor List
Introduction:

In this section, we highlight a few select stocks from our Cash Rich list that KeyStone will continue to monitor 
throughout 2018 and into 2019 for potential entry points. In most cases, we see value and current strong cash 
generation in the underlying businesses of the stocks in question, but there are valuation or other issues that 
leave us on the sidelines at present.

We view the companies in this section as strong businesses and rank them well ahead of 98.5% of the over 
3,000 stocks we reviewed compiling this report. While current valuations may be on the relative high side, if the 
businesses continue growth at above average rates, the stocks will also continue to outperform the market long 
term.

Recent examples of strong success stories that have been reviewed and highlighted in the section include Kinaxis 
Inc. (KXS:TSX), from the 2016 edition, and BioSyent Inc. (RX:TSX-V) and Solium Capital Inc. (SUM:TSX), 
from both the 2016 and 2015 editions at much lower prices. In all cases, while these stocks traded at premium 
valuations in relation to the market averages, their financial and business performance has continued to exceed 
the market, powering the companies to very strong returns over the past several years. We have also seen a num-
ber of acquisitions from the group of stocks highlighted in our “Cash Rich Monitor” Segment.

Current Cash Rich Monitor List

High Arctic Energy Services Inc. (HWO:TSX)
Exfo Inc. (EXF:TSX)
BioSyent Inc. (RX:TSX-V)
Lucara Diamond Corp. (LUC:TSX)
Macro Enterprises Inc. (MCR:TSX-V)
NamSys Inc. (CTZ:TSX-V)
Quorum Information Technologies Inc. (QIS:TSX-V)
Sierra Wireless Inc. (SW:TSX)
Solium Capital Inc. (SUM:TSX)

Both BioSyent and Solium Capital remain on the list. We continue to like the businesses and believe both have 
solid potential long term. However, BioSyent just reported a weaker-than-expected set of quarterly results last 
week and the stock may be in for a continued near-term correction. In Solium’s case, the business is pricy based 
on current underlying cash flow as the company continues to be in an investment phase and remains commit-
ted to investing for future revenue growth over the course of 2018, resulting in further pressure on profitability 
in the near term. Solium recently signed white label license agreements with U.S. partners Morgan Stanley and 
UBS Financial Services and is currently experienced significant “one-time” onboarding expenses that will not be 
completely until the end of 2019. Over this period, cash flow will be depressed. Both companies possess strong 
balance sheets and we continue to monitor valuations – there may be a long-term opportunity in reference to 
BioSyent if the stock continues to weaken near term.

For exposure to energy (cyclical trades rather than long-term investments) we present two energy related busi-
nesses with strong balance sheets. Both are suitable as potential near-term higher risk trades for investors who 
see energy prices remaining in the same range or moving higher over the next 1-2 years. The first company we 
look at should be no stranger to our Canadian Growth Stock clients as the stock was a standing recommenda-
tion in our research for a 4-year period before it was sold for 225%+ gains a couple years ago. The company, 
High Arctic Energy Services Inc. (HWO:TSX), is updated fully below following its recent acquisition and 
quarterly results. We continue to monitor it closely. The balance sheet is strong and while cash flow is down 
year-over-year due to weakness in PNG, the valuations are attractive and the company’s recent move into the 
higher growth U.S. market could help it deploy idle equipment at better rates in a busier market than what we 
continue to see in the Western Canadian Sedimentary Basin (WCSB). We provide a further Flash Update below 
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this section.

The second company is Macro Enterprises Inc. (MCR:TSX-V). Macro’s core business is providing pipeline and 
facilities construction and maintenance services to major companies in the oil and gas industry in Northeastern 
B.C. and Northwestern Alberta. On June 19th, a joint venture project that Macro was in with Spiecapag Canada 
Corp. had announced the execution of a construction contract with Coastal GasLink Pipeline Limited Partnership 
for construction services on a pipeline project. The project is approximately 166 km of 48-inch pipeline. The initial 
estimated contract value is for CAD$900 million of which Macro has a 40% stake in the joint venture. The final 
investment decision is expected to be received by Q4 2018, and an expected in-service date for the pipeline in Q4 
2021.

From a purely current fundamental standpoint, the stock is not cheap based on the past 12-months numbers. Fall-
ing revenues, negative earnings, and negative Q1 EBITDA are – well, frankly negatives. However, the company has 
several major projects in the pipeline that could easily bring about a reversal of fortune. The balance sheet is very 
health, with plenty of cash and little debt – in a tough industry, the company is well run. There is strong reason to 
believe that if these projects move forward the company’s underlying numbers will improve markedly. Macro is 
not what we consider a long-term investment as it services a cyclical and contract driven business that is subject to 
significant volatility, but as a speculation on a number of large energy projects, it is a viable option.

We have included a couple a micro-cap SaaS or software-as-a-service related stocks as the market is currently 
valuing this model at a premium. Both companies, although small hold solid balance sheets and are growing their 
recurring revenue bases, albeit at less than spectacular rates. NamSys Inc. (CTZ:TSX-V), the true micro-cap, de-
velops currency inventory management and control systems for financial institutions, retailers, currency carriers, 
casino and mass transit operators, and various government agencies. The company is tiny with just $3.0 million in 
trailing revenues. Growth rates are decent, but had been unspectacular or late. But if the recurring revenues can 
keep growing at 17%+ as we saw in Q2, the stock has potential. The company could be a takeover candidate given 
its solid balance sheet ($2.25 million or $0.083 per share) and cash generating SaaS business – but we do not buy 
based on takeover speculation. The company recorded net income before tax of $691,726, or $0.025 per share, in 
the six months ended April 30th, 2018, compared to $675,951, or $0.025 per share, in the same period last year. It 
would be more attractive on further declines. We MONITOR it as a nano-cap that is a takeover target if it continues 
to see its share price decline. The company is relatively illiquid and only suited as a higher risk situation for risk 
tolerant, patient investors.

The second small SaaS business is Quorum Information Technologies Inc. (QIS:TSX-V). Quorum is focused on 
developing, marketing, implementing and supporting its automotive dealership and customer management system, 
XSELLERATOR. Quorum offers the system to franchised, independent and some non-automotive dealerships in 
Canada and the United States. XSELLERATOR automates, integrates and streamlines every process across depart-
ments in a dealership. On the positive side, Quorum has posted 18 consecutive quarters of revenue growth (over 
the prior year quarters). However, in Q2 2018, the overall revenue growth was just 8% and EBITDA continued its 
recent declines. This is a valid concern as the company was trading at premium multiples and, despite the drop, on 
a price to conventional earnings basis, the stock is not cheap. Management will counter with the agreement that the 
fundamentals behind future revenue growth remain strong and SaaS based recurring revenue continued to grow, 
and by a more impressive 12% in Q2 2017 year-over-year. From a valuation perspective, Quorum is trading at 
roughly 18 times trailing cash flow from operations. The balance sheet is strong and the company appears to have a 
solid recurring (SaaS) revenue base. The potential remains for growth to pick up once again. For an investor betting 
on a return to growth, it is an option and the company may be a takeover target. We would like to see confirmation 
of a return to EBITDA growth before we looked to buy.

Exfo Inc. (EXF:TSX), Lucara Diamond Corp. (LUC:TSX), and Sierra Wireless Inc. (SW:TSX) are on our Cash 
Rich Monitor list for differing reasons. Exfo holds potential as it integrates a significant recent acquisition. We 
see continued integration issues dragging down near-term cash flow but as the businesses are merged, synergies 
are produced and cross selling opportunities are realized, the longer-term potential is solid. Lucara is a cash rich, 
profitable diamond miner which recently made an intriguing but current unprofitable acquisition. The company 
expanded its business in 2018 with the purchase of Clara, a company whose primary asset is a secure, digital rough 
diamond sales platform that uses proprietary analytics together with cloud and blockchain technologies to mod-
ernize the existing diamond supply chain, driving efficiencies and ensuring diamond provenance. Near term, we 
do not see growth from the core diamond mining business, but if it could return to growth, the added bonus of the 

Cash Rich Monitor List
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blockchain business would be attractive. We monitor Lucara for a return to growth. It continues to pay a decent 
dividend.

Finally, Sierra Wireless is an Internet of Things (IoT) pioneer, empowering businesses and industries to transform 
and thrive in the connected economy. The consensus earnings on a “non GAAP” or adjusted basis for 2018 is $0.93 
per share, down from $1.05 in 2017. With the short-term earnings decline, shares have sold off had shares lower 
year-to-date, but the stronger Q2 results pushed the shares higher and they are now down only 4% in 2018. Earn-
ings are expected to rebound in 2019 to a consensus $1.25 (this consensus involves a great deal of forward looking 
assumptions). Based on 2018 expectations the stock trades at 27.2 times earnings which is a premium to the market 
despite the drop in earnings near term. Given this, it is not surprising to see the share price weaker in 2018. If the 
earnings rebound in 2019, the stock appears relatively reasonably priced (20 times 2019e EPS), but we see no need 
to buy the stock near term given the lack of earning growth in 2018, the fact the PE is based on “adjusted earnings,” 
and the company’s relatively weak stock performance to start which could lead to tax loss selling at the end of 2018.  
The latter may provide a better buying opportunity. We MONITOR the stock and the company’s growth outlook in 
2018 and looking into 2019 for a potential buying opportunity.

Cash Rich Monitor List
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Advent-AWI Holdings Inc. (AWI:TSX-V)
Advent-AWI Holdings has historically operated in two business segments: (1) Wireless through Am-Call Wireless 
Inc., a wholly owned subsidiary; and (2) Micro-financing through Adwell Financial Services Inc., a 70% owned 
subsidiary. Am-Call is an authorized dealer of Rogers Communications Partnership and is an independent spe-
cialty retailer of personal wireless and wireline communication products and services under the Rogers and Fido 
brands. Adwell Financial - Micro-Financing business - In late 2015, the company received approval from the 
Toronto Stock Venture Exchange to start a financial service subsidiary that would operate a consumer lending busi-
ness in the Greater Vancouver area of British Columbia.

Significant Development:

On March 1, 2018, Advent-AWI was notified by Rogers that Rogers will not be renewing its dealer agreement, 
which is set to expire on June 30, 2018. As part of this winding down and transition out of the wireless telecommu-
nications business, the company is looking to sell all of its 11 stores located in Ontario to a licensee or to multiple 
licensees acceptable to Rogers. It is expected that Advent-AWI will cease operations of its retail wireless business 
effective December 31, 2018, unless other arrangements such as an extension of this date is granted. At the time, the 
company is in discussion with a few parties, but no potential buyer has been identified. We do not see a significant 
windfall to the company from the potential sale.

For the last quarter ended March 31, 2018, approximately 79% (2017 – 83%) of the company’s revenue was from 
Rogers Communications Inc., whereas the remaining approximately 21% (2017 – 17%) was generated through the 
company’s 11 retail stores in Ontario (2017- 15 stores in Ontario) on the wireless side and Adwell on the financing 
side.

Recent Quarterly Financials:

Q1 2018 combined revenue decreased by 23% over the same quarter last year. This was made up of an increase in 
financing revenue of $67,057 (+77%) and a decrease in wireless revenue of $776,198 (-26%). In Q1 2018, the financ-
ing business generated $153,655 in financing revenue (Q1 2017 - $86,598), an increase of 77%. Although still small, 
the financing revenue now represents 6.5% of the combined revenue of the company in Q1 2018 (Q1 2017 – 2.8%). 
Wireless revenue, on the other hand, decreased by $776,198, or 26%, over the same quarter last year. This decrease 
was made up of decreases in phone hardware sales (-228%), new activation commission (-28%), customer upgrade 
commission (-44%), bonus commission (-103%), Rogers Bank commission (-35%) and cable & others commission 
(-27%), mitigated by an increase in customer upgrade commission (+4%).

Conclusion:

From a valuation perspective Advent-AWI appears cheap but the core wireless retail business was in decline and 
is now winding down – operations should cease at year end. The stock trades at around 12 times trailing (last 12 
months) earnings. The company has a great balance sheet with $12.4 million, or $1.04 per share, in cash in the bank 
which is over 95% of its market capitalization in cash, with no debt. Again, the stock looks very cheap based on 
this. However, it may be a value trap as the Wireless Business is now winding down. Combine this with the com-
pany’s shift into the higher risk micro-financings business which it has little experience and the risk has increased. 
There is a scenario where the company can use the cash on hand to purchase a profitable business, but this is pure 
speculation. The company’s shares are owned heavily by insiders and trade in low volumes. A high risk, long-term 
investor could speculate on the stock given the fact it trades at close to cash value, but the current micro-financing 
operations following 2018 may eat cash and the model is unproven. We will monitor the company’s progress in 
the micro-financing segment, but do not see it as investable at present despite the fact it is basically trading at cash 
value on hand.

AgJunction Inc. (AJX:TSX)
AgJunction is a provider of innovative hardware and software solutions for precision agriculture worldwide. The 
company holds numerous patents and markets its products and services under leading brand names including 
Outback Guidance® and Satloc®, and its autosteering and machine control solutions are critical components in over 
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30 of the world’s leading implement and precision product manufacturers. AgJunction is headquartered in Hia-
watha, Kansas, with facilities in Silicon Valley, Arizona, Canada, and Australia.

Agriculture Markets:

In February 2018, the U.S. Department of Agriculture (USDA) reported total farm cash receipts increased by 
$7.8 billion, or 2.2%, resulting in an increase in net farm income of $2.3 billion, or 3.7%, in 2017 versus 2016. This 
marks the first year of increases in net farm income since 2013 which resulted in slightly higher sales of new farm 
equipment (per the Association of Equipment Manufacturers) in the U.S, which is one of the company’s primary 
markets. A portion of AgJunction’s revenues are directly correlated to the sales of new farm equipment which are 
influenced by the health of farm incomes; a leading indicator of the potential revenue trends for the company.

Management views the 2018 fundamentals of its global agricultural markets to be neutral to slightly up with expec-
tations of new machine sales to remain flat to slightly up and existing field equipment sales to be slightly up. Sales 
are expected to lag slightly behind the agriculture cycle and related upturn due to the company’s customer base and 
mix of machine manufacturers. The outlook for 2019 and beyond is positive, driven by the following key factors: 
population growth, limited arable land, the need for increased output, and a relatively low global penetration of 
precision agriculture technologies such as Global Navigation Satellite Systems (GNSS) and autosteering.

Recent Quarterly Financials:

Q2 2018 revenue increased 3% to $13.8 million compared to $13.3 million in the second quarter of 2017. This was 
driven by an increase in sales in the company’s Europe, Middle East and Africa (EMEA) region. Gross profit in the 
second quarter of 2018 was $5.4 million compared to $5.5 million in the second quarter of 2017. Gross profit was 
39.3% compared to 41.3% in the second quarter of 2017. The decrease was primarily due to a lower margin mix of 
products sold versus the prior year.

Total operating expenses increased to $7.7 million compared to $6.0 million in the second quarter of 2017, primar-
ily due to higher R&D costs associated with new corporate initiatives, as the company invests in improving and 
developing new products. As a percentage of revenue, operating expenses increased to 56.3% compared to 45.3% in 
the second quarter of 2017.

Net loss in the second quarter was -$2.3 million, or -$0.02per share, compared to a net loss of -$0.5 million, or 
$0.00 per share, in the second quarter of 2017. The decrease was driven by the aforementioned increase in operating 
expenses as the company continues to make investments in R&D.EBITDA in the second quarter of 2018 was -$1.9 
million compared to $0.0 million in the second quarter of 2017.

Cash and cash equivalents at the end of the second quarter of 2018 totaled $11.0 million compared to $13.9 million 
at the end of 2017. The company used some cash to build inventory ahead of the large bulk purchase it began to 
deliver in July. Working capital was $17.7 million at the end of the second quarter compared to $20.3 million at the 
end of 2017. The company continues to carry no debt and has access to its full $3.0 million line of credit.

Conclusion:

From its most recent quarterly numbers management commented that looking to the second half of 2018, AgJunc-
tion’s financial results will benefit from the large bulk purchase order which the company began shipping in July. 
In fact, the company anticipates the purchase order will help the company drive both revenue and profit, even as 
AgJunction continues to invest heavily in R&D.

While management’s outlook for the remainder of 2018 is positive, the lack of current and consistent profitabil-
ity prevents us from recommending the stock. The company has a history of boom and bust results which follow 
the agricultural industry. If the agricultural market and farmers generally post stronger results in 2018 and mov-
ing forward, AgJunction could be an interesting way to gain exposure to this segment. The balance sheet remains 
strong but the nature of its business makes the stock more of a trading vehicle to play through a positive AG cycle 
rather than a sustainable long-term growth investment. Based on current cash flow or adjusted EBITDA the stock 
is expensive but it has the potential to be a takeover target due to its technology. We monitor the company but do 



68 Copyright 2018 KeyStone Financial Publishing Corp.

KeyStone’s Small-Cap Stock Report                       August 2018   KeyStone’s Small-Cap Stock Report           August 2018KeyStone’s Small-Cap Stock Report                       August 2018   KeyStone’s Small-Cap Stock Report           August 2018Cash Rich Research Notes Cash Rich Research Notes

not recommend it currently.

Alacer Gold Corp. (ASR:TSX)
Alacer is a leading low-cost gold producer, with an 80% interest in the Çöpler Gold Mine in Turkey operated by 
Anagold Madencilik Sanayi veTicaret A.S. (Anagold), and the remaining 20% owned by Lidya Madencilik Sanayi 
veTicaret A.S. (Lidya Mining). The company’s primary focus is to leverage its cornerstone Çöpler Gold Mine and 
strong balance sheet to maximize portfolio value and free cash flow, minimize project risk, and therefore create 
maximum value for shareholders. The Çöpler Gold Mine is located in east-central Turkey in the Erzincan Province, 
approximately 1,100 kilometers southeast from Istanbul and 550 kilometers east from Ankara, Turkey’s capital city.

Alacer is actively pursuing initiatives to enhance value beyond the current mine plan:

Çöpler Oxide Production Optimization –1.  Expansion of the existing heap leach pad capacity to 58 million 
tonnes continues in preparation for the addition of oxide ore from Çakmaktepe reserves expected in Q4 2018, 
pending approval of the revised Çakmaktepe Environmental Impact Assessment (“EIA”) and operating per-
mits. The Corporation continues to evaluate opportunities to extend oxide production beyond the current 
reserves with in-pit exploration, Çöpler District exploration, and evaluating options to increase heap leach pad 
capacity, including potential for a new heap leach pad to the west of the Çöpler Gold Mine.
Çöpler Sulfide Expansion Project (Sulfide Project) – 2. The Sulfide Project is approximately 85% complete with 
commissioning underway. Additionally, the project is under budget and on schedule for start-up in Q3 2018. 
The Sulfide Project is expected to deliver long-term growth with robust financial returns and adds 20 years of 
production at Çöpler. The Sulfide Project will bring Çöpler’s remaining life-of-mine (LoM) gold production to 
approximately 4 million ounces at All-in Sustaining Costs averaging $645 per ounce.

Recent Quarterly Financials:

Gold production of 37,875 ounces is 15% higher than gold production in Q1 2017. Full-year oxide gold production is 
tracking to 2018 guidance. Oxide ore grade of 0.78 g/t is 24% lower than Q1 2017 as the Manganese Pit has become 
the primary source of oxide ore. Oxide ore tonnes mined of 0.9 million tonnes is 10% lower than in Q1 2017, in line 
with the mine plan. Waste tonnes mined of 7.3 million tonnes is 9% lower than waste tonnes mined in Q1 2017. 
Total Cash Costs (C2) per ounce in Q1 2018 of $552 were 22% lower than in Q1 2017. C2 costs were lower in Q1 
2018, primarily due to a 21% increase in gold ounces sold and the capitalization of waste tonnes utilized for Sulfide 
Project construction. The C2 cost metric is expected to trend higher in line with 2018 guidance as oxide production 
declines. All-in Sustaining Costs per ounce of $737 and All-in costs per ounce of $2,663 were 18% and 15% lower in 
Q1 2018, respectively, than in Q1 2017, primarily due to lower Total Cash Costs (C2).

Conclusion:

Alacer posted strong reported earnings, or $0.09 per share, in Q1 2018, but 88% of the earnings resulted from a 
one-time $30 million tax gain. The earnings were in the range of $0.013 without the one-time item. But the current 
cash flow and earnings are somewhat of an afterthought for investors. The market is looking forward to the de-
velopment and the first production from the Çöpler Sulfide Expansion Project. It seems to be progressing on-time 
and on-budget (slightly under), which is not typically seen in the gold industry. This project will ultimately help 
determine the success of the company over the next decade and from initial indications, it appears to be a good 
one. Having said this, as with all gold producing companies, the price of gold is the most significant external factor 
affecting profitability and cash flow of Alacer. The price of gold is subject to volatile price movements over short 
periods and is affected by numerous macroeconomic and industry factors that are beyond management’s control. A 
decline in the price of gold has in the past adversely affected—and in the future would adversely affect Alacer’s op-
erating results, cash flows, financial condition, access to capital markets, the economic viability of reserves, and the 
ability to reinvest capital in order to maintain or grow the current asset base. The reverse is also true. If an investor 
is bullish on the price of gold over the next 2-5 years, Alacer is a viable way to participate in an increase. We moni-
tor it but are not recommending the stock at present.
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Asian Television Network International Ltd. (SAT:TSX-V)
Asian Television Network (ATN) is a Canadian media company focused on Canada’s fast expanding South Asian 
population with operations in Canada. ATN pioneered South Asian programming on television in Canada 
through its first venture on Rogers Cable Systems in 1971. Today ATN serves Canada’s diverse cultural communi-
ties with 55 premium pay specialty television channels, in 9 languages. ATN offers its flagship general interest ser-
vice “ATN - HD”, several Bollywood movie channels with over 800 movies a month, and a variety of channels that 
include sports, news, music, lifestyle, spiritual and several regional language channels. ATN is Canada’s pioneer of 
World Class Cricket. ATN’s television channels are distributed to subscribers by various Canadian Broadcast Dis-
tribution Undertakings (BDUs), including cable, satellite and telephone companies. ATN operates a South Asian 
Radio Service on Satellite Radio across Canada and the United States. ATN derives its revenue principally from 
subscription revenue and advertising revenue on its specialty pay television channels. Subscription revenue consists 
of a portion of monthly fees paid by viewers to their Broadcast Distribution Undertakings (BDUs) while advertis-
ing revenue consists of revenue earned from the sale of on-air advertisement by ATN. The company develops some 
of its programming in-house and also acquires the rights to programs from local and international television and 
film producers. All of ATN’s television channels are specialty pay channels which are available on BDUs (includ-
ing Canada’s cable television networks and satellite and fibre optic television networks) for a monthly fee. The fee 
payable for a subscription to ATN’s channels is in addition to the fee paid by subscribers to the BDUs for “basic” 
packages. Not all channels are carried by all BDUs.

Recent Quarterly Financials:

Consolidated operating revenue decreased 19% this quarter over same the three months ended March 31, 2017. 
Subscription revenues declined 21% and advertising revenue decreased 9%. Subscription revenue decreased pri-
marily due to declining revenues from increase in Internet piracy and consumers shifting towards legal and illegal 
digital and on-line media. The company is actively involved in FAIR PLAY CANADA, a coalition with more than 
25 organizations designed to combat the impact this is having on subscription revenue. While we believe digital 
piracy is having a significant negative effect on the business, other content developers and distributors have shifted 
models and found ways to thrive where Asian Television has not. Net income decreased this quarter primarily as a 
result of lower operating revenue. The advertising market has slowed as advertisers strategically shift part of their 
advertising plans towards other advertising means, such as digital media.

Conclusion:

Once a profitable business that paid a dividend, ATN has seen subscription levels decline significantly and has now 
lost money operationally over the past 12 months after posting a profit in the previous period. The company is fac-
ing deteriorating business in a changing television/consumer market. At present, it is not well positioned for the 
current environment and we do not see the stock as investable.

AvanteLogixx Inc. (XX:TSX-V)
AvanteLogixx is a Toronto based security, monitoring, system integration and technology company. Its subsidiar-
ies, Avante Security Inc., INTO Electronics Inc., City Wide Locksmiths Ltd., and Architronics Limited together 
provide best in class security systems and services for residential and commercial clients, and high-rise condomin-
ium applications, with industry leadership in designing and installing complex security systems, access control, 
intelligent video analytics, high-end lock services and smart home automation. Avante’s group of companies strives 
to be best in class in each of its verticals including an industry leading rapid alarm response offering combined 
with alarm system and live video analytics monitoring. Avante’s Executive Services team provides unparalleled 
end-to-end security solutions for high profile and high net worth families to ensure their safety in a comprehensive 
yet discrete manner, including an executive transportation option. Avante’s International Travel Security team 
helps corporations protect traveling employees working abroad in medium/high risk jurisdictions and has execut-
ed travel details in over 60 countries. Avante continuously develops innovative products and applications within its 
core competencies.



70 Copyright 2018 KeyStone Financial Publishing Corp.

KeyStone’s Small-Cap Stock Report                       August 2018   KeyStone’s Small-Cap Stock Report           August 2018KeyStone’s Small-Cap Stock Report                       August 2018   KeyStone’s Small-Cap Stock Report           August 2018Cash Rich Research Notes Cash Rich Research Notes

Recent Quarterly Financials:

For its Q1 2018 Avante’s revenues for the quarter were $6.01 million, an increase of 3.9% over the quarter ended 
December 31, 2016. For the nine-month period, Avante’s revenues grew by 9.5%, or $16,964,193. This was a result of 
a 16.1% increase in alarm response packages sold, and a 2.3% growth in the number of monitoring packages (digi-
tal and wireless) sold. In addition, revenues from non-recurring security services including home and commercial 
automation grew by 3.2%, attributable to increases in installation of residential security and automation systems, 
locks and international security travel advisory services. The order backlog for commercial security installations 
continues to be robust.

Overall gross margin for the quarter ended was $2.14 million, or 35.6%, which was in line with the gross margin 
for the quarter ended December 31, 2016, as well as the nine month periods ended December 31, 2017, and 2016. 
The company incurred one-time reorganization costs of $357,315 for the quarter and $393,356 for the nine-month 
period ended December 31, 2017. These related to professional fees paid to advisors engaged by Avante to conduct 
a strategic review to consider various options for the future of the company. This strategic review has been termi-
nated. Additional costs relating to this review, incurred after the quarter, will be recognized in the quarter ending 
March 31, 2018.

The company’s net loss for the quarter was $15,693 after the abovementioned reorganization costs. Adjusted 
EBITDA for the quarter was $678,171 ($687,498 - 2016)and $1,892,167 (1,810,665 – 2016) for the nine-month period 
ended December 31, 2017.

Avante maintains $3.7 million of cash, with no long-term debt and continues to generate steady cash flows from 
operations.

Conclusion

Avante has grown from a single operating subsidiary with revenues of $6.75 million and adjusted EBITDA of $0.45 
million in fiscal year 2013 to four operating subsidiaries, revenues of $20.90 million and adjusted EBITDA of $2.15 
million in fiscal year 2017. This represents a revenue Compounded Annual Growth of 32.7% and a correspond-
ing adjusted EBITDA CAGR of 47.6%. We have been impressed by the growth and like the business. At present, 
the valuations based on trailing cash flow and earnings are rich. Over the past 12 months Avante has posted $2.21 
million in EBITDA. The company trades at 16.4 times trailing EBITDA and its PE is over 200. It has potential as a 
takeover target, but we do not see it as good value based on trailing cash flow. We continue to monitor Avante as we 
like the business.

Avigilon Corp. (AVO:TSX)
Avigilon Corporation provides trusted security solutions to the global market. The company designs, develops, and 
manufactures video analytics, network video management software and hardware, surveillance cameras, and ac-
cess control solutions. The company’ solutions have been installed at thousands of customer sites, including bank-
ing centers, casinos, critical infrastructure, educational institutions, hospitals, government facilities, manufactur-
ing facilities, petrochemical plants, ports of entry, public transport, retail shops, and stadiums.

Takeover: On March 28, 2018, Avigilon Corporation announced that Motorola Solutions, Inc. (MSI) has completed 
the announced acquisition of all issued and outstanding common shares of Avigilon. Motorola Solutions, through 
its wholly owned subsidiary Motorola Solutions Canada Holdings Inc., acquired 44,617,813 Avigilon shares for cash 
consideration of CAD$27.00 per share. This, together with net debt, represents a total enterprise value of approxi-
mately USD$1.0 billion. The Avigilon shares delisted from the Toronto Stock Exchange effective as of the close of 
trading on or about April 2, 2018, and Avigilon will apply to cease to be a reporting issuer in all provinces of Cana-
da.

Avino Silver & Gold Mines Ltd. (ASM:TSX)
Founded in 1968, Avino is engaged in the production and sale of silver, gold, and copper bulk concentrate and the 
acquisition, exploration, and evaluation of mineral properties. The company holds mineral claims and leases in 
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Durango, Mexico, and in British Columbia and Yukon, Canada. Avino produces from its wholly owned Avino and 
San Gonzalo Mines near Durango, Mexico, and is currently ramping up for future production at the Bralorne Gold 
Mine in British Columbia, Canada. Avino gold and silver production remains unhedged.

Recent Quarterly Financials:

Financial Results - Avino generated revenues of $8.2 million during the first quarter of 2018, which was slightly 
higher than the first quarter of 2017. Mine operating income was $1.9 million during the first quarter of 2018 
compared to $3.5 million in the same period of 2017.The decrease is due to slightly lower production rates, increase 
in labour and energy costs, and depletion at San Gonzalo. During the first quarter of 2018, net income increased 
by 13% to $0.8 million, or $0.02 earnings per share, compared to net income of $0.7 million, or $0.01 earnings per 
share, in the first quarter of 2017.

Operational Results - Silver equivalent production for the first quarter of 2018 increased by 9% to 656,699 oz 
compared to 604,643 oz in the first quarter of 2017. Silver production for the first quarter of 2018 decreased 3% to 
309,927 oz compared to 320,082 oz in the first quarter of 2017. Gold production for the first quarter of 2018 in-
creased by 12% to 2,065 oz compared to 1,837 oz in the corresponding period of 2017. Copper production decreased 
by 5% to 970,165 lbs compared to 1,024,853 lbs in the first quarter of 2017. Total mill feed processed during the first 
quarter of 2018 was 140,817 dry tonnes compared to 136,686 dry tonnes during the first quarter of 2017, an increase 
of 3%.

Conclusion:

Avino’s weaker 2017 and only slight recovery to growth in Q1 2018, current market average valuations and lack of 
near-term growth do not make it a compelling investment opportunity at present.

Badger Daylighting Ltd. (BAD:TSX)
Badger is North America’s largest provider of non-destructive excavating services. Badger traditionally works for 
contractors and facility owners in a broad range of infrastructure industries. The company’s key technology is the 
Badger Hydrovac, which is used primarily for safe digging in congested grounds and challenging conditions. The 
Badger Hydrovac uses a pressurized water stream to liquefy the soil cover, which is then removed with a powerful 
vacuum system and deposited into a storage tank. Badger manufactures its truck-mounted hydrovac units from its 
own facility in Red Deer, Alberta.

Recent Quarterly Financials:

First Quarter 2018 Highlights

Adjusted EBITDA was $24.4 million for the first quarter of 2018, a 23% increase over the prior year compara-t�
tive quarter with revenue for the first quarter of $120.6 million, a 20% increase over the prior year comparative 
quarter.
Net profit for the first quarter of 2018 was $8.1 million compared to net profit of $3.7 million in the prior year t�
comparative quarter.
Badger added 45 net incremental hydrovacs in the first quarter of 2018 and has updated the anticipated hydro-t�
vac build for 2018 to between 160 to 200 units, an increase from the previously announced range of 140 to 180 
units, as Badger anticipates additional growth in the business throughout the remainder of 2018. Badger had 
1,154 hydrovacs in operation at quarter end.
The U.S federal corporate income tax rate reduction, combined with the updated bonus depreciation provi-t�
sions, contributed to a $1.5 million reduction in Badger’s first quarter total current income tax expense com-
pared to the prior year comparative quarter.

In the first quarter of 2018, Badger placed 45 net incremental hydrovacs into service, consisting of 55 new and 10 
retired hydrovacs. Badger had 1,154 hydrovacs in operation at the end of the first quarter compared to 1,031 in the 
prior year comparative quarter and 1,109 as at December 31, 2017.
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Revenue for the quarter was $120.6 million, 20% higher compared to $100.1 million for the same period in 2017. 
Revenue growth in the U.S. was 29% to US$67.4 million, with revenue in Canada increasing 14% to $35.2 mil-
lion. Revenue growth in both markets was due to an increase in overall activity levels and continued growth in 
the adoption of hydrovac technology. Badger’s investment in business development continues to generate ongoing 
revenue growth, due in part to increased market penetration in both new and existing markets. Average hydrovac 
rates for the quarter were consistent to modestly higher across both the Canadian and U.S. markets compared to 
the same period in 2017.

Revenue and margins for the first quarter of 2018 were negatively impacted by the effects of harsh winter weather 
conditions experienced throughout many of its northern markets, in particular the U.S. East coast. The impact of 
harsh weather was offset by growth in other geographic markets, demonstrating the benefit of Badger’s broad geo-
graphic footprint.

Revenue per truck (RPT) per month was $27,300 in the quarter compared to $24,896 for the same period in 2017. 
The year-over-year quarterly improvement in RPT was driven by a combination of strong revenue growth and 
improved fleet utilization. Optimization of the hydrovac fleet is driven through Badger’s broad network of local 
branches, allowing for the transfer of hydrovacs to locations with stronger activity levels.

Net profit for the first quarter was $8.1 million, or $0.22 per share, compared to $3.7 million, or $0.10 per share, for 
the same period in 2017.

Badger continues to maintain a strong balance sheet and currently has no amounts drawn on its bank facility, pro-
viding the flexibility to facilitate ongoing growth in the business. Badger’s total debt less cash and cash equivalents 
was $45.8 million at quarter end, with a corresponding total debt less cash and cash equivalents to Compliance 
EBITDA ratio of 0.4 times.

Conclusion:

Badger is the largest provider of hydrovac services in North America, a non-destructive excavation technique used 
for exposing underground infrastructure. The company is currently benefiting from stable to strong demand in 
its regional markets which has driven significant increases in fleet utilization over the past 18 months. To service 
strong demand, Badger has resumed a strategy of growing its fleet of hydrovac trucks which are produced from 
its own manufacturing plant in Red Deer, Alberta. Over the past 4.5 years, the company has executed a strategy 
to access strong markets by growing its U.S. business (now accounting for over 65% of the fleet) and shifting the 
revenue mix from oil & gas to non-oil & gas customers (which now account for approximately 75% of revenue). 
Management attributes the strong financial performance in 2017 largely to the company’s geographic and industry 
diversification with Badger well positioned to benefit from continued infrastructure and construction activity and 
a recovery in oil & gas.

The company has set a target to double the size of its U.S. business over the next 3 to 5 years. Badger continues to 
see growth in the use of hydrovac for non-destructive excavation because of ongoing customer adoption, particu-
larly in its U.S. markets. Badger expects to see improvements in revenue from investments in developing its branch 
network and its business development function. The overall macro-economic environment in both the U.S. and 
Canada is anticipated to be supportive of ongoing infrastructure, construction and oil and gas activity levels for the 
remainder of 2018. After several years of reduced market opportunities, Badger is realizing renewed and welcome 
growth in its oil and gas markets.

Continued growth in Badger’s end use markets and geographic areas throughout 2017 and the first quarter of 2018 
has resulted in an increase in revenue and improved fleet utilization as evidenced by a higher realized RPT. Based 
on existing and forecasted activity levels, Badger anticipates that its total hydrovac build for fiscal 2018 will be ap-
proximately 160 to 200 units, higher than the previously provided range of 140 to 180 units as disclosed in Badger’s 
2017 annual MD&A. The anticipated retirement of hydrovacs for fiscal 2018 is unchanged from the previously 
provided disclosure of 60 to 80 units. Consistent with prior years, Badger actively manages both its build rate and 
retirements based on current and future customer demand, in addition to the ongoing assessment of the cost of 
repairing and maintaining a hydrovac versus retiring and replacing a unit.
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Badger is focused on leveraging its core hydrovac business to generate profitable long-term growth and remains 
committed to achieving the following strategic milestones: (1) double its’ U.S. business from fiscal 2016 levels over 
a period of 3 to 5 years; (2) grow adjusted EBITDA by a minimum of 15% per year; (3) target annualized adjusted 
EBITDA margins of 28% to 29%; and (4) drive fleet utilization and revenue per truck per month above $30,000.

We see ample opportunity for BAD to continue to grow in this market. The company has a clear and achievable 
plan for growth and is well positioned to continue to benefit from infrastructure and construction spending as well 
as a recovery in oil & gas. The valuation relative to earnings is not exactly cheap but still reasonable when we factor 
in the future growth opportunity and addressable market. We rate BAD as a solid BUY opportunity in our aggres-
sive-risk (higher) category and advise a minimum time horizon of 2 to 3 years.

In KeyStone’s Canadian Income Stock Research, we initiated coverage on Badger Daylighting Ltd (BAD:TSX) with 
a rating of BUY and a fair value assessment of $32.50 per share with the shares trading at $25.28 and maintain the 
rating at the current price. We will be updating the company shortly in our Canadian Income Stock Research.

Baylin Technologies Inc. (BYL:TSX)
Baylin is a provider of innovative wireless antenna solutions with over 40 years of extensive experience in design-
ing, manufacturing and supplying antennas. Baylin focuses on research, design, development, manufacturing and 
sales of passive and active radio frequency products and services. The company’s products are marketed and sold 
under the brand names Galtronics and Advantech Wireless. The Galtronics line of business, established in 1978, 
designs and manufactures innovative wireless antenna solutions for customers’ mobile, embedded, DAS and small 
cell needs. The Advantech Wireless line of business, acquired by Baylin on January 17, 2018, from Advantech Wire-
less Inc., designs and manufactures radio frequency and microwave products for wireless communications mar-
kets, commercial, critical infrastructure, government and military clients. Baylin operates the Advantech Wireless 
line of business through its subsidiary, Advantech Wireless Technologies Inc. The purchase price for the acquisi-
tion was $49 million. It was satisfied through $48 million in cash and the issuance of 308,642 common shares at a 
deemed price of $3.24 per share. To fund a portion of the purchase price for the acquisition, Baylin entered into a 
credit agreement with Crown Capital Partners Inc., pursuant to which Crown provided a $33 million term loan. A 
total of 682,500 common share purchase warrants were issued to Crown in connection with the term loan. Each 
warrant entitles the holder thereof to purchase one common share at an exercise price of $3.37 per common share 
until January 17, 2023.Pursuant to the terms of the acquisition, Advantech Wireless Inc. may be entitled to addi-
tional compensation of between $0.75 million and $3 million per year in each of 2018 and 2019 conditional on the 
business meeting certain EBITDA targets in those years.

Recent Quarterly Financials:

Revenue grew to $29.4 million in the first quarter of 2018, an increase of $9.6 million, or 48.7%, over the first quar-
ter of 2017. Gross profit was $10.6 million, an increase of $4.6 million over the first quarter of 2017. Gross margin 
was 36% in the first quarter of 2018, improved by six percentage points compared to the prior year period. Adjusted 
EBITDA was $1.45 million in the first quarter of 2018 compared to $0.2 million in the first quarter of 2017. The 
adjusted figure removed certain non-recurring and one-time expenses of $3.5 million that were incurred in the 
first quarter of 2018, which were primarily related to the acquisition of Advantech Wireless. Cash on hand at March 
31, 2018, was $9.4 million, a reduction of $25.8 million from December 31, 2017. This decrease was primarily due 
to cash utilized for payment of a portion of the purchase price for Advantech Wireless and an increase in non-cash 
working capital.

Baylin’s subsidiary, Galtronics Corporation Ltd., signed a manufacturing services agreement with Jabil Inc., a 
United States based global manufacturing services company with operations around the world. This new partner-
ship was driven by the combination of current product backorders, demand for new base station antenna manufac-
turing of larger products and shorter delivery lead times required by the company’s customers in North America.

Outlook:

Throughout 2018, management plans to continue its strategy of diversifying the company’s revenue base in order 
to be less reliant on what has been the company’s major Asia Pacific customer by increasing volumes in the Embed-
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ded Antennas Group and the Wireless Infrastructure Group. The acquisition of Advantech has contributed to the 
diversification of Baylin’s revenue base. Management expects that this strategic acquisition will accelerate growth 
by broadening the company’s product offering and providing access to new verticals and geographies. Management 
expects manufacturing of small cell and base station antennas to commence at a contract manufacturing facility in 
Guadalajara, Mexico in the second quarter of 2018. Engineering operations will continue to accelerate in Canada 
for traditional DAS, small cell and BSA applications throughout 2018.

Breaking News:

On June 28, 2018, Baylin announced that it has entered into a share purchase agreement to acquire all of the is-
sued and outstanding shares of Alga Microwave Inc. for total consideration of $27 million, consisting of up-front 
cash consideration of $21 million, $4 million in Baylin shares and $2 million in deferred consideration, as well as a 
related agreement to purchase Alga’s operational facilities in Kirkland, Quebec. In connection with the acquisition, 
Baylin has entered into an agreement on a “bought deal” basis with a syndicate of underwriters led by Raymond 
James Ltd. for an offering of 6,451,613 subscription receipts of Baylin at a price of $3.10 per Subscription Receipt for 
gross proceeds of $20 million and $15 million principal amount of 6.5% extendible convertible unsecured deben-
tures of the company at a price of $1,000 per Debenture for aggregate gross proceeds of $35.0 million.

Alga is a market leader in the engineering, design and development of radio frequency and microwave components, 
and a leading supplier of radio frequency and microwave solid state power amplifiers, pulsed amplifiers for radar 
applications, transmitter and transceiver products as well as radio frequency passive components and systems. 
The transaction is expected to be accretive to 2018 earnings per share as immediate cost savings have already been 
identified.

Conclusion:

From a fundamental perspective, Baylin is currently a challenge to value given the uncertainty surrounding cash 
flows moving forward given the recent two large acquisitions. At present, the company is trading at roughly an EV/
EBITDA of 22 based on the last four quarters. This is a high relative multiple for its business. There is significant 
potential for the company’s EBITDA to increase over the course of 2018 which would lower the multiple, but the 
business has historically been lumpy and we continue to see risk in this respect moving forward. We expect year-
over-year revenue growth in 2018, but with the recent financing, it is unclear as to whether the company can pro-
duce “per share” cash flow growth. We expect continued quarterly lumpiness which should be expected in its main 
business. We may see some value longer-term if cash flow can outstrip the dilution from the recent acquisition. We 
will continue to monitor the company.

Biosyent Inc. (RX:TSX-V)

BioSyent is a profitable growth-oriented specialty pharmaceutical company focused on in-licensing or acquiring 
innovative pharmaceutical and other healthcare products that have been successfully developed, are safe and effec-
tive, and have a proven track record of improving the lives of patients. BioSyent supports the healthcare profession-
als that treat these patients by marketing its products through its community, hospital and international business 
units. Biosyent sources, acquires or in-licenses and further develops pharmaceutical and other healthcare products 
for sale in Canada and certain international markets. Hedley Technologies Ltd. and Hedley Technologies (USA) 
Inc., also wholly-owned subsidiaries of BioSyent, operate the company’s legacy business, marketing biologically 
and health friendly non-chemical insecticides (Legacy Business). BioSyent’s vision is to be the leading independent 
Canadian healthcare company focused on commercializing innovative products that improve patient lives and 
support healthcare providers. The company is independent and does not have access to large amounts of capital or 
a corporate pipeline of products funded by large investments in research and development. BioSyent is focused on 
innovative products that are sourced through international partnerships. These products are unique due to manu-
facturing complexities, novel technologies, therapeutic advantages and/or strong, defendable intellectual property 
rights. BioSyent’s strategy allows it to commercialize these products as brands acquired or licensed to it by partners. 
The company intends for its products to be differentiated and to improve patient lives. The company works with, 
and supports, healthcare practitioners in achieving this objective.
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Recent Quarterly Financials:

Q1 2018 total pharmaceutical sales increased by 16% to $4.45 million from Q1 2017.Total Q1 2018 pharmaceuti-
cal sales consisted of Canadian pharmaceutical sales of $3.77 million and international pharmaceutical sales of 
$565,841.Total pharmaceutical sales declined by 25% in Q1 2018 versus record pharmaceutical sales in Q4 2017; 
however, this quarterly decline in sales is typical of the seasonality also observed in Q1 2017 in which quarterly 
pharmaceutical sales declined by 26% versus Q4 2016.

Canadian Pharmaceutical Sales: Q1 2018 Canadian pharmaceutical sales of $3.77 increased by 12% over Q1 2017 
sales of $3.35 million. This compares to a sales growth rate of 2% in Q1 2017 Canadian pharmaceutical sales over 
Q1 2016 sales of $3.29 million. Q1 2018 sales growth was driven primarily by growth in sales of the company’s Fera-
MAX® product. Q1 2018 Canadian sales volumes (units) of FeraMAX® 150 increased by 12% over Q1 2017.The com-
pany’s Community Business saw growth in sales of its other pharmaceutical products in Q1 2018, including Fera-
MAX® Powder and RepaGyn®, for which the Canadian sales volumes (units) grew by 5% and 21%, respectively, over 
Q1 2017 sales volumes. BioSyent’s Hospital Business also saw modest growth in Q1 2018 driven by sales growth in 
volumes of Cathejell® (units), which increased by 22% over Q1 2017. Management expects stronger sales growth of 
the Aguettant System® PFS product line in Q2 2018 as a result of a stock-out situation with competing products in 
April 2018.

While sales of Cysview® to date have lagged behind management’s expectations, management was encouraged 
by the adoption of Cysview® by four additional Canadian hospitals which placed their first orders for the product 
in April and May of 2018. BioSyent also shipped a repeat order of Cysview® in April 2018 to a hospital which has 
already adopted this technology. While Cysview® continues to experience a long selling cycle, several other Cana-
dian hospitals are in the process of completing or evaluating demonstrations of the product in an operating room 
setting with additional sites expected to adopt the product in 2018. The company remains committed to the success 
of this innovative product as part of its portfolio of hospital products.

International Pharmaceutical Sales: International sales of FeraMAX® products for the three months ended March 
31, 2018, were $565,841, representing an increase of 90% over Q1 2017 international FeraMAX® sales of $298,137. 
This compares to a growth rate of 17% in Q1 2017 international FeraMAX® sales over Q1 2016 sales of $253,806.

The company has recorded international pharmaceutical sales in each of the thirteen preceding quarters as dis-
tribution of FeraMAX® has been established in six markets outside of Canada. Although international FeraMAX® 
sales have become more regular with growing demand for the product, BioSynt must manage additional distribu-
tion complexities and risks inherent to this business. As such, there is still variability in the level of sales from one 
quarter to the next. International pharmaceutical sales accounted for 13% of the company’s total pharmaceutical 
sales in Q1 2018 compared to 8% in Q1 2017.

Although the growth in the international business is consistent with management’s strategy of continuing to grow 
the business as a proportion of the total pharmaceutical business, in light of the additional risks inherent to this 
business, there is no certainty that such growth rates will be sustained in the future. Nonetheless, management 
continues to view the international pharmaceutical business as a revenue diversification opportunity.

EBITDA of $1.47 million for the three months ended March 31, 2018, increased by 24% over the corresponding 
prior year period. The company’s EBITDA margin increased from 31% for Q1 2017 to 33% for Q1 2018.

Q1 2018 diluted EPS of $0.08 increased by $0.02 compared to Q1 2017 diluted EPS of $0.06. For the trailing twelve 
months (TTM) ended March 31, 2018, diluted EPS was $0.38, a $0.09 increase versus TTM diluted EPS of $0.29 for 
the period ended March 31, 2017.

As at March 31, 2018, the company had cash, cash equivalents, and short-term investments totaling $19.6 million 
compared to $13.74 million as at December 31, 2016. BioSyent has zero debt.

Conclusion:

Biosyent has been a Canadian Pharma success story. The business growth has been strong, albeit driven largely by 
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the company’s primary product which increases the risk. The cash generation has been solid and the balance sheet 
is very strong. Successful new product launches and/or cash flowing acquisition(s) would help diversify the busi-
ness. Management has been moving in this direction, but has yet to hit on a product to match its success of the 
company’s FeraMAX® product line.

Q1 2018 was BioSyent’s 31st consecutive profitable quarter and marked a solid start to the year for both the compa-
ny’s Canadian and International pharmaceutical businesses. The businesses maintained a healthy net profit margin 
of 26%. Sales growth in the International pharmaceutical business was very strong, but there can be considerable 
volatility from quarter to quarter in this business and we would not expect the company to match the growth rate 
of Q1 2018 through the balance of 2018.Management also announced that subsequent to Q1 2018, four additional 
Canadian hospital sites have recently adopted and ordered the company’s Cysview® product for blue-light cystos-
copy. This is a positive for a product line that has developed slower than anticipated.

We see the company continuing to outperform the market over a 2-5 year period, but it is not cheap. From a fun-
damental perspective, Biosyent trades at approximately 25 times trailing earnings and 22 times trailing earnings 
with the cash balance removed. While growth has been strong, in terms of revenues over the past year it is in the 
range of 14-17% and earnings growth is expected to also track in this range (excluding potential acquisitions and 
new launches performing above expectations), the growth rate accelerated to the 25% range in Q1 2018. If this were 
to continue, the stock offers value for investors with a long-term perspective of 2-5 years and with a willingness to 
take on the risk of investing in what remains a single product line driven business. If the stock was to drop 10-15% 
or greater it would appear more attractive.

Quick Update: The company just announced a slightly weaker-than expected Q2 2018. Revenues were a record 
increasing only 5% however, to $5.91 million versus a strong Q2 2017 in which growth over Q2 2016 was 29%. First 
half 2018 revenues of $10.36 million increased by 10% versus the first six-months of 2017. Q2 2018 Canadian Phar-
maceutical revenues of $5.03 million increased 16% versus Q2 2017 and International Pharmaceutical revenues 
of $511,483 decreased by 31% versus Q2 2017.  An International Pharmaceutical order originally scheduled for Q2 
2018 shipment was held back for shipping subsequent to quarter-end. The weakness in the International Pharma-
ceutical business appeared to slow growth. This area has historically been lumpy and the near-term uncertainty 
may create a longer-term buying opportunity. We continue to monitor Biosyent.

BLVD Centers Corporation (BLVD:CSE)
BLVD Centers focuses on the United States inpatient (detox and residential) and outpatient rehabilitation market 
and serves clients with addictive and co-occurring disorders. In March 2017, BLVD Centers shifted to a strategy 
where it decentralized major operations, including sales and marketing. All facility management and staffing deci-
sions, including sales and marketing, will now reside with the local leadership at each individual center through a 
management services agreement (MSA). This new model has allowed BLVD Centers to reduce costs while simul-
taneously increasing revenue. The board and management has adopted this new model to take advantage of BLVD 
Centers competitive advantages, while reducing costs and shrinking implementation periods. BLVD Centers shift-
ed the clinical and operational staff management and hiring at each individual center, as well as the majority of the 
sales and marketing responsibilities of the clinics, to the local general managers and outreach leaders through an 
MSA, enabling these leaders to make cost decisions independently. The model allows local operators to keep some 
of the annual cash flow generated from their operations and aligns incentives between shareholders and operators.

Recent Quarterly Financials:

For the three months ended November 30, 2017, and November 30, 2016, revenue totaled $9.82 million and $7.81 
million, respectively, representing a 26% annual growth rate. Management attributes the growth in revenue to the 
improved business model enacted earlier this fiscal year. For the three months ended November 30, 2017, and No-
vember 30, 2016, the company incurred a net losses of ($598,000) and ($1.64 million), respectively.

Conclusion:

Under its new model, BLVD Centers has stated that the company will be able to focus time and resources on find-
ing and developing new centers, as well as additional services, with local operators around the country to grow 
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revenues rather than spending time managing and controlling middle management layers of staff. By licensing the 
brand, providing access to in-house call center, facilities expertise and clinical protocols, management believes it 
can deliver a turnkey center to a local operator quickly and for much less than BLVD Centers used to under the old 
model, all while collecting a healthy percentage of revenues from these centers with less risk, improving the com-
pany’s return on equity. While this sounds solid on paper, the company has shifted its model around 3 times in its 
brief corporate history. Management and the company in their brief history have built a track record of overprom-
ising and under-delivering. We continue to monitor the business but see it as uninvestable as anything other than a 
pure speculation despite the solid balance sheet and potentially shrinking cost structure.

Update: May 8, 2018 - BLVD Centers announced it has submitted an application to the Canadian Securities Ex-
change (the CSE) to list its common shares on the CSE. Once approved, the company plans to apply for a voluntary 
delisting of its common shares from the TSX Venture Exchange (TSX-V), subject to necessary regulatory approvals. 
The company’s move from the TSX-V to the CSE follows several announcements since the start of 2018 highlight-
ing plans to expand its product and services offering into the U.S. cannabis market, possibly through direct sales of 
marijuana. Management has stated that the move to the CSE will give the company a clear path to expand into the 
U.S. cannabis market and/or acquire companies associated with selling, growing or processing of cannabis outside 
Canada in compliance with the stock exchange its shares trade.

Updated Conclusion: To be blunt, the only “clear path” we have seen from BLVD Centers is one that destroys 
capital. The company has managed to post an accumulated deficit of $33.5 million in a relatively short time and has 
shifted its business and strategy multiple times in a 3-year span. It is uninvestable from a fundamental perspective 
and a pure speculation at present as the balance sheet continues to deteriorate.

BMTC Group Inc. (GBT:TSX)
BMTC Group Inc. is a Canadian-based holding company. The company, through its subsidiary, Ameublements 
Tanguay Inc., and its two divisions, Brault & Martineau and EconoMax, manages and operates a retail network of 
furniture, household appliances and electronic products in Quebec. BMTC Group operates retail outlets in approx-
imately 40 locations across Quebec. The EconoMax banner has approximately 10 stores in the province of Quebec.

Recent Quarterly Financials:

In Q1 2018, revenues were basically flat at $162.19 million compared to $162.00 million recorded in the first quarter 
ended March 31, 2017. Net earnings for the first quarter were reported at $4.86 million compared to $57,000 for the 
first quarter ended March 31, 2017. Basic net earnings per share amounted to $0.13 compared to $0.00 recorded in 
the first quarter ended March 31, 2017. During the quarter, BMTC proceeded with the sale of the Repentigny store 
for an amount of $9.0 million resulting in an after tax gain of $4.52 million, or $0.13 per basic share. Excluding all 
these effects, adjusted net earnings would have been $119,000, or $0.00 per basic share, in Q1 2018.

Conclusion:

The company has a solid balance sheet but operates in a tough market that currently lacks growth. The com-
pany has also been slow to react to the online retail landscape shift. BMTC has started the restructuration of all 
of its websites. The first phase of the implementation of a distinct e-commerce platform for its banner Brault & 
Martineau is now complete and operational since November 2015. The process of implementation will continue 
throughout 2017 and 2018 for the following phases as well as the restructuring for all the other banners of the com-
pany. The company is also reviewing its IT systems in order to standardize them throughout the banners, as well 
as to allow them to be more aligned with new e-commerce strategies. Following this evaluation, BMTC decided 
to invest and to modify its existing IT systems, the integration and implementation will continue for a 3 to 5-year 
period. Over the last 6 years, the company has growth revenues in the low single digit range. The valuations are 
decent, but given the lack of growth, are not compelling. We do not see enough growth or deep value in BMTC to 
make it an investment candidate.
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Caldwell Partners International Inc. (CWL:TSX)
Caldwell Partners is a leading international provider of executive search and has been for more than 45 years. As 
one of the world’s most trusted advisors in executive search, the firm has a sterling reputation built on successful 
searches for boards, chief and senior executives, and selected functional experts; with offices and partners across 
North America, Europe, Latin America and Asia Pacific.

Recent Quarterly Financials:

Professional fees for Q2 2018 increased 8.7% (up 12.1% excluding an unfavourable 3.4% variance from exchange 
rate fluctuations) over the comparable period last year to $14.85 million (2017: $13.67 million).

The increase in professional fees is attributable to a higher average number of partners at 38.0 compared to 36.0 
in the prior year period and an increase in the number of assignments per partner from 2.4 to 2.7, resulting in an 
increase in the number of assignments to 104 (2017: $88,000), partially offset by a lower average fee per assignment 
of $143 (2017: $155,000).

Q2 2018 net income was $270,000, or $0.013 per share, compared to $267,000, or $0.013 per share, in the compa-
rable period a year earlier. Year-to-date net income was $680,000, or $0.033 per share, compared to $1.03 million, or 
$0.051 per share, in the comparable period a year earlier.

Outlook:

Management continues to experience positive business fundamentals with growth in volumes and steady pricing 
on a consolidated basis, with geographic fluctuations from period to period. The strong quarterly revenue rela-
tive to prior year was driven by Canada and the UK with consistent strength from the U.S, despite pressure from 
foreign currency rates.

In aggregate, the company continues to see strength across the business. With recent partner hires performing sol-
idly, the company believes it is positioned for continued growth during the second half of the year. New bookings 
towards the end of the second quarter were especially strong and have continued into the third quarter. Within ex-
penses, the company will be hosting its annual partner conference during the third quarter of this year compared 
to the second quarter last year ($341 when held during the second quarter of fiscal 2017).

Additional revenue and earnings growth remains a priority for the company, but at a measured pace that will not 
otherwise impede the long-term profitability and continuation of regular dividend payments. The company expects 
future growth to remain driven by targeted partner hires as Caldwell seeks to continue to build its practice and 
functional offerings across geographies in the United States, Canada and Europe. As appropriate, the company will 
review acquisition opportunities.

Conclusion:

The company reports a cash balance in the range of $11.1 million but its actual “unencumbered cash” which 
measures cash available beyond that required to fund short-term obligations which include significant deferred 
compensation expense is in the range of $1 million or less by some calculations. This leaves Caldwell with a solid 
balance sheet, but with far less cash than a casual observation of the balance sheet might suggest. The growth in 
earnings in 2017 was very strong and the company’s fundamental valuations appear attractive. However, the lack 
of revenue growth over the past several years, income growth to start 2018, and no near-term revenue drivers of 
substance make it less attractive. The dividend yield at just under 8% is attractive and for those who are happy with 
that level of return and a strong balance sheet it may have some appeal, but Caldwell does not meet our growth 
criteria.

Caledonia Mining Corporation Plc (CAL:TSX)
Caledonia is an exploration, development and mining corporation focused on Southern Africa. Following the 
implementation of indigenization at the Blanket Mine in September 2012, Caledonia’s primary asset is a 49% legal 
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ownership in Blanket, an operating gold mine in Zimbabwe.
Investment Plan to Increase Production and Extend Mine Life: Continued exploration has improved the under-
standing of the gold resources below 22 Level and, in November 2017, resulted in a further increase in resources 
below 750 metres. Accordingly, on November 10, 2017, the company announced that it intends to continue to sink 
the Central Shaft by two further production levels to a depth of 1,330 metres. The decision to extend the Central 
Shaft to 1,330 metres will not adversely affect the targeted increase in production to 80,000 ounces of gold by 2021 
but it will potentially increase Blanket’s projected life-of-mine by a further four years to 2031.

Production Guidance: Production guidance for 2018 is in the range of 55,000 to 59,000 ounces of gold.

Recent Quarterly Financials:

Revenues in the quarter were 9.8% higher than in Q1 2017 due to a 1.5% increase in ounces sold from 13,552 ounces 
in Q1 2017 to 13,755 ounces in the quarter and an 8.2% increase in the average realized price of gold from $1,213 
per ounce in Q1 2017 to $1,312 per ounce in the quarter. Sales in the quarter include 831 ounces of work-in-progress 
brought forward from December 2017 (758 ounces in Q1 2017). The royalty rate payable to the Zimbabwean gov-
ernment was unchanged at 5%.

Production costs increased by 10.0% due to increased working costs of the trackless machinery in the declines and 
the inclusion of the operating cost of the pilot plant. The on-mine cost per ounce of gold sold in the quarter in-
creased by 4.3% compared to the comparable quarter. The all-in sustaining cost per ounce of gold sold fell by 2.9%, 
mainly because of the inclusion of the export credit incentive (ECI) as a deduction against costs.

Strategy and Outlook:

Caledonia remains on track to achieve the production target of 80,000 ounces by 2021 at its Zimbabwean subsid-
iary, Blanket Mine. The company’s strategic focus continues to be the implementation of the Investment Plan at 
Blanket, which was announced in November 2014 and is expected to extend the life of mine by providing access to 
deeper levels for production and further exploration. Implementation of the Investment Plan remains on target in 
terms of timing and cost. Caledonia’s board and management believes the successful implementation of the Invest-
ment Plan is in the best interests of all stakeholders because it is expected to result in increased production, reduced 
operating costs and greater flexibility to undertake further exploration and development, thereby safeguarding and 
enhancing Blanket’s long-term future. Caledonia’s cash position is expected to improve as a result of the implemen-
tation of the Investment Plan; Caledonia will continue to assess new opportunities to invest surplus cash.

Conclusion:

Caledonia’s strategic focus continues to be the implementation of the Investment Plan at Blanket, which is expected 
to result in increased production, reduced operating costs and greater flexibility to undertake further exploration 
and development, thereby safeguarding and enhancing Blanket’s long-term future. The solid 2017 gold produc-
tion of 56,135 ounces sets the business up well for 2018 as management targets production of between 55,000 and 
59,000 ounces of gold. The company stated that Blanket Mine continues to make progress towards its goal of 80,000 
ounces per year by 2021 as a result of the implementation of the Investment Plan. The company intends to continue 
to distribute cash to shareholders whilst simultaneously retaining a robust balance sheet. The current valuations 
and relatively solid balance sheet appear to make Caledonia a decent speculation for those investors with a taste for 
junior gold producers on a smaller scale. The company provides a dividend yield (which is by no means a certainty 
for any resource producer) in the range of 3% which management plans to continue and has decent longer-term 
growth prospects, although growth in production for 2018 appears rather muted in the low single digit range. 
Based on the incremental revenue arising from the increased ECI, management recently announced it will likely 
have a material positive impact on Caledonia’s forecast EPS for 2018.This slightly ups the growth prospects near 
term. We continue to monitor the company.

Calian Group Ltd. (CGY:TSX)
In operation for over 35 years, Calian employs over 2,900 people with offices and projects that span Canada, U.S. 
and international markets. The company’s capabilities are diverse with services delivered through two divisions. 
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The Business and Technology Services (BTS) Division is headquartered in Ottawa and includes the provision of 
business and technology services and solutions to industry, public and government in the health, training, engi-
neering and IT services domains. Calian’s Systems Engineering Division (SED), located in Saskatoon, plans, de-
signs and implements complex communication systems for many of the world’s space agencies and leading satel-
lite manufacturers and operators. SED also provides contract manufacturing services for both private sector and 
military customers in North America.

Recent Quarterly Financials:

For the second quarter of 2018, revenues were $77,103 compared to $67,063 reported for the same period in 2017 
representing a 15% increase from the prior year. For the six-month period ending March 31, 2018, revenues were 
$152,852 compared to $135,769 for 2017, an increase of 13%.

EBITDA for the second quarter was $5.99 million compared to $6.19 million in the same quarter of the previous 
year. For the six-month period ended March 31, 2018, EBITDA was $12.40 million compared to $11.40 million in 
the same period of the previous year. Calian recorded net profit of $3.86 million, or $0.50 per share basic and di-
luted, compared to $4.19 million, or $0.55 per share basic and diluted, in the same quarter of the prior year. For the 
six-month period ended March 31, 2018, the company recorded net profit of $7.93 million, or $1.03 per share basic 
and $1.02 per share diluted, compared to $7.57 million, or $1.00 per share basic and diluted, in the same period of 
the prior year.

Perhaps most importantly and what has driven the company’s share rise, the company’s backlog at September 30, 
2017, was $1.26 billion with terms extending to fiscal 2030. This compares to $488 million reported at September 
30, 2016. Contracted Backlog represents maximum potential revenues remaining to be earned on signed contracts, 
whereas Option Renewals represent customers’ options to further extend existing contracts under similar terms 
and conditions. During 2017 the following contracts were the major contributors to the company’s backlog. 1) Up 
to $1 billion contract with DND, RCPM and VAC for health care provider requirements. 2) $22 million contracts 
for RF ground systems. 3) A $30 contract extension with Canadian Army Simulation Center for training and sup-
port services. As at the last quarter (March 31, 2018), Calian’s backlog was $1.16 million with terms extended to fis-
cal 2030. This compares to $1.26 million reported at September 30, 2017. Contracted Backlog represents maximum 
potential revenues remaining to be earned on signed contracts, whereas Option Renewals represent customers’ 
options to further extend existing contracts under similar terms and conditions.

Most fee for service contracts provide the customer with the ability to adjust the timing and level of effort through-
out the contract life and as such the amount actually realized could be materially different from the original con-
tract value.

Conclusion:

The significant contracts signed in 2017 more than doubled the company’s long-term backlog. While 2017 was not 
a year of significant revenue growth it appears to have set the company up to produce potential growth moving 
forward. Guidance: Management continues to focus on its key strategic initiatives. Traditional markets in which 
Calian operates are stable and management expects organic revenue and earnings growth in most or all of its 
service lines through the successful execution of its growth strategy. However, the company cautions that revenues 
realized are ultimately dependent on the extent and timing of future contract awards as well as customer utiliza-
tion of existing contracting vehicles. Based on current available information and the company’s assessment of the 
marketplace, management expects revenues for fiscal 2018 to be in the range of $290 to $310 million, net profit in 
the range of $1.90 to $2.20 per share. This places Calian at just over 15 times 2018 expected earnings. The company 
has completed five acquisitions in the past 5 years, and will proactively look for companies that can accelerate its 
growth strategy with a focus on customer diversification and service line evolution.

Calian’s strong contract backlog provides a solid base for the realization of future revenues. We agree with this sen-
timent and while the stock is not historically cheap, it likely has the potential to outperform long term. We continue 
to monitor the company as see it as somewhat attractive for yield and marginally above average growth.
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CannTrust Holdings Inc. (TRST:TSX)
Since its inception in 2014, CannTrust has participated in the Canadian market in producing pharmaceutically 
standardized product. As a federally regulated licensed producer, CannTrust brings more than 40 years of phar-
macy and healthcare experience to the medical cannabis industry.

The company is the parent company of CannTrust Inc. (CannTrust Opco) and Elmcliffe Investments Inc. 
CannTrust holds 50% of the outstanding shares of Cannabis Coffee & Tea Pod Company Ltd and 25% of the out-
standing shares of Stenocare A/S (Stenocare). CannTrust Opco is a licenced producer and distributor of medical 
cannabis pursuant to the provisions of the Access to Cannabis for Medical Purposes Regulations (Canada) (AC-
MPR). CannTrust Opco received its license from Health Canada on June 12, 2014, and began production of medi-
cal cannabis at its state-of-the-art hydroponic indoor facility in Vaughan, Ontario. The company’s primary focus is 
to produce and deliver the highest quality, standardized, pharmaceutical grade cannabis products and in so doing 
strengthen its market share in legal cannabis markets in Canada and to establish positions for its products in legal 
cannabis markets abroad.

Public health concerns and awareness around the dangers of opioids are expected to drive development of alterna-
tive approaches to pain management. This has created a significant market opportunity for cannabis-based prod-
ucts and could drive substantial upstream demand for licensed producers. The development of pharmaceuticals 
based on cannabis could significantly expand the market by ensuring consistent, quantifiable dosing, which should 
help physicians gain comfort in prescribing it.

As part of its growth strategy, the company has also entered into an exclusive joint venture with Apotex Inc., 
Canada’s largest and the seventh largest generic pharmaceutical manufacturer in the world, to develop novel dos-
age formats and products for sale, when permitted, into more than 85 countries where Apotex currently already 
has market share. The company is working to diversify its business by developing new and innovative products and 
dosage forms for controlled and responsible use of medical cannabis. In 2015, the company together with Club Cof-
fee L.P founded Cannabis Coffee & Tea Pod Company Ltd. (CCTPC) to launch BrewBudzTM globally. BrewBudz-
TM is a patented unit dose pod formulation allowing the administration of cannabis using single-serve brewing 
pods for use in Keurig, Nespresso, and Tassimo type brewers. 

In July 2017, further to the company’s Canadian Patent Application, the Canadian Intellectual Property Office is-
sued a Notice of Allowance to CannTrust Opco and Club Coffee L.P. with respect to single-serve containers for use 
in brewing a cannabis-based beverage. CCTPC has also submitted patent applications in the European Union, Aus-
tralia and China which are similar to the Canadian CCTPC Patents.

In March 2017, through Elmcliffe, CannTrust acquired the real estate assets and related equipment of a Greenhouse 
in the Town of Fenwick, Ontario within the Niagara Region (Greenhouse Facility). In October 2017, CannTrust 
Opco received its Health Canada Cultivation Licence under the ACMPR for its completed 250,000 square foot 
Phase 1 redevelopment of the Greenhouse Facility and began production there. The redevelopment of the Green-
house Facility was the cannabis industry’s first continuous harvest automated greenhouse designed specifically 
for this quantum scale of cannabis production. As the redevelopment project progressed, a number of changes 
and enhancements were made and as a result the company spent an additional $5 million on the planned Phase 1 
conversion. The enhancements to Phase 1 together with those being implemented in the 180,000 square foot Phase 
2 expansion have increased the expected annual production at the Greenhouse Facility from an initial 40,000 kg to 
at least 50,000 kg, an increase of 25%. The company received its Health Canada Sales License for Phase 1 in Febru-
ary 2018.

The planned Phase 2 expansion at the Greenhouse Facility is currently underway and is anticipated to be completed 
and in cultivation towards the middle of 2018. In addition, the 36 acres of unused land at this facility provides the 
company with the ability for significant future expansion. See news below.

Recent Quarterly Financials:

Revenue for the quarter ended March 31, 2018, was $7.84 million compared to $3.0 million for the comparable 2017 
period. The increase in revenue was attributable to increased sales volumes primarily due to the growth in the com-
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pany’s patient base from approximately 14,000 at March 31, 2017, to over 40,000 at March 31, 2018. The total quan-
tity of medical cannabis sold to patients during the three months ended March 31, 2018, increased 196% to 982 kg 
from the comparable prior year period. During the three months ended March 31, 2018,CannTrust sold 2,313,920 
ml of cannabis oils compared to 538,920 ml in the comparable 2017 period, an increase of 329%.

Net income for the three months ended March 31, 2018, was $11.44 million compared to a net loss of ($777,904) in 
the comparable 2017 period. Earnings (loss) per share as calculated is based on the weighted number of shares of 
the company outstanding during the relevant periods. During the most recent quarter a number of regular grow 
rooms at the Langstaff Facility were used to harvest Mother Plants for Phase 1 of the Niagara Greenhouse Facility. 
As a result, the company used third party product purchases during the quarter as a temporary harvest replace-
ment and bridge to meet the demand for the company’s products. Multiple harvests have now been completed at 
the Niagara Greenhouse Facility and these temporary third party product purchases have now been replaced with 
home grown product. Earnings were also impacted by one-time, start-up costs at the Niagara Greenhouse Facility. 
The higher cost of these short-term third party purchases and start-up costs negatively impacted earnings for the 
three months ended March 31, 2018, by approximately $2.9 million.

Adjusted EBITDA (Loss) during the 2018 period was impacted by increased product costs of $1.03 million associ-
ated with temporary one-off third party product purchases, as well as $1.84 million of one-time, start- up costs 
associated with the Phase 1 Greenhouse Facility. Multiple harvests have now been completed at the Greenhouse 
Facility and these temporary third party purchases have now been replaced with home grown product.

2018 First Quarter Highlights

Record revenues of $7.8 million in Q1 2018, a 158% increase from the comparable prior year period.t�
Positive net income for the third consecutive quarter.t�
Active patients increased to more than 40,000, a 186% increase from the comparable prior year period.t�
Closed a $15 million mortgage financing on the Niagara Greenhouse Facility.t�
Executed a long-term agreement with Envest Corp. to provide cogen derived heat and power at the Niagara t�
Greenhouse Facility. The implementation of a 10 MW cogen solution at this facility will ensure that the com-
pany can control its power costs and remain a low-cost producer.

Developments Subsequent to the Quarter

Increased active patients to over 42,000, a 194% increase from Q1 2017.t�
Higher production yields are being generated at the Niagara Greenhouse Facility. This has increased the ex-t�
pected annual production capacity for this facility from 40,000 kg to 50,000 kg
Increased the Vaughan Facility to 60,000 square feet allowing for increased processing and manufacturing t�
space to support recreational and international demand.
Launched three different formats of cannabis oil vegan hard shell capsules using state-of-the-art extraction t�
technology.
Entered into a letter of intent with Grey Wolf Animal Health Inc. to develop industry leading cannabis prod-t�
ucts to support the well-being of pets.
Entered into an agreement with NexgenRx, Canada’s only independent full service claims adjudicator, to pro-t�
vide a first of its kind seamless medical cannabis ordering process for NexgenRx plan sponsors and their health 
plan members.

Recent News:

On June 26, 2018, CannTrust held the official Grand Opening of its Niagara Perpetual Harvest Facility, the first 
such facility in Canada. The 450,000 sq. ft. hydroponic facility sets new standards for the industry. The current an-
nual output from the facility is estimated at 50,000 kilograms. In addition, the company has begun construction of 
an additional fully funded 600,000 sq. ft. expansion, that when completed will double CannTrust’s annual capacity 
to in excess of 100,000 kilograms.
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Conclusion:

The sales growth over the past quarter is very impressive and the trajectory is in the right direction in terms of 
expansion. The business is yet to show any significant profitability which excludes if from our strict criteria. With 
positive developments in regards to the company’s new facility and legalization on the near-term horizon, the real 
opportunity here is in the recreational market which is many multiples larger than the company’s current medi-
cal market. Current valuations put on the stock have factored in significant growth and on traditional multiples, 
without knowing the level of cash generation with any level of security, should be considered very high. Despite the 
revenue growth, the stock does not meet our criteria at present, but it is a real business in the burgeoning Canna-
bis space, not just a pretender as is the case with a number of public entities with Cannabis in their name. We are 
monitoring the company and will profile it again in our upcoming Cannabis Report.

Carmanah Technologies Corporation (CMH:TSX)
In business since 1996, Carmanah designs, develops and distributes a portfolio of products focused on energy 
optimized LED solutions for infrastructure. This business operates through two reportable segments: Signals and 
Illumination. The Signals segment serves the Airfield Ground Lighting, Aviation Obstruction, Offshore Wind, 
Marine, Traffic and Telematics markets. Telematics is a new vertical created in 2016 that focuses on the design and 
manufacture of energy-efficient and/or solar-power connected (e.g. the Internet of things) devices supporting data 
capture and transmission for mobile or remote assets. The Illumination segment provides solar powered LED out-
door lights for municipal and commercial customers.

Recent Quarterly Financials:

In the first quarter of 2018, Carmanah generated revenues of $14.9 million, up $3.8 million, or 34.3%, over the first 
quarter of 2017 revenues of $11.1 million. The increase was due to strong performance across several verticals in its 
Signals segment including Marine, Offshore Wind, Traffic, Aviation and Telematics. Part of the increase was also 
due to Vega, which was acquired during Q3 2017. Illumination revenues of $1.4 million fell 9% from first quarter of 
2017 revenues of $1.5 million.

Gross margin percentage in the first quarter of 2018 was 42.4%, down 2.5% over the same period in 2017. Core op-
erating expenditures in the first quarter of 2018 were up by $1.2 million, or 29.9%, over 2017 mainly due to expenses 
incurred by Vega.

Net income in the first quarter of 2018 was $0.5 million, down from $0.6 million in the first quarter of 2017, pri-
marily due to the increase in core operating expenses. Management relies on adjusted EBITDA (a non-IFRS mea-
sure) to gauge financial performance. In the first quarter of 2018, adjusted EBITDA was $1.8 million, or 12.2%, of 
revenue, up from $1.6 million, or 14.8%, of revenue in the same period in 2017.

Acquisitions

Carmanah believes that there are signals competitor candidates that, if acquired prudently, can accelerate the 
company’s ability to realize its vision of becoming the global industry leader. In this respect, management looks for 
candidates that can deliver the following attributes:

Highly capable management teams that will be retained post-transaction.t�
Unique products or product line extensions that are complementary to Carmanah’s offering.t�
Market share or distribution that would enhance its partner network.t�
Transactions that meet or exceed minimum accretion levels.t�
Attractive synergies that can be realized reasonably promptly post-transaction.t�

The company devotes resources to identify and build relationships with potential acquisition candidates and, at 
any given time, has multiple discussions underway. While management would like to grow the company, at least in 
part, by way of acquisitions they are committed to being very disciplined. Moreover, the team has stated they will 
only proceed with transactions that score highly against the attribute criteria above and where attractive financ-
ing options are available. Proposed transactions, if any, that result from these efforts will be announced on a timely 
manner by way of news release.
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Conclusion:

2017 was a very busy year with a good deal of noise in the financial results. The company closed the sale of its Go 
Power! business, the acquisition of New Zealand based Vega Industries and the launch of a substantial issuer bid for 
its own shares. Despite this, the majority of the company’s operating businesses posted solid revenue gains, main-
tained attractive product margins and collectively produced solid adjusted EBITDA. While the stock is not cheap 
with a PE in the range of 40 (well above the market average), its price to cash flow multiple of 16.5 is somewhat 
more attractive if management can execute on its new growth initiatives. We like the business and monitor it for 
continued positives including organic growth from the Vega Industries acquisition and better cash flow margins 
which could make it a more attractive candidate.

Cathedral Energy Services Ltd. (CET:TSX)
Established in 1998, Cathedral Energy, based in Calgary, Alberta, is incorporated under the Business Corporations 
Act (Alberta)and operates in the U.S. under Cathedral Energy Services Inc. Cathedral is a trusted partner to North 
American energy companies requiring high performance directional drilling services. The company works in 
partnership with its customers to tailor equipment and expertise to meet their specific geographical and technical 
needs. Cathedral sells nDURANCE® Drilling Motors, based on its own proprietary patented technology that de-
liver increased torque, proven reliability and higher drilling performance than competitive motors. The company’s 
FUSIONTM MWD Technology Platform uses electromagnetic (EM) telemetry — allows for use in more forma-
tions and faster response time, Pulse telemetry — proprietary designs to reduce plugging and improve transmis-
sion capabilities, and Dual telemetry (EM and Pulse) leverages the strengths of each system. Canadian Operations 
(23% of revenues year-to-date): Calgary (corporate, sales, MWD), Nisku (motors), and Emerald Park (motors). U.S. 
Operations (77% of revenues year-to-date): Denver (corporate, sales), Oklahoma City (motors, MWD), Houston 
(motors), Casper (motors), and Washington (motors).

Recent Quarterly Financials:

2018 Q1 revenues were $40.16 million, which represented an increase of 5% from 2017 Q1 revenues of $38.32 
million. Both Canada and United States operations had slight increases due to increases in drilling activity.Can
adianrevenues(excludingmotorrentalrevenues)increasedto$9.70 million in2018Q1from$9.31 million in2017 Q1, 
a4%increase. This increase was the result of: i) a 11% decrease in activity days to 1,272 in 2018 Q1 from 1,423 in 
2017 Q1; net of ii) a 17% increase in the average day rate to $7,624 in 2018 Q1 from $6,540 in 2017 Q1.

The average active landrig count in Canada was down 8% in 2018 Q1 compared to 2017 Q1 (source:BakerHughes). 
The increase in day rates was primarily due to increases that occurred starting in 2017 Q2. The2018Q1rateis in line 
with these quential rate increases experienced through 2017.U.S. Directional Drilling revenues (excluding motor 
rental revenues) increased to $29.13 million in 2018 Q1 from $27.58 million in 2017 Q1, a 6%increase. This increase 
was the result of: i) a 3% decrease in activity days to 2,498 in 2018 Q1 from 2,565 in 2017 Q1; net of ii) a 8% increase 
in the average day rate to $11,662 in 2018 Q1 from $10,752 in 2017 Q1 (when converted to Canadian dollars).

Gross margin for 2018 Q1 was 6% compared to 15% in 2017 Q1.Adjusted gross margin, as a percentage of revenue, 
decreased due to higher equipment repairs and higher labour costs and related benefits. Labor costs are a result of 
wage increases, including the reinstatement of previous wage rollbacks, increased U.S. health benefits and to a less-
er extent, staff additions. Increased equipment repairs were in part due to a more demanding drilling environment 
and to a lesser extent bringing the company’s fleet back to operating condition following the industry downturn. 
In addition, there was an increase in the fixed component cost of sales which were 3% higher on a percentage of 
revenue basis in 2018 Q1 compared to 2017 Q1. The increase in the fixed component of cost of sales as a percentage 
of revenue was mostly attributable to increases in costs largely related to office and shop payroll and other labour 
related costs.

Adjusted EBITDA in Q1 2018 was $3.44 million down significantly from $6.80 million in Q1 2017 due to the factors 
detail above.

Outlook:

The first quarter of 2018 was challenging for Cathedral compared to 2017 Q3 and Q4. In the U.S, the company’s day 
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rate declined from 2017 Q4 due to a change in the mix of work and some clients altering the timing of their drilling 
programs. Despite this, the company did see a slight increase in U.S. activity levels. In Canada, Cathedral achieved 
an increase in day rates compared to 2017 Q4 along with activity levels improving sequentially.
In both Canada and the U.S. the company has been impacted by increasing equipment repair expenses. Begin-
ning in the second half of 2017, equipment repair costs have been increasing due to the progressively demanding 
downhole drilling environment and client’s drilling practices. In addition, because of reduction in the time to drill 
wells, the frequency of equipment repairs and refurbishments has increased with the result that these costs are now 
spread over less revenue (most of Cathedral’s revenue is based on per day rates). In response to increasing equip-
ment damages, Cathedral is implementing operating specifications for its equipment with its clients. This program 
aims to help clients achieve better overall drilling performance by optimizing rate of penetration while reducing 
non-productive drilling time that results from equipment failures. Over the past year, Cathedralhas continued to 
improve its recoveries for equipment damages from clients by better delineating what damages are a result of poor 
drilling practices. The company is also examining strategies to recover equipment refurbishment costs through 
different pricing structures and price increases. The company continues to implement engineering improvements 
to its equipment to improve durability and performance and operations and drilling engineering teams continue 
work with clients to help them achieve “Better Performance Every Day.”

In 2018 Q1, Cathedral also experienced increased shop and field wage rates compared to 2017 Q4 and the U.S 
operations experienced a significant increase in employee health related benefit expenses in the period. Increased 
wages to attract and retain quality people, particularly in the U.S., has been a challenge over the past year as in-
dustry activity levels improved. Cathedral self-funds its benefits plan and claims on the plan tend to be volatile. A 
key objective for the company is to improve labour efficiency including optimizing the labour required on site and 
through promoting remote operations support to clients, which the company believes results in higher customer 
service quality. Management continues to focus on labour efficiency and other expense categories which are ad-
versely impacting business.

In the quarter, Cathedral continued the rollout of its new CLAW-XTTM high performance motor and clients have 
been pleased with its performance. The company has committed additional capital to further build out the CLAW-
XT fleet, however, the industry in general is experiencing delays from certain third-party vendors which is impact-
ing rollout plans. With respect to the company’s new drilling motor for use with rotary steerable systems (RSS), the 
company is expecting to conduct field testing in late Q2/early Q3. Rollout of new MWD technology, including the 
downhole power generator (EMc2TM) and the company’s new Cathedral Linear Pulser add-ons to its FUSIONTM 
Measurement-While-Drilling (MWD) platform, is on track. Progress on its next generation Dual Telemetry (DT) 
MWD tool remains on track for launch in 2019. In 2018 Q1, the company was approved for financial contribution 
from the Government of Canada for the DT project which will help it hire additional resources and expand the 
project scope.

With WTI prices firmly in the $60bbl+ USD range and an improved outlook for WTI pricing longer term, there 
has been a 10% increase in the U.S. active rig count to 1,021 active rigs at the end of April. This increased rig count 
is positive for Cathedral from the perspective of potentially achieving better pricing for services and improved 
activity levels in the U.S. which is the primary focus market.

Despite a challenging 2018 Q1, management stated in its most recent MD&A that they are both optimistic and con-
fident about prospects for 2018 and beyond.

Conclusion:

In what remains a tough market for energy service stocks (although building positive momentum of late), Ca-
thedral managed to product a strong 2017. The company has performed a remarkably solid turnaround and now 
possesses close to zero net debt – down from $56 million in 2014. The company executed on the sale of its Flowback 
and Production Testing assets (finalized January 2017), and completed a $14.1 million equity financing – completed 
in February 2017.

Having said this and as detailed above, Q1 2018 was a challenge on a number of fronts. Despite a slight revenue 
increase, increasing equipment repair expenses, health expenses and general labour shortages (wage increases) lead 
to poor gross margins and a significant decline in adjusted EBITDA. We expect these conditions to persist near 
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term. While the business has shifted to a larger U.S. focus, Q2 is typically a lower revenue quarter for the Canadian 
oil field services industry, including Cathedral, due to lower activity levels in Canada as a result of spring break-up.
The company is in a far better position than it was a couple of years ago and if management can address its cost 
related issues over 2018, it may present some tax loss selling value in early December. The stock will never be a long-
term holding due to the cyclical nature of the energy service segment, but it may have value as a trade at that time if 
oil prices hold their current range or move higher. Near term however, we see better names to play the surge in oil 
prices.

C-COM Satellite Systems Inc. (CMI:TSX-V)
C-COM Satellite Systems Inc. is a leader in the development and deployment of commercial grade mobile auto-
deploying satellite-based technology for the delivery of two-way high-speed Internet, VoIP and Video services into 
vehicles. C-COM has developed a unique proprietary Mobile auto-deploying (iNetVu) antenna that allows the de-
livery of high-speed satellite based Internet services into vehicles while stationed virtually anywhere one can drive. 
The iNetVu Mobile antenna has also been adapted to be deployable from transportable platforms. The company’s 
satellite-based products and services deliver high-quality, cost-effective solutions for both fixed and mobile applica-
tions throughout the world. Five years ago, C-COM was one of the first companies in the world to design mobile 
VSAT for use over Ka-band satellites. High Throughput Satellites (HTS) make it possible to deliver 20Mbps down 
and 10Mbps up using a small 75cm antenna – a significant increase over what is currently available in Ku band 
with the same size antenna. C-COM was one of the first antenna manufacturers in the world to receive type ap-
proval for these new generation antenna systems from several HTS operators and the company continues to devel-
op new products, which are being approved for use over newly deployed HTS services worldwide. In 2014, C-COM 
entered into an agreement with ViaSat to jointly develop a low-cost, vehicle-based, Comm-on-the-Move (COTM) 
Ka-band antenna system for the commercial market (iNmotion®). In 2018, the iNmotion® system is expected to be 
integrated to work with a number of Ka-band services around the world. This new COTM product is expected to 
make it possible for passenger and commercial vehicles, buses, trains, barges as well as stabilized oil platforms to 
receive and transmit at speeds of 20Mbps down and 10Mbps up while in motion. C-COM intends to deliver this 
product through its international reseller network of 700+ resellers/integrators based in over 100 countries world-
wide.

The company is also involved in extensive R&D of next generation antenna technologies in conjunction with the 
University of Waterloo. Several patent applications have already been filed. This project should provide C-COM 
with revolutionary, patentable Ka-band antenna technology to be used with the growing number of HTS be-
ing launched in the next several years. This intelligent antenna technology is designed to be mass producible at a 
reasonable price and be compatible with 5G and other developing technologies which require low cost/high perfor-
mance conformal solutions.

Recent Quarterly Financials:

Q1 2018 revenues grew 35% to $1.82 million and a net after tax profit of $16,862, or $0.01 per share. This compared 
with revenues of $1.49 million and a net after tax profit of $1,635, or $0.01 per share, as reported in 2017, represent-
ing an increase of 22.3% and 931.3% respectively. C-COM’s working capital decreased by 2.1% to $19.28 million at 
February 28, 2018, compared to $19.69 million at February 28, 2017.

Research and Development expenses increased to $371,701 in this quarter compared to $144,791 at February 28, 
2017, representing a 156.7% increase over the same period. These expenses were incurred in the development of a 
next generation phased array electronically steerable antenna technology, a project funded in part by NSERC and 
involving an eminent engineering faculty team at the University of Waterloo, a leading Canadian University.

C-COM also announced the payment of its eligible quarterly dividend in the amount of $0.0125 per common share 
payable on May 22, 2018, to all shareholders of record as of May 8, 2018. Based on the closing price of $1.13 per 
share on April 23, 2018, this dividend represents a yield of 4.8% on an annualized basis. This is the company’s 24th 
consecutive quarterly dividend and its 28th consecutive profitable quarter.
Outlook:

Q1 2018 results indicate improved economic conditions which are being reflected in increased sales compared 
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to the same period last year. The energy industry has seen a rebound of the pricing for their services which was 
reflected in increased orders to C-COM for mobile satellite equipment products. Some of the competitors who 
suffered during the lean years of 2016 are no longer around, while others are looking for buyers to exit the market 
place. C-COM has seen a slow but steady rebound of new orders in this quarter from both existing and new cus-
tomers.

C-COM’s key line of Comm-on-the-Pause (COTP) products, specifically, Oil & Gas, Military, Mobile Banking and 
Emergency Response verticals saw new demand. C-COM’s flagship iNetVu® mobile antenna line continues to gain 
worldwide acceptance and are operating reliably from the most Northern areas of Canada and Russia to the deserts 
of Australia and Saudi Arabia. C-COM continues to develop and innovate for emerging markets, both territorially 
and vertically. The company is also pursuing longer-range R&D projects that will target significant consumer and 
enterprise markets which C-COM is presently not addressing.

The company’s quarter sales have also seen an increase of orders for the next generation antenna systems from 
integrator partners in North America, Europe, the Middle East, Australia and Africa. C-COM has designed 17 dif-
ferent antenna systems to support HTS Ka-band services, with several further variations in various stages of design 
and production. C-COM is seeing strong demand for lightweight, transportable Ka-band Flyaway antennas specifi-
cally for satellite news gathering, military and disaster management.

C-COM’s new generation of highly efficient manual and automatic manpack terminals are now available for sale 
for rapid deployment in emergency response and military applications around the world. These small, one-case 
suitcase antennas are designed to be carried by a single person and assembled in about 8 minutes without the use of 
tools. Available in 80cm and 100 cm configurations, these carbon fiber units support Ku, Ka and X-band frequen-
cies with a simple feed swap. Sales of the manpack antennas are expected to start generating incremental revenues 
for the company in this fiscal year.

C-COM has entered into an agreement with ViaSat to jointly develop a low-cost, vehicle-based, Comm-on-the-
Move (COTM) Ka- band antenna system for the commercial market (iNmotion®). In 2018, the iNmotion® system is 
expected to be integrated to work with a number of Ka-band services around the world. This new COTM product 
is expected to make it possible for passenger and commercial vehicles, buses, trains, barges as well as stabilized oil 
platforms to receive and transmit at speeds of 20Mbps down and 10Mbps up while in motion. C-COM intends to 
deliver this product through its international reseller network of 700+ resellers/integrators based in over 100 coun-
tries worldwide.

The company is also involved in extensive R&D of next generation antenna technologies in conjunction with the 
University of Waterloo. Several patent applications have already been filed. This project should provide C-COM 
with revolutionary, patentable Ka-band antenna technology to be used with the growing number of HTS be-
ing launched in the next several years. This intelligent antenna technology is designed to be mass producible at a 
reasonable price and be compatible with 5G and other developing technologies which require low cost/high perfor-
mance conformal solutions.

To date, C-COM maintains a strong technological and historical advantage over its COTP competition, as well 
as a price advantage over other established players in this market place. The company has carved out a significant 
worldwide market presence for its niche products. If C-COM can maintain price, availability, technology leader-
ship - and maintain strong profit margins – as it has for the past 13-consecutive years, the company is confident 
that it holds a distinct advantage over anyone presently in the market or considering entering it. This is due to the 
many years of software development, refined hardware design, advanced product development and an impressive 
global base of loyal customers.

If the company can develop a strong COTM product line to complement the existing COTP family, C-COM will be 
the only mobile antenna company in the world having success in both markets.

Conclusion:

2016 was an exceptionally challenging year - not just for niche manufacturers like C-COM - but also for many of 
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the larger players in the SATCOM industry. The various headwinds (low oil prices, strong U.S. Dollar, economic 
& geopolitical uncertainty) slowed down sales for C-COM; but there is evidence that there has been a more sig-
nificant effect on the company’s competitors, with some retrenching from the market place and others departing 
completely.

In its latest quarterly release, management stated that they are starting to see an economic turnaround, especially 
in the oil and gas sector which has been a significant user of antenna systems. With oil prices stabilizing, we expect 
to see a continual increase of orders from this important market segment. In this respect, on June 5, 2018, C-COM 
announced that it had received more than $1 million in orders for its iNetVu® Driveaway antenna systems in the 
month of May. The orders are for .98m and 1.2m new generation and classic iNetVu® vehicle mount antenna sys-
tems which will be deployed for oil and gas exploration throughout North America. Several antennas have already 
shipped, while others will be drawn down over the next few months.

In 2018, C-COM will commence production of its new SATCOM-on-the-MOVE antenna, which management has 
stated is generating significant interest and will open new mobility markets and contribute incremental revenues 
for the company. The antenna is presently undergoing road tests and satellite operator approvals. The company also 
added two new cost-effective, carbon fibre Manpack (backpack) antennas to its expanding list of products, which 
are now in production and expected to generate demand from Military, Emergency Responders and a number of 
other vertical markets.

The balance sheet is strong with $14.6 million, or roughly $0.39 per share in cash. The current valuation includes a 
trailing (last 12 months) PE of 32.7, a trailing Ex Cash PE of 19.94, and a trailing price to funds from operations of 
14. Based on these multiples the stock is expensive. Having said this, stocks are priced on forward expectations and 
with a pick-up in commodity (metals and energy) pricing, the environment moving forward appears more positive. 
An investor speculating the company could begin to see a return to growth and speculate on a better second half to 
2018. The potential is there, but the stock is richly priced. We are monitoring it. The company remains a takeover 
target.

Ceapro Inc. (CZO:TSX-V)
Ceapro Inc. is a Canadian biotechnology company involved in the development of proprietary extraction technol-
ogy and the application of this technology to the production of extracts and “active ingredients” from oats and 
other renewable plant resources. Ceapro adds further value to its extracts by supporting their use in cosmeceutical, 
nutraceutical, and therapeutic products for humans and animals. The company has a broad range of expertise in 
natural product chemistry, microbiology, biochemistry, immunology and process engineering. These skills merge 
in the fields of active ingredients, biopharmaceuticals and drug-delivery solutions.

Recent Quarterly Financials:

Q1 revenue decreased by approximately $913,000 from $3.18 million in the first quarter of 2017 to $2.27 million in 
the first quarter of 2018.

Product sales volume for the first quarter ended March 31, 2018, was 25% lower than the comparative quarter. 
While sales of beta glucan improved slightly over the comparative quarter sales of avenanthramides were lower. 
Ceapro’s quarterly sales with distributors fluctuate due to variations in the timing of customer orders. A portion of 
the difference is also attributable to a lower U.S dollar relative to the Canadian dollar compared to the comparative 
quarter which negatively impacted revenue by approximately $63,000.

Cost of goods sold is comprised of the direct raw materials required for the specific formulation of products, as well 
as direct labour, quality assurance and control, packaging, transportation costs, plant costs, and amortization on 
plant and equipment assets. Aside from labour, rent, quality control related expenses, overhead, and property plant 
and equipment amortization, the majority of costs are variable in relation to the volume of product produced or 
shipped. During the three months ended March 31, 2018, cost of goods sold decreased by $304,000, or 21%, from 
$1.47 million to $1.17 million which was expected with a 29% decrease in sales.

However, the cost of goods sold did not decrease as much as the decrease in sales which has contributed to an over-
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all decrease in the gross margin percentage. Fixed overhead costs were higher for salaries and wages relating to the 
additional operators and staff hired to support the operation of both the existing and new production facility dur-
ing the commissioning and validation phase, and utilities and repairs and maintenance were higher, which were 
offset partially by lower amortization of manufacturing equipment.

Ceapro’s quarterly sales and results primarily fluctuate due to variations in the timing of customer orders, different 
product mixes, and changes in the capacity to manufacture products.

Net income in the first quarter of 2018 and 2017 include non-cash, share-based payment accounting charges of 
$185,000 (2017 - $307,000) primarily relating to the granting of stock options and restricted share units in January 
2018 and the granting of stock options in January 2017. These accounting charges are considerably higher than in 
any of the comparable quarters presented as convertible securities granted during these periods were not as signifi-
cant. Net loss in the fourth quarter of 2017 includes the recognition of royalty provisions in the amount of $2.15 
million resulting from judgments received subsequent to the year-end on statements of claims against the company 
and its wholly-owned subsidiary Ceapro Technology Inc.

Q1 2018 loss from operations of $72,000 vs. income from operations of $193,000 in 2017. Net loss after tax of 
$295,000 vs. net profit after tax of $18,000 in 2017. Cash flows generated from operations of $370,000 vs. cash flows 
used in operations of $186,000 in 2017.

Conclusion:

Ceapro is an interesting company. We see potential in parts of the business but it does appear there is a great deal of 
moving parts and perhaps a lack of focus and push to one or even two very successful products. At present, Ceapro 
has an ongoing research program for the development of beta glucan as an active ingredient in functional food/
drink and nutraceuticals. The company also recently completed an ongoing clinical study assessing avenanthr-
amides as an anti-inflammation product with The University of Minnesota. Results are currently being analyzed 
and should be submitted for publication by year end. Results from this study could support the launch of avenan-
thramides as an active ingredient for functional food to be sold by major players in the food industry. Additionally, 
following the completion of the company pilot scale facility for its proprietary PGX enabling technology, Ceapro’s 
has delivered required quantities of dry beta glucan for assessment of final formulations to be used in the upcom-
ing clinical study to assess beta glucan as a cholesterol reducer when administered orally. The company has recently 
initiated a two-year project with the University of Alberta to develop at least ten new chemical entities (NCEs) to 
be composed of beta glucan impregnated with various bioactives. Physicochemical properties of these NCEs will 
be tested at University of Albe, as well as their potential applications in various healthcare sectors. The PGX tech-
nology is then a key asset that should enable the transition of Ceapro into a biopharmaceutical company through 
the development of delivery system(s). All of these potential applications and products appear to hold potential 
and may be worthwhile pursuits, but we would like to see the company really drive sales and profitability with one 
product before potentially becoming distracted creating products for other markets which face differing challenges 
to penetrate. It may be a case of the team trying to run before they can walk. The company trades at a high trailing 
PE and price to FFO given its declining earnings as well as the pull back in revenues. Management has stated they 
are looking for a replenishment of beta glucan stocks in Q1 2018, especially for the Asian market. If this were to 
occur, the company could see a return to profit growth in the second half of 2018, which would boost the stock. We 
are monitoring the business.

Cipher Pharmaceuticals Inc. (CPH:TSX)
Cipher is a specialty pharmaceutical company with a robust and diversified portfolio of commercial and early 
to late-stage products. Cipher acquires products that fulfill unmet medical needs, manages the required clinical 
development and regulatory approval process, and markets those products either directly in Canada or indirectly 
through partners in Canada, the U.S. and South America. In Q3 2017, Cipher introduced a revised corporate 
strategy to build a portfolio of prescription products across a broad range of therapeutic areas that meet an unmet 
medical need. The focus on the company’s strategy is to: 1) Acquire or in-license prescription medicines for the 
Canadian market; 2) Acquire businesses with commercial products, proven capabilities or where substantial syner-
gies are available; and 3) Selectively invest in drug development programs where the company sees a favourable 
risk-return profile. Cipher has been very active on the business development front, announcing several potential 
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transactions year-to-date in 2018.
Recent Acquisitions 2018

TRULANCE®
On February 27, 2018, the company acquired the exclusive Canadian rights to develop, market, distribute and sell 
TRULANCE (plecanatide) from Synergy Pharmaceuticals Inc. TRULANCE is a once-daily tablet approved by the 
U.S. Food and Drug Administration (FDA) for the treatment of adults with chronic idiopathic constipation (CIC) 
and irritable bowel syndrome with constipation (IBS-C). The company plans on filing a New Drug Submission 
(NDS) with Health Canada in the second half of 2018. Under the terms of the licensing agreement, Cipher paid an 
upfront payment of $5.0 million. The transaction also includes a regulatory milestone payment of $0.8 million and 
royalties on net product sales in Canada.

A-101
On April 5, 2018, Cipher acquired the exclusive Canadian rights from AclarisTherapuetics, Inc. (Aclaris) to dis-
tribute and commercialize A-101. A-101 is an FDA-approved topical product indicated for the treatment of raised 
seborrheic keratoses (SKs), which are commonly occurring non-cancerous skin growths that affect more than 9 
million Canadian adults and can be an aesthetic skin concern. A-101 was approved by the FDA in December 2017 
and is marketed by Aclaris in the U.S. under the tradename EskataTM. A- 101 is a proprietary, high-concentration 
hydrogen peroxide-based topical solution designed for in-office application by a healthcare provider. It is a targeted 
treatment applied directly to the raised SK using a pen-like applicator. The most commonly used approaches for 
SKs are surgical procedures such as cryosurgery, which can cause discomfort, cosmetic imperfections, and require 
wound management. Under the terms of the licensing agreement, Aclaris received an upfront payment of $1.0 mil-
lion and, upon achievement of certain milestone events, additional regulatory and commercial milestone payments 
of up to $2.8 million, as well as royalties from net product sales in Canada.

CARDIOME TRANSACTION
On March 19, 2018, the company entered into a definitive arrangement agreement with Cardiome pursuant to 
which Cipher will acquire the Canadian business portfolio of Cardiome. The proposed transaction will be com-
pleted pursuant to the acquisition by Cipher of all of the outstanding shares of Cardiome, following a restructuring 
of Cardiome pursuant to a statutory plan of arrangement under the Canada Business Corporations Act. Pursuant 
to the arrangement, Cardiome shareholders will receive common shares, on a one-for-one ratio, of a newly cre-
ated Canadian entity named Correvio Pharma Corp. Cipher will acquire all of the outstanding common shares of 
Cardiome, which will then be 100% owned by Correvio and hold only the Canadian business portfolio, for cash 
consideration of CDN$25.5 million. Cipher expects to finance this acquisition with a combination of cash and new 
debt.

The Canadian business portfolio to be acquired by Cipher includes commercial and pipeline hospital products 
administered in the acute care setting, including:

Brinavess® (vernakalant IV), for the rapid conversion of recent onset atrial fibrillation to sinus rhythm.t�
Aggrastat® (tirofiban hydrochloride), for the reduction of thrombotic cardiovascular events in patients with t�
acute coronarysyndrome.
XydalbaTM (dalbavancin hydrochloride), the first and only 30-minute, one-dose treatment option for the treat-t�
ment of acute bacterial skin and skin structure infections.
Trevyent® a drug device combination that delivers treprostinil, the world’s leading treatment for pulmonary t�
arterial hypertension.

Brinavess and Aggrastat are currently on the market in Canada. Xydalba, which is approved and marketed by Al-
lergan in the U.S. under the trade name Dalvance®, may receive a regulatory approval decision in Canada as early as 
the end of 2018. A Canadian regulatory filing for Trevyent is planned in 2019.

Recent Quarterly Financials:

Total revenue was $7.0 million for Q2 2018 compared to $9.9 million for Q2 2017.The year-over-year decrease 
mainly reflects lower revenue from Absorica®. As previously disclosed, fiscal 2017 was an unusually strong year for 
Absorica revenue based on the success of Cipher’s partner’s promotional program, which drove significant market 
share gains prior to the end of the program in November 2017 .

Cash Rich Research Notes



KeyStone’s Small-Cap Stock Report                       August 2018   KeyStone’s Small-Cap Stock Report           August 2018

91Copyright 2018 KeyStone Financial Publishing Corp.

KeyStone’s Small-Cap Stock Report                       August 2018   KeyStone’s Small-Cap Stock Report           August 2018Cash Rich Research Notes

Licensing revenue for Q2 2018 was $5.2 million compared to $8.6 million for Q2 2017. Absorica licensing revenue 
was $4.5 million for Q2 2018 compared with $7.5 million for Q2 2017. Licensing revenue from Lipofen® products 
decreased as expected to $0.5 million for Q2 2018 compared with $0.8 million in Q2 2017. Licencing revenue from 
tramadol products (Conzip® and Durela®) was $0.2 million compared with $0.3 million in Q1 2017.

Product revenue increased by 33% to $1.7 million for Q2 2018 compared to $1.3 million for Q1 2017. The increase 
was primarily driven by Epuris®, which generated revenue of $1.5 million in the period compared to $1.1 million 
in Q2 2017. Epuris achieved market share of more than 33% during the quarter compared with 28% for the same 
period last year. 

Total operating expenses increased to $4.1 million for Q2 2018 compared to $3.5 million for Q2 2017, primarily due 
to due to additional transaction costs in connection with the acquisition of Cardiome. Income from continuing 
operations was $1.9 million , or $0.07 per basic and diluted share, in Q2 2018 compared with income from con-
tinuing operations of $4.4 million , or $0.16 per basic and diluted share, in Q2 2017. Adjusted EBITDA for Q2 2018 
decreased to $3.3 million compared to $6.6 million in Q2 2017.

Cipher has $12.6 million in cash at June 30, 2018, compared with $28.2 million at the end of 2017. The company 
used approximately $20 million in cash during the quarter as consideration for the Cardiome acquisition.

Conclusion:

While the market had expected Absorica’s sales in Q1 to normalize following the discontinuation for the promo-
tional campaign in the U.S. by Cipher’s marketing partner Sun Pharma, but the magnitude of the drop was com-
pletely unanticipated and not guided towards by management. The new management team has been active in terms 
of acquisitions with an aim of diversifying Cipher’s revenues which are currently largely based on Absorica. Trans-
actions year-to-date include: 1) A-101 40% from Aclaris Therapeutics (ACRS-Q); 2) a four-drug portfolio from 
Cardiome (CRME-Q, COM-T); 3) the Isotretinoin Mexican distribution agreement; and 4) TRULANCE.

Of the acquisitions there is some “potential” promise. We note the March acquisition of Cipher announced its 
acquisition of the Canadian rights to the gastrointestinal (GI) product TRULANCE - for the treatment of chronic 
idiopathic constipation (CIC) and irritable bowel syndrome with constipation (IBS-C). Management expects to 
file TRULANCE for Health Canada review in late 2018, with a view to commercialize the product in 2019. TRU-
LANCE could become the third entrant to Canada’s IBS-C market. TRULANCE’s key selling point is that it ap-
pears to have the best adverse event profile of the key contenders, with lower incidence of diarrhea. If approved, 
TRULANCE would sell into what was an $18 million market in 2017, with a 4-year CAGR of 44%.

With the sharp drop in Absorica revenues in the U.S. in Q1 and further drop in Q2, analysts have significantly 
reduced EBITDA estimates for 2018 from the $25 million range to approximately $11.5 million. This leaves the 
company trading at approximately 6.5 times 2018 expected EBITDA which is a discount to peers which trade in the 
range of 10 times. However, given the uncertainty surrounding Absorica in the U.S. the discount can be justified 
near term. There is no upside built in for potential 2019 cash flows from recent acquisitions as the company is being 
punished for disappointing in Q1.

On the bright side, Cipher’s Canadian product sales grew 44.8% year-over-year to $1.8 million in Q1 2018, led by 
the Acne therapeutic Epuris; which contributed $1.4 million in the quarter. Epuris’ market share in Canada now 
stands at more than 31% compared to 27% in Q1 2017.

Again, Cipher appears undervalued, but the company has not consistently hit targets and the uncertainty sur-
rounding U.S. sales outweigh “potential” new products and progress in the Canadian market. The stock is likely 
undervalued, but we see better value with less uncertainty elsewhere. SELL.

Computer Modelling Group Ltd. (CMG:TSX)
Computer Modelling (CMG) is a computer software technology and consulting company serving the oil and gas 
industry. CMG, recognized by oil and gas companies worldwide as a leading developer of reservoir modelling 
software, has sales and technical support services based in Calgary, Houston, London, Dubai, Bogota, and Kuala 
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Lumpur. CMG is the leading supplier of advanced processes reservoir modelling software in the world with a blue-
chip client base of international oil companies and technology centers in approximately 60 countries.

CMG invests a significant amount of resources each year toward maintaining its technological superiority. During 
fiscal 2018, the company’s spending on research and development increased compared to the previous fiscal year 
(27% of total revenue in fiscal 2018 vs. 22% in fiscal 2017) due to higher office costs and depreciation related to mov-
ing into the new headquarters and also due to the new agreement with CoFlow partner Shell, under which CMG 
is responsible for a larger share of CoFlow costs starting January 1, 2017. The continued investment by CMG in its 
current product suite offering helps to ensure that its existing proven technology continues to be industry-leading. 
These significant levels of investment, in combination with developing CoFlow, are targeted strategies to achieve 
the vision to be the leading developer and supplier of dynamic reservoir modelling systems in the world.

Recent Quarterly Financials:

Q1 revenue for the three months ended March 31, 2018, increased by 2% to $19.39 million compared to the same 
period of the previous fiscal year, mainly due to an increase in professional services. Total revenue for the year 
ended March 31, 2018, decreased by 1% to $74.68 million compared to the previous fiscal year, due to a decrease in 
software license revenue, partially offset by an increase in professional services.

EBITDA for the three months ended March 31, 2018, increased by 3% compared to the same period of the previous 
fiscal year, mainly due to higher revenue. EBITDA for the year ended March 31, 2018, decreased by 13% compared 
to the previous fiscal year, due to higher operating expenses and lower revenue.

During the year ended March 31, 2018, CMG:
Realized basic earnings per share of $0.26.t�
Declared and paid a regular dividend of $0.40 per share.t�

Conclusion:

CMG is in a very strong financial position with $41.4 million in working capital, no bank debt and a long history 
of generating earnings and cash from operating activities; in addition to its financial resources. The company is 
currently going through a management transition. On May 23, 2018, CMG announced that Mr. Kenneth Dedeluk 
will retire from his position of President and Chief Executive Officer of CMG following the Company’s Annual 
General Meeting (AGM) on July 12, 2018. Mr. Ryan Schneider, currently Chief Operating Officer of CMG, has 
been appointed by CMG’s Board of Directors to succeed Mr. Dedeluk as President and Chief Executive Officer as 
at the conclusion of the AGM and has also been nominated by CMG’s Board of Directors for election as a director 
by shareholders at the AGM. Mr. Dedeluk has been nominated by the Board for re-election as a director and, if re-
elected by the shareholders, it is anticipated that he will be appointed as Vice Chairman of the Board.

Management has stated the company will remain on licensing software to both existing and new customers and, 
with diversification of the its geographic profile, continue to strengthen CMG’s position in the global marketplace. 
Approximately 94% of CMG’s software license revenue is derived from annuity and maintenance contracts, which 
generally represents a recurring source of revenue. The company will continue to be profitable and have strong cash 
generation despite the ongoing economic challenges in the oil and gas industry. During fiscal 2018, the company 
has suspended employee recruitment and reduced headcount and discretionary spending to control costs.

During the fiscal year ended March 31, 2018, EBITDA represented 40% of total revenue, which demonstrates 
CMG’s continuous ability to effectively manage corporate costs. The company continues to return value to share-
holders in the form of regular quarterly dividend payments. During the year ended March 31, 2018, dividends of 
$0.40 per share were paid, which is consistent with the prior fiscal year.

We like CMG’s business and see it as somewhat sticky. The company will likely see a reasonably significant up-turn 
in revenues and cash flow if the positive pricing environment in the energy segment continues. Having said this, an 
increase to an ancillary energy service company such as CMG’s can significantly lag the energy sector as a whole 
and likely only occurs in a sustained solid energy pricing environment. The valuation on the company is currently 
at a premium with a trailing PE of 40 and a price to FFO cash out in the range of 29.6. CMG could offer solid po-
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tential as a turnaround if the energy pricing environment continued to move higher or stayed in its current range 
for 1-2 years, but we would rather witness a turnaround in cash flow and purchase shares with more confidence. We 
like the business and continue to monitor the company.

Currency Exchange International Corp. (CXI:TSX)
CXI specializes in providing currency exchange and related products to financial institutions, money service 
businesses, travel companies, and to clients through its company owned branches and inventory on consignment 
locations, throughout the United States and Canada, by utilizing the company’s proprietary online software system, 
CEIFX. The company has developed CEIFX, its proprietary customizable web-based software, as an integral part 
of its business and believes that it represents an important competitive advantage. CEIFX is also an on-line com-
pliance and risk management tool. The trade secrets associated with CEIFX are protected via copyright, restricted 
access to both the software and its source code, and secure maintenance of source code by the head office. CEIFX 
is updated regularly and on-going system development and enhancement is a core activity of the company. CXI’s 
wholly-owned Canadian subsidiary, Exchange Bank of Canada, based in Toronto, Canada, provides foreign ex-
change and international payment services to financial institutions and select corporate clients in Canada through 
the use of its proprietary software – www.ebcfx.com. CXI’s largest asset is cash. The cash position consists of local 
currency notes, both in U.S. and Canadian Dollars, held in inventory at its branch and consignment locations to 
facilitate the buying and selling of foreign currency, as well as foreign currency held at the company’s vaults, branch 
locations, consignment locations, or cash inventory in transit between CXI’s locations. The company also has tradi-
tional bank deposits which act as reserves to maintain operations and as settlement accounts to facilitate currency 
transactions at various financial institutions.

Recent Quarterly Financials:

Q2 2018:
During the three-month period ended April 30, 2018, transactional activity between the company and its cus-t�
tomers increased 16% to 245,000 transactions from 212,000 for the three-month period ended April 30, 2017.
Revenues increased 24% to $8.9 million from $7.2 million for the three-month period ended April 30, 2017.t�
Net operating income decreased $300,000 to $1.1 million for the three-month period ended April 30, 2018, from t�
$1.4 million for the three month period ended April 30, 2017.
Net income decreased to $508,000 for the three-month period ended April 30, 2018, from $625,000.t�
The decrease in profitability is attributable to increased salaries and recruitment fees for new positions, legal and t�
professional fees, and nonrecurring one-time losses/costs in the period.

Seasonality is reflected in the timing of when foreign currencies are in greater or lower demand. In a normal oper-
ating year there is seasonality to the company’s operations with higher revenues generated from March until Sep-
tember and lower revenues from October to February. This coincides with peak tourism seasons in North America 
when there are generally more travelers entering and leaving the United States and Canada.

Conclusion:

From a valuation standpoint, CXI trades at over 40 times trailing earnings (over the last 12 months). Analysts are 
expecting a big jump in earnings to $1.39 per share in 2019. This seems optimistic, but there is a potential to get 
there. Even based on this huge jump in earnings, the stock is trading at 21.5 times forward earnings. At present the 
stock appears far closer to fair value than a company that is significantly undervalued. The company has been a 
long-term success story and has the potential to continue to outperform long term. We continue to monitor it.

Dynacor Gold Mines Inc. (DNG:TSX) 
 
Headquartered in Montreal, Canada, Dynacor Gold Mines Inc. is engaged in the production of gold (primarily) 
through its government approved ore processing operations. Dynacor’s activities consist of the production of gold 
and silver from the processing of purchased ore and the exploration of its mining properties located in Peru, with the 
potential for commercial extraction of gold and other precious metals. The company purchases its ore from govern-
ment registered ore producers from various regions of Peru and then processes it at its wholly-owned milling facility 
to produce gold and silver which is sold internationally at market prices. Dynacor also owns the rights on three min-
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ing properties which are in the exploration stage, including its flagship exploration gold, copper and silver prospect, 
the Tumipampa property, and does not have any properties in commercial production.

Expanded Operational Description
With its ore processing activities, Dynacor has succeeded in implementing and growing a solid source of cash flow 
which management believes allows the company to fund expansion of its core operations and the exploration and 
development of its exploration assets, as well as to face difficult market conditions by not being required to rely on 
the equity markets to raise capital.

In May 2016, Dynacor completed the construction of its new 300-tonnes per day (tpd) (102,000- tonnes per year 
(t/y)) ore processing plant (Veta Dorada Plant) which has been designed to be readily expanded to 450-tpd (153,000 
t/y) and then to 600-tpd (204,000 t/y), subject to permitting by the Ministry of Energy and Mines of Peru (MEM), 
by using additional processing lines and ball mills. Its location close to the Pan-American Highway is, as well, a 
competitive advantage.

Dynacor’s gold production for the year ended December 31, 2017, amounted to 79,897 ounces, an increase of 8.7% 
compared to 2016. Dynacor expects 2018 to be its best year ever with gold production estimated between 90,000 
and 94,000 ounces. This gold production target for 2018 is based on the current price of gold and current operating 
conditions.

Again, the business is fairly simple. Dynacor purchases ore from small-scale miners across Peru, processes it at the 
Veta Dorada mill and sells the extracted gold and silver on the market. As a result, the profitability of this business 
depends on a couple of key factors: 1) A margin between the price of ore purchased and the market price of gold – the 
higher the margin the better and 2) Throughput (the amount of ore processed) - the higher throughput the better.

REPORTED FINANCIAL HIGHLIGHTS

Dynacor was recently recommended in late July of 2017 with the company’s shares trading in the $2.00 range. De-
spite strong operating performance, the implementation of a dividend and record production, the stock currently 
trades at $1.64. At present, despite the fact that management is delivering on most key fronts, the gold pricing envi-
ronment has impacted the stock price negatively. Last week, gold prices fell to their lowest level since January 2017, 
and continue slightly below US $1,200 per troy ounce. Year-to-date, prices have fallen by 9%. The decline started in 
late April from the US$1,350 range to close recently in the US$1,195 range – down 12% over that period. Today, fol-
lowing strong Q2 2018 financial results, we review the numbers and update our rating on the stock.

Q2 2018 Highlights (all figures in US$ unless stated otherwise)

Sales of $28.0 million in Q2 2018, an increase of 28.4% compared to Q2 2017.t�
Gross operating margin of $3.5 million (12.6%) in Q2 2018, an increase of 29.6% compared to Q2 2017.t�
Net income and comprehensive income of $1.3 million in Q2 2018 ($0.03 per share) compared to $0.3 million t�
in Q2 2017.
EBITDA of $2.7 million in Q2 2018, an increase of 35.0% compared to Q2 2017.t�
Cash flow from operating activities before change in working capital items of $2.2 million and $0.06 per share in t�
Q2 2018, an increase of 57.1% compared to Q2 2017.
Cash on hand of $10.8 million at end of Q2 2018 compared with $4.8 million at year-end 2017.t�
 Gold production of 20,610 ounces, an increase of 13.3% compared to Q2 2017.t�

Overview Q2 2018

During Q2 2018, the market price of gold averaged $1,307/oz compared to $1,257/oz in Q2 2017. The average gold 
price for the period was higher in comparison to last year, however the second quarter of 2018 saw the price of gold 
falling by 6% affecting slightly on the quarter gross margin. Nevertheless, Dynacor continued increasing its ore pur-
chased level compared to the previous quarter (Q1 2018) at a monthly average exceeding 7,500 tonnes and is pushing 
to raise that level to over 8,000 tonnes for the next quarter to remain in line with the company’s annual production 
forecast.
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Total volume processed during the quarter was 23,172 tonnes (average of 268 tpd) compared to 16,310 tonnes (aver-
age of 192 tpd) in Q2 2017, an increase of 42.0%. Gold production was 20,610 ounces in Q2 2018 compared to 18,185 
in Q2 2017, a 13.3% increase explained by greater volume of ore processed at lower gold grades.

Revenues increased 28.4% to $28.0 million compared to $21.8 million in Q2 2017 driven by the increase in gold price 
($1.1 million) and the increase in sales volumes ($5.1 million).

The gross operating margin amounted to $3.5 million in Q2 2018 compared to $2.7 million for the same period in 
2017 due to higher sales.

Q2 2018 net income was $1.3 million, or US$0.03(CDN$0.043), compared to $0.3 million, or US$0.007 (CND$0.01), 
for the same period in 2017. The quarter increase in net income compared to 2017 is explained by the increase in 
gross operating margin combined with the absence of interest on the long-term loan and of transition costs in Q2 
2018. Last year (Q2 2017) results had been highly affected by extreme weather conditions impacting small scale 
miner’s production and therefore ore supply.

Gold Market Price

During Q2 2018, the market price of gold averaged $1,307/oz compared to $1,257/oz in Q2 2017.

Below, the table compares the market price of gold at the beginning of each month for 2018 and 2017, along with a 
chart of the overall market price of gold from January 1 to July 30, 2018. At the date of this report market price of 
gold stands at approximately $1,195/oz.

2018 Year-to-Date Gold Price Chart

Last week, gold prices fell to their lowest level since January 2017, and continue slightly below US$1,200 per troy 
ounce. Year-to-date, prices have fallen by 9%. The decline started in late April from the US$1,350 range to close 
recently in the US$1,195 range – down 12% over that period. It appears to have moved off its lows in the US$1,170 
range from a few days ago. But the current lower price year-over-year will decrease margins for Dynacor in the up-
coming quarter, but production volumes should also be up and costs will be down. If the drop continues, it is nega-
tive for Dynacor.

Outlook 2018
Ore Processing
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The company produced 20,610 ounces of gold in Q2 2018 for a cumulative 39,682 ounces for the first semester 
slightly below the objective of 40,900 ounces due to lower ore grade processed. The 2018 forecast is between 90,000 
to 94,000 ounces. This production forecast considers the fact that historically the second half production results are 
consistently higher than the first half.

We do note that this gold production target for 2018 is based on the current price of gold and current operating 
conditions. The gold price has dropped since the start of 2018, so management has a bit of an “out” if they do not hit 
forecasted targets – this is a risk.

The processing plant ran at a 90% capacity rate during the second quarter of 2018. Efforts are ongoing to regain the 
constant 300 tpd capacity and to push for greater volume by year end. Dynacor plans to expand the capacity to 360 
tpd by the end of the year.

Subsequent News –
Dividend

On August 21, 2018, Dynacor announced that its Board of Directors (Board) has approved the initiation of quar-
terly cash dividends to its shareholders and the declaration of the first cash dividend in the company’s history. The 
dividend of $CDN0.01 per common share is payable on October 1, 2018, to shareholders of record on September 
20, 2018.

With the new ore processing facility operating at near full capacity, the company is forecasting 2018 to be its best year 
on record. Dynacor’s stable business model is proven to withstand the volatility of the gold price. Dynacor is free of 
debt, in a healthy financial situation and working towards its 30th consecutive quarter of profits.

We see the dividend policy as progressive and at a sustainable level near term, providing the price of gold does not 
drop precipitously from current levels. We do note that a dividend in any commodity related business is never safe, 
but Dynacor’s model has proven more resilient than most over a significant period of time. If the gold price moves 
higher or stabilized, Dynacor is in a position to grow its dividend as the business and cash flow grows.

At CND$0.01 on a quarterly basis the dividend yield is currently 2.3%.

Veta Dorada Connected to Peruvian National Power Grid

On July 19, 2018, Dynacor announced that its Veta Dorada processing plant located in Chala (Southern Peru) is now 
fully connected to the Peruvian national power grid as of the 11th of July 2018.The regional power distribution grid 
for Southern Peru has been rebuilt and upgraded and after some unexpected delays is now operational. Recently, a 
final check was carried out on the plant’s hook-up infrastructure by power distribution engineers from SEAL Areq-
uipa (a company that is part of the regional power distribution grid). The entire system was compliant and was ap-
proved.

Now that the plant has been fully connected to the national grid it will no longer need to use diesel generated power 
(approximately 900 KW). This represents a pre-tax annual cost saving of approximately US$400,000 and consider-
ably reduces the carbon footprint of the company’s activities.

Long-Term Growth Plan

On June 19, 2018, Dynacor published a summary of its strategic plan to update its shareholders and the market on 
the steps management is taking to transform the company by 2021 into the leading processor of gold mineralized 
material produced by artisanal mining worldwide.

Dynacor’s new corporate mission statement in the strategic plan states “To be an eco-responsible ore processor by 
establishing and maintaining a true partnership with artisanal gold miners as well as with the local communities 
wherever we operate around the world.”

The strategic plan is built around three complementary pillars that will allow Dynacor to fulfill its corporate mission. 
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These three goals are described below.

The Three Goals of the Strategic Plan
Increase Profitabilityt�
Accelerate Growtht�
Promote Eco-Responsible Business Modelt�

Increase Profitability
A. Implement a specific step-by-step approach that analyzes and continuously monitors and improves the opera-
tional efficiency of the Veta Dorada plant by:

Increasing the recovery rate.t�
Reducing the consumption of chemicals and optimizing chemical and water recycling.t�
Automating specific parts of the processing operation.t�
Testing new technologies to reduce costs and increase the efficiency of each operational segment.t�

B. Further the exploration of the Tumipampa Property in order to determine the full value of this property by:
Completing the exploration of the disseminated gold zone and the high-grade gold vein by 2020.t�
Based on the results, evaluate different options for the future of the project.t�

Accelerate growth 
Dynacor’s management team is taking the necessary steps to fast track the growth of the company by increasing ore 
processing capacity and gold production:

Firstly in Peru.t�
Secondly in other mining-friendly Latin-American countries.t�
Thirdly in other parts of the world.t�

This strategy for growth will be based on:
Expanding current processing capacity at the Veta Dorada Plant.t�
Building new ore processing plants.t�
Purchasing other plants.t�
Entering into partnerships to expand more rapidly.t�
Licensing the business model where DNG does not wish to directly be the operator.t�

Dynacor is planning to have one new plant operating by the end of 2021 and a 2nd plant in the pipeline.

Valuation and Fair Value Assessment:

Fair value estimates on commodity related businesses are generally flawed given the unpredictable nature of most un-
derlying commodities. As such, they should be considered to hold a higher degree of risk. Over the past 12 months, 
Dynacor has produced roughly US$5.47 million US$0.14 or CDN$0.18 in earnings per share, giving it a trailing PE 
in the range of 9.6. The multiple is low in comparison to the market and low even given the risk associated with com-
modity related businesses. The market looks forward in reference to valuations and the potential for a continued gold 
price decline which would shrink margins and cash flows weighing on the stock. Having said this, the production 
gains and cost savings (associated absence of interest on the long-term loan, transition costs, and cost savings from 
the new power access) will help to offset the decrease in margins. The potential for significant further growth in EPS 
during 2018 is real for Dynacor. In fact, we estimate the company has the potential to earn in the range of CND$0.20 
per share in 2018, lowering its forward PE to 8.6. This is a low multiple. The company’s trailing EV/EBITDA is also 
low at a multiple of roughly 3.36. If the company trades at roughly 12 times our 2018 EPS estimate and adding back 
the $0.27 per share in cash, we arrive at a fair value in the range of $2.67 over the next 12 months. The highest risks 
to the estimate are execution, weather and the price of gold in 2018.

Conclusion:

In Q2 2018 Dynacor completed its twenty-ninth-consecutive quarter of profits with net income of US$1.3 million, or 
US$0.03 (CDN$0.043) per share, compared to $0.3 million, or US$0.007 (CND$0.01), for the same period in 2017. 
The company’s quarterly production was slightly below expectations but management maintained is 2018 annual 
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production guidance which would indicate the company is positioned for strong production in Q3 and Q4. The an-
nouncement of a quarterly dividend is a long-term positive for shareholders as it creates a new audience and a reason 
to hold the stock in down times. The business appears to be running smoothly, the fly in the ointment has been the 
price of gold year-to-date – in particular since the April 2018 highs.

The Q1 and Q2 2018 results, in particular the earnings figure with the interest payments removed after the company’s 
debt was paid off, were strong. While we tread very lightly in commodity based businesses, the stock appears to offer 
good speculative value at present and offers a unique exposure to gold without the typical significant deposit specific 
risk seen with traditional junior gold producers. It is on the higher end of our risk scale for our Focus BUY Portfolio 
given its exposure to the price of gold. Year-to-date, prices have fallen by 9%. The decline started in late April from 
the US$1,350 range to close recently in the US$1,195 range – down 12% over that period. It appears to have moved 
off its lows in the US$1,170 range from a few days ago. But the current lower price year-over-year will decrease mar-
gins for Dynacor in the upcoming quarter, but production volumes should also be up and costs will be down. This 
is our fundamental issue with commodity related businesses – management can be hitting almost every target, the 
business can be running like a well oiled machine, but the commodity can move against the company and derail the 
stock. Dynacor has navigated profitably through low gold prices in the past and is well positioned to do so now, but if 
the negative gold price movement continues or accelerates, Dynacor will be negatively affected – less so than others, 
but negatively affected nonetheless. This is why we give the stock a SPEC rating. 
Again, we commend management for the dividend implementation (current yield 2.3%), the execution and focus on 
profitability as they now have a solid income producing investment with a strong balance sheet and good cash flow. 
If the gold price turns higher, the company is well positioned.

We maintain our SPEC BUY rating on the stock given the recent positive developments. We would set limit orders in 
the $1.60-$1.75 range and be patient. We do not recommend an overweight position in any gold related stock.

Enghouse Systems Limited (ENGH:TSX)
Enghouse develops enterprise software solutions for a number of vertical markets. The company separates its opera-
tions into two business segments: the Interactive Management Group and the Asset Management Group. The Inter-
active Management Group specializes in customer interaction software and services that are designed to enhance 
customer service, increase efficiency and manage customer communications across the enterprise. Core technolo-
gies include contact center, attendant console, interactive voice response, dialers, agent performance optimization 
and analytics that support any telephony environment, deployed on-premise or in the cloud. Its customers include 
insurance companies, banks and utilities as well as high technology, health care and hospitality companies. The 
Asset Management Group provides a portfolio of products to telecom service providers, utilities and the oil and gas 
industry. Its products include Operations Support Systems (OSS), Business Support Systems (BSS), Mobile Value 
Added Services (VAS) solutions as well as data conversion services. The Asset Management Group also provides 
fleet routing, dispatch, scheduling, communications and emergency control center solutions for the transportation, 
first responders, distribution and security sectors.

Recent Quarterly Financials:

Enghouse was recommended in February of 2011 with the company’s shares trading at $8.35. The stock was moved 
to a HOLD in 2015 in both the long term and near term with the stock trading at a high in the $75.00 range based 
on valuations. In a recent update, with the company’s shares trading in the $66.00 range, we upgraded our near-
term rating from HOLD to BUY (HALF POSITION) for new clients and maintained our long-term rating at BUY 
(HALF POSITION). Given management’s track record, we believe the company will outperform the market over 
the next 3 to 5 years. The company recently reported strong Q2 2018 earnings and with the shares closing in the 
$80.00 range, we review the numbers and update our rating on the stock.

Total revenue for the quarter was $85.2 million compared to $79.5 million in the prior year’s second quarter, a 7.1% 
increase over the prior year and includes license revenue of $24.7 million in the quarter compared to $23.8 million 
in the prior year’s second quarter. The increase is attributable to contributions from acquisitions and a stronger 
Pound Sterling and Euro. The positive impact of foreign exchange on revenue in the current quarter compared to 
the prior year is estimated at $2.2 million as calculated by applying the change in the average exchange rates from 
2017 to 2018 to the company’s foreign currency denominated revenue. Hosted services and maintenance revenue 
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was $43.9 million compared to $39.9 million in the prior year’s second quarter, an increase of 10.1%. This includes 
maintenance revenue of $36.7 million compared to $33.8 million in the prior year’s second quarter and reflects 
incremental maintenance revenue from license sales in the past fiscal year as well as contributions from acquired 
operations. Hosted services revenue was $7.3 million in the quarter compared to $6.1 million last year and reflects 
incremental contributions primarily from acquired operations.

Revenue for the year-to-date was $170.3 million, an increase of 7.5% over last year’s revenue of $158.4 million. 
Hosted and maintenance revenue grew by 9.4% to $86.5 million and hardware revenue grew from $2.5 million to 
$4.4 million as a result of incremental contributions from the Tollgrade acquisition. Professional services revenue 
was flat year-over-year at $28.8 million in both year-to-date periods.

Adjusted EBITDA for the second quarter was $25.4 million, or $0.93 per diluted share, compared to $22.8 million, 
or $0.84 per diluted share, last year, with the increase primarily being attributable to contributions from acquisi-
tions.

Net income was $15.3 million, or $0.56 per share on a diluted basis, in the quarter compared to $9.0 million, or 
$0.33 per share on a diluted basis, in the second quarter of fiscal 2017. The increase is attributable to higher revenues 
as a result of acquisitions and a stronger Pound Sterling and Euro, in addition to a foreign exchange gain in the 
current year compared to a foreign exchange loss in the prior year. On a year-to-date basis, net income was $22.1 
million, or $0.81 per diluted share, compared to $20.8 million, or $0.76 per diluted share. As noted, the year-to-date 
net income was negatively impacted by the provision for the one-time repatriation tax of $8.8 million booked in the 
first quarter.

Strong Cash Generation and Accumulation

Enghouse closed the quarter with cash and short-term investments of $155.3 million compared to the October 31, 
2017, balance of $130.3 million. The company continues to have sufficient cash resources to fund both its current 
and future financial operating commitments as well as its dividend strategy. During the quarter, Enghouse gener-
ated cash flow from operating activities of $21.8 million compared to $18.4 million in the second quarter of 2017, an 
increase of 19.0%. For the year-to-date, cash flow from operating activities was $44.9 million, a 54.8% increase over 
last year’s operating cash flow of $29.0 million.

Conclusion:

Once again, we were pleased with Enghouse’s Q2 2018 results which beat estimates on an earnings and adjusted 
EBITDA basis. Q2 marked the second consecutive quarter of EBITDA margins in the 30% range, coming in at the 
high end of management’s 25%-30% expected range. Near term, margins could stay high until acquisitions are 
made, which typically make margins lower for the first few quarters of integration.

Enghouse delivered strong FCF of $21.5 million and ended Q2 with $153 million of net cash, or $5.65 per share, 
the highest in over five years. The company is positioned to produce FCF in the range of $80 million in 2018 giving 
Enghouse more than adequate capacity to continue executing its acquisition strategy. The core story with Enghouse, 
as it has been since day one, is the strong free cash flow generation and growth via smart accretive acquisitions with 
cash on hand and Enghouse still sees an active pipeline of opportunities, and attractive pricing its target range. In 
fact, management reported that new competition may be improving the environment. With the appointment of 
New President, Vince Mifsud, and his stated goal to revamp the sales organization we expect a longer-term focus 
on stronger organic growth. Mifsud will focus on demand generation and creation of a sales team that will have 
more of a direct sales effort as well as stronger channel partner support. The new CEO believes there are significant 
opportunities to accelerate organic growth considering Enghouse’s products are well-regarded. These changes to the 
sales organization are not expected to materially impact margins. At present, most analysts expect acquisitions to 
have a higher impact on margins than organizational changes.
At first glance, with a price-to-earnings of 43, Enghouse appears expensive. Indeed, with the share price up over 
750% since our original recommendation, the stock is not cheap. The multiple expansions we have seen has been 
due to consistent growth (proven track record from management) and has been assisted by a solid overall tech 
market – or lack of good alternative tech stocks in Canada. When we dig a little deeper we find that the company’s 
consensus 2019 adjusted EBITDA estimate is in the range of $3.92. If we strip out the $5.65 per share in cash and 
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just look at the base business, the forward looking EV/EBITDA is more reasonable at 18.9 and is close to Enghouse’s 
peer group.

Given the 30% rise in Enghouse’s shares year-to-date and significant move since our upgrade, we return our near-
term rating to HOLD as it is now closer to near-term fair value. We maintain our long-term rating at BUY (Half 
Position). Given management’s track record, we believe the company will outperform the market over the next 3 to 
5 years. Enghouse remains on our Focus BUY list.

Epsilon Energy Ltd. (EPS:TSX)
Epsilon is a North American on-shore focused independent oil and gas company engaged in the acquisition, de-
velopment, gathering, and production of primarily gas reserves. The company’s primary area of operation is Penn-
sylvania. Assets are concentrated in areas with known hydrocarbon resources, which are conducive to multi-well, 
repeatable drilling programs.

Epsilon’s ongoing business strategy involves focused targeting of natural gas properties within the United States 
with the goal of converting its leasehold interests into proven reserves, followed by production that optimizes cash 
flow and return on investment.

Epsilon consists of three main companies that represent the company’s operating and reportable segments as fol-
lows:

Epsilon Energy Ltd. – Includes corporate listing and governance functions of the company.
Epsilon Energy USA Inc. – Includes the acquisition, development and production of primarily natural gas in the 
United States. The key resource plays is the Marcellus in Pennsylvania and the Anadarko Basin in Oklahoma.
Epsilon Midstream LLC. – Owns 35% in a 330 MMCF per day gas gathering and compression system in Susque-
hanna County, Pennsylvania. The midstream system, jointly owned with Williams Partners, LP and StatOil, serves 
approximately 18,000 acres targeting the Marcellus.

Recent Quarterly Financials:

Midstream gathering system revenue is earned by the Epsilon Midstream as a 35% of fees paid by Anchor Ship-
pers and third party customers of the system facility, and then to the delivery meter at Tennessee Gas Pipeline. 
Approximately 89% of the Auburn GGS revenues earned are gathering fees, while 11% are compression fees. Third 
party customers represent approximately 10% of gathering revenues and 5% of compression revenues. Upstream 
natural gas revenue for the three months ended March 31, 2018, decreased from $5.8 million to $4.8 million in 2017 
as a result of lower production volumes. This decrease was offset slightly by higher natural gas prices. Upstream oil 
revenue increased to $136,000 from basically nil in the three months ended 2017 due to the production volumes of 
the Oklahoma wells acquired during 2017. Midstream revenues increase to $3.1 million from $2.2 million in the 
same period of the prior year due to the increase in production volumes flowing through the system in addition to 
an increase in the gathering and compression rate charged.

Conclusion:

Epsilon is a natural gas producer with a solid balance sheet that trades at a relatively reasonable multiple to cash 
flow. Natural gas prices are volatile –and have fallen slightly since the start of this year. Gas prices are well off their 
highs of the past decade and have not yet mirrored the recovery in oil prices. This is the wrong direction for Epsilon 
and the company does not trade at such a striking value that we consider it worthy of a speculative buy. We monitor 
the company.

Ergoresearch Ltd. (ERG:TSXV)
On January 10, 2018, Ergoresearch Ltd., a Quebec-based company in the design and manufacturing of cutting 
edge technology for intelligent orthotics, medical devices and software in the orthopaedic industry, has reached 
an agreement with a corporation controlled by Sylvain Boucher and Danielle Boucher (in partnership with Walter 
Capital Partners Inc., pursuant to which all of the outstanding shares of the company will be acquired by the Pur-
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chaser by way of amalgamation for $0.30 per share in cash. We expect the transaction to proceed and the company 
to be taken private.

Evertz Technologies Limited (ET:TSX)
Evertz is a solutions provider to the television broadcast, telecommunications and new-media industries. Founded 
in 1966, the company supplies software, equipment and technology solutions to content creators, broadcasters, 
specialty channels and television service providers. Evertz designs, manufactures and markets video and audio 
infrastructure solutions for the production, post-production and transmission of television content. The company’s 
solutions are purchased by content creators, broadcasters, specialty channels and television service providers to 
support their increasingly complex multi-channel digital and high definition television (HDTV/Ultra HD) and next 
generation high bandwidth low latency IP network environments and by telecommunications and new-media com-
panies. Evertz’s products allow its customers to generate additional revenue while reducing costs through efficient 
signal routing, distribution, monitoring and management of content as well as the automation and orchestration of 
more streamlined and agile workflow processes on premise and in the “Cloud.”

Evertz made early research and development investments to establish itself as the leading supplier to the broadcast 
industry addressing the ongoing technical transition to IP and IT based production, workflow and distribution 
systems helping to create more efficient and agile workflows enabling the proliferation of high quality video emerg-
ing Ultra HD, High Dynamic range initiatives. The company has maintained its track record of rapid innovation; 
is a leader in the expanding Internet Protocol Television (IPTV) market and a leader in Software Defined Video 
Network (SDVN) technology. Evertz is committed to maintaining its leadership position, and as such, a significant 
portion of the company’s staff is focused on research and development to ensure that the Evertz’s products are at the 
forefront of the industry. This commitment contributes to the company being consistently recognized as a leading 
broadcast and video networking industry innovator by its customers.

Recent Quarterly Financials:

For the quarter ended April 30, 2018, revenues were $93.0 million compared to revenues of $106.7 million for the 
quarter ended April 30, 2017. For the quarter, revenues in the United States/Canada region were $52.1 million com-
pared to $57.9 million in the same quarter last year. The International region had revenues of $40.9 million com-
pared to $48.9 million in the same quarter last year. For the year ended April 30, 2018, sales were $402.8 million, an 
increase of $18.4 million, or 5%, compared to sales of $384.4 million for the prior year. For the year, revenues in the 
United States/Canada region were $252.8 million compared to $229.1 million in the prior year. The International 
region had revenues of $150.1 million compared to $155.4 million in the prior year. For the quarter ended April 30, 
2018, net earnings were $8.3 million compared to $20.7 million in the corresponding period last year. For the year 
ended April 30, 2018, net earnings were $53.5 million compared to $69.8 million in the corresponding period last 
year. For the quarter ended April 30, 2018, earnings per share on a fully-diluted basis were $0.11 compared to $0.27 
in the corresponding period last year. For the year ended April 30, 2018, earnings per share on a fully-diluted basis 
were $0.70 compared to $0.92 in the same period in 2017.

Shipments and Backlog: At the end of May 2018, purchase order backlog was in excess of $85 million and ship-
ments during the month of May 2018 were $32 million.

Outlook:

Management expects on an annual basis that the company’s revenues will continue to outpace industry growth. 
Gross margin percentages may vary depending on the mix of products sold, Evertz’s success in winning more com-
plete projects, utilization of manufacturing capacity and the competitiveness of the pricing environment. R&D will 
continue to be a key focus as the company invests in new product development.

Conclusion:

Evertz has a great balance sheet and pays a solid 4.5% plus dividend which we see as sustainable. The company has 
what appears to be strong technology and good IP, but six years ago the company earned $0.88 per share and this 
year it earned $0.70 in that same range. The growth in both earnings and revenues has been limited. There is a nar-
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rative out there that the company’s new SaaS offering could lead to long-term sustainable and profitable growth, 
but at this stage it is only a very small percentage of the business and with the company trading at 22 times trailing 
earnings, it is not cheap even if earnings growth increases. If an investor is ok with the 4.5% dividend and a poten-
tial for single digit growth in the share price then it the stock may not disappoint. We would have to see a higher 
level of growth to be an investor in the stock. We continue to monitor the company.

EXFO Inc. (EXF:TSX)
EXFO develops smarter test, monitoring and analytics solutions for fixed and mobile network operators, webscale 
companies and equipment manufacturers in the global communications industry. The company provides next-
generation test, monitoring and analytics solutions for fixed and mobile communications service providers (CSPs), 
web-scale operators as well as network equipment manufacturers in the global telecommunications industry. 
EXFO’s broad portfolio of intelligent hardware and software solutions enable network transformations related to 
fiber, 5G and 4G/LTE, virtualization and big data analytics. Ultimately, customers rely on the company’s solutions 
to increase network capacity and improve quality of experience for end-users while driving operational efficiencies.

Recent Astellia Acquisition

On September 8, 2017, EXFO acquired a 33.1% interest in Astellia, a publicly traded company on the NYSE Euron-
ext Paris stock exchange. Astellia is a provider of network and subscriber intelligence-enabling mobile operators to 
drive service quality, maximize operational efficiency, reduce churn and increase revenue. Its vendor-independent, 
real-time monitoring and troubleshooting solution is used to optimize networks end-to-end from radio to core. 
The purchase price amounted to €10 per share for a total cash consideration of €8.6 million (US$10.3 million).On 
October 10, 2017, EXFO reached an agreement with Astellia to acquire Astellia’s remaining shares, at a share price 
of €10, for a total consideration of €17.3 million (US$21.4 million) by way of a public tender offer. The public offer-
ing opened on December 15, 2017, and closed on January 26, 2018. On December 21 and 22, 2017, EXFO acquired 
additional interests of 6.0% and 1.2%, respectively, in Astellia at a purchase price of €10 per share for a total cash 
consideration of €1.9 million (US$2.2 million), which brought the company’s investment in Astellia to 40.3%.

On January 26, 2018, upon the closing of the public tender offer, EXFO acquired an additional interest of 48.1% in 
Astellia at a purchase price of €10 per share for a total cash consideration of €12.5 million (US$15.5 million), which 
brought the company’s investment in Astellia to 88.4%, and provided control over Astellia. The company reopened 
the public tender offer to acquire the remaining shares of Astellia from February 9, 2018, to February 22, 2018. Dur-
ing that period, EXFO acquired an additional interest of 8.9% in Astellia at a purchase price of €10 per share for a 
total cash consideration of €2.3 million (US$2.8 million), which brought the company’s investment in Astellia to 
97.3%.Finally, on February 28, 2018, EXFO entered into a squeeze-out process to acquire the remaining 2.7% inter-
est in Astellia at a share price of €10, for a total consideration of €0.7 million (US$0.8 million). The binding terms 
of the squeeze-out process gave the company control over Astellia’s remaining shares as at February 28, 2018, and 
consequently, as of that date, EXFO controlled 100% of Astellia’s shares.

Recent Quarterly Financials:

Revenues, which included a full contribution from newly acquired Astellia S.A. (Astellia), increased 23.4% to $72.2 
million in the third quarter of fiscal 2018 compared to $58.5 million for the same period last year. Bookings (pur-
chase orders received from customers), which included a full contribution from Astellia, increased 14.8% to $73.1 
million in the third quarter of fiscal 2018, for a book-to-bill ratio of 1.01, from $63.7 million for the same period last 
year. In the third quarter of fiscal 2018, Astellia sales and bookings amounted respectively to $8.6 million (including 
$0.9 million for the acquisition-related deferred revenue fair value adjustment) and $7.6 million.

Net loss attributable to the parent interest amounted to $6.0 million, or $0.11 per share, in the third quarter of fiscal 
2018 compared to $4.3 million, or $0.08 per share, for the same period last year. Net loss attributable to the par-
ent interest for the third quarter of fiscal 2018 included $4.1 million in after-tax amortization of intangible assets, 
$0.4 million in stock-based compensation costs, $0.9 million for the acquisition-related deferred revenue fair value 
adjustment and a foreign exchange gain of $0.2 million. For the same period last year, net loss attributable to the 
parent interest included $3.6 million in after-tax restructuring charges, $0.9 million in after-tax amortization of in-
tangible assets, $0.4 million in stock-based compensation costs and a foreign exchange gain of $1.7 million.Net loss 
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attributable to the parent interest for the third quarter of fiscal 2018 included $6.3 million for the net loss of newly 
acquired Astellia, which included $3.1 million in after-tax amortization of acquired intangible assets. Excluding 
Astellia’s net loss, EXFO’s net earnings attributable to the parent interest would have amounted to $0.4 million, or 
$0.01 per diluted share, for that quarter.

Adjusted EBITDA (net loss attributable to the parent interest before interest, income taxes, depreciation and amor-
tization, stock-based compensation costs, acquisition-related deferred revenue fair value adjustment and foreign 
exchange gain) amounted to $2.5 million, or 3.5%, of sales in the third quarter of fiscal 2018 compared to $2.3 mil-
lion, or 3.9%, of sales for the same period last year. In the third quarter of fiscal 2018, Astellia negatively impacted 
adjusted EBITDA by $2.2 million.

Innovation: EXFO held its inaugural Innovation Summit in early May with a focus on artificial intelligence and 
machine learning. More than 100 team members from four continents participated in the three-day event which 
featured a hackathon and presentations from distinguished speakers. EXFO launched two products during the 
third quarter, including an automated network troubleshooting solution that links performance measurements to 
network topology in order to deliver service degradation diagnosis in record time. The company also released the 
CTP10 Component Test Platform, with related modules, for measuring insertion loss and return loss on a wide 
range of passive optical components.

Outlook:

EXFO forecasts IFRS sales between US$68.0 million and US$73.0 million for the fourth quarter of fiscal 2018. The 
company anticipates that IFRS sales will be reduced by US$0.9 million to account for the acquisition-related fair 
value adjustment of deferred revenue.

IFRS net loss is expected to range between US$0.05 and US$0.01 per share. IFRS net loss includes US$0.10 per share 
in after-tax amortization of intangible assets, stock-based compensation costs and acquisition-related fair value 
adjustment of deferred revenue.

Conclusion:

For the third quarter of fiscal 2018, EXFOguided that its’ IFRS net loss attributable to the parent interest to range 
between $0.15 and $0.19 per share. Actual IFRS net loss attributable to the parent interest amounted to $0.11 per 
share, which is $0.04 per share better than the high-end of earnings guidance, due to a better performance than 
expected from newly acquired Astellia in the third quarter of fiscal 2018. Again, we temper enthusiasm here as the 
company still reported a significant loss.

From a valuation perspective EXFO trades in the range of 21 times trailing 2018 adjusted EBITDA which was im-
pacted significantly by the Astellia acquisition – overall it is not cheap. If the Astellia acquisition provides a growth 
element and the 15% targeted EBITDA margin is hit over the next 3 years, the company offers value in market seg-
ment that should be driven by growth in fiber, the cloud, network virtualization, and the build out of 5G networks. 
Near term the numbers will continue to show integration and one-time acquisition related charges which may 
muddy the underlying growth potential and cash generation. Given the continued near-term losses and the decline 
in the share price year-to-date, we expect EXFO could be a target for tax loss-selling in December of this year. This 
may be when we start to see a turnaround in terms of cash flow either materializing or not. If it is materializing, on 
a speculative basis, December may be a better time to pick up some shares for 2-3 years forward if you believe in the 
growth longer term. We continue to monitor the stock for opportunities.

Fortuna Silver Mines Inc. (FVI:TSX)
Fortuna is a growth oriented, precious metal producer with its primary assets being the Caylloma silver mine in 
southern Peru, the San Jose silver-gold mine in Mexico and the Lindero gold Project in Argentina. The company is 
selectively pursuing acquisition opportunities throughout the Americas and in select other areas.

Recent Quarterly Financials:
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Q1 2018 Highlights:
Sales of $70.4 million compared to $64.8 million in Q1 2017.t�
Net income of $13.8 million compared to $13.0 million in Q1 2017.t�
EPS of $0.09 compared to $0.08 in Q1 2017.t�
Cash flow from operations of $20.1 million and adjusted EBITDA of $31.8 million compared to $8.9 million and t�
$30.2 million in Q1 2017.
Cash position, including short term investments, as at March 31, 2018, was $217.3 million.t�
Silver and gold production of 2,401,458 and 15,041 ounces, respectively.t�
AISC(1) per ounce of payable silver was $2.11.t�

(1)   All-in sustaining cash cost is net of by-product credits for gold, lead and zinc.

Q1 2018 net income rose to $13.8 million, or $0.09 per share, compared to $13.0 million, or $0.08 per share, for the 
comparable quarter in 2017.Higher sales of 9% over the comparable quarter resulted in turn in higher operating in-
come of 14% which was partially offset at the net income level by a higher income tax expense. The effective tax rate 
for the first quarter 2018 was 38% compared to 26% for the same quarter in 2017.The low effective tax rate in 2017 
was due to a high inflation rate and a strong Mexican Peso against the U.S. dollar in Q1 2017 which has a positive 
impact on the Mexican operation, and lowered the income tax expense.

Adjusted net income was $13.0 million compared to $14.0 million in 2017, a decrease of $1.0 million after adjusting 
for unrealized gains on lead and zinc derivative contracts.

Silver and gold sold were 7% and 9% lower than actual metal produced reflecting higher concentrate inventory at 
the end of the first quarter associated with a change in the sales contract at the San Jose mine in the first quarter 
which involves a shift from local delivery of the concentrates to export of concentrate. This increased the concen-
trate inventory 618 tonnes with an estimated value of $4.1 million. The delay in the recognition of this sale would 
have contributed approximately $2.7 million to pre-tax earnings, or $0.01 per share, after tax.

Adjusted EBITDA in the first quarter of 2018 increased $1.6 million over the prior year to $31.8 million as higher 
sales of $5.6 million over the comparable period in 2017 were partially offset by increases of $1.5 million in mine 
operating costs, $0.8 million in mine selling, general and administration costs, $1.3 million in share-based payment 
expense and $1.0 million in realized losses from commodity derivative contracts.

Cash provided by operating activities was $20.1 million or 126% higher than the $8.9 million for the same period in 
2017.

As at March 31, 2018, Fortuna had cash and short-term investments of $217.3 million (December 31, 2017: $212.6 
million).

Conclusion:

With Lindero in its first year of full production, Fortuna’s consolidated precious metals annual production is ex-
pected to increase to 190,000 ounces of gold and 9 million ounces of silver or 340,000 gold equivalent ounces. Pro-
duction is expected to commence in May of 2019. In the near term, prior to the Lindero project, production guid-
ance for 2018 was announced at 8.3 million ounces of silver and 48.3thousand ounces of gold or 11.4 million silver 
equivalent production ounces. Production guidance amounts to a slight decrease from the prior year. As such, we 
expect cash flow to be stagnant and potentially decline in 2018 but if silver and gold prices remain in their current 
range or move higher, the potential for meaningful cash flow growth in the second half of 2019 and moving forward 
is good. Near term, the stock trades at reasonable but not extremely cheap valuations given the current cash flow, 
size of its operations and lack of near-term growth. Fortuna Silver can be monitored over the course of 2018 and po-
tentially looked at as an option for silver and gold exposure prior to Lindero production commencing in mid-2019.

Geodrill Limited (GEO:TSX)
Geodrill holds a leading market position in Ghana, Burkina Faso and Cote d’Ivoire and also operates in other Afri-
can jurisdictions including Mali and Zambia. The company provides a broad selection of diverse drilling services, 
including exploration, delineation, grade control and underground drilling, to meet the specific needs of its clients. 
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Geodrill operates a fleet of high performance multi-purpose rigs, which offer the versatility of being able to perform 
both reverse circulation and diamond core drilling. Geodrill’s client mix is made up majors, intermediates and 
juniors that are exploring for gold and other minerals. The company’s operational proximity to countries such as 
Mauritania, Liberia, Sierra Leone, Nigeria and Cameroon positions the company favourably in its ability to service 
these markets.

Geodrill’s operations have tended to exhibit a seasonal pattern. The first and fourth quarters are affected due to 
shutdown of exploration activities, often for extended periods over the holiday season. The second quarter is typi-
cally affected by the Easter shutdown of exploration activities affecting some of the rigs for up to one week. The wet 
season occurs (in some geographical areas where the company operates, particularly in Burkina Faso) normally in 
the third quarter, but in recent years the global weather pattern has become somewhat erratic. The company has 
historically taken advantage of the wet season and has scheduled the third quarter for maintenance and rebuild 
programs for drill rigs and equipment.

Recent Quarterly Financials:

Geodrill generated revenue of US$24.3 million in the first quarter of 2018, an increase of 31% compared to US$18.6 
million in the first quarter of 2017. The increase in revenue is largely attributable to the strong demand for the com-
pany’s services. Geodrill made significant additions to property, plant and equipment in 2016, 2017 and in the first 
quarter of 2018, which has resulted in more rigs being available. The total investment of US$22.6 million in prop-
erty, plant and equipment has resulted in the company increasing its capacity to meet the growing demand for its 
drilling services. In addition to expanding its rig fleet, Geodrill has also been successful in expanding its client base 
to include a mix of majors, intermediates and juniors which has contributed to the increase in overall drilling activ-
ity and a well balanced mix of drilling services. The total meters drilled increased by 26% for the first quarter of 
2018 compared to the first quarter of 2017, and revenue increased in the first quarter of 2018 versus the first quarter 
of 2017 as a result of this and the change in mix of meters drilled.

Q1 2018 gross profit was US$11.4 million, being 47% of revenue compared to a gross profit of US$7.2 million, being 
39% of revenue for the first quarter of 2017. The gross profit increase is a result of the increase in revenue of US$5.7 
million offset by the increase in cost of sales of US$1.5 million.

EBITDA for the first quarter of 2018 was US$5.8 million, or 24%, of revenue compared to US$3.1 million, or 17%, of 
revenue for the first quarter of 2017.

The net income for the first quarter of 2018 was US$1.4 million, or US$0.03 per share, compared to US$0.3 million 
for the first quarter of 2017, or US$0.01 per share.

Outlook

Geodrill continues to see a recovery in the mineral drilling sector as evidenced by the increase in revenue and is 
optimistic that the recovery will continue throughout 2018. In addition, although meter pricing remains competi-
tive in the industry, the company is witnessing prices beginning to stabilize. As at March 31, 2018, Geodrill had 60 
drill rigs, of which 56 drill rigs were available for operation and four drill rigs were in the workshop. The company 
has ordered an additional two underground drill rigs that are in transit and being delivered in the second quarter of 
2018, resulting in the company having a total of 62 drill rigs as at May 7, 2018.

Conclusion:

From a valuation perspective, Geodrill trades at a price to trailing cash flow of 6.5, which is a discount to its peers. 
The company holds a solid balance sheet and is a decent way to play an uptick in gold.Q1 was an excellent start to 
the year for the company. Of course, the rub is that management could continue to do all the right things and if 
the price of gold moves significantly lower, cash flow will follow and so will the share price. That is the risk with a 
commodity dependent stock. The company has good relative valuations and has potential in a rising gold pricing 
environment to outperform. Again, we stress that commodity service companies are not long-term investments and 
should be view as more speculative trades. If one were to believe gold will move higher in the second half of 2018, 
Geodrill is viable option to capitalize on this potential trend.
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High Arctic Energy Services Inc. (HWO:TSX)
Headquartered in Calgary, Alberta, Canada, High Arctic provides oilfield services to exploration and production 
companies operating in Canada and Papua New Guinea (PNG). High Arctic conducts its business operations in 
three separate operating segments: Drilling Services; Production Services; and Ancillary Services.

Drilling Services: The Drilling Services segment consists of High Arctic’s drilling services in PNG where the 
corporation has operated since 2007. High Arctic currently operates the largest fleet of tier-1 heli-portable drill-
ing rigs in PNG, with two owned rigs and two rigs managed under operating and maintenance contracts for one of 
the corporation’s customers. The corporation also provides additional drilling services in PNG as requested by its 
customers.

Production Services: The Production Services segment consists of High Arctic’s well servicing and snubbing opera-
tions. These operations are primarily conducted in the Western Canadian Sedimentary Basin (“WCSB”) through 
High Arctic’s fleet of well servicing rigs, operating as Concord Well Servicing, and its fleet of stand-alone and rig 
assist snubbing units. In addition, High Arctic also provides work-over services in PNG with its heli-portable work-
over rig.

Ancillary Services: The Ancillary Services segment consists of High Arctic’s oilfield rental equipment in Canada 
and PNG as well as its Canadian nitrogen and abandonment and compliance consulting services.

Recent Positive News:

Powerstroke Acquisition – U.S. Market Entrance

On August 20, 2018, High Arctic announced it has acquired all of the shares of Powerstroke Well Control Ltd, 
increasing its snubbing and well service fleet and expanding its geographic footprint. Powerstroke is a well service 
company established in 2004, currently operating a total of eight hydraulic work over units and a heavy capacity 
new build service rig and drilling package. Powerstroke is headquartered in Grand Prairie, Alberta, and has offices 
in Greeley, Colorado and Williston, North Dakota, where they have been successfully offering snubbing service and 
well services to companies operating in the Bakken, North Dakota and in the Niobrara, Colorado. The purchase 
price is a total of $9.4 million which consists of the reimbursement of costs for the new build service rig and the bal-
ance based on an adjusted EBITDA multiple of 5x for the established snubbing business. 

The acquisition establishes an entry into the United States for High Arctic, where it plans on expanding its well ser-
vice offering. The trend toward longer well bores and increased number of stages in each well bore has increased the 
demand for pressure control equipment required for well completions. After the acquisition, High Arctic will own 
17 snubbing units, making it the largest snubbing operator in Canada. Of the total fleet of 17 snubbing units it is 
planned that eight units will be marketed in the United States, initially focused on well service and completion work 
in the Niobrara and the Bakken.

The acquisition will also allow for immediate service rig equipment deployment in the United States, and increases 
High Arctic’s well service rig count to 58. 

High Arctic Announces Agreement with Oil Search Limited

On August 09, 2018, High Arctic announced that it has agreed to terms with Oil Search Limited (OSL) for a three-
year contract renewal for its primary contracts in Papua New Guinea (PNG) covering the Drilling Rigs 103 and 
104 and the drilling support services related to the supply of personnel and rental equipment to support the related 
drilling operations. The renewal will be effective August 1, 2018, for a three-year term and includes options to fur-
ther extend on the same terms and conditions.

The two parties have agreed to suspend any further discussions on the formation of a joint owned drilling company 
but have not ruled out revisiting discussions on a commercial arrangement regarding the ownership and opera-
tions management of the OSL drilling rigs in PNG again in the future. Management commented on the agreement 
stating that the renewal of these contracts follows a long period of joint review of the best commercial mechanisms 
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to most cost effectively deliver high quality drilling services in Papua New Guinea. Over the last decade, the compa-
nies have forged a strong partnership that continues to set the benchmark for safe and efficient well construction in 
the challenging PNG environment. This contract commitment reflects Oil Search’s recognition of, and confidence 
in, High Arctic’s quality service delivery in Papua New Guinea. 

The PNG-LNG facility which was shut down for a period following a significant earthquake in February has re-
turned to full production. High Arctic anticipates the announcement of a decision to expand this facility and de-
velop the Papua LNG project as per guidance provided by the main participants earlier this year. With a new three-
year agreement in place, High Arctic is well positioned to deliver the services required by OSL to continue both its 
exploration-appraisal and development program that will contribute to the expansion of the PNG-LNG facility. 
Currently Rig 103 is drilling Barakewa 3 which aims to confirm additional gas reserves in that field. It is anticipated 
that Rig 104 will soon recommence moving to the Muruk 2 well site, where it will test the extent of the field discov-
ered last year with the drilling of Muruk 1.

The terms of the extensions are substantially similar to the previous contracts with some inflationary provisions in 
the drilling rig day rates applying annually through the term, and some increased flexibility in scaling the opera-
tion and reducing costs to both parties. This cornerstone contract is flexible and scalable with activity and positions 
High Arctic well to respond quickly to the future drilling opportunities. 

Recent Quarterly Highlights

Activity for the company’s well servicing operations increased quarter-over-quarter due to a short spring break up 
contributing to a 14% increase in well servicing revenue in the quarter relative to the second quarter of 2017. This 
positive contribution was offset by lower drilling activity in PNG as well as lower Canadian nitrogen and snubbing 
activity, resulting in an 8% decline in consolidated revenue to $47.1 million in the quarter from $51.1 million in 
the second quarter of 2017. The reduction in consolidated revenue, combined with the increased contribution from 
the Production Services segment, which has a lower operating margin, resulted in adjusted EBITDA declining to 
$13.9 million in the quarter from $14.3 million in the second quarter of 2017. The reduced adjusted EBITDA during 
the quarter combined with increased share-based compensation expense and foreign exchange losses resulted in a 
decline in net earnings to $1.8 million ($0.04 per share) in the quarter versus $5.0 million ($0.09 per share) in the 
second quarter of 2017. Impacting net earnings in 2016 and 2017 was the anticipated declaration of a dividend from 
PNG to Canada in 2017, which resulted in income tax expense for dividend withholdings recognized in 2016 com-
pared to the 2018 dividend which was declared, withholding tax recognized and paid in the same financial year.

PNG Results

In PNG, High Arctic owns two heli-portable drilling rigs (Rigs 115 and 116) and operates two rigs (Rigs 103 and 
104) on behalf of a major oil and gas exploration company (OSL). In the fourth quarter of 2017, High Arctic added 
a fast-moving land based rig, Rig 405, to its PNG drilling fleet to complete a short-term drilling project. Due to the 
duration of this project, the rig was leased from a non-PNG third-party contractor. Following damage to the well 
site from the earthquake, the customer decided to terminate operations and Rig 405 has been moved to the port for 
inspection and is anticipated to return to Australia during the third quarter of 2018.

Drilling Services revenue declined 18% in the quarter to $23.2 million from $28.3 million in the second quarter of 
2017. This decline was due to a combination of lower pricing and drilling activity in the quarter. In addition, the 
second quarter of 2017 benefitted from the higher rate take-or-pay contract contribution for Rig 115 which expired 
in June 2017. Drilling activity was negatively impacted during the quarter by a large earthquake in PNG on Febru-
ary 25, 2018, which continued to curtail some of the High Arctic’s operations in PNG. The customer for Rig 405 
invoked the Force Majeure clause following the earthquake which occurred in February. During this period of 
Force Majeure, the company received its lower contracted Force Majeure rates which has largely been offset by lower 
operating costs. Based on initial assessments, only minor damage was incurred to some of the support equipment 
and no personnel injuries were incurred as a result of the earthquake. The customer decided to terminate opera-
tions at the wellsite and Rig 405 has been moved to the port for inspection and is anticipated to return to Australia 
during the third quarter. Mobilization activity for Rig 104 was deferred by the customer while they focused resourc-
es on the earthquake response with the rig warm stacked awaiting its expected mobilization to its next well, Muruk 
2, in the third quarter. Rig 103 commenced mobilization and rig up at a drilling location in Barikewa during the 
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quarter with the well spudding in June. Rig 115 completed drilling at Kimu 2 in June and began demobilizing to 
Port Moresby where it will be stacked for maintenance activities to be conducted on it. Rig 116 continued to gener-
ate standby revenue under its take-or-pay contract.

Operating margin as a percentage of revenue increased quarter-over-quarter to 46% versus 43% in the second quar-
ter of 2017. Consistent with prior quarters, the standby revenue generated on Rig 116 skewed margins higher due to 
minimal operating costs being incurred while the rig is on standby.

Production Services Results

High Arctic’s well servicing and snubbing operations are provided through its Production Services segment. These 
operations are primarily conducted in the WCSB through High Arctic’s fleet of well servicing rigs, operating as 
Concord Well Servicing, and its fleet of stand-alone and rig assist snubbing units. The Production Services segment 
also provides heli-portable workover services in PNG through Rig 102. The net book value of Rig 102 is not material 
and no workover services were provided in PNG during 2017 or 2018 and as such no revenue was generated or costs 
have been incurred associated with this rig during the periods presented.

Increased quarter-over-quarter activity and pricing for High Arctic’s Concord Well Servicing rigs offset lower activ-
ity experienced from the company’s snubbing operations in the quarter resulting in a 7% increase in revenue for 
the Production Services segment to $18.0 million in the quarter versus $16.8 million in the second quarter of 2017. 
Operating hours for the Concord rigs increased 12% to 27,420 hours in the quarter from 24,514 hours in the second 
quarter of 2017. Consistent with prior quarters, the Concord rigs achieved above industry utilization of 53% versus 
the 30% utilization generated by the industry’s registered well servicing rigs in the quarter (source: CAODC). The 
increase in activity has allowed for pricing increases in certain areas, however, pricing remains competitive. This 
increase in pricing combined with an increased exposure to higher rate operating areas allowed the average revenue 
per hour for the Concord rigs to increase to $600 per hour in the quarter from $587 per hour in the comparative 
quarter in 2017. The positive contribution from the Concord rigs was partially offset by lower activity experienced 
in the Production Services snubbing operations which saw revenue decrease to $1.5 million in the quarter versus the 
$2.4 million generated in the second quarter of 2017. Operating hours for the snubbing rigs in the quarter were 996 
versus 1,752 hours in the second quarter of 2017. Activity for High Arctic’s snubbing operations has been hampered 
over recent quarters due to prolonged low natural gas prices which is curtailing snubbing activity on natural gas 
completions for the company’s customers. Operating margin increased 4% since the comparative quarter in 2017, 
resulting in a 18% operating margin achieved in 2018 versus 14% achieved in the comparative quarter of 2017. The 
increase in margin is primarily due to a decrease in operating costs in the well servicing division combined with 
an increase in revenue. Operating costs in 2017 were negatively impacted by initial start-up costs associated with 
expanding the division into the Grande Prairie region that began to normalize in the second quarter of 2017 and 
onward.

Outlook

Activity for High Arctic’s Concord well servicing operations continues to show strength after a shorter than normal 
second quarter slow down when weather and road bans impact operations, commonly referred to as spring break-
up. Year-to-date, operating hours for the Concord service rigs are approximately 8% above the hours generated 
in the same period in 2017. This increase in hours demonstrates the strength of High Arctic’s customer base and 
exposure to certain operating areas which are less impacted by seasonal spring breakup conditions. Similar to prior 
quarters, attraction and retention of sufficient field staff to meet demand continues to remain an industry chal-
lenge and has resulted in the company implementing various compensation initiatives in an effort to attract and 
retain staff. As seen in the second quarter results, these compensation programs have added additional costs to the 
High Arctic’s Canadian operations, however, management believes this investment in enhanced field compensation 
plans, which is beginning to show results through reduced field staff turnover rates, will improve High Arctic’s abil-
ity to respond to activity demands while retaining High Arctic’s strong safety and operational performance. While 
activity levels for the company’s well servicing operations remain strong, low natural gas prices continue to hamper 
activity for High Arctic’s snubbing and N2 operations. Management continues exploring opportunities to expand 
into markets with increased activity levels which may help to improve the financial contribution from these opera-
tions. In PNG, Rig 405 and associated equipment has been moved off the well and has been mobilized to a yard in 
Port Moresby for non-destructive testing inspections on equipment, CAT IV inspection of pipe and preparation 
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for hand back to its owner and export to Australia. The rig and equipment suffered superficial damage only in the 
earthquake. Rig 103 is drilling at Barikewa in place of Rig 115 which is being moved to Port Moresby to be stacked 
and undergo maintenance activities. Rig 104 has commenced mobilization with a skeleton crew to its next well in 
Muruk in anticipation of commencing drilling late in the third quarter. Rig 116 remains stacked under contract in 
Port Moresby until November 2, 2018.

Conclusion

Various factors have affected the quarterly profitability of High Arctic’s operations. In response to customer de-
mand in PNG, the company added two drilling rigs, Rigs 115 and 116, and additional rental equipment to its fleet in 
2015 under take or-pay contract arrangements. These take-or-pay contract arrangements have provided a consistent 
revenue and earnings base for the company’s PNG operations and have helped to mitigate the impact of lower activ-
ity levels experienced in PNG subsequent to the first quarter of 2016. The take-or-pay contract for Rig 115 expired 
in June 2017 resulting in reduced revenue and EBITDA contribution subsequent to the second quarter of 2017. The 
take-or-pay contract for Rig 116 remains in effect and is scheduled to expire on November 2, 2018. The company’s 
results have also benefited from the acquisition of Tervita’s Production Services Division which closed on August 31, 
2016. This acquisition has contributed to the increased revenue since the fourth quarter of 2016, as well as a gain on 
acquisition in the third quarter of 2016. The decline in revenue subsequent to the first quarter of 2017 is due to the 
expiry of the take or pay contract for Rig 115 in June 2017 as well as the impact of seasonal conditions in the High 
Arctic’s Canadian operations whereby frozen ground during the winter months tends to provide an optimal envi-
ronment for drilling activities and consequently the first quarter is typically the strongest. As warm weather returns 
in the spring, the winter’s frost comes out of the ground rendering many secondary roads incapable of supporting 
the weight of heavy equipment until they have thoroughly dried out. This period is generally referred to as spring 
break-up. Road bans, which are generally imposed in the spring, restrict the transportation of heavy equipment 
onto customer locations which reduces demand for services in the Canadian operation and, therefore, the second 
quarter is generally the weakest quarter of the year for the company’s operations in Canada. 

In reference to PNG – at present High Arctic is operates 4 rigs (2 owned, 2 managed for OSL) in what is essentially a 
2.5 rig market. The company’s managed rigs are just commencing 3-year contracts with OSL which will provide re-
duced (from $75,000 day rates to $60,000 day rates), but steady cash flow. However, following November 2nd,2018, 
when Rig 116 comes off contract, both its owned rigs will be idle until likely mid-2019 to the start of 2020 at the 
earliest. The good news is, the current weakness in PNG should not persist as Total Energy Services Inc. is push-
ing for a significant expansion (doubling of capacity) of LNG facility in PNG which is currently running approxi-
mately 30% above current capacity. If this expansion takes place the company’s two owned rigs will once again be 
in demand. This is expected (not guaranteed) to begin in the second half or 2019. Despite the near-term weakness, 
High Arctic still expected to generate roughly $40 million in EBITDA in 2019. The entire business trades at an EV/
EBITDA trading in the range of 5 times based on the PNG business alone – this is a low multiple and factors in no 
EBITDA growth into 2010 and nothing from the Canadian/U.S. business. 

North American operations were stronger year-over-year in the quarter but activity levels remains depressed 
despite that fact that producer cash flows are up 30% from the same time last year. In the WCSB there remains 
a significant amount of idle equipment, but High Arctic is benefitting as the equipment is brought back online 
– readying the equipment to be redeployed and servicing it in the field. Low natural gas prices are crippling the 
company’s snubbing business which was running at $25 million in revenues annually at its peak and was budgeted 
at $11 million for 2018, but it is running way behind that forecast. Near term, there does not appear to be a solution 
in Western Canada. The Powerstroke acquisition appears to be a smart and strategic way to enter the busier U.S. 
market. For example, the Baken area has now been producing for 8 years and there is significant equipment in the 
field that needs servicing. High Arctic can retrofit and start to redeploy some of its surplus equipment from Canada 
to the U.S. 

High Arctic has a great balance sheet, continues to generate cash flow and is well positioned to make further poten-
tially accretive acquisitions. It trades at reasonable valuations and if energy prices remains supportive over the next 
12-24 months, the company should offer good exposure for investors looking to play the energy market with less 
risk than most companies in the segment. North American operations should continue to strengthen, but growth 
in PNG will not likely commence until the second half of 2019. Monitor. 
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IBEX Technologies Inc.(IBT:TSX-V)
IBEX manufactures and markets proteins (enzymes) for biomedical use through its wholly owned subsidiaries 
IBEX Pharmaceuticals Inc. (Montreal, QC) and Bio-Research Products, Inc. (North Liberty, IA). These enzymes 
are sold directly by the company to manufacturers of medical devices, quality control labs and academic research 
institutions. Heparinase I is the most important of the IBEX enzymes. IBEX Pharmaceuticals also manufactures 
and markets a series of arthritis assays which are widely used in osteoarthritis research. The arthritis assays enable 
the study of both the synthesis and degradation of cartilage components. These assays are powerful tools in the 
study of osteo and rheumatoid arthritis. These assays are a result of both internal research and development and the 
in-licensing of technology from academic research institutions.

Recent Quarterly Financials:

2017 was a strong year for IBEX. Revenues for the year ended July 31, 2017, totaled $5.32 million compared to $4.11 
million in the prior year. The revenue increase traces mainly to a substantial increase in sales to one customer which 
was building inventory in advance of the introduction of a new product based on one of IBEX’s enzymes. The com-
pany reported net earnings for the year ended July 31, 2017, of $2.98 million compared to net earnings of $100,560 
in the prior fiscal year. This unusual increase is mainly related to the one-time recognition of deferred income tax 
assets of $2.44 million. Absent this recovery of income taxes, net earnings before income taxes were $515,663 (vs. 
$98,063 on a comparable basis in Fiscal 2016),or roughly $0.02 per share. In management’s recent outlook statement 
the company reported that the near-term future of IBEX is difficult to predict as the company’s customers have 
wide swings in their purchase patterns.

Q3 2018 was positive following a tough start to the year. Revenues for the quarter increased by $273,994 to $1.39 
million compared to $1.1 million in the same period of the prior year. The increase in revenues represents a resump-
tion of purchases by one of the company’s major customers who had excess inventory in the first and second quar-
ters of fiscal 2018.

As a consequence of the increase in revenues, offset by an increase in expenses, the company recorded EBITDA of 
$289,422 vs. $76,454 in same period year ago.Net earnings for the period were $209,806 compared to net earnings of 
$1,450 for the same period year ago. The positive change of $208,356 is related mainly to the increase in revenues of 
$273,994.

Outlook

Management reports that the future of the company is difficult to predict as the company’s customers have wide 
swings in their purchase patterns. Broadly speaking, management expected to see lower sales in Fiscal 2018 vs. 
Fiscal 2017 as one of the company’s major customers was building inventory in Fiscal 2017 in advance of a major 
new product introduction has reduced their off-take in Fiscal 2018. However, sales should increase as this customer 
moves to a post-introduction sales pattern. Management also anticipates a weaker U.S. dollar in Fiscal 2018, which 
is having, and will have, a negative impact on profitability. The two factors mentioned above point to lower net earn-
ings in Fiscal 2018 compared to Fiscal 2017. On the positive side, with the completion of the company’s Montréal 
fermentation facility, the Fiscal 2018 cash needs of the company due to capital expenditures will be significantly 
reduced.

IBEX continues to work on a number of projects with its key customers, some of which may result in additional 
revenues in Fiscal 2019 and beyond; however, as with all developmental projects, management cannot give any as-
surances that any of these projects will come to fruition and produce revenues.

Conclusion

IBEX is a true micro-cap – in fact, it is more appropriately a nano-cap stock. The business is small with only $5.32 
million in sales for 2017. The stock is likely undervalued based on its 2017 price/earnings ratio of 7.5 with its cash 
balance removed, but with the company reported losses year-to-date in 2018, the stock could be considered over-
valued. Near term in 2018 we see lower earnings given management’s guidance. While it has some value, the lack of 
growth prevents us from buying at present. We like the balance sheet and current valuations which may make the 
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company an acquisition target, so we continue to Monitor the stock.

Imperial Ginseng Products Ltd. (IGP:TSX-V)
Originally incorporated in 1989, Imperial Ginseng cultivates and processes North American ginseng in Ontario 
and sells the root, mainly to Asia, through distributors. The company owns a processing facility in Norwich, On-
tario and its farm operations are spread over southern Ontario. At the date of this report, the company has finished 
harvesting its 29 acres of 4-year-old gardens and is in the midst of processing the root. While the processing is not 
yet complete, management is confident that the yield per acre this year will easily exceed last year’s. Last year, the 
company harvested 118 acres of 4-year-old gardens and produced 323,000 lbs of ginseng, yielding approximately 
2,740 lbs per acre. At this time, Imperial Ginseng estimates that the yield this year will exceed 3,500 lbs. per acre 
and total production will exceed 100,000 lbs.

The selling of the ginseng is getting off to a slow start in fiscal 2018 and, while prices have not yet been established, 
the best estimate at this time is that prices will be off marginally from last year. As for new planting, the company’s 
long run target is to plant approximately 125 acres per year. In fiscal 2017, Imperial Ginseng’s own seed deteriorated 
but the company was able to buy enough seed to still plant 109 acres. The company is pleased to report that the 
green seed from the fiscal 2017 harvest matured in excellent condition and it was able to plant 149 acres for fiscal 
2018, 25 acres more than the company’s long run target so as make up for a relatively smaller planting in fiscal 2017. 
For fiscal 2018, the company has a total of 600 acres under cultivation. This compares to 481 acres under cultiva-
tion for fiscal 2017.As reported previously, in fiscal 2014 the company was only able to plant 29 acres of ginseng due 
to industry wide seed issues that year. The normal planting goal at that time was 120 acres per year. The negative 
impact to revenues and cash flow in this fiscal 2018 will be significant, especially given that the company has 25% 
more acres under cultivation at present over last year, which results in proportionately higher cash input demands. 
The good news is that the company has been planning for this event for four years. With a combination of careful 
cash management over the last few years, better yields, better prices since 2014, and the availability of its bank line 
of credit, management is confident it is well positioned to manage through the negative cash flow resulting from the 
small fiscal 2018 harvest.

Recent Quarterly Financials: 

Impact of the seed issue from 2014 hit Q1 2018 as there was no revenue from the sale of root as the company sold all 
of its root in fiscal 2017 and did not have any root inventory carried over to fiscal 2018. In the first quarter of fis-
cal 2017, the company sold all its remaining inventory of approximately 78,000 lbs, from its fiscal 2016 harvest and 
generated gross revenue of $1.72 million.

Conclusion

While the company’s valuations look very attractive and its cash position is very strong, we expect the company to 
produce significantly negative cash flow in fiscal 2018 due to the issued discussed above. We monitor the stock and 
will look at its position near the end of 2018, but do not see it as investable near term.

Iplayco Corporation Ltd. (IPC:TSX-V)
Iplayco’s business is carried out through its wholly owned subsidiaries Iplayco Inc., Iplayco Canada Inc., Interna-
tional Play Company Inc., Outdoor Play Company Inc., IREC Corporation, Play Planet S.r.l and Play Mart Interna-
tional EOOD. Iplayco operates in two business segments: (i) Manufacturing of play structures for children, from its 
production plants in Langley, British Columbia, Canada, Subic Bay, Philippines and Sofia, Bulgaria; and (ii) Operat-
ing a family entertainment centre in Langley, British Columbia, Canada and managing a network of 28 franchisees 
located throughout Italy under the Play Planet banner.

Recent Development: 

On July 19, 2018,Iplaycoannounced that it has entered into a share purchase agreement with FAS Entertainment 
B.C. Ltd., Saudi FAS Holding Company, and Billy Games Company Ltd. (collectively “FAS”) to buy back 10,650,000 
of the company’s common shares (the “Acquired Shares”). The Acquired Shares represent FAS’s entire ownership 
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position in Iplayco and constitute 51.03%of all Iplayco common shares issued and outstanding.

Under the terms of the agreement, and subject to regulatory and disinterested shareholder approval, Iplayco will 
pay FAS US$2.5 million and offer price discounts of up to
US$1.0 million toward future purchases of playground equipment from Iplayco. Upon completion of the acquisi-
tion, Iplayco will cancel all of the Acquired Shares. Iplayco’s management and its board of directors unanimously 
recommend that disinterested shareholders vote in favour of the acquisition.

Background to the Acquisition

FAS acquired 51.03% of Iplayco through a private placement in November 2014 to secure supply of playcenter equip-
ment for the planned expansion of its Billy Beez brand of family entertainment centers. From 2014 to 2017, Iplayco 
generated aggregate sales of US$21.5 million ($26.9 million Canadian dollars)from Billy Beez. However, owing 
to capital constraints, the expansion of Billy Beez has slowed significantly and is no longer expected to reach the 
number of new locations originally forecast at the time of the private placement. The purpose of the acquisition is 
to reverse the dilution from the 2014 private placement, as the transaction is no longer accretive for Iplayco’s share-
holders.

Recent Quarterly Financials:

Sales for the three months ended March 31, 2018, increased by 9.2% to $4.0 million from $3.67 million for the three 
months ended March 31, 2017. Gross profit percentage decreased to 39.8% of sales in Q2 2018 from 50.5% in Q2 
2017. Operating expenses, including foreign exchange gains and losses and finance costs, increased to $1.86 million, 
or 46.3% of sales, in Q2 2018 from $1.77 million, or 48.1% of sales, in Q2 2017. The net loss amounted to $218,250, or 
net loss per share of $0.01, in Q2 2018, compared to net income of $58,796, or diluted net income per share of $0.00, 
in Q2 2017.Sales for the six months ended March 31, 2018,decreased by 15.9% to $9.16 million from $10.90 million 
for the six months ended March 31, 2017. Gross profit percentage increased to 44.7% of sales for the year-to-date 
from 43.3% in the first six-months of 2017. Net income amounted to $165,556, or$0.01per share, compared to $1.0 
million, or $0.05 per share, in the first six-months of 2017.

On August 1, 2018, Iplayco announced that it has entered into new sales agreements totaling approximately 
CDN$5.22 million to supply large indoor playgrounds to five customers located in the United States, the United 
Arab Emirates, the Netherlands and Sweden. Three of the five orders, namely two for the Netherlands and one 
for Sweden, totaling approximately CDN$3.35 million, were received as a result of Iplayco’s European expansion, 
launched following the acquisition of local brands, intellectual property and other assets in October 2017. Iplayco 
expects work on all of the projects to be underway before the end of the current quarter, and for a substantial por-
tion of revenue from these orders to be realized in its financial year starting October 1, 2018.

Conclusion:

Iplayco has again announced a new strategic direction after announcing a new strategic direction under 4-years 
ago with FAS as a driver for long-term growth. This plan failed. In fact, Billy Beez is experiencing some capital 
constraints and has entered into a payment plan with Iplayco and the bank that purchased certain receivables from 
Billy Beez to finance Iplayco. Under the payment plan, Iplayco would recover a total of US$7.3 million (CND$9.42) 
in combined trade and finance receivables outstanding as of March 31, 2018. The final payment would be made by 
Billy Beez in October 2018.Iplayco expects to collect the entire balance of trade and finance receivables from Billy 
Beez according to the timeline stipulated in the payment plan. If Billy Beez were to default on its payment obliga-
tions, Iplayco’s third-party insurance provider would pay up to 90% of the unpaid balance. Iplayco does not antici-
pate further playground sales to Billy Beez in the current financial year ending September 30, 2018.
The strategic move may be a good one, but it is very much up in the air and the business continues to be one that 
will be contract driven and very lumpy long term. We see it as uninvestable at present.

Jemtec Inc. (JTC:TSX)
Jemtec is incorporated under the laws of Ontario, Canada. The company is the leading provider of integrated tech-
nology systems for community-based corrections in Canada. JEMTEC’s core business is the provision of services 
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and technology for offender monitoring in Canadian federal and provincial correctional departments. JEMTEC’s 
business model is project driven. Since 1987, the company has provided Canadian federal and provincial govern-
ment agencies with offender monitoring services and technologies under project agreements with terms of 1 to 5 
years.

Management’s approach of offering different levels of technology allows corrections, courts and police to select 
from a variety of options ensuring the correct level of offender control at the lowest overall cost. Offender location 
detection/verification technologies include: offender reporting via telephone contact, offender reporting kiosks with 
integrated database, GPS active and passive tracking, voice verification, electronic monitoring house arrest systems, 
remote alcohol in-home monitoring and private monitoring services.

Recent Quarterly Financials:

Revenues have increased 91% to $566,932 from $297,068during the quarter ended April 30, 2018, compared to the 
quarter ended April 30, 2017, due to increased revenues from CSC and MCSCS. During the quarter, the company 
earned revenues on its agreements with the Provinces of Saskatchewan, Nova Scotia as well as the CSC and MCSCS. 
The company also earned revenues from private bail clients.

For the quarter ended April 30, 2018, the company recorded a net income of $119,200, or $0.05 per share, compared 
to a net income of $7,521, or $0.00 per share, during the quarter ended April 30, 2017. This increase in net income is 
primarily due to the increase in revenues driven by CSC clients and MCSCS agreements.

Conclusion:

Jemtec has a solid balance sheet for a company of its size, but its size is very small in the world of the public markets. 
The company’s last quarter showed strong growth and the $0.04-$0.05 in earnings per share, if a new run rate mov-
ing forward, suggest the stock is undervalued. The stock is extremely illiquid and trades by appointment (in very 
low volumes). As such, while the company is profitable and there is potential for growth with recent contract wins, 
we see it as investable only for high risk long-term investors with an appetite for low volume nano-cap situations. 
With the size of our client base we cannot recommend the stock given the liquidity issues.

Kinaxis Inc. (KXS:TSX)
Headquartered in Ottawa, Ontario, Kinaxis is a provider of cloud-based subscription software that enables custom-
ers to improve and accelerate analysis and decision-making across their supply chain operations. The company’s 
Rapid Response product provides supply chain planning and analytics capabilities that create the foundation for 
managing multiple, interconnected supply chain management processes, including demand planning, supply 
planning, inventory management, order fulfillment and capacity planning. Kinaxis’s target market is large global 
enterprises that have significant unresolved supply chain challenges. Customers are generally large national or mul-
tinational enterprises with complex supply chain requirements. The company targets multiple key industry verticals 
including high technology and electronics manufacturing, aerospace and defence, industrial products, life sciences 
and pharmaceuticals, automotive, and consumer packaged goods.

Kinaxis sells its product using a subscription-based model, with the product being delivered from the cloud in the 
vast majority of cases, from data centers that Kinaxis operates. Revenue from these customers is included as “sub-
scription services revenue.” Certain customers, including some long-term customers who converted to the sub-
scription model several years ago have licensed the subscription product on an on-premise basis. Under IFRS 15, 
for on-premise customers the deemed software component for the applicable subscription term is now recognized 
as “subscription term license revenue” with the remaining maintenance and support component recognized rate-
ably over the term and included in “subscription services revenue.”Agreements with customers are typically two 
to five years in length. Subscription fee generally depends on the size of the customer, the number of applications 
deployed, the number of users and the number of licensed manufacturing, distribution and inventory sites. Average 
annual contract value fluctuates from period-to-period depending on the number and size of new customer ar-
rangements and the extent to which Kinaxisis successful in expanding adoption of products by existing customers. 
For the six months ended June 30, 2018, the company’s ten largest customers accounted for 37% of total revenues 
with no one customer accounting for greater than 10% of total revenues.
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Kinaxis has subsidiaries located in the United States, the Netherlands, the United Kingdom and Hong Kong and 
subsidiaries and offices in Seoul, South Korea and Tokyo, Japan.

Recent Quarterly Financials:

Total revenue grew 22%, to $39.0 million. Subscription services revenue was $26.5 million, subscription term license 
revenue was $2.5 million (for total subscription revenue of $29.1 million), and total revenue was $39.0 million.Q2 
2018 gross profit grew 20% to $26.5 million and gross profit margin was 68% compared to 70%. The slightly lower 
gross profit margin reflects increases in headcount and related compensation costs and higher depreciation costs as-
sociated with the expansion of data center capacity, including new data centers in Europe and Japan, to support new 
and ongoing customer engagements, and global expansion. Adjusted EBITDA was $11.2 million, or 29%, of rev-
enue. Cash generated by operating activities was $9.3 million for the second quarter of 2018, up from $7.5 million. 
Cash and cash equivalents were $174.6 million at June 30, 2018, compared to $158.4 million at December 31, 2017.

Full Year 2018 Financial Guidance - Kinaxis has set the following 2018 full year financial targets: 1) Annual total 
revenue to be in the range of $152-156million. 2) Annual subscription revenue to grow $109-111 million which 
equates to 23-26% growth. 3) Annual adjusted EBITDA as a percentage of total revenue to be between 25% and 28% 
of total revenue, reflecting enhanced investments in the direct sales force and marketing programs to support both 
direct sales and partners together with continued investment in R&D as well as new data centre investments.

Conclusion:

Kinaxis appears to be a very well run software supply chain management business with a well thought of product 
in Rapid Response that is serving some great businesses globally. The company has a strong balance sheet and its’ 
predictive subscription revenues are expected to grow between 23-26% this year. For investors who are comfort-
able paying premium to high multiples for growth, the stock is an option. Having said this, the stock is relatively 
expensive. Kinaxis trades at roughly100 times 2018 earnings estimates and 75 times 2019 earnings estimates. Again, 
this is for a company which has only grown cash flow from operation at just over 11% over the first six months 
of 2018, although the growth rate increase to 23% in Q2. The justification – near-term investments for long-term 
growth - appears reasonable. But it is a risk as earnings are not expected to grow significantly in 2018. We note that 
the consensus 2019 earnings is renewed growth in the range of 40%, which is significant, but will still leave the 
stock relatively expensive and vulnerable to small hiccups in the business. On an Enterprise Value to EBITDA basis 
the company is also valued rather richly at roughly 39 times 2018 expectations and 29 times next year’s expecta-
tions. You are paying a premium for growth, perceived business and cash flow quality, and predictability which the 
market is comfortable with at present but historically does not afford a company unless it continues to growth at 
30% plus over 5-10 years plus. If Kinaxis grows at this rate, great on the company. We will monitor it and see some 
potential value for those investors who like technology growth (there is a lack of these types of businesses in Cana-
dian markets), but it is too richly valued for our strategy at present. A good company, not reasonably priced unless 
you want to bite into a great SaaS model, hold for 5-years plus and bet on the long-term growth, but there will be 
volatility on the way.

Knight Therapeutics Inc. (GUD:TSX)
Knight Therapeutics Inc. is a specialty pharmaceutical company, headquartered in Montreal, Canada. The principal 
business activity is developing, acquiring, in-licensing, out-licensing, marketing and distributing pharmaceutical 
products, consumer health products and medical devices in Canada and select international markets. Knight also 
finances other life sciences companies in Canada and internationally with the ultimate goal of strengthening rela-
tionships in the life science industry and securing product distribution rights for Canada and select international 
markets. The company invests in life sciences venture capital funds whereby Knight receives preferential access to 
innovative healthcare products from around the world for Canada and select international markets. Knight devel-
ops innovative pharmaceutical products including those to treat neglected tropical and rare pediatric diseases.

Product Updates:

On April 18, 2018, Probuphine™ was approved by Health Canada for the treatment of opioid dependence. Probu-
phine™ is a subdermal implant designed to deliver buprenorphine continuously for six months following a single 
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treatment, promoting patient compliance and retention. Knight expects to launch Probuphine™ by the end of 2018.

On July 31, 2018, Knight entered into an exclusive licensing agreement for the commercial rights of TX-004HR and 
TX-001HR in Canada and Israel. TX-004HR is TherapeuticsMD’s FDA-approved product, marketed as Imvexxy™ 
(estradiol vaginal inserts) in the U.S., for the treatment of moderate-to-severe dyspareunia (vaginal pain associated 
with sexual activity), a symptom of vulvar and vaginal atrophy (VVA), due to menopause. TX-001HR is Therapeu-
ticsMD’s investigational bio-identical hormone therapy combination of estradiol and progesterone in a single, oral 
softgel for the treatment of moderate-to-severe vasomotor symptoms due to menopause. Knight expects to submit 
both products to Health Canada for regulatory approval in 2019.

Recent Quarterly Financials:

Q2 2018 revenues were $2.24 million, a decrease of 10% versus prior period. Net income was $4.02 million, an in-
crease of 776% over prior period. Cash flows from operations at $4.06 million, an increase of 20% over prior period. 
Cash, cash equivalents, and marketable securities of $806.75 million as at June 30, 2018.

Conclusion:

Knight has a successful and experienced management team with a huge war-chest of cash from which to invest in 
or acquire pharmaceutical products from the Canadian market. Despite a significant decline in the share price over 
the last year, the company’s revenues from its pharma portfolio remain very small and do not measure up to its 
valuations. It is tough to value the business near term as Knight comprises a unique portfolio of pharmaceutical and 
financial assets. One would have to value it as a sum of its parts, which is not a valuation we are comfortable with at 
present.

Based just on operational cash flow, the company will remain expensive until it is able to effectively deploy the 
majority of its capital on hand. This will likely take 2-10 years to accomplish as the founder and CEO is patient and 
will look for accretive deals. This could result in the creation of a good business long term (management has done it 
in the past) but at present as an investor you are being asked to “trust” management’s track record in creating value 
long term. If you believe in the team, the company’s huge cash balance makes it an option. The team has been very 
successful in the past and the product development pipeline appears promising. We require far more significant 
operating cash flow to invest in a business such as this. MONITOR.

Lucara Diamond Corp.(LUC:TSX)
Lucara is a diamond producer and explorer focused on developing its portfolio of advanced stage diamond assets 
in Africa. The principal asset and current focus of Lucara is its Karowe Mine in Botswana. The Karowe Mine came 
into production in 2012 and produced a total of 249,767 carats in 2017. On the exploration side, two licenses (with 
expiry dates of September 2018 and September 2019) were granted in 2014 to Lucara’s subsidiary, Boteti, by the 
Botswana government to prospect for Special Stones in two areas in close proximity to the Karowe Mine. Lucara 
mines and markets high quality, rough diamonds from its Karowe Mine in Botswana. The company sorts the rough 
diamonds into internationally recognized sales assortments according to a number of criteria (including size, 
colour, clarity, expected polished yield and value). After valuing the rough diamonds, they are sold out of Botswana 
into various international diamond markets via a sealed bid tender process involving the sale of rough diamonds 
from its regular production. Most sales of Exceptional Stones are also conducted by sealed bid tender. In 2017, 
Lucara sold a 1,109 carat diamond, the Lesedi La Rona, via a direct sales contract instead of utilizing the tender 
process. During 2017, there were 4 tenders of regular production stones and 1 Exceptional Stone tender. Each tender 
lasts between seven and ten working days, during which time customers view the assortments and place a confiden-
tial electronic bid on desired parcel of their choice, and upon conclusion of the tender, the highest bidder wins the 
parcel. In 2017 viewings for tenders were held exclusively in Gaborone, Botswana. Lucara’s rough diamond clients 
are international diamond buyers based in the major diamond cutting and polishing centers across the globe.

Management Change: Lucara recently went through a significant management change. Eira Thomas was appointed 
as the new CEO, replacing William Lamb, who oversaw the successful creation of the company’s Karowe mine in 
Botswana. Thomas brings more than 25 years’ experience in the mining industry to Lucara, including 16 years with 
Aber Diamond Corporation (now Dominion Diamond), where she played an integral role as a geologist at its initial 
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discovery and ultimately became Director of the Board. She was co-founder of Stornoway Diamond Corp., serv-
ing as CEO and then as Executive Chairman, leading the acquisition of the Renard diamond deposit. In 2007, she 
founded Lucara with Lukas Lundin and Catherine McLeod Seltzer. Eira Thomas most recently served as CEO of 
Kaminak Gold Corporation, which was acquired by Goldcorp in 2016 for $520 million. Eira appears to have a solid 
history of value creation.

Business Acquisition & Expansion:

The company expanded its business in 2018 with the purchase of Clara, a company whose primary asset is a secure, 
digital rough diamond sales platform that uses proprietary analytics together with cloud and blockchain technolo-
gies to modernize the existing diamond supply chain, driving efficiencies and ensuring diamond provenance. Clara 
has been described as a business solution for the diamond industry that emerged from the manufacturing side 
of the diamond trade and was born out of a frustration with the way manufacturers currently have to source the 
rough diamonds they need to supply their polishing businesses.Lucara will be commercializing the Clara Diamond 
Platform in 2018. This platform is a commercial digital platform that applies proprietary, computing algorithms to 
match rough diamond production to specific polished manufacturing demand on a stone-by-stone basis. It allows 
buyers to source rough diamonds tailored to specific polished diamond demand resulting in improved margins 
for both buyers and sellers. Further, the platform efficiently integrates with blockchain technology, ensuring prov-
enance tracking across the entire diamond supply chain. Other benefits of the Clara Platform include the elimina-
tion and dependency on a fixed sales cycle, and reduced inventory carrying costs for all stakeholders. The company 
will utilize the Clara Platform to sell a selection of diamonds from Lucara’s Karowe Mine. Thereafter, Clara will be 
scaled to accommodate diamond uptake from a variety of sources across the supply chain. Management has stated 
that that they “could anticipate the earnings for this project eventually matching that from the company’s current 
mining activities.” Given the fact that Clara has still not even been tested in the market, we see this as very opti-
mistic in the near term to say the least, but it does add some “blue sky” upside to Lucara if it is executed well. The 
next milestone will involve transacting diamonds from Karowe through the platform which is estimated to start in 
August 2018.

Recent Financial Results:

Highlights
Karowe’s overall performance with respect to ore mined, processed and carats recovered was within forecast for t�
the second quarter ended June 30, 2018.
Updated resource estimate announced for the AK06 kimberlite increasing Indicated Mineral Resources for the t�
South Lobe (as at end 2017) by 54% from 4.4 million carats to 6.8 million carats.
Commercialization efforts at Clara tracking according to schedule and plan with inaugural sales expected to t�
commence in Q3.
Quarterly sales revenue of $64.5 million (Q2 2017: $79.6 million), or $856 per carat (Q2 2017: $1,336 per carat), t�
recognized during the quarter. This revenue excludes $3.9 million of proceeds received in July 2018 related to 
the company’s June tender.
The operating cash cost for the six months ended June 30, 2018, was $37.53 per tonne processed (Q2 2017: $30.14 t�
per tonne processed) compared to the full year forecast cash cost of $38-$42 per tonne processed. 
Q2 2018 EBITDA of $36.1 million (Q2 2017: $51.8 million) reflects lower revenues attributable to a smaller vol-t�
ume and lower average price of exceptional stones sold, as compared to Q2 2017.
Net income for the three months ended June 30, 2018, was $19.7 million ($0.05 per share) compared to net in-t�
come of $32.2 million ($0.08 per share) in the comparative quarter of 2017. 
As at June 30, 2018, the company had cash and cash equivalents of $49.6 million. The $50 million credit facility t�
remains undrawn on June 30, 2018.
Karowe had no lost time injuries during the three months ended June 30, 2018, resulting in a twelve-month t�
rolling Lost Time Injuries Frequency Rate (“LTIFR”) of 0.13. A total of 3,819,652 manhours worked since the last 
LTI.

2018 Outlook/Forecasts: Karowe is forecast to process 2.5-2.8 million tonnes of ore, producing between 270,000 
and 290,000 carats of diamonds in 2018. Revenue is forecast between US$170 million and US$200 million, down 
from US$220.8 million in 2017. Ore mined is forecast between 2.5-2.8 million tonnes and waste mined is expected 
to be between 13.0-16.0 million tonnes. Karowe’s operating cash costs are expected to be between US$38.00 and US 
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$42.00 per tonne. To fully gain access to the cut 2 south lobe ore requires a large volume of waste to be mined which 
significantly impacts operating cash costs in 2018 similar to 2017. Operating cash costs, excluding waste mining is 
expected to be between $21-$24 per tonne processed. The decrease in waste mining is expected to add to free cash 
flow once the cut 2 push back is complete in 2019.

Conclusion:

Lucara is an interesting study. The company trades at roughly 10 times last year’s earnings and when its $0.20 per 
share in cash is removed the multiple is below 9. The company also pays a 5% dividend. It appears to offer value. 
However, revenues have declined from the Karowe mine over the last 3-years and are forecasted to be back to levels 
seen 4-5 years ago in 2018. Operationally, Lucara faced significant headwinds in 2017 along with the entire diamond 
industry. Revenue was down, production and sales volumes were down 100,000 carats each, cost of production rose 
due to problems with the company’s new mining contractor. Lucara’s underperformance in 2017 was in large part 
owing to the fact that the company changed mining contractors and had poor equipment availability in the open 
pit, which meant that the company had to process ore from lower grade stockpiles. Though carat production was 
down, the company was able to chase value and ultimately achieved high average diamond prices in 2017, consistent 
with those achieved in 2016 (US$849, vs. US$847).Moreover, earnings per share were also consistent year-over-year. 
But with lower revenues projected and produced year-to-date in 2018 and the cost issues not expected to abate until 
2019, earnings will come in lower than in 2018 (2018 6-months EPS $0.03 down from $0.08). Potential long-term 
catalysts for the stock in 2018 outside of cash flow which include a solid updated resource estimate just announced 
Q2, the implementation of the capital projects for enhanced diamond recovery at Karowe, and potential positive 
developments from Clara. We see some speculative value for high risk investors in Lucara at current levels, but do 
not see cash flow driving the results in 2018. From a cash flow perspective we would look to 2019 for a return to 
growth but in anticipation of this, 2018 may provide a buying opportunity near year’s end. As with any commodity 
or resource related security, expect significant volatility. MONITOR.

Macro Enterprises Inc. (MCR:TSX-V)
Macro’s core business is providing pipeline and facilities construction and maintenance services to major compa-
nies in the oil and gas industry in Northeastern B.C. and Northwestern Alberta. The company’s corporate office 
is in Fort St. John, British Columbia. Macro has an extensive fleet of pipeline and other construction equipment 
comprised of:84 pipelayers (sidebooms) of various sizes including ten large 594 pipelayers, 44 excavators, 30 bull-
dozers, 4 trenchers, 24 heavy duty trucks, 102 light duty trucks, 68 trailers, and various other support equipment, 
skid steers, loaders, sandblasting trucks and medical transport centers.

Recent Quarterly Financials:

Macro posted Q1 2018 revenue of $8.8 million, a significant decrease of $3.9 million over last year’s first quarter rev-
enue results of $12.7 million. The decrease over prior year was due to an overall decline in business activity, particu-
larly large scheduled project work that has been since delayed until further notice. Generally, work levels continue 
to remain below historical averages as a result market uncertainty, some scheduling and permitting issues com-
pounded by commodity price volatility. Revenue during the quarter primarily related to maintenance and integrity 
work performed under existing Master Service Agreements. Revenue during the period ended March 31, 2017, was 
split between MSA maintenance and integrity work at approximately 60% with the balance being smaller construc-
tion projects being performed.

Operating expenses were 106 % of revenue in the quarter compared to 96 % in the same quarter last year. Included 
in the operating expenses were $1.2 million of fixed overheads that were not charged to specific jobs along with 
$0.7 million in net bidding costs relating to new prospective large projects anticipated to proceed in the coming 
fiscal year. Otherwise, Macro’s operating margins remained slightly higher than historical averages due to the mix 
of variable and necessary fixed costs being incurred. All aspects of the company’s operations are diligently being 
monitored and streamlined to continue to realize efficiencies and costs savings while ensuring the highest degree of 
health, safety and environmental standards are maintained.

Net loss in the quarter was -$2.3 million, or -$0.07 per share, compared to a net loss of -$2.6 million, or -$0.08 per 
share, recognized in the prior year’s quarter. The recognition of the loss during the quarter was a result of reduced 
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levels of work activity compounded by diminished margins, impacted significant bidding costs incurred, offset by a 
non-cash adjustment booked for a gain on the remeasurement of the preferred shares.

Outlook

With a solid balance sheet, enhanced liquidity and its industry leading health, safety and environmental practices, 
Macro remains in solid financial shape to weather the continued market and commodity price volatility. The com-
pany will maintain its focus on working with blue chip pipeline owners and operators to carry out their construc-
tion and maintenance programs across Canada.

During fiscal 2017,Macro announced that its 50/50 joint venture with Spiecapag Canada Corp. successfully negoti-
ated and executed a construction contract with Trans Mountain Pipeline L.P. for pipeline construction work on the 
Trans Mountain Expansion Project. The contract is for the construction of approximately 85 kilometers of 36 inch 
pipeline along the Coquihalla-Hope corridor in British Columbia referred to as pipeline “Spread 5B.” Construction 
is expected to last two years, with field construction to commence once the regulatory requirements for construc-
tion of the project have been satisfied. The reimbursable type contract will be phased and has an initial estimated 
contract value of approximately $375 million. The project has since announced it was suspending all non-essential 
spending and would not be committing additional resources to the project until greater legal clarity is achieved.

Macro’s first half of revenues for 2018 are expected to be challenging and significantly lower than last year. However, 
despite a projected decline in business activity for the first half of the year, the company remains very active bidding 
and estimating costs on project for its larger clients. In addition, Macro along with its joint venture partner are ac-
tively pursuing a number of significant projects expected to be announced and commencing and or recommencing 
in the near term.

Conclusion:

Macro is run by a veteran oilman who holds a significant stake in the company. He runs what is a very cyclical and 
tough business well and communicates when necessary to the market. The balance sheet, company’s strong reputa-
tion, solid long-term relationships in the Western Canadian energy market and extensive inventory of equipment 
on hand position the company well if energy prices continue to recovery and the expected large scale pipeline proj-
ects move forward. Unfortunately, the current climate is making doing business in the energy sector in Canada a 
challenge. The company can withstand a slower environment due to its financial strength, but will not prosper in it. 
Near term, Macro’s second quarter 2018 revenues are estimated to be lower than the previous year.

While we believe the Trans Mountain expansion project (TMEP) project will move forward as it is under Federal 
jurisdiction, the BC Government is introducing further uncertainty and risk. Fundamentally, if the contract goes 
according to initial plans and energy prices stay in the current range or move higher, the stock appears underval-
ued. Macro trades at just above its book or break-up value of $2.52 per share and at a low multiple of forecasted 2019 
cash flows. If the Trans Mountain expansion project moves forward as contemplated, the stock appears to offer 
good speculative value. It is not a long-term investment as it services a cyclical and contract driven business that is 
subject to significant volatility. It is a decent bet on the Trans Mountain expansion project moving forward and on a 
continued rebound in energy prices. The company remains very active bidding and estimating costs on project for 
its larger clients.

MedReleaf Corp. (LEAF:TSX)
July 25, 2018 - Aurora Cannabis Inc. (ACB:TSX) and MedReleaf Corp. announced the closing of the previously an-
nounced arrangement agreement. Under the terms of the Arrangement Agreement, holders of MedReleaf common 
shares received 3.575 common shares of Aurora for each MedReleaf common share held.

NamSys Inc. (CTZ:TSX-V)
NamSys develops currency inventory management and control systems for financial institutions, retailers, cur-
rency carriers, casino and mass transit operators, and various government agencies. Many of these customers are 
distributors and in turn offer the company’s services to their clients. NamSys’s Currency Controller product has a 
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history of solid performance in major North American financial institutions. The current generation of this product 
continues to be adopted by users in the market as a replacement for prior versions of the Currency Controller and as 
a replacement for competitor systems with fewer features. As this market has evolved over the years, the company’s 
competitors are offering a variety of supplementary systems in concert with currency management and control soft-
ware. The open design nature of the Currency Controller solution and its ability to interface to other systems em-
ployed by the user is a major selling point of this product. The features of the Currency Controller coupled with the 
apparent new direction of the Federal Reserve Bank in the United States to off-load some of its currency processing 
functions to the commercial banks, and the integration of some of the larger U.S. banks, may be expected to lead to 
increased customer interest in this product. As software continues to evolve, software products are increasingly sold 
as a hosted service rather than as customer licenses. This evolution, which began gaining traction approximately 
five years ago, is generally referred to as “cloud” computing services or software as a service (SaaS). NamSys has of-
fered hosted service for a few of its software products for some time. The company’s hallmark Currency Controller 
product is comprised of multiple functions that are separable into discrete software offerings. NamSys has found a 
market for the cloud offering of individual components of the Currency Controller system, as well as for the com-
plete system. Over the past four years, NamSys has adapted its software to be available through this medium. These 
SaaS products are branded and trademarked as “Cirreon.”

The NamSys Cirreon product that has generated the bulk of the “SaaS” sales in the last two years is the “Smart Safe” 
solution. A smart safe is a device that accepts bank notes, detects the authenticity and denomination of each note 
and stores them securely in a removable cassette within the safe. Smart safes may also be equipped with advanced 
options for high-speed note acceptance and note/coin dispensing capabilities. Smart safes are typically installed in 
the back office of retailers and collect the cash sales generated by the store. The smart safes communicate with the 
NamSys Cirreon Cloud which enables each device to upload transaction data as well as be remotely managed.

Most smart safes are distributed and serviced by cash-in-transit providers in coordination with a financial institu-
tion such that only the cash-in-transit provider can open the device and retrieve the cash. In this arrangement, the 
financial institution immediately credits the retailer’s bank account for the cash deposited as only the trusted cash-
in-transit provider has access to the cash inside the safe. This accelerated credit is facilitated by the NamSys Cirreon 
software. The retailer no longer must wait several days for the funds to appear in their bank account. NamSys 
charges each of the distributors a monthly fee for each smart safe that is connected to the system.

Recent Quarterly Financials:

Q2 2018 increased 7.5% to $808,305 from $751,963 for the corresponding period in 2017. As the company contin-
ues to expand upon the “software-as-service “model, the sales cycle is shortening and the service is paid monthly. 
The company generates software revenue from Cirreon hosted services and from the sale of license agreements 
to use its software products, upgrading existing license holder’s systems, training, consulting and from recur-
ring revenues for maintenance and product support. The majority of NamSys’s licensed systems customers renew 
their product support agreements annually, in order to stay current with new features and developments. A small 
number of Cirreon license agreements have been granted to distributors where the product has-been customized 
to meet the needs of the distributor’s clients. Such licenses are for definitive periods and are for defined usage with 
normal “SaaS” monthly fees. Q2 2018 recurring revenue, including maintenance, product support and hosted ser-
vices (SaaS)represented $659,650 of the total revenue or growth of 17.5% from $560,870 for the corresponding three 
months the previous year. Recurring revenue represented 81.6% of total sales revenue in the three months ended 
April 30, 2018, compared to 74.6% in the same three months of fiscal 2017.Currency Controller license fees for the 
three months ended April 30, 2018, were$120,690 compared to $122,144 for the 2017 comparative period. Cirreon 
license fees for the three months ended April 30, 2018, were $4,936 compared to $5,157 for the 2017 comparative 
period. In the second quarter of 2018, revenue related to upgrading existing systems of $23,029represents a decrease 
of $40,763 compared to $63,792 from the corresponding period in 2017.Consulting revenue in the second quarter of 
2018 was $nil compared to $nil in the second quarter of 2017.

Net income before tax for the quarter of $406,366,or $0.01 per share, was recorded compared to $387,038,or $0.01 
per share, for the three months ended April 30th, 2017.Revenue for the first six months of fiscal 2018 was $1.55 mil-
lion compared to revenue in the same period last year of $1.44 million. The company recorded net income before 
tax of $691,726,or $0.025 per share, in the six months ended April 30th, 2018 as compared to $675,951, or $0.025 
per share, in the same period last year. The company has chosen to compare year over year Comprehensive Income 
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before taxes because the Company is not yet fully taxable due to losses in previous years.

Conclusion:

NamSys is a good little business, with little being the operative word. The company is growing at a decent rate, but 
with just $3.0 million in trailing revenues the stock is a true nano-cap. The stock produced strong gains in 2015 and 
2016 but was down in 2017 after briefly hitting highs in the $0.90 range. Despite solid Q2 2018 results the stock is off 
year-to-date in 2018. The company got well ahead of its underlying cash flow in the $0.90 range near term. The stock 
has dropped considerably from its highs to its current $0.57 range and now trades at roughly 12.22 times earnings 
or considerably under the market average. At current levels, it is a solid SaaS business with decent growth. Manage-
ment has stated that based upon the success in the marketplace of the Cirreon products in addition to a satisfied 
base of CC32 license holders, it remains their belief that the NamSys will continue to make strides in achieving 
greater revenue and higher profits in 2018 and beyond. If this continues it offers some decent value, but remains a 
very small business. Growth rates are decent and if the recurring revenues can keep growing at 17%+ as we saw in 
Q2, the stock has potential. We do like the SaaS business and often witness software businesses operating with this 
model trade at a significant premium. It does appear to be a micro-cap which could be a takeover candidate given 
its solid balance sheet ($2.25 million or $0.083 per share) and cash generating SaaS business. It would be more at-
tractive on further declines. We MONITOR it as a nano-cap that is a takeover target if it continues to see its share 
price decline. The company is relatively illiquid and only suited as a higher risk situation for risk tolerant, patient 
investors.

NeuLion Inc. – On March 26, 2018, NeuLion, a technology product and service provider specializing in the digital 
video broadcasting, distribution and monetization of live and on-demand content to Internet-enabled devices, and 
sports and entertainment leader Endeavor, today announced that they have entered into a definitive agreement by 
which Endeavor will acquire NeuLion in an all-cash deal valued at approximately USD $250 million. Under the 
terms of the agreement, Endeavor will acquire each share of outstanding common stock of NeuLion for USD $0.84. 
Upon completion of the transaction, NeuLion will become a privately held subsidiary of Endeavor.

Novra Technologies Inc. (NVI:TSX-V)
Headquartered in Winnipeg, Canada, Novra Technologies has been in the satellite data distribution business since 
2000. In 2016, the company significantly expanded its product portfolio and global footprint with the acquisition of 
International Datacasting Corporation (IDC), to become an international technology provider of products, systems, 
and services for the distribution of broadband multimedia content via satellite and terrestrial networks. On Decem-
ber 29, 2017, Novra acquired a51.6% controlling interest of Wegener Corporation to further expand its footprint 
in digital media management and distribution technologies for applications including digital signage, radio and 
television. The companies joined together to form the Novra group of companies (Novra Group). Today, the Novra 
Group is an international technology provider of products, systems, and services for the distribution of multimedia 
broadband content. The company’s applications focus includes: broadcast video and radio, digital cinema, digital 
signage, and high-speed data applications.

Recent Quarterly Financials:

Q1 revenue decreased by 14%. The decrease in revenue was due to a softer quarter for product shipments, including 
very little product revenue from the company’s recent acquisition of Wegener. Some of the reasons for lower revenue 
from product shipments were delays of several clients’ projects and manufacturing lead-times for some products. 
Gross profit for the quarter was $0.9 million, or 42.5%, of total revenue, compared to $1.1 million, or 46.7%, of total 
revenue in the same period of 2017. Adjusted EBITDA was $570,000 compared to adjusted EBITDA of $274,000. 
Operating cash flows were $241,000compared to $2.4 million in the same period of the prior year.

On the bright side, total revenue and bookings combined were approximately $6.0 million and as of May 15, 2018, 
that total further increased to $8.0 million. The company’s cash position on March 31, 2018, improved to $2.1 mil-
lion (Dec 31, 2017: $1.8 million).

Conclusion:
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The first nine months of 2017 showed strong results. The company reported 288%revenue growth, although the rate 
slowed in Q3, and posted $0.03 in earnings per share. With the company’s shares in the $0.24 range in April of 2018, 
the stock held a PE based on 2017 nine-months earnings of 8.5 – a low multiple. However, in Q4 2017 the company 
returned to a loss once again and this continued into Q1 of 2018 as the loss accelerated highlighting the lumpy 
nature of Novra’s business. The stock has retreated to the $0.15 range and the companies trailing 12 -month PE has 
actually increased as the company is now in a loss position over the past year.

Management stated in their most recent MD&A that despite the fact Novra had over $6.0 million in sales and book-
ings for the first quarter, they expect sales for the first half of 2018 to be soft as several of its clients’ projects have 
been delayed for various reasons. Moving into the second half of 2018 the company could return to growth and bet-
ter profitability near term but historically the business has lacked the consistency we see necessary for a long-term 
investment.

Olympia Financial Group Inc. (OLY:TSX)
Olympia Financial Group Inc. (OFGI) conducts most of its operations through its wholly-owned subsidiary Olym-
pia Trust Company, a non-deposit taking trust company. Olympia Trust Company is licensed to conduct trust 
activities in Alberta, British Columbia, Saskatchewan, Manitoba, Quebec, Newfoundland and Labrador, Prince 
Edward Island, New Brunswick and Nova Scotia. Olympia Trust Company administers self-directed registered 
accounts and offers foreign currency exchange services. OFGI also offers private health services plans through its 
wholly-owned subsidiary Olympia Benefits Inc., operates an ATM business through its wholly- owned subsidiary 
Olympia ATM Inc. and provides information technology services to exempt market dealers, registrants and issuers 
through its subsidiary Exempt Edge Inc.

Recent Quarterly Financials:

Q2 2018 Highlights
Results from continuing operations;

Total revenue increased 28% to $13.18 million from $10.26 million compared to the three months ended June t�
30, 2017, due to an increase in both service revenue and interest earned.
Service revenue increased 25% to $10.31 million from $8.28 million compared to the three months ended June t�
30, 2017, mainly due to increases in the Foreign Exchange division as well as the Registered Plans division. The 
increase in the Foreign Exchange division is due to an increase in trade volume and transaction sizes, while the 
increase in the Registered Plans division is mainly due to fees charged in connection with the restructuring of 
an exempt market issuer.
Olympia’s interest revenue is subject to fluctuations depending on account balances and changes in the Cana-t�
dian prime rate. Interest revenue on monies held in trust and interest on Olympia’s own cash increased 45% 
to $2.87 million from $1.98 million compared to the three months ended June 30, 2017, due to increases in the 
Canadian prime rate. The Canadian prime rate was 3.45% on June 30, 2018, and 2.70% on June 30, 2017.
Earnings before income tax increased 61% to $3.72 million from $2.31 million compared to the three months t�
ended June 30, 2017.
Direct and administrative expenses (excluding depreciation and amortization) increased 13% to $9.08 million t�
from $8.06 million compared to the three months ended June 30, 2017,mainly due to an increase in commission 
expense and bonuses.
Income tax expense is recognized based on the estimated average annual income tax rate for the full financial t�
year. The rate used as at June 30, 2018, was 27% (June 30, 2017 – 27%).
Total net earnings and comprehensive income increased 58% to $2.72 million from$1.72 million compared to t�
the three months ended June 30, 2017.

Conclusion:

Olympia has a strong balance sheet and good current earnings growth momentum, particularly when we look at 
the most recent quarter. The company is looking for 2018 to be a strong year. From its outlook for 2018 management 
stated, “2018 is looking like it could be the best year in the company’s history. We are looking to make Olympia 
ATM and Exempt Edge profitable for the year. We do expect to continue to generate more business from Quebec. 
We do expect Ontario issuers to take advantage of new securities rules established in 2016.” With a trailing PE of 
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14.1 (12.4 ex cash), the stock is relatively attractive, but not underpriced relative to other financial related businesses 
such as the big Canadian banks. The company pays a strong dividend which currently yields just under 6%. For 
investors satisfied with a 6% dividend and 5-10% stock appreciation, Olympia is an option. We do not like the ATM 
business long term however and see it as a long-term drag. MONITOR.

Photon Control Inc. (PHO:TSX)
Headquartered in an ISO 9001:2008 manufacturing facility in Richmond, British Columbia, Photon Control Inc. 
designs, manufactures, and distributes a wide range of optical sensors and systems to measure temperature and po-
sition. These products are used by the world’s largest Wafer Fabrication Equipment (WFE) manufacturers and end 
users in the semiconductor and related industries. Photon Control’s high quality products provide industry leading 
accuracy, speed and quality in the most extreme conditions and are backed by a team of experts providing a variety 
of on-site and remote services including custom design, installation, training and support.

Products, Distribution and Industries:
Semiconductor Industry: Temperature and Position Sensors

The semiconductor capital equipment industry offers several significant and growing applications for Photon Con-
trol’s technology and has become the primary source of revenue and growth for business. The company designs and 
produces precision temperature and position sensors used by semiconductor WFE manufacturers. The manufactur-
ing of silicon wafers for semiconductors involves a multitude of complex processes; monitoring and maintaining 
correct position and temperature is critical to this process and to optimize product yield. Fiber optic sensors are 
both electromagnetic and radio frequency signal immune allowing them to provide highly accurate results espe-
cially in harsh environments, such as etch. Photon Control’s fiber optic temperature and position sensors are manu-
factured according to “copy exact” standards in its ISO-certified facility.

The company’s fiber optic sensor technology is uniquely qualified to measure temperature and position in semi-
conductor manufacturing environments such as wafer etching, atomic layer deposition (ALD), chemical vapour 
deposition (CVD) and physical vapour deposition (PVD). The need for increasing geometric granularity drives 
the number of measurement points required as well as the need for the highly accurate measurements provided by 
fiber optic sensors. In addition, as semiconductor capital equipment has gone from 28 nm to 10 nm linewidth for 
leading edge applications over the last 10 years, the number of desirable measurement points has increased more 
than four-fold. Similarly, the proliferation of connected devices and 3D chip designs are becoming more and more 
mainstream taking significant market share in many applications. These factors have driven and are expected to 
continue to drive demand for Photon Control’s products.

Recent Quarterly Financials:

Photon Control was recommended in late December of 2014 with the company’s shares trading at $0.46. Heading 
into 2017, KeyStone re-recommended the stock in late December/early January with the stock trading in the $0.80 
range. In our May 2018 update with the stock in the $2.00 range, we recommended a Near-Term BUY Half Position. 
Today, with the company shares trading at $2.40 following record Q2 2018 financial results, we review the numbers 
and update our rating on the stock.

Q2 2018 increased 64% from $8.9 million to a record $14.6 million and for the first half of 2018, revenue increased 
37% from $20.8 million to $28.4 million. The increase year-over-year reflects a second quarter 2017 slowdown while 
the company relocated its manufacturing facility, as well as the company capturing an increased share of customers’ 
spend of fiber optic sensors combined with strong overall market conditions in 2018.

Gross profit in 2018 reflects the benefits of the stronger revenue. Second quarter 2018 gross profit increased 78% to 
$8.3 million versus the prior year quarter, and for the first half of 2018, gross profit increased 37% to $16.2 million 
versus the prior year period. Gross margin increased to 57% for the quarter and year-to-date compared to 53% and 
57% in the same year-ago periods. The increase was primarily due to sales mix and greater economies of scale real-
ized from Photon Control’s manufacturing facility.

Total comprehensive income for the quarter was $3.8 million, or $0.03 per share, compared to a loss of $0.3 mil-
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lion, or close to break-even per share, for the comparable period of 2017 while for the first half of 2018, total com-
prehensive income was $6.7 million, or $0.06 per share, versus $1.4 million, or $0.01 per share, for the first half of 
2017. EBITDA for the quarter and first half of 2018 was $5.1 million, or 35%, of revenue and $9.8 million, or 35%, 
of revenue compared to $2.5 million, or 28%, of revenue and $7.4 million, or 36%, of revenue in the same year-ago 
periods. For the comparative period, EBITDA was adjusted to remove the effect of non-recurring items.

As at June 30, 2018, cash on hand was $40.8 million, or $0.37 per share, an increase of $6.5 million from $34.3 mil-
lion at December 31, 2017. The increase was attributable to Photon Control’s strong operating results.

Order Backlog

Order backlog (defined as the value of sales orders scheduled to be shipped in the next 6 months) was $19.5 million 
at June 30, 2018, a decrease from $24.7 million at March 31, 2018, and an increase from $18.3 million at December 
31, 2017. The decrease in order backlog since March 31, 2018, reflects the record shipments in the quarter. Although 
not reflected in the order backlog, the company also has a strong pipeline of new products under development 
which contribute to revenue during the prototype and pre-production stages.

Cash Balance - Potential Deployment

Photon Control boasts a very strong balance sheet for a company of its size. As at the end of Q2 2018, the company 
held over $40.8 million, or $0.37 per share, an increase of $6.5 million from $34.3 million at December 31, 2017. 
At any given time, management believes it is prudent to hold from $7 to $10 million in cash on hand to give large 
customers the confidence that Photon Control can support their product needs long term. As such, the company 
has from $31 to $34 million in cash on hand to invest in further product development or make a strategic acqui-
sition. The company could look to use capital to add new technology in additional process steps in the arena of 
semiconductor “etch” as we alluded to above. Essentially, Photon would add content within the etch segment of the 
manufacturing of semiconductors and sell this as an add on to existing and new potential customers with little ad-
ditional sales staff requirements. The company has also earmarked roughly $3 million for a share buyback.

Valuation and Fair Value Assessment 

Photon Control has generated roughly $0.10 in trailing earnings per share, giving it a current trailing PE of 23.8 
which is now at a premium to the market average multiple. The company boasts a very strong balance sheet with 
zero debt and a cash balance of $40.8 million, or $0.37 per share. If we strip this out of the company and use an 
annual EPS figure of $0.105, which is the consensus earnings estimate for the company over the next 12 months, its 
price-to-earnings based on the core business is around 19.14 – which is slightly higher than the market average PE. 
In our last report, we suggested that the company could support an EV/EBITDA multiple in the range of 14-15 or a 
PE of 18-19 which would put a fair value in the $2.35 range near term. This is just below its current share price. As 
such, near term the stock has hit fair value.

Conclusion:

The company’s Q2 2018 results were strong and market records in terms of revenues and net income for Photon 
Control. The stock has continued to perform very well and is now up 420% since our originally recommendation 
and over 190% since we re-iterated our buy on the stock a year and a half ago. Near term, Photon Control has hit 
our fair value estimated in the range of $2.35. We continue to see the stock as one that can outperform long term 
and like the business long term, but from purely a fundamental perspective, the stock is at or slightly above our 
near-term fair value estimate and there is an opportunity to lighten positions with the strong gains by 25-50%. We 
continue to expect growth, but the semi-conductor industry is historically higher risk and profit taking in a histor-
ically cyclical industry is prudent. Our decision is more a case of employing the old adage that “an investor never 
goes broke taking a profit” than a significant negative comment on the stock. In fact, we see value holding half the 
original position (which for many clients would now be a greater than full position given the gains) long term.

Long term (3-5 years forward), the growth profile is positive. Today, Photon Control serves just two verticals in 
the semi-conductor value chain - etch and deposition. The company provides just two types of process control 
measurements – temperature and position. Management believes the total addressable market for its products is 
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currently $200 million which it has far from fully penetrated. Photon Control is the single largest provider in this 
segment. The company sees its total addressable market growing from current $200 million to approximately $600 
million by 2021. This growth which goes well beyond market size in increases in etch and deposition, anticipates 
more touch points and measurements in those core markets as well as extending to additional verticals in the semi-
conductor and solid state industries. The company believes the total addressable market for fibre optic sensors will 
also increase as the larger share of the semiconductor logic and memory devices manufactured shrink to approach 
the atomic length scale and become even more 3D. These advanced devices require more precise temperature mea-
surements at more points to achieve target yields in fabrication. Precise measurements like those provided by Pho-
ton Control’s products improve yields and fab yields equal profit in the company’s industry. The equation is simple; 
more measurement points equals more yield which leads to more profit for the WFE’s the company supplies and in 
the end for Photon Control. This is why the company is currently investing in engineering and sales. These invest-
ments have already started to pay-off but are truly designed to allow the company to expand organically with new 
product editions for its customers.

Due to its high exposure to the semiconductor industry, business has historically been cyclical and while we expect 
this to smooth out as the base of OEMs grows and via product diversification, there will likely be another down-
turn at some stage. We do know business will pullback in Q3 from the record levels seen in Q2 2018 – this is not 
unexpected and the profitability in the quarter will likely improve over the prior year (Q3 2017) which is good to 
see. There are forecasts for a rebound in Q4 and into 2019, but the visibility is not great. Again, having said this, the 
company has experienced higher highs and lower lows in terms of sales and profitability overtime as it gains more 
customers. We expect the later to continue. With the push towards adding new products, the company is posi-
tioned well long term.

Again, we like the business and the long-term growth track, but the stock has reached fair value near term and it 
is prudent to take some of the excellent gains off the table. Near term we advise clients sell 25% to half their initial 
positions in Photon Control. The remaining positions we would continue to HOLD with a 2-5 year outlook where 
we expect the company to outperform long term.

Recommendation: Near-Term: SELL HALF, Long-Term: HOLD HALF Original Positions.

Pioneering Technology Corp. (PTE:TSX-V)
Pioneering provides innovative cooking fire prevention technologies and products. The company specializes in 
commercializing energy-smart solutions that make consumer appliances safer, smarter, and more efficient. Pio-
neering’s patented cooking-fire prevention products address the multi-billion-dollar problem of cooking fires. The 
company’s patented temperature limiting control (TLC) technology is now installed in over 250,000 multi-residen-
tial housing units across North America without a single cooking fire being reported, delivering peace of mind and 
a solid return on investment for its customers. Pioneering’s proprietary cooking fire prevention solutions include 
Safe-T-element, SmartBurner, RangeMinder & Safe-T-sensor and are suitable for the majority of the more than 140 
million stoves/ranges and over 140 million microwave ovens in use throughout North America.

Recent Quarterly Financials:

Q2 2018 revenue was $1.34 million, down 40% from $2.26 million in the same period year ago. Management 
believes that the decline is mainly due to the transition issues associated with the company’s adoption of a dis-
tributor model and the associated process of educating the distributors ‘sales teams about the company and its 
products. Gross profit for the three-month period was down approximately 46% to $706,057 compared to gross 
profit of $1.30 million during the three-month period ended March 31,2018. The decline in gross profit versus the 
same period in the prior year was driven by decreased sales volumes, volume incentives, some short-term mate-
rial cost increases and a negative impact from foreign exchange. Q2 net loss was -$681,587, an increase from a loss 
of -$45,366in the same period in the prior year. Net loss during the period was impacted by: increases in salaries, 
consultant fees and related expenses due to the company’s investment in marketing and sales efforts; a foreign 
exchange loss of -$111,033 versus a gain of $336,162 during the three-month period ended March 31, 2017; $307,236 
of stock-based compensation expense, while there was no stock-based compensation expense for the three-month 
period ended March 31, 2017; and a gain of $216,933 from the fair value movement of derivative liability com-
pared to a loss of -$791,284 the three-month period ended March 31, 2017. Q2 adjusted EBITDA for the period was 
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-$561,943 a decline from $584,762 during the same period in the prior year. During the three-month period ended 
March 31, 2018, adjusted EBITDA was most significantly impacted by reduced sales volumes, short-term material 
cost increases, the negative impact from foreign exchange and increases in salaries and other costs relating to the 
investment in marketing and sales efforts.

Strong Balance Sheet

As a result of the $6.6 million private placement completed in April 2017 at much higher prices, the subsequent 
repayment of all third-party indebtedness and cash generated from ongoing operations, Pioneering now has a very 
strong balance sheet. As at March 31, 2018, the company had approximately $7 million in cash and short-term 
investments ($0.11 per share), $10.6 million in current assets and is well positioned for future growth.

Conclusion:

Pioneering’s stock was a very strong performer in 2016 after the company posted a number of strong growth quar-
ters, but the profitability was lumpy and included some forex gains that were non-operational. The profitability 
proved not to be sustainable in 2017. The stock dropped significantly from 2017 highs in the range of $1.20 to the 
current $0.28 range. At $1.00-$1.20, we commented a number of times that while we were impressed by the growth 
the underlying cash flow did not support the share price. The shares have corrected and with the weaker Q1 and 
Q2 in 2018, the underlying fundamentals have deteriorated. The balance sheet is strong, but the lumpy nature of 
the business, and current valuations despite the drop, give us reason to continue to just monitor the stock. We 
expect the business to be able to periodically post quarters that show solid profitability and gain market attention, 
but we fear the opposite will occur as the business is contract driven and sustaining consistent profitability will 
be difficult. The company has the balance sheet strength to launch new products and or make acquisitions which 
could provide growth and it could be a turnaround story if growth turns once again.

Points International Ltd. (PTE:TSX)
Headquartered in Toronto and with offices in San Francisco and London, Points is a global leader in providing 
loyalty eCommerce and technology solutions to the world’s leading loyalty programs, with a growing network of 
almost 60 loyalty programs integrated into and leveraging its own unique Loyalty Commerce Platform (LCP). Loy-
alty programs generate substantial economic benefits and are increasingly seen as strategic marketing and business 
assets for their parent companies. The company does not compete directly with loyalty programs, but rather acts 
as a business partner by providing products and services that help make programs more valuable and engaging. 
Points deliver e-commerce solutions to loyalty programs on both a privately branded and Points branded basis.

The company’s products and services are available to numerous loyalty program partners simultaneously through 
the LCP, which is the backbone of Points’ product and service offerings. The LCP has been designed as an Applica-
tion Program Interface (API) driven transactional platform that provides internal and external product develop-
ers easy access to the loyalty industry. The LCP offers a consistent interface for third party developers and loyalty 
programs that is self-serve capable, providing broad access to loyalty transaction capabilities, program integration, 
analytics, reporting, security and fraud services. With direct integrations into approximately 60 loyalty program 
partners and access to over 1 billion loyalty program members, the LCP uniquely positions the Points to connect 
third party channels with highly engaged loyalty program members and the broader loyalty market.

Recent Quarterly Financials:

Q2 2018 Highlights
Total revenue increased 14% to a quarterly record $97.9 million compared to $85.8 million.t�
Gross profit increased 23% to a quarterly record $13.7 million compared to $11.2 million.t�
Net income increased significantly to $1.8 million, or $0.12 per share, compared to $0.7 million, or $0.05 per t�
share.
Adjusted EBITDA increased 51% to $4.6 million compared to $3.1 million.t�

Q2 2018 results were strong with Points generating record quarterly revenue and gross profit, driven by the 
strength of the company’s Loyalty Currency Retailing segment. In addition, the company continued to add new 
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partnerships across all three segments in the second quarter of 2018, building on the new business momentum 
from 2017.
The company generated consolidated net income of $1.8 million, or $012 per share, for the second quarter of 
2018, an increase148% compared to $0.05 per share the prior year quarter. Points generated consolidated adjusted 
EBITDA of $4,649 during the second quarter of 2018, an increase of $1.56 million, or 51%, compared to the second 
quarter in 2017, primarily due the growth in gross profit outpacing the growth in adjusted operating expenses.

Outlook: 

Given the company’s business momentum and strong performance in the first half of 2018,management remains 
confident regarding its previously provided full year expectation for year-over-year growth in gross profit of 10% 
and 20%. In addition, Points now expects adjusted EBITDA to increase between 30% and 40% (previously 20% to 
40%) compared to $13.2 million in 2017.

Conclusion:

Points has a solid business which appears to have turned around its profitability and is again growing. While we 
would like to see revenue growth accelerate (14% in last quarter), the adjusted EBITDA growth predicted at 30% 
and 40% for 2018 is strong. At $70 million, the cash position is overstated compared to a number of other cash rich 
companies in this report given the fact it also possesses a liability in the range of $68 million payable to loyalty 
program partners. The cash flow is solid and the growth in adjusted EBITDA expected in 2018 is tracking to be 
very strong. The stock has priced in a good deal of this expected adjusted EBITDA growth and in fact now trades 
at roughly 17 times EV/2018 EBITDAe which is a high multiple. We would like to see more revenue growth which 
would give us confidence that the bottom line growth could extend well beyond 2018. At present, it appears low 
double digit growth is what is to be expected in terms of revenue growth. We like the business, but it appears to be 
fully valued at present.

Pulse Seismic Inc. (PSD:TSX)
Pulse is a market leader in the acquisition, marketing and licensing of two-dimensional (2D) and three-dimension-
al (3D) seismic data for the energy sector in western Canada. Seismic data is used by oil and natural gas exploration 
and development companies to identify portions of geological formations that have the potential to hold hydrocar-
bons. Seismic data is used in conjunction with well logging data, well core comparisons, geological mapping and 
surface outcrops to create a detailed map of the Earth’s subsurface at various depths.

Pulse owns the second-largest licensable seismic data library in Canada, currently consisting of approximate-
ly28,956 net square kilometres of 3D seismic and 450,000 net kilometres of 2D seismic. The library extensively cov-
ers the Western Canada Sedimentary Basin (WCSB), where most of Canada’s oil and natural gas exploration and 
development occur. Pulse calculates net kilometres of 2D data and net square kilometres of 3D data by multiplying 
the number of kilometres of seismic data in each 2D line and the number of square kilometres of seismic data in 
each individual 3D seismic dataset by Pulse’s percentage of ownership in each.

Pulse is a pure-play seismic data library company focused on the acquisition, marketing and licensing of seismic 
data to western Canada’s oil and natural gas sector. The company’s business model is designed to generate a grow-
ing stream of cash flow by repeatedly licensing the data in its seismic data library to oil and natural gas companies. 
Pulse’s strategy is to pursue growth opportunities that meet its financial and technical criteria while maintaining a 
low cost structure.

Recent Quarterly Financial Results:

Q2 Highlights
Total revenue, comprised exclusively of data library sales, for the three months ended June 30, 2018, was $1.9 t�
million, a decrease of 34% from $2.9 million for the three months ended June 30, 2017.
The net loss of -$1.0 million, or -$0.02 per share, for the three months ended June 30, 2018, was 58% lower than t�
the net loss of -$2.4 million, or $0.04 per share, for the three months ended June 30, 2017. These improvements 
were a result of the decrease in data library amortization expense in 2018.
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EBITDA was $482,000,or $0.01 per share, for the three months ended June 30, 2018, compared to $1.5 million, t�
or $0.03 per share, for the three months ended June 30, 2017. 
At June 30, 2018, Pulse was debt-free and had cash of $18.0 million. The company’s $30.0 million revolving t�
credit facility is undrawn and fully available.

Outlook – Pulse & The Western Canadian Energy Patch:

With second quarter and first half 2018 sales considerably lower than in the comparable periods of 2017, Pulse 
continues to look ahead cautiously to the rest of the year. Visibility as to Pulse’s traditional sales remains poor and 
transaction-based sales are innately unpredictable.

Traditional industry indicators remain contradictory. Among these are:

Crude oil prices have continued to strengthen since Q1 2018, with benchmark West Texas Intermediate re-t�
maining close to or above US$70 per barrel throughout the first half of July, maintaining this benchmark’s 
highest prices since the steep decline of world crude oil prices in late 2014.
Weakening the benefits of this trend, the West Texas Intermediate to western Canada Select oil price differen-t�
tial has remained even higher so far in 2018 than in 2017, averaging $28.34 per barrel from January 1 through 
July 18, according to the Petroleum Services Association of Canada, and is forecast to remain relatively high, 
which reduces revenue for producers in western Canada.
Alberta natural gas prices remain extremely weak, having fallen since Q1 2018, with the AECO daily bench-t�
mark fluctuating between $1.09 and $1.64 per GJ in the first third of July, with a monthly index price of only 
$1.45 per GJ as of July 11.

In the United States:
Use of natural gas has increased sharply, with overall consumption averaging 11% higher in the first half of t�
2018 than in the first half of 2017, according to the Energy Information Administration.
On the other hand, exports in the form of LNG send-out and pipeline shipments to Mexico have grown by t�
23% in the same period. LNG exports are averaging approximately 3 bcf per week, with additional liquefaction 
trains and new export facilities nearing completion.
Natural gas storage in the U.S. has remained well below the five-year weekly average since the start of the injec-t�
tion season in late April. In early July, natural gas storage levels were 19% below the five-year weekly average.
The U.S. active drilling rig count was approximately 1,050 rigs in early July, according to Baker Hughes, sug-t�
gesting the past year’s continual increase in rig activity has reached a plateau.
On balance, these factors are conducive to higher prices and increasing gas imports from Canada.t�
Mineral lease auctions or “land sales” in Western Canada in the first half of 2018 are on par with the compara-t�
ble period of 2017, totalling approximately $273 million compared to $277 million by the end of June last year. 
This is much stronger than in 2016 and 2015, when the first half-year’s land sales were $50 million and $205 
million, respectively.
Capital spending in Western Canada’s conventional oil and gas sector (excluding the oil sands), as forecast in t�
the first quarter of the year by the Alberta Energy Regulator, is moderately positive, with an expectation that 
spending will be similar to 2017 and will gradually increase from $19.4 billion this year to $20.9 billion in 2027.
The industry continues to expect significant merger-and-acquisition activity, which has the potential to trigger t�
transaction-based seismic data library sales, but activity to date in 2018 has been low.
The Canadian Association of Oilwell Drilling Contractors’ drilling forecast for 2018 remains unchanged at t�
6,138 wells, up slightly from 2017. To date in 2018, rig utilization and total drilling days are roughly comparable 
to 2017.
The Petroleum Services Association of Canada is forecasting 7,400 wells across Canada this year, up from 7,100 t�
last year but down from its initial forecast for 2018.
Western Canada’s oil and gas producing sector continues to struggle to achieve a solid recovery from its ex-t�
tremely difficult, three-and-a-half-year-long downturn. The industry has not benefited from the virtually 
across the board strengths driving U.S. industry activity. Pulse anticipates the Canadian sector’s slower recov-
ery will continue.

Further barriers to accelerated field activity are ongoing takeaway pipeline constraints, weak intra-Alberta gas 
demand, strong productivity from newly drilled wells in the Montney, Duvernay, Deep Basin and other uncon-
ventional plays, fluctuating gas exports to the U.S. and Canada’s failure to move forward with large LNG export 
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projects. These are significant handicaps for a gas-focused supply basin.

Government policies at all levels in Canada remain, on balance, less supportive of oil and gas industry capital 
investment than in the past (or in the U.S. at present). The ongoing nationwide controversy over the politically-
driven holdup of the National Energy Board-approved expansion of the Trans-Mountain Pipeline from Alberta to 
tidewater in Burnaby, B.C. is an example.

Fortunately, Pulse’s business has been grown, enlarged and fine-tuned to be resilient against industry volatility, 
negative market forces and unpredictable government policies. The company’s strong balance sheet, with effec-
tively zero cash financing costs, its low cash operating costs and the absence of other spending commitments make 
Pulse’s cash-flow positive at annual revenue of approximately $6 million. Pulse’s lowest annual sales in the depths 
of the energy industry’s downturn were $14.3 million.

Conclusion:

Pulse had a very strong 2017 after a very difficult three preceding years. The company’s core business grew and 
results were driven higher by a $29.5 million transaction, the highest-valued single licensing agreement in Pulse’s 
history. Having said this, the one-time sale was over 67% of total sales and while these “one-time” sales are part of 
the company’s business, they are unpredictable and it might be optimistic to believe an equivalent sale will occur 
in 2018. Without this sale, the business would have shown growth in the 40% range. Based on 2017earnings, the 
stock offers value, but it operates in a cyclical and lumpy market and 2017 includes a record sale that is likely not 
repeatable on a consistent basis. In fact, Q1 and Q2 in 2018 have been significantly weaker than the same periods in 
2017, producing less favourable fundamental metrics over the last 4 quarters and weak at best over the past two.

Even with weaker first and second-quarter sales, Pulse generated positive cash EBITDA and shareholder free cash 
flow in each quarter. Having said this, the cash flow produced in Q1 and Q2, if annualized, would suggest Pulse is 
somewhat overvalued at present.

For the rest of 2018, Pulse remains cautious about the level of traditional sales. Large or small transaction-based 
sales can occur at any time, creating potential upside to Pulse’s quarterly and annual revenues. The strength or 
weakness of transaction-based sales will determine whether 2018 financial results exceed or underperform histori-
cal averages. At a time when the U.S. energy market is buzzing once again, the Western Canadian Sedimentary 
basin which is Pulse’s bread and butter, is lagging considerable due to a number of factors described about in the 
Outlook. This should be a time of optimism for Pulse, but it has yet to show up in the underlying numbers or in 
management’s near-term outlook.

We like the business and the strong balance sheet but do not like its positioning in a Canadian oil patch that cur-
rently have a great deal of specific geopolitical headwinds facing producers and explorers despite a decent recovery 
in worldwide energy prices. MONITOR.

Quarterhill Inc.(QTRH:TSX)
In 2017, Quarterhill began a transition away from a singular reliance on its historical patent monetization business 
towards becoming, over time, a disciplined acquirer and manager of established technology companies operating 
alongside the patent monetization business. To this end, in 2017, the company reorganized its corporate affairs to 
create Quarterhill, transferred and assigned all of its patent monetization assets to a separate WiLAN Inc. com-
pany (WiLAN), acquired each of VIZIYA Corp. (VIZIYA) and International Road Dynamics Inc. (IRD) and their 
respective businesses and effective January 1, 2018, hired Douglas Parker as the new President and Chief Executive 
Officer.

Today Quarterhill is focused on the acquisition, management and growth of companies in dedicated technology 
areas including, vertical market software and solutions, intelligent industrial systems, and innovation and licens-
ing. Quarterhill’s emphasis is on seeking out acquisition opportunities at reasonable valuations that provide a 
foundation for recurring revenues, predictable cash flows and margins, profitable growth, intimate customer rela-
tionships and dedicated management teams. 
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Business Strategy and Segments

Quarterhill states that its strategy focuses primarily on financial metrics while remaining cognizant of broader 
technology and market trends as the company builds a portfolio of businesses that are characterized as having 
recurring revenue, free cash flow and profitable growth potential. Driven by the execution of a proven and disci-
plined acquisition strategy, they seek to enable shareholders to benefit from consolidation and convergence trends 
in today’s technology industry. As of June 30, 2018, the company had investments in three segments: Technology 
(WiLAN); Mobility (IRD); and Factory (VIZIYA).

Recent Financial Results:

Q2 2018 revenues rose to $20.4 million from $18.6 million in Q2 2017, representing growth of 10%. Consolidated 
revenues for the six months ended June 30, 2018, were $32.4 million compared to $26.2 million in the same period 
last year, representing growth of 24%. The year-over-year increases were due to the company’s diversification strat-
egy and the inclusion of the operations of IRD and VIZIYA, which were acquired in Q2 2017.

Gross margin for Q2 2018 was down significantly to $3.9 million, or 19%, compared to $9.1 million, or 49%, in Q2 
2017. Gross margin for the six months ended June 30, 2018, was $4.1 million, or 13%, compared to $9.3 million, or 
35%, in the same period last year. For both Q2 2018 and the year-to-date period, positive and increased gross mar-
gin from IRD and VIZIYA was mostly offset by negative gross margin at WiLAN.

Operating expenses include selling, general and administrative costs, research and development costs, deprecia-
tion and amortization of intangible assets. Operating expenses for Q2 2018 were $14.7 million compared to $12.4 
million in Q2 2017. Operating expenses for the six months ended June 30, 2018, were $29.9 million compared to 
$20.2 million in the same period last year. Operating expenses increased year-over-year due to the addition of the 
IRD and VIZIYA operations for the full reporting period in 2018.

Adjusted EBITDA for Q2 2018 was a loss of -$4.0 million compared to a gain of $4.8 million in Q2 2017. Adjusted 
EBITDA for the six months ended June 30, 2018, was a loss of -$11.3million compared to a gain of $2.6 million 
in the same period last year. Adjusted EBITDA for the three- and six-month periods ended June 30, 2018, reflects 
lower revenue and negative adjusted EBITDA from WiLAN, which offset positive adjusted EBITDA from both the 
IRD and VIZIYA operations.

Net loss for Q2 2018 was -$7.9million, or -$0.07 per share, compared to net earnings of $3.6 million, or $0.03 per 
share, in Q2 2017. For Q2 2018, net loss increased due primarily to lower revenue and a greater net loss from Wi-
LAN, offset in part by positive net income from IRD and VIZIYA. Net loss for the six months ended June 30, 2018, 
was -$19.9 million, or -$0.17 per share, compared to a net loss of -$3.6 million, or -$0.03 per basic and diluted com-
mon share, in the same period last year. For the year-to-date period, net loss increased due to lower revenue and a 
greater net loss from WiLAN and a loss from IRD in Q1 2018, offset in part by positive net income from IRD in Q2 
2018 and from VIZIYA in both Q1 and Q2 of 2018.

Cash and cash equivalents and short-term investments amounted to $73.1 million at June 30, 2018, compared to 
$86.6 million at December 31, 2017.

Subsequent Event:

In a trial verdict rendered on August 1, 2018, in the United States District Court for the Southern District of Cali-
fornia a jury awarded WiLAN $145.1 million in damages against Apple Inc. for infringement of WiLAN’s U.S. 
patent Nos 8,457,145 and 8,537,757.

Conclusion:

Quarterhill is an interesting study. We believe the company’s strategy of utilizing its cash balance to transition 
from what became known as a “patent troll” business (rightly or wrongly) to a technology driven cash producing 
business is a good one. The existing strong cash balance was to be used to buy growing, cash producing technol-
ogy-based businesses in “exciting” new generation tech segments. The periodic strong cash flow from one-time 
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and ongoing licensing opportunities could also be used to help make future purchases in this vein as it piled up 
on the balance sheet. Again, a reasonable approach. Our first issue with the cash deployment was that the existing 
team that had not produced shareholder value for the better part of a decade was involved in the transition. With 
a new CEO in place this has been corrected to a degree. However, the two initial acquisitions, while solid potential 
growth businesses, were bought at unattractive premiums near term and have yet to produce anything close to the 
cash flow one would expect given the price tags. Despite a strong balance sheet the operating business is expensive 
and will need to grow in profitability substantially or be augmented by further acquisitions with strong cash flow 
to justify valuations. The model is very intriguing. The execution has not been great to date. If the damages from 
Apple are in fact awarded (which is not a certainty), the warchest of cash will allow the company to acquire other 
cash flowing businesses. This would be a long-term positive, but we advise the company acquire new assets at more 
attractive multiples. The company is now well over a year into the “new strategy” so we will continue to monitor it 
for positive signs. MONITOR.

Questor Technology Inc. (QST:TSX-V)
Founded in 1994 and headquartered in Calgary, Alberta, with field offices located in Grande Prairie, Alberta; 
Brighton, Colorado; and Brooksville, Florida, Questor Technology has grown to become an international environ-
mental Cleantech company. The company is active in Canada, the United States, Europe and Asia and is focused 
on clean air technologies that safely and cost effectively improves air quality, supports energy efficiency and green-
house gas emission reductions. Questor designs, manufactures and services high efficiency waste gas combustion 
systems as well as, power generation systems and water treatment solutions utilizing waste heat. The company’s 
proprietary incinerator technology is utilized worldwide in the effective management of Methane, Hydrogen 
Sulphide gas, Volatile Organic Hydro-carbons, Hazardous Air Pollutants and BTEX gases ensuring sustainable 
development, community acceptance and regulatory compliance. Questor and its subsidiary, ClearPower Systems, 
are providing solutions for land fill biogas, syngas, waste engine exhaust, geothermal and solar, cement plant waste 
heat in addition to a wide variety of oil and gas projects in Canada, throughout the United States, the Caribbean, 
Western Europe, Russia, Thailand, Indonesia and China.

As the world transitions to a lower carbon economy, destroying methane cleanly is one of the most effective ways 
of meeting the greenhouse gas (GHG) emission reduction goals and the methane reduction goals. Methane is 25 
times more impactful than carbon dioxide (CO2) from a global warming perspective, over a hundred-year pe-
riod. By utilizing Questor’s patented clean combustion technology the company’s clients eliminate their methane 
emissions and reduce the GHG emission impact nine-fold. In Colorado, Questor is demonstrating that its technol-
ogy cost effectively deals with methane emissions and other hazardous air pollutants. Ten global exploration and 
production (E&P) companies recently made a commitment to reduce their methane emissions from their natural 
gas operations and have pledged $1 billion for gas technologies to fight climate change referred to as the oil and 
gas climate initiative (OGCI). The OGCI companies are CNPC, Total, Statoil, BP, Pemex, Shell, Petrobras, Repsol, 
Saudi Aramco, and Eni. These companies are not waiting for regulation but have chosen to implement methane 
reductions as a strategic corporate initiative.

Questor is pursuing opportunities in jurisdictions where regulations mandate not just clean combustion but the 
beneficial use of the gas. The company’s diverse technologies; power and water treatment from waste heat, are key 
components to meeting that mandate and important to the strategy for diversification and differentiation.

Recent Quarterly Financial Results:

KeyStone re-recommended the stock in late May 2018 with the stock trading in the $3.64 range after originally 
recommending the stock in July 2016 at $0.12. The stock was performing well, hitting highs in the $4.50 range fol-
lowing strong Q1 results, but has sold off recently on an increase in perceived regulatory risk in its primary market 
of Colorado. The company recently issued strong Q2 2018 financial results and today we review the numbers and 
update our rating on the stock.

Q2 2018 revenues jumped 46% to $5.7 million from $3.9 million in 2017. The following is a breakdown of revenue 
by the major service lines comprised of rentals, sales and services. Incinerator rentals were $3.4 million versus $2.1 
million in the same period of 2017. Incinerator sales were $1.5 million versus $1.5 million in the same period of 
2017. Incinerator service revenue was $0.8 million versus $0.3 million inthe same period of 2017.
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Rentals: Q2 revenue from incinerator rentals increased 46% versus the same period of 2017. The increase is the 
result of capital invested expanding the rental fleet, offset partially by lower rental utilization during the three 
months ended June 30, 2018, versus the same period of 2017. Questor has invested $7.9 million in rental equip-
ment since June 30, 2017. The investment increased the number of rental units by over 100%, and added a new 
rental revenue stream with detachable stack tops. All rental expansion equipment has been mobilized to the 
United States. Rental utilization decreased 26% versus the same period of 2017. Demand for rental units during 
the period was impacted by reduced flowback requirements for Questor’s key customer (Extraction Oil & Gas Inc. 
(XOG:NASDAQ)). Utilization increased over the month of June, recovering to expected utilization levels of 65% by 
the end of the period.

Sales: Incinerator sales were consistent with the same period of 2017. In the first quarter of 2018, Questor received 
$4.0 million of orders from a key customer for hybrid units to be delivered during 2018. Approximately 39% of the 
order was delivered in the second quarter of 2018. The company had a similar order in 2017.

Service: Incinerator service revenue increased during the first quarter of 2018 versus the same period of 2017 due 
to increased rental activity, a higher mix of part sales related to service work and increased transportation revenue. 
Transportation revenues have grown as a result of investment in additional proprietary detachable trailers.

Q2 gross profit increased to $3.3 million versus $2.4 in 2017, an increase of $0.9 million. The increase was the result 
of higher rental and service revenue. Questor’s Q2 2018 net income rose 86% to $1.78 million, or $0.07 per share, 
from $959,023, or $0.04 per share.

Valuation and Fair Value Assessment:

Questor holds a strong balance sheet with $4.87 million ($0.18 per share) in cash and no long-term debt – both 
suggest it could sustain a premium multiple. The company operates in a highly cyclical industry (energy services) 
which is subject to boom and bust conditions – suggesting it may deserve a multiple discount to the market. From 
a valuation perspective, it provides a bit of a conundrum. If energy prices move higher or stay in the current range 
and the regulatory environment is supportive, the growth will likely continue. If neither is the case, despite great 
products and a good strategy from management, demand will suffer and the stock will follow. Near term the com-
pany appears to be positioned for growth given the solid order book, the significant increase in the size of its rental 
fleet and management’s willingness to expand the fleet to meet demand in 2018 and beyond. On a trailing (last 12 
months) basis the company has earned $0.24 per share and 13.7 times earnings, which is a significant discount to 
the market. We estimate the company can grow earnings per share in 2018 to the $0.29 range with EBITDA per 
share in the $0.48 range. As a result, our fair value of $4.35 is based on a 15 times price to earnings multiple.

Key Risks:

Energy Prices: Energy prices are the number one driver of Questor’s business near term. Long term, the company 
can diversify away from energy, but this will take time. The current energy pricing environment is supportive to its 
primary client’s activity levels in the U.S. energy market. A significant drop in energy prices would be a negative 
for the company near term and likely affect cash flow and the stock price.

Regulatory Environment: The company’s primary market, Colorado, has had a supportive regulatory environ-
ment. The near-term risk/uncertainty in Colorado surrounds Initiative 97. The initiative establishes a minimum 
setback of oil and gas wells to 2,500 feet from the current 500 feet for homes and 1,000 feet for schools. Backers of 
Initiative 97 turned in 171,000 signatures or over 71,000 more than they required just over 98,000 valid signatures 
from voters to make the November ballot. It appears Initiative 97 will be on the ballot. Most analysts believe that 
the initiative faces an up-hill battle as polling suggests the greater population is not in favour of the initiative as 
is. But recent changes in Colorado’s population, high profile events including a recent fatal explosion, increased 
Democratic Party support, and a wild card national election creates more uncertainty. The industry currently 
supports over 232,900 jobs and provides $31.4 billion per year in economic benefit to the state. The industry claims 
the initiative would decimate both. It is in the industries best interest to state this. This fight has been fought many 
times in Colorado and is one of the reasons the state has some of the toughest emissions laws – which is a huge 
benefit to Questor. In the end, there has been a negotiated settlement which is more of a win-win for both sides. If 
the initiative passes it would be a negative for Questor near term. We believe a negotiated settlement will be the end 
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result.

Conclusion:

While slightly weaker than expected due a near-term pull-back in demand for rental units during the period im-
pacted by reduced flowback requirements for Questor’s key customer (Extraction Oil & Gas Inc. (XOG:NASDAQ)), 
Q2 showed significant increases in terms of revenue, cash flow, and earnings per share over the prior period of 
2017. Utilization increased over the month of June, recovering to expected utilization levels of 65% by the end of 
the period. As such, the pullback is really of little long-term concern. The results themselves and outlook near term 
for cash flow growth should have helped the stock to new highs. However, regulatory uncertainly has caused the 
shares to pullback from recent highs.

The near-term risk/uncertainty in Colorado surrounds Initiative 97. Colorado is currently Questor’s primary area 
of operation. The initiative establishes a minimum setback of oil and gas wells to 2,500 feet from the current 500 
feet for homes and 1,000 feet for schools. Backers of Initiative 97 turned in 171,000 signatures or over 71,000 more 
than the required just over 98,000 valid signatures from voters to make the November ballot. It appears Initiative 
97 will be on the ballot. Most analysts believe that the initiative faces an uphill battle as polling suggests the greater 
population is not in favour of the initiative as is. But recent changes in Colorado’s population, high profile events 
including a recent fatal explosion, increased Democratic party support, and a wild card national election creates 
more uncertainty. The industry currently supports over 232,900 jobs and provides $31.4 billion per year in eco-
nomic benefit to the state. Industry supporters and workers claim the initiative would decimate both. It is in the in-
dustries best interest to present the situation as a worst-case-scenario. It is true, the passing of the initiative would 
significantly slow down the industry, but in some cases drillers would just use longer horizontal techniques to ac-
cess the energy. This fight has been fought many times in Colorado and is one of the reasons the state has some of 
the toughest emissions laws – which is a huge benefit to Questor. In the end, there has been a negotiated settlement 
which amounts to more of a win-win for both sides. Again, if the initiative passes it wouldbe a significant negative 
for Questor near term. The uncertainty has already caused a discount in the share price. We believe a negotiated 
settlement will be the end result as the industry is a very important driver of economic growth in Colorado.

Questor holds a strong balance sheet with $4.87 million ($0.18 per share) in cash and no long-term debt – both 
suggest it could sustain a premium multiple. The company operates in a highly cyclical industry (energy services) 
which is subject to boom and bust conditions – suggesting it may deserve a multiple discount to the market. From 
a valuation perspective, it provides a bit of a conundrum. If energy prices move higher or stay in the current range 
and the regulatory environment is supportive, the growth will likely continue. If neither is the case, despite great 
products and a good strategy from management, demand will suffer and the stock will follow. Near term the com-
pany appears to be positioned for growth given the solid order book, the significant increase in the size of its rental 
fleet and management’s willingness to expand the fleet to meet demand in 2018 and beyond. On a trailing (last 12 
months) basis the company has earned $0.24 per share and 13.7 times earnings, which is a significant discount to 
the market. We estimate the company can grow earnings per share in 2018 to the $0.29 range with EBITDA per 
share in the $0.48 range. As a result, our fair value of $4.35 is based on a 15 times price to earnings multiple.

Near term the vote will increase volatility around Questor’s shares. The company has a well above average risk 
profile and is appropriate for risk capital in a portfolio. We maintain our SPEC BUY rating and the company’s 
place in our Canadian Small-Cap Discovery Portfolio.

Quorum Information Technologies Inc. (QIS:TSX-V)
Quorum is focused on developing, marketing, implementing and supporting its automotive dealership and cus-
tomer management system, XSELLERATOR. Quorum offers the system to franchised, independent and some 
non-automotive dealerships in Canada and the United States. XSELLERATOR automates, integrates and stream-
lines every process across departments in a dealership. The system includes tools designed to maximize revenue 
opportunities for dealerships such as Customer Relationship Management and service inspection and quoting pro-
cesses. Quorum is a Microsoft partner and XSELLERATOR is developed with modern mobile-enabled technology.
Recent Quarterly Financial Results:

Q1 2018 Highlights
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Gross revenue increased by 8% to $3.52 million from $3.27 million in Q1 2017.t�
Gross margin increased to $1.84 million from $1.7 million in Q1 2017, an 8% increase.t�
Gross margin as a percentage of gross revenue remained consistent at 52%.t�
EBITDA decreased to $188,000 from $369,000 in Q1 2017. Increased gross margin was offset by:t�

Larger salaries and benefits expense due to increased staffing levels.t�
An increase in general and administrative costs due to an office move in the quarter and higher office t�
rental expense.
An increase in NADA expense due to an expansion of Quorum’s booth.t�

Loss before deferred income tax expense was $398,000compared to $77,000 in Q1 2017.t�
Comprehensive loss was $189,000 compared to comprehensive income of $32,000 in Q1 2017.t�

Recurring support revenue increased to $2.733 million in Q1 2018, compared to $2.45 million in Q1 2017,an 
increase of $281,447, or 12%. The company completed ten new installations during Q1 2018 with each now pay-
ing recurring monthly support and services fees. As the customer base grows, support revenue should continue 
to grow proportionately. Sales to existing customers of Quorum-developed products, strategic 3rd party prod-
ucts, XSELLERATOR user licenses and annual support increases, represents 63% of theQ1 2018 support revenue 
growth. The remaining 37% of the Q1 2018 support revenue growth comes from increases in customer base. In Q1 
2018, Quorum completed ten new XSELLERATOR rooftop installations and had one rooftop loss and ended the 
quarter with a total of 350 active installed dealership rooftops.

Add-on revenue to existing customers increased to $370,159 in Q1 2018, compared to $261,594 in Q12017, an in-
crease of $108,565, or 42%. The increase is mainly due to an increase in training revenue. New installations rev-
enue was $360,226 in Q1 2018 compared to $439,605 in Q1 2017, a decrease of $79,379, or 18%. While the company 
completed ten rooftop installations in Q1 2018 compared to nine in Q1 2017, the Q1 2018 installed dealerships were 
smaller than in Q1 2017, and increased competitive pressure on installation costs drove down install prices in 2017.

Outlook:

The automotive dealership market has traditionally implemented older, character-based technology for its in-house 
systems. However, the auto manufacturers are developing numerous new electronic interfaces between their sys-
tems and the auto dealerships’ systems. As a Windows-based, fully-integrated product, XSELLERATOR is one of 
the most technologically advanced software products in the DMS field, and as such, is better able to implement the 
new electronic interfaces more quickly and effectively than its competitors that utilize older technology. Quorum 
anticipates that there will be a considerable amount of demand from the auto dealership industry to upgrade to the 
latest technology, and for companies that utilize new technology in order to electronically interface with the auto 
manufacturers. This provides a unique opportunity for the company to market its XSELLERATOR product both at 
the dealership and the manufacturer level.

The company believes that its success depends largely upon the following factors:
Financial health of the automotive industry including dealerships and manufacturers.t�
Sales, installations and support of the Quorum’s XSELLERATOR product.t�
Retention of existing customers.t�
Continued enhancements and upgrades contained in the new version releases of the company’s proprietary t�
software product, XSELLERATOR.
The ability of the company to attract and retain top quality people.t�
The ability of the company to attract and leverage quality business partners to help accelerate the company’s t�
growth and penetration into the expanding marketplace.
Development of business processes and standardization of those processes, to facilitate the implementation t�
and support of XSELLERATOR on a global scale.
Building and maintaining positive relationships with the automotive manufacturers.t�

Management expects sales from its suite of DMS software products will continue to grow over the next several 
years. Management is committed to enhancing its market share in the DMS software market in both Canada and 
the U.S. However, it is difficult to forecast Quorum’s sales and market share with precision due to factors such as: 
the nature of the automotive industry; acceptance of XSELLERATOR; the overall sales cycle; and approvals from 
other auto manufacturers.
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In prior years, Quorum was focused on total revenue growth, however, in 2017 Quorum started the transition to 
focus on Software as a Service (SaaS) revenue growth. The company’s recurring support revenue is entirely SaaS-
based and, for investors, it is the most valuable revenue stream for the company.

In Q1 2018 Quorum had the following significant measurable steps towards this transition:
Recurring SaaS support revenue for Q1 2018 increased by $281,447 over Q1 2017, which represents a 12% t�
increase. Both added installations of new customers and sales of added Quorum-developed and strategic 3rd 
party products (for which Quorum is a reseller) to our existing customer base contributed to this growth.
Quorum’s annual SaaS support revenue run rate is now $11.39 million based on March 2018 support revenue of t�
$948,910.
Support revenue now represents 78% of total revenue for Q1 2018 compared to 75% for Q12017.t�
Support revenue growth drivers include:t�

Sales to existing customers of Quorum-developed products, strategic 3rd party products, XSELLERA-t�
TOR user licenses and annual support increases represent 63% of the Q1 2018support revenue growth. 
Autovance had previously been a strategic 3rd party partner. However, in September 2017, Quorum ac-
quired all of the issued and outstanding shares of Autovance Technologies Inc. and the total Autovance 
revenue is included above. Of that revenue, the additional support revenue in Q1 2018 from Autovance’s 
proprietary product, Autovance Desk, for Quorum customers was $32,000 and Autovance revenue 
for non-Quorum customers for Q1 2018 was $86,150. The run rate as of March 31, 2018, of Quorum’s 
revenue associated with Autovance’s annual SaaS support revenue is $771,000 based on March support 
revenue of $64,214.
The remaining 37% of the Q1 2018 support revenue growth comes from increases in customer base. In t�
Q1 2018 Quorum completed ten new XSELLERATOR rooftop installations and had one rooftop loss 
(for a quarterly churn of 0.3%) and ended the quarter with a total of 350 active installed dealership roof-
tops. The primary reason for any rooftop losses (or churn) is that dealership customers can be acquired 
by dealer groups and the group may already be using a competitor’s system. In Q1 2017, Quorum had 
nine new rooftop installations, however, new installation one-time revenue declined in Q1 2018because 
the Q1 2018 installed dealerships were smaller than those installed in Q12017 and because of increased 
competitive pressure on installation costs which drove down install prices in Q1 2018.

Sales Backlog –t�  not all dealership rooftops sold in Q1 2018 and 2017 were able to be installed during Q1 2018. 
Quorum had 13 sold dealership rooftops planned to be installed throughout the remainder of 2018 and Q1 
2019 compared to 17 at the end of Q1 2017 that were installed in 2017 and Q1 2018.
Canadian and U.S. Market –t�  Quorum has continued to expand Total Addressable Market (TAM) in Canada 
over the last five years. In order to increase TAM, Quorum must complete multi-month projects with vehicle 
manufacturers (OEMs) to integrate to their systems. In Q1 2018, the company completed Ford U.S. integra-
tion development and in February 2018 piloted its first Ford dealership in the U.S. The result is that Quorum 
can now sell software to Ford dealerships in the U.S, which increases TAM in the U.S. by 35%. Quorum plans 
to continue to invest in significant projects in the U.S. to accelerate growth in this market. Additionally, the 
company plans to further invest in manufacturer integration in both Canada and the U.S.
Add-on revenue and Dealership Utilization -t�  Quorum continues to enhance three high value components of 
software - Communicator, VIP and Sales CRM. They track key dealership utilization metrics related to these 
areas in a Dealership Success Scorecard (shown below). Getting dealerships to utilize these areas has the fol-
lowing benefits to Quorum:

Drives training revenue – training visits were up 110% for Q1 2018 compared to Q1 2017. Training rev-t�
enue represents 67% of Quorum’s total add-on revenue and add-on revenue increased 42% in Q1 2018 
over Q1 2017.
Increased customer satisfaction and reference-ability of customers.t�

Conclusion:

On the positive side, Quorum has posted 18 consecutive quarters of revenue growth (over the prior year quarters). 
In Q2 2018, the overall revenue growth was just 8% and EBITDA continued its recent declines. This is a valid con-
cern as the company was trading at premium multiples and, despite the drop, on a price to conventional earnings 
basis, the stock is not cheap. Management will counter with the agreement that the fundamentals behind future 
revenue growth remain strong and SaaS based recurring revenue continued to grow, and by a more impressive 12% 
in Q2 2017 year-over-year. Indeed, the key driver of shareholder value remains in place as Quorum’s annual SaaS 
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support revenue run rate is now $11.39 million based on March 2018 support revenue of $948,910. Management 
will also counter that the EBITDA decline is justified near term as Quorum made a number of incremental, critical 
investments in Q1 2018 compared to Q12017 that are key to future growth. These investments negatively impacted 
working capital by $500,000 and EBITDA and net income by $375,000 in the quarter.

From a valuation perspective, Quorum is trading at roughly 18 times trailing cash flow from operations. The bal-
ance sheet is strong and the company appears to have a solid recurring (SaaS) revenue base. The potential remains 
for growth to pick up once again. For an investor betting on a return to growth, it is an option and the company 
may be a takeover target. We would like to see confirmation of a return to EBITDA growth before we looked to 
buy. MONITOR.

Reitmans (Canada) Limited (RET.A:TSX)
Reitmanshas a single reportable segment that derives its revenue primarily from the sale of ladies’ specialty apparel 
to consumers through its six retail banners. The company’s stores are primarily located in malls and retail power 
centres across Canada while also offering e-commerce website shopping for all of its banners. The online channels 
provide customers convenience, selection and ease of purchase, while enhancing customer loyalty and continuing 
to build the brands. The company currently operates under the following banners:

The Reitmans banner, operating stores averaging 4,600 sq. ft., is Canada’s largest women’s apparel specialty chain 
and leading fashion brand. Reitmans has developed strong customer loyalty through superior service, insightful 
marketing and quality merchandise. Penningtons is a leader in the Canadian plus-size market, offering trend-right 
styles and affordable quality for plus-size fashion sizes 14–32. Penningtons operates stores averaging 6,000 sq. ft. in 
power centres across Canada. Addition Elle is a fashion destination for plus-size women with a focus on fashion, 
quality and fit delivering the latest “must-have” trends to updated fashion essentials in an inspiring shopping envi-
ronment. Addition Elle operates stores averaging 6,000 sq. ft. in major malls and power centres nationwide. RW& 
CO. operates stores averaging 4,500 sq. ft. in premium locations in major shopping malls, catering to a customer 
with an urban mindset by offering fashions for men and women. Thyme Maternity is a leading fashion brand for 
moms-to-be, offering current styles for every aspect of life, from casual to work, plus a complete line of nursing 
fashions and accessories. Thyme operates stores averaging 2,300 sq. ft. in major malls and power centres across 
Canada. Hyba stores offer affordable, on-trend activewear and yoga clothes for exercising or sports in sizes XS to 
2X. Hyba is also available at Reitmans store locations across Canada.

The Canadian retail marketplace continues to change rapidly with consumers shopping behaviours blurring the 
lines between traditional store purchases and online shopping. In responding to this new reality, Reitman’s em-
barked on key strategic initiatives aimed at improving the customers’ online and in-store experience. The company 
continues to invest significantly in improvements in e-commerce fulfillment and technology, ensuring a team to 
support enhanced customer analytics. The company believes it is well positioned in an omnichannel shopping 
environment with a store portfolio that is located in highly desirable major malls and power centres across Canada 
and a compelling e-commerce offering.

Recent Financial Results:

Q1 2018 revenue was $207.6 million compared with $207.1 million for the three months ended April 29, 2017, de-
spite a net reduction of 32 stores. However, revenue was positively impacted by approximately $8.8 million due to 
the first quarter of fiscal 2019 ending one week later than the first quarter of fiscal 2018. Same store sales decreased 
0.8%, compared to the comparable 13 weeks ended May 6, 2017, with stores sales decreasing 3.9% and e-commerce 
sales increasing 21.9% as the company continues to experience strong growth in its e-commerce channel. Gross 
profit for the first quarter of fiscal 2019 increased $3.1 million, or 2.7%, to $116.3 million compared with $113.2 
million for the first quarter of fiscal 2018. Gross profit was positively impacted by approximately $8.6 million due 
to the first quarter of fiscal 2019 ending one week later than the first quarter of fiscal 2018. In addition, the first 
quarter of fiscal 2019 included a positive foreign exchange impact of approximately $5.0 million on U.S. denomi-
nated purchases included in cost of goods sold. These improvements were largely offset by increased promotional 
activity in the first quarter of fiscal 2019. Results from operating activities for the first quarter of fiscal 2019 were 
a loss of $4.3 million compared with a loss of $12.3 million for the first quarter of fiscal 2018, an improvement of 
$8.0 million. The improvement is primarily attributable to a reduction in store operating costs due to fewer stores 
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and lower depreciation and net impairment losses, along with the improved gross profit impact, as noted above. 
Net loss for the first quarter of fiscal 2019 was -$3.2 million, or -$0.05 per share, compared with a -$6.6 million net 
loss, or -$0.10 per share, for the first quarter of 2018. The decreased loss of $3.4 million is primarily attributable to 
the positive impact in gross profit, as described above, along with reduced store operating costs partially offset by 
a decrease in net finance income and a lower income tax recovery. Adjusted EBITDA for the first quarter of fiscal 
2019 was $6.9 million compared with a loss of -$0.1 million for the first quarter of fiscal 2018, an increase of $7.0 
million, primarily due to the positive impact of the shift in weeks, as noted above.

During the quarter, the company opened 5 new stores and closed 10. Accordingly, at May 5, 2018, there were 637 
stores consisting of 269 Reitmans, 121 Penningtons, 89 Addition Elle, 80 RW&CO., 62 Thyme Maternity and 16 
Hyba. The company plans to open 11 new stores, close 47 stores and remodel 42 stores this year.

Sales for the month of May (the four weeks ended June 2, 2018) increased 4.6%. Same store sales increased 7.7% 
with stores increasing 4.9% and e-commerce sales increasing 29.2%.

Conclusion:

We recommended a Half Position in Reitman’s at the end of 2016. The company has right-sized operations to a 
degree, but the retail market has become even more challenging over the past 2 years and the company’s move into 
online selling has not yet compensated for the loss in traditional foot traffic. Again, the company has the capital in 
place to affect a turnaround, and has progressed to a degree in this direction by closing non-performing stores, but 
a path to growth appears more challenging. Same store sales were slightly lower over the first quarter of 2018, but 
picked up considerably in May. The stock pays a good dividend, but growth is limited and we just see better value 
with growth in other names in our Canadian Growth Stock Coverage. We elect to sell our initial Half Position in 
Reitman’s and employ capital into better growth opportunities. SELL

Sangoma Technologies Corporation (STC:TSX-V)
Sangoma’s portfolio of products deliver complete, Unified Communications (UC) Solutions. As the communica-
tions landscape continues to grow in complexity, with more devices, networks, clouds, and systems needing to 
interoperate, Sangoma’s portfolio of products enables service providers, carriers, enterprises, small and medium-
sized businesses (SMBs), and original equipment manufacturers (OEMs) alike to leverage their existing infrastruc-
ture for maximum financial return, while still delivering the most advanced applications and services from the 
latest technologies available. Sangoma’s product portfolio includes a complete line of UC and PBX platforms, IP-
Phones and UC Communicators, Cloud-based Services and Network Interconnection Products. Sangoma’s latest 
innovations and expanded product portfolio include technology and appliances such as IP-PBXs based on FreeP-
BX and PBXact, a range of IP-Phones and integration tools to enable automated configuration and management, 
a Unified Communication Server and Client with Zulu UC, Session Border controllers (SBCs) to provide VoIP 
Security, Network bridging and failsafe VoIP gateways, Hosted IP-PBX service with PBXact Cloud, SIP trunking 
service with SIPStation, fax-over-IP service with FaxStation and signaling gateways for enterprise, SMB, carrier, 
and OEM applications. Sangoma continues to invest and lead the market in VoIP-to-PSTN interface boards.

Recent Quarterly Results

Q3 2018revenuesgrew 138% to $16.24 million versus the comparable quarter in 2017 and the thirteenth quarter 
in row of higher revenue versus the prior year. Gross profit of $8.90 million for the third quarter was double that 
of the third quarter of fiscal 2017, with gross margin percent at 55% of sales reflecting the addition of the newly 
acquired customer sales.

Operating expenses were $7.56 million in the third quarter, up 88% from the same quarter in fiscal 2017, reflecting 
the addition of the two acquisitions and their associated staffs. In the third quarter of fiscal 2018 Sangoma recorded 
$0.28 million of costs directly associated with the legal, financing and closing of the acquisition of a division of 
Dialogic on January 9, 2018. This is expected to be close to the final total and the specifics of the transaction and 
associated costs are detailed in the third quarter financial statements.

Q3 2018 EBITDA was $1.90 million up 160% from the $0.73 million in the same quarter of 2017 and at over 10% of 
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revenue, was above the company’s 2018 target.

Sangoma generated almost $2 million in cash from operations in the quarter, boosting an already healthy balance 
sheet that was also strengthened by the approximately $12 million from the recent private placement. The company 
finished the quarter with a cash balance of $14.03 million and working capital of $16.40 million. The company has 
$0.17 per share, or 14%, of its market capitalization in cash.

Outlook:

Sangoma is a leading provider of hardware and software components that enable or enhance IP communications 
systems for both telecom and datacom applications. Enterprises, SMBs and carriers in more than 100 countries 
rely on Sangoma’s technology as part of their mission-critical infrastructures. Through a worldwide network of 
distribution partners, Sangoma delivers high quality products, some of which carry the industry’s first lifetime 
warranty.

The company has been a major player in the open source telephony (OST) business for many years, and is a 
respected contributor to open source telephony solutions, and contributes back to the OST community regu-
larly. Sangoma has been involved in multiple OST projects (including two of the most common, Asterisk and 
Freeswitch) and, on January 1, 2015, extended its engagement through the acquisition of Schmooze Com Inc. This 
resulted in Sangoma taking over the management of the FreePBX project, which supports more than two million 
installs worldwide.

To protect its future, Sangoma recognized the critical need to evolve the company beyond its reliance on PSTN-
based products. This started with an operational rebuild, the acquisition of VegaStream, an internal build out of 
the product portfolio to compete in new market and customer segments such as SBCs, the addition of a core PBX 
product and introduction of cloud services with SIPStation, FoIP and cloud PBX offerings together with a range of 
IP phones. Sangoma is now a stronger competitor in the larger, more typical telecom equipment market, which is 
not generally OST based. With its PSTN interface boards, Vega gateway products, SBCs, FreePBX, IP phones, vari-
ous Support Services and others, Sangoma now sells to carriers, service providers, enterprises, SMBs, and OEM 
customers with several third-party application providers using Sangoma products.

In the first quarter of fiscal 2018, Sangoma acquired all of the membership interests in VoIP Supply providing San-
goma with an industry leading on-line presence, a large customer base to cross sell into, cloud PBX client experi-
ence, and enhanced scale.

In the third quarter of fiscal 2018, Sangoma acquired the assets of Dialogic CCD (Converged Communications 
Division) adding new products and revenues, strong new customers and channels relationships, improved supply 
chain and over 40 key experienced individuals in sales, support, operations and R&D.

Preliminary Q4 2018 Revenues:
On August 2, 2018, Sangoma announced preliminary unaudited revenue for Q4 2018 ended June 30, 2018. Sales 
for the fourth quarter of fiscal 2018 are expected to be approximately $17.5 million, more than double that of the 
same quarter last year, and about 8% above the immediately preceding third quarter of fiscal 2018. Revenue for the 
full year of fiscal 2018 is expected to be over $57 million, also more than double that of fiscal 2017 and above prior 
guidance of $55 million for the year with EBITDA expected to somewhat exceed the previous guidance of $6 mil-
lion.

Valuations and Fair Value Assessment:

By growing organically and smartly through accretive acquisitions, Sangoma’s revenue run-rate is now well in 
excess of $60 million. The company has been looking to move the EBITDA margin consistently through the 10% 
rate and appears to have achieved this with its solid guidance for 2018. The company is generating about $2 million 
per quarter in EBITDA and cloud revenue is growing at over 30% per year. On a trailing basis (last 12 months) the 
company has produced $0.038 per share and trades at 27 times this figure cash out. Given the significant acquisi-
tions over the past year, the current run rate is closer $0.06 per share in the next 12 months giving Sangoma a PE 
cash out in the range of 18.3 which is more in-line with the market. Moving into 2019, Sangoma is well positioned 
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to produce $2 million in EBITDA on a quarterly basis. Based on this, if we assign the company a relatively conser-
vative multiple of 9 times Enterprise value to 2019 EBITDAe our fair value is in the range of $1.61 or 31% higher 
than the current share price.

Conclusion

Sangoma’s Q3 and Q4 preliminary result were strong and displayed once again that the team is proficient in the 
integration of acquisitions and able to capitalize on synergies near term. Revenues continued to grow across the 
portfolio of products, profitability has expanded such that the company is generating about $2 million per quarter 
in EBITDA, cloud revenue is growing at over 30% per year, and the company successfully closed two significant 
acquisitions in fiscal 2018. With just under $10 million in net cash on hand Sangoma is well position to continue 
its strategy of increasing shareholder value via a combination of organic growth and M&A opportunities that are 
complementary to the business.

By growing organically and smartly through accretive acquisitions, Sangoma’s revenue run-rate is now well in 
excess of $60 million. The company has been looking to move the EBITDA margin consistently through the 10% 
rate and appears to have achieved this with its solid guidance for 2018. The company is generating about $2 million 
per quarter in EBITDA and cloud revenue is growing at over 30% per year. On a trailing basis (last 12 months) the 
company has produced $0.038 per share and trades at 27 times this figure cash out. Given the significant acquisi-
tions over the past year, the current run rate is closer $0.06 per share in the next 12 months giving Sangoma a PE 
cash out in the range of 18.3 which is more in-line with the market. Moving into 2019 Sangoma is well positioned 
to produce $2 million in EBITDA on a quarterly basis. Based on this, if we assign the company a relatively conser-
vative multiple of 9 times Enterprise value to 2019 EBITDAe our fair value is in the range of $1.61 or 31% higher 
than the current share price.

FLASH UPDATE – Acquisition

On August 24, 2018, Sangoma entered into a definitive agreement to acquire all of the outstanding shares of Di-
gium Inc. The deal is expected to close on or about August 31, 2018, subject to customary closing conditions.

Digium Inc.

Digium is the creator of Asterisk, the most widely used open source communication software in the world, along 
with Sangoma’s FreePBX. The company offers a comprehensive product portfolio including Digium’s cloud-based 
UCaaS (Unified Communication as a Service) platform, the Switchvox premise-based phone system, a complete 
range of IP phones, and a full suite of Asterisk software and connectivity products. Founded in 1999, Digium is 
a true pioneer in the communications market, launching the open source segment of telecom, and is one of the 
industry’s best known, most respected brands. It is headquartered in Huntsville, Alabama, is privately held and 
venture-backed, with over 40% of sales in recurring services revenue to a huge customer base around the world.

Transaction Details

Under the terms of the agreement, Sangoma expects to pay a total purchase price of US$28 million on a debt-free 
and cash-free basis, subject to customary working capital adjustments. The purchase price consists of US$24.3 mil-
lion in cash and 3,943,025 Sangoma common shares (representing US$3.7 million based on a ten (10) day volume 
weighted average price of $1.2214 per common share).Digium generated approximately US$30 million in revenue 
in its fiscal year ended December 31, 2017, with consolidated assets (net of cash) of approximately US$11 million, 
no debt and a net loss of approximately US$4 million. Further, for the most recently completed quarter ending 
June 30, 2018, Digium is operating at about EBITDA breakeven.

The cash portion of the consideration will be funded through a combination of cash on hand and, in order to 
minimize dilution, a new credit facility of approximately $21 million from Sangoma’s existing Canadian Tier 1 
bank, bringing Sangoma’s total credit facilities to about $28 million, of which approximately $25 million will be 
outstanding at closing. The new credit facility will be drawn in U.S. dollars, be repaid over 7 years and is expected 
to have an interest rate of 6.0% to 6.5% per annum at closing. 
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The acquisition, Sangoma’s seventh in seven years, provides the combined company with several strategic advan-
tages, including: increased scale via significantly higher sales, expanded recurring revenue percentage, stronger 
gross margins, market leadership in its category, a more complete product portfolio, a larger team of excellent 
employees during a time when competition for talent is high, a much wider network of complementary channel 
partners around the world, and a larger base of enterprise and SMB customers. After closing, the merged company 
will have a combined workforce of over 300 employees.

Management stated that the transaction will add very meaningful sales (US$30 million), create market leadership 
in Sangoma’s segment, increase recurring revenue materially and allow the company to nicely leverage its comple-
mentary businesses. During a time of industry consolidation, this transformative merger is another bold step for 
Sangoma in implementing its strategy to scale up and increase shareholder value, by augmenting organic growth 
with complementary M&A opportunities. 

Quick Notes:
Transaction combines the world’s two largest open-source communication software suppliers.t�
Consideration:t�  Total consideration of US$28 million.

US$24.3 million in cash.t�
Approximately 4 million of Sangoma common shares (subject to certain escrow conditions).t�

Leverage has increased but management has stated they are extremely comfortable with the leverage at 2.5x t�
EBITDA and it will be paid down over the coming years as the business scales.

New $21 million credit facility with a Canadian bank.t�
Total credit facilities to be about $28 million, of which approximately $25 million will be outstanding at t�
closing.
New credit facility expected to be repaid over 7 years and have an interest rate of 6.00% to 6.50% per an-t�
num.
Digium has approximately US$30 million in revenue and 160 staff (75 engineers) and 70% gross margins.t�

New Guidance
Fiscal 2019:t�

Revenue to $100 million with over 35% recurring.t�
$9-$10 million in EBITDA.t�

Fiscal 2020:t�
EBITDA margins to be over 13%.t�

It does appear there will be significant integration work and that Sangoma will need to also find significant syner-
gies to make the acquired assets profitable near term. Given their track record, we do believe the team will be up to 
the task, it might just take longer to see the win this acquisition could be in terms of the bottom line.

Sangoma currently trades at an Enterprise Value to Expected 2019 EBITDA (estimated to be in the range of $9.7 
million) of 9 which is roughly the multiple we had classified as fair value pre-acquisition. The acquisition has the 
potential to be transformational and take the company to a whole new annual revenue run-rate in the range of 
$100 million. One of the more attractive elements of the acquisition is the increase in recurring or cloud based rev-
enues it brings to Sangoma. The acquisition accelerates growth in the strategic cloud segment, doubling recurring 
revenue. Recurring revenue now equals 35% of total sales. Digium’s cloud business was said to be growing in the 
30%+ range, far higher than other segments. Given the businesses increased size and the gains in recurring rev-
enues the company may be afforded a higher multiple in the 10-12 time EV/EBITDA which would leave room for 
growth if management is able to execute. We see value mid to long-term and will interview management over the 
course of the next week to help adjust our fair value estimate. We maintain our SPEC BUY rating on the stock.

Sierra Wireless Inc. (SW:TSX)
Sierra Wireless is an Internet of Things (IoT) pioneer, empowering businesses and industries to transform and 
thrive in the connected economy. Customers start their IoT deployments with Sierra Wireless because the com-
pany provides an integrated device-to-cloud solution comprised of embedded and networking solutions seamlessly 
connected with IoT services. Original Equipment Manufacturers (OEMs) and enterprises worldwide rely on its 
expertise in delivering fully-integrated solutions to reduce complexity, turn edge network data into intelligent deci-
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sions and get their connected products and services to market faster.

The company operates its business under three reportable segments: (i) OEM Solutions; (ii) Enterprise Solutions; 
and (iii) IoT Services. Effective December 11, 2017, the former Cloud and Connectivity Services segment was 
renamed IoT Services to coincide with the acquisition of Numerex which is now included in the company’s IoT 
Services segment.

Recent Annual Financial Results:

Revenue of $201.9 million in Q2 and $388.8 million in the first six months of 2018 represents an increase of 16.4% 
and 16.2%, respectively, compared to the same periods of 2017. These increases in revenue were driven by growth 
in each of the company’s three reportable segments, notably in the IoT Services segment that included two full 
quarters of contribution from Numerex, which was acquired in December 2017.

Product revenue was $178.8 million in the second quarter and $341.7 million in the first six months of 2018, 
up9.4% and 8.6%, respectively, compared to the same periods of 2017. Services and other revenue was $23.1 million 
in the second quarter and $47.1 million in the first six months of 2018, up 130.4% and 134.5%, respectively, com-
pared to the same periods of 2017. Services and Other revenue represented 11.4% in the second quarter and 12.1% 
in the first six months of 2018 compared to 5.8% and 6.0%, respectively, in the same periods of 2017.

In Q2 2018 compared to the same period of 2017, OEM Solutions segment revenue increased by 4.5% to $150.9 
million, Enterprise Solutions segment revenue increased by 31.1% to $28.4 million and IoT Services segment rev-
enue increased significantly to $22.6 million compared to $7.3 million due to the contribution from Numerex and 
organic subscriber growth.

Foreign exchange rate changes impact foreign currency denominated revenue and operating expenses. The com-
pany estimates that changes in exchange rates between the second quarter of 2018 and the same period of 2017pos-
itively impacted gross margin by $0.3 million and increased operating expenses by $1.3 million in the second 
quarter of 2018.

Q2 2018 Financial Highlights:
GAAP

Revenue was $201.9 million, up 16.4%, compared to $173.4 million in the second quarter of 2017.t�
Gross margin was 34.3% compared to 34.4% in the second quarter of 2017.t�
Loss from operations was $5.1 million compared to earnings from operations of $4.0 million in the second t�
quarter of 2017.
Net loss was $11.4 million, or $0.32 per diluted share, compared to net earnings of $6.8 million, or$0.21 per t�
diluted share, in the second quarter of 2017.
Cash and cash equivalents were $73.4 million at the end of the second quarter of 2018, an increase of $2.8 mil-t�
lion compared to the end of the first quarter of 2018.

NON-GAAP(1):
Gross margin was 34.4% compared to 34.5% in the second quarter of 2017.t�
Earnings from operations were $10.4 million, down 9.0%, compared to $11.4 million in the second quarter of t�
2017.
Adjusted EBITDA was $15.6 million, up 4.7% compared to $14.9 million in the second quarter of 2017.t�
Net earnings were $9.7 million, or $0.27 per diluted share, compared to net earnings of $9.8 million, or $0.30 t�
per diluted share, in the second quarter of 2017.

(1) Non-GAAP financial measures exclude the impact of stock-based compensation expense and related social taxes, acquisition-related 
amortization, impairment, acquisition-related costs, integration costs, restructuring costs, certain other nonrecurring costs or recoveries, 
foreign exchange gains or losses on translation of balance sheet accounts, unrealized foreign exchange gains or losses on forward contracts 
and certain tax adjustments. Refer to the section titled “Non-GAAP Financial Measures” for additional details and reconciliations to the 
applicable GAAP financial measures.
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Outlook:

For the third quarter of 2018, we expect revenue to be in the range of $198 to $207 million and non-GAAP earn-
ings per share to be in the range of $0.22 to $0.30.

We believe that the market for wireless IoT solutions has strong long-term growth prospects. We anticipate strong 
long-term growth in the number of devices being wirelessly connected, driven by key enablers, such as lower wire-
less connectivity costs, faster wireless connection speeds, new wireless technologies designed specifically for the 
IoT, new devices and tools to simplify the development of IoT applications, and increased focus and investment 
from large ecosystem players. More importantly, we see emerging customer demand in many of the target verticals 
driven by increasing recognition of the value created by deploying IoT solutions, such as new revenue streams and 
cost efficiencies.

We expect that product and price competition from other wireless device manufacturers and solution providers 
will continue to play a role in the IoT market. As a result of these factors, the company may experience volatility in 
results on a quarter-to-quarter basis. Gross margin percentage may fluctuate from quarter-to-quarter depending 
on product and customer mix, average selling prices and product costs.

Conclusion:

Sierra Wireless has bet big on the long-term growth prospects of the IoT (Internet-of-Things) market. We think it 
is a very intriguing segment long term. In the near term, the company reported a Q1 with relatively weak margins. 
This was expected due to component shortages and the ongoing integration of a recent acquisition. Q2 2018 was 
better than expected. Revenue of $201.9 million was above the consensus of $199.1 million, reflecting growth of 
16.4%. OEM Solutions (OEM) revenue was $150.9 million, while Enterprise Solutions (ES) and IoT Services (IoT), 
the latter two besting expectations. Adjusted EBITDA of $15.6 million up 4.7% and above the consensus estimate 
of $14.2 million. Non-GAAP EPS of $0.27 was well above the consensus of $0.21. However, if we exclude at $1.2 
million jump in OEM gross profit from the favourable settlement of two claims, it is estimated that results would 
have been more in line with expectations. Normalized EPS would have been $0.24, still exceeding expectations but 
not by as great a margin.

The consensus earnings on a “non GAAP” or adjusted basis for 2018 is $0.93 per share, down from $1.05 in 2017. 
With the short-term earnings decline, shares had sunk lower year-to-date, but the stronger Q2 results pushed the 
shares higher and they are now down only 4% in 2018.Earnings are expected to rebound in 2019 to a consensus 
$1.25 (this consensus involves a great deal of forward looking assumptions). Based on 2018 expectations the stock 
trades at 27.2 times earnings which is a premium to the market despite the drop in earnings near term. Given this, 
it is not surprising to see the share price weaker in 2018. If the earnings rebound in 2019, the stock appears relative-
ly reasonably priced (20 times 2019e EPS), but we see no need to buy the stock near term given the lack of earning 
growth in 2018, the fact the PE is based on “adjusted earnings,” and the company’s relatively weak stock perfor-
mance to start which could lead to tax loss selling at the end of 2018. The latter may provide a better buying oppor-
tunity. We MONITOR the stock and the company’s growth outlook in 2018 and looking into 2019 for a potential 
buying opportunity.

Silvercorp Metals Inc.
Silvercorp Metals Inc. is engaged in the acquisition, exploration, development and mining of high-grade silver-
related mineral properties in China. Silvercorp is the leading primary silver producer in China through the opera-
tion of several silver-lead-zinc mines at the Ying Mining District in Henan Province, China and its GC silver-lead-
zinc mine in Guangdong Province, China.

Recent Quarterly Financials:

Q1 2019 Highlights
Sales of $45.1 million, up 14%, or $5.4 million, compared to $39.7 million in the prior year quarter.t�
Net income attributable to equity shareholders of $10.9 million, or $0.07 per share, an effective increase of $4.3 t�
million, or 65%, over the prior year quarter, which was $6.6 million, or $0.04 per share, after excluding a one-
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time non-cash gain on disposal of NSR, which increased the actual net income attributable to shareholders to 
$10.9 million, or $0.07 per share, for that period.
Gross profit margin of 55% compared with 50% in the prior year quarter.t�
Cash flow from operations of $21.1 million, an increase of $4.2 million, or 25%, compared to $16.9 million in t�
the prior year quarter.
Silver, lead, and zinc metals sold amounted to approximately 1.5 million ounces silver, 14.9 million pounds t�
lead, and 6.4 million pounds zinc, compared to 1.5 million ounces silver, 15.9 million pounds lead, and 5.0 mil-
lion pounds zinc in the prior year quarter. The ending inventories of silver-lead concentrate were 5,650 tonnes 
(containing approximately 0.5 million ounces of silver and 6.2 million pounds of lead), an increase of 39% 
compared to 4,070 tonnes of silver-lead concentrate inventories as at March 31, 2018.
Cash cost per ounce of silver, net of by-product credits, of negative $7.54, compared to negative $3.57 in the t�
prior year quarter.
All-in sustaining cost per ounce of silver, net of by-product credits, of $0.41 compared to $4.70 in the prior year t�
quarter.
Paid dividend of $2.1 million, or $0.0125 per share, to equity shareholders.t�
Ended the quarter with $114.8 million in cash and cash equivalents and short-term investments, an increase of t�
$8.7 million, or 8%, compared to $106.1 million as at March 31, 2018.

Conclusion

Silvercorp boasts solid fundamentals with a strong balance sheet and it trades at a low multiple to its earnings. In 
fact, the stock trades at under 10 times its earnings per share over the last 12 months which is a considerable dis-
count to the average TSX market PE in the range of 19-20. The company ended is Q1 fiscal 2019 with $114.8 million 
in cash and cash equivalents and short-term investments, an increase of $8.7 million, or 8%, compared to $106.1 
million as at March 31, 2018.From a multiple and balance sheet perspective, Silvercorp appears to offer great value. 
However, there are two things that prevent us from recommending the stock. The first has been a lack of growth 
– although the latest quarter did address this to a degree near term. The second is the fact that its main operations 
reside in China. In our experience, this adds a considerable amount of financial risk which is beyond our comfort 
level. It is interesting from a value perspective but not investable based on our criteria.

Solium Capital Inc. (SUM:TSX)
Solium Capital provides cloud-enabled services for global equity-based incentive plans including administra-
tion, financial reporting and compliance. From offices in the United States, Canada, Europe, Australia, and Hong 
Kong, the company’s innovative software-as-a-service (SaaS) technology powers share plan administration and 
equity transactions for more than 3,000 corporate clients with employee participants in more than 100 countries. 
Solium’s Shareworks platform provides functionality that streamlines a corporation’s workflow relating to the is-
suance of equity incentives, the exercise of incentives, reporting of incentives and day-to-day maintenance of the 
incentives database. The technology provides constant online access to reports for securities regulators, internal 
management and financial disclosure purposes. Solium’s solutions empower plan participants of corporations by 
providing them with online access to review their stock incentive portfolios from any internet-connected comput-
er or mobile device, anywhere in the world. Plan participants have access to the financial markets through Solium’s 
direct connection to its brokerage partners. Solium’s private company solutions include capitalization table man-
agement, valuation services, compensation data and compensation planning tools.

Business Model

Revenue is primarily earned on a recurring basis through Solium’s multiple sales channels (direct sales, white-label 
partners, and other third party channel partners). Through these channels, revenue is derived from corporate 
clients, and the equity transaction activities of their associated employee plan participants. From corporate clients 
and white- label partners, Solium receives recurring access, subscription or maintenance fees. From share transac-
tion activity, revenue is received from participants in the form of transaction and money movement fees, foreign 
exchange services, and fees that are based on the share transactions executed by the brokerage partners for So-
lium’s participants. In addition, the company receives one-time (non-recurring) revenue for the implementation of 
plans for new clients onto the system, ad hoc customization and consulting.
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Recent Quarterly Financials:
Q2 2018 Highlights

Revenue increased by 26% to $26.9 million in the second quarter of 2018 and by 24% to $53.0 million for the t�
six-month period ended June 30, 2018.
Adjusted EBITDA decreased by 40% to $2.2 million in the second quarter of 2018 and decreased by 34% to $5.7 t�
million for the six month period ended June 30, 2018,
Earnings from operations decreased from $2.0 million to a loss from operations of $0.7 million in the second t�
quarter of 2018 and decreased from $5.4 million to $0.1 million for the six-month period ended June 30, 2018.
Net earnings decreased from $1.6 million to a net loss of $0.5 million in the second quarter of 2018 and de-t�
creased by 82% to $0.7 million for the six month period ended June 30, 2018.
Cash on hand as at June 30, 2018, totaled $90.5 million.t�

Key factors affecting the results in the three and six month periods ended June 30, 2018:

License revenue – License and subscription fees increased by $2.8 million, or 19%, during the second quarter of 
2018 and by $6.2 million, or 23%, for the six months ended June 30, 2018, as compared to the same periods in 2017. 
Based on local currencies, growth was 17% during the second quarter and 19% for the six months ended June 30, 
2018. Growth in license revenue is largely driven by organic growth from new sales in all regions, the U.S. white 
label agreements, revenue from the acquired Capshare Inc. and Advanced-HR Inc. businesses and migration of 
customers from NASDAQ Private Market, LLC to Solium.

Transaction activity – In addition to the recurring license revenue that Solium collects for the use of its technol-
ogy platforms, the company also collects re-occurring transaction based revenue. Transaction based revenue 
increased by $2.2 million, or 35%, during the second quarter and by $3.2 million, or 23%, for the six months ended 
June 30, 2018, compared to the same periods in 2017. The per-participant trading activity was 26% higher in the 
second quarter of 2018 compared to the same period in 2017 and 21% higher than the historical five-year Q2 aver-
age.

Operating costs – Operating expenses increased by $8.1 million, or 42%, during the second quarter of 2018 and 
by $15.6 million, or 42%, for the six months ended June 30, 2018, when compared to the same periods in 2017. The 
increases are primarily driven by planned hiring to support the U.S. white label agreements; costs from the new 
businesses of Capshare, Solium Analytics, and Advanced-HR; and costs associated with an investment opportu-
nity that did not materialize. The company had 719 full-time equivalent employees (FTEs) at the end of the second 
quarter of 2018 compared to 594 FTEs at the end of the second quarter of 2017.

Acquisition:

In February 2018, Solium acquired Advanced-HR, a U.S. company that provides compensation data and compen-
sation planning software for private and venture backed companies. Advanced-HR provides compensation data 
through its products Option Driver and Option Impact to over 2,500 private companies and 120 venture capital 
firms.

Outlook:

In Q4 2016 and Q2 2017, respectively, Solium entered into white label license agreements with U.S. partners 
Morgan Stanley and UBS Financial Services Inc. Solium added significant headcount and committed additional 
resources to ensure the success of these projects, and some hiring is anticipated to continue throughout 2018. The 
first customers for both partners were migrated to Shareworks in December 2017, and the company is now actively 
migrating clients on a monthly basis. Solium remains on track to migrate all clients by the end of 2019.

Solium has made three key investments recently to accelerate its position in the private company market. In Octo-
ber 2017, Solium announced the acquisition of Capshare Inc. The acquisition positions Solium to compete in the 
rapidly emerging early-stage angel and venture backed private company market. Shareworks is well positioned as 
the leading platform for late-stage private companies, including those seeking an Initial Public Offering. Capshare 
will allow Solium to provide a targeted solution that meets the unique requirements of earlier stage private com-
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panies. In Q3 2017, Solium also incorporated Solium Analytics LLC to provide 409A business valuation services 
to private companies. In February 2018, Solium announced the acquisition of Advanced-HR. Through the acqui-
sition, Solium’s private market clients will have the ability to access equity data and benchmarks to guide them 
in compensating their employees. Solium plans to commit additional resources to the Capshare, Analytics and 
Advanced-HR businesses.

Solium continues to invest for future revenue growth, and expects this to continue through the course of 2018 and 
into 2019, resulting in further pressure on profitability in the near term. The company continues to invest in its ca-
pabilities and infrastructure – ensuring best-in-class technology and service – to drive long term investor returns.

Conclusion:

Solium is an interesting study. We like the business and the sticky nature of its software clients. The balance sheet 
is strong and the client list includes some great names. The multiples you are asked to pay for the stock at current 
prices and based on current cash flow are high. The PE with cash removed is in the range of 130 and the price to 
FFO cash removed is just under 35 based on the numbers for the last 12 months. The numbers are “artificially” 
high in the near term as Solium continues to be in an investment phase and remains committed to investing for fu-
ture revenue growth over the course of 2018, resulting in further pressure on profitability in the near term. Solium 
entered into white label license agreements with U.S. partners Morgan Stanley and UBS Financial Services Inc. 
Solium added significant headcount and committed additional resources to ensure the success of these projects, 
and some hiring is anticipated to continue throughout 2018. The first customers for both partners were migrated 
to Shareworks in December 2017, and the company is now actively migrating clients on a monthly basis. But, it will 
take until the end of 2019 to onboard all customers. Until then, costs are not aligned with the current customer 
base as efficiently as they will be.

As an investor, if you are looking 3-5 years forward, we like Soliums’ business and believe it will outperform the 
market average return over this time. Near term, the stock could be volatile but it is a quality business and for long-
term growth investors the stock could be an option on 10%+ pullbacks. We actively MONITOR the stock.

Starcore International Mines Ltd. (SAM:TSX)
Starcore is engaged in exploring, extracting and processing gold and silver through its wholly-owned subsidiary, 
Compañia Minera Peña de Bernal, S.A. de C.V., which owns the San Martin mine in Queretaro, Mexico. Through 
its wholly-owned subsidiary, Altiplano Goldsilver S.A. de C.V, Starcore also owns and operates the Altiplano con-
centrate processing facility for precious metals in Matehuala, Mexico. Starcore is a public reporting issuer on the 
Toronto Stock Exchange. Starcore is also engaged in owning, acquiring, exploiting, exploring and evaluating min-
eral properties, and either joint venturing or developing these properties further. Starcore has interests in proper-
ties located in Mexico, Canada and the United States.

Recent Quarterly Financials:

Cash and short-term investments on hand is $3.0 million at January 31, 2018, compared to $9.6 million at April 
30, 2017 – a significant decline. Gold and silver sales of $5.4 million for the three months ended January 31, 2018, 
compared to $6.2 million for the three months ended January 31, 2017. Q4 net loss of $4.6 million compared to net 
loss of $1.6 million for the three months ended January 31, 2017. EBITDA was a loss of($4.24 million) for the nine 
months ended January 31, 2018, compared to $3.12 million for the nine months ended January 31, 2017.

The company recently reported negative EBITDA of -$5.22 million for the year ended April 30, 2018, compared to 
a gain of $3.49 million for the prior year ended April 30, 2017.

Conclusion:

To be frank, Starcore’s operating and financial results have deteriorated significant over the past year. The company 
posted significant losses and revenue declined in 2017. While management has stated their focus remains on im-
proving productivity through development and exploration at the San Martin mine, we find the stock uninvestable 
at present based on the fundamentals.
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TECSYS Inc. (TCS:TSX)
TECSYS provides supply chain solutions that equip its customers to succeed in a rapidly- changing omni-channel 
world. TECSYS solutions are built on a true enterprise supply chain platform, and include warehouse manage-
ment, distribution, transportation management, supply management at point-of-use as well as complete finan-
cial management and analytics solutions. Customers running on TECSYS’ Supply Chain Platform are confident 
knowing they can execute, day in and day out, regardless of business fluctuations or changes in technology, they 
can adapt and scale to any business needs or size, and they can expand and collaborate with customers, suppliers 
and partners as one borderless enterprise. From demand planning to demand fulfillment, TECSYS puts power into 
the hands of both front-line workers and back office planners, and unshackles business leaders so they can see and 
manage their supply chains like never before.

TECSYS is the market leader in supply chain solutions for health systems and hospitals. Over 600 mid-size and 
Fortune 1000 customers trust their supply chains to TECSYS in the healthcare, service parts, third-party logistics, 
and general wholesale high-volume distribution industries.

Recent Annual Financials:

2018 (fiscal) Annual Highlights
Revenue for fiscal 2018 was $70.7 million, up 3% from $68.4 million in the previous fiscal year.t�
Total gross profit margin reached 49% compared to 50% in fiscal 2017.t�
Operating expenses increased to $30.6 million compared to $26.2 million in the previous fiscal year. Excluding t�
the tax credit mentioned above, operating expenses in fiscal 2017 was $30.8 million.
EBITDA for the year was $6.5 million compared to $10.4 million in fiscal 2017. Excluding the tax credit recog-t�
nition mentioned above, EBITDA was $5.8 million in fiscal 2017.
Profit from operations of $4.3 million in fiscal 2018 in comparison to $8.0 million in fiscal 2017. Excluding the t�
tax credits recognition mentioned above, profit from operations was $3.4 million.
Net profit for fiscal 2018 was $3.9 million, or $0.30 per share, compared to $6.0 million, or $0.49 per share, for t�
fiscal 2017.
Total contract bookings for fiscal 2018 totalled $48.1 million compared to $42.6 million for fiscal 2017, an in-t�
crease of 13%.
Recurring revenue at the end of fiscal 2018 was $26.2 million, or 37%, of total revenue, compared to $26.9 mil-t�
lion, or 39%, in fiscal 2017.

Conclusion

Management recently stated that the company continues to reduce operating expenses to enable more revenue to 
fall to the bottom line. This is a strategic move we think is overdue for TECSYS and could potentially make the 
company’s financial multiples more attractive as they are currently high. Our issue with the company is that it is 
already receiving premium multiples (price-to-FFO = 40, PE of 28), despite a lack of growth. Revenues grew only 
3% in 2018 and while EBITDA after onetime items rose by 28%, without revenue growth, just cost cutting does not 
inspire long-term investors.
Cloud, maintenance and subscription revenue was $27.0 million during fiscal 2018, $0.7 million or 3% higher, 
compared to $26.3 million for the previous fiscal year. This increase is primarily attributable to proprietary main-
tenance contracts in comparison with the same period of the previous fiscal year. Good to see the increase in this 
“sticky” area of Tecsys’s business, but 3% is just not high enough given the multiples being paid for the stock.

Management holds a relatively positive outlook, but the stock has priced in strong growth into its premium mul-
tiples. We like the business but for a company which experienced relatively flat revenue growth in 2018,a 40 times 
multiple to its FFO cash removed over the past 12months is too rich for a new term investment. We MONITOR it.

Viemed Healthcare Inc. (VMD:TSX)
Viemed, through its indirect wholly-owned subsidiaries Sleep Management, L.L.C. and Home Sleep Delivered, 
L.L.C., is a home medical equipment supplier that provides post-acute respiratory care services in the United States. 
Sleep Management, L.L.C. focuses on disease management and improving the quality of life for respiratory patients 
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through clinical excellence, education and technology. Its service offerings are based on effective home treatment 
with respiratory care practitioners providing therapy and counseling to patients in their homes using cutting edge 
technology. Home Sleep Delivered focuses on providing in-home sleep testing for sleep apnea sufferers.

The company has grown to become the largest independent specialized provider of non-invasive ventilation (NIV) 
in the U.S. home respiratory health care industry. Viemed’s primary focus is serving a growing aging population 
that is suffering from Chronic Obstructive Pulmonary Disease (COPD). Service offerings are based on high touch, 
home treatment solutions with registered respiratory therapists providing therapy and counseling to patients in 
their homes using cutting edge technology. The company is a participating Medicare (~65% of business) provider 
under the DME (durable medical equipment) re-imbursement code.

Growth Model:

Viemed expects to use an organic growth model whereby expansion is effectuated through existing service areas 
as well as in new regions through a cost efficient launch that reduces location expenses. Viemed expects that it will 
continue to employ more respiratory therapists than any other independent provider in the United States in order 
to assure the high service model is accomplished in the home. By focusing overhead costs to personnel that service 
the patient rather than physical location costs, Viemed anticipates efficiently scaling its business in regions that are 
currently not being effectively serviced.

The continued trend of servicing patients in the home rather than in hospitals is aligned with Viemed’s vision and 
management anticipates that it will continue to offer growth opportunities for Viemed. Viemed expects to continue 
to be a solution to the rising health costs in the United States by offering more cost effective home based solutions 
while increasing the quality of life for patients fighting serious respiratory diseases. Revenue from ventilator prod-
ucts represented approximately 87% and 91% of total revenue for 2017 and 2018, respectively.

Reported Financial Highlights:

Viemed was just recommended in May 2018 with the company’s shares trading at the $3.85 range. Today, with the 
company’s shares trading 27% higher at $4.88 following strong Q2 2018 financial results, we review the numbers 
and update our rating on the stock.

For the three months ended June 30, 2018, revenue rose 42% to $15.5 million from $4.6 million in the comparable 
period in 2017. For the six months ended June 30, 2018, revenue totaled $29.6 million, an increase 42% from the 
comparable period in 2017. The increase in revenues for these periods was driven by organic increases in total 
patient base, primarily vent patients. During the three and six month periods ended June 30, 2018, vent patients in-
creased 12% and 2%, respectively, over the comparable periods in 2017. Management expects a continued increase 
in patient base throughout the upcoming year and thus expects revenue to be higher for the remainder of 2018.

Q2 2018 cost of revenue totaled $4.2 million, an increase of 38% from the comparable period in 2017. For the six 
months ended June 30, 2018, cost of revenue totaled $7.7 million, an increase of 33% from the comparable period 
in 2017. Gross margin percentage grew to 73% compared to 72% for the three months ended June 30, 2017. For 
the six-month period ended June 30, 2018, gross margin percentage grew to 74% compared to 72% in 2017. Gross 
margin percentage has remained relatively consistent between the 2017 and 2018 comparable periods. The slight 
increase in gross margin was driven primarily by economies of scale as a result of Viemed’s increased patient base 
along with lower medical equipment rental expenses, as the company continues to decrease medical equipment 
operating leases in favour of purchasing. For the remainder of 2018, management expects gross margin percentage 
to remain materially consistent with the current quarter.

Q2 2018 selling, general and administrative (SG&A) expenses totaled $7.9 million, an increase of $ 35% from the 
comparable period in 2017. For the six months ended June 30, 2018, selling, general and administrative expenses 
totaled $15.2 million, an increase of 45% from the comparable period in 2017. The increase for these periods was 
primarily the result of an increase in employee costs to accommodate the company’s high growth rate and greater 
administrative costs associated with being a publicly traded company. Management expects that as the company 
continues to grow, selling, general and administrative expenses will increase accordingly during 2018.
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Q2 2018 net income was $2.4 million, an increase of $0.6 million from the comparable period in 2017. For the six 
months ended June 30, 2018, net income was $4.7 million, an increase of $0.6 million from the comparable period 
in 2017. The increase for these periods was mainly driven by increased revenue combined with gross margin expan-
sion, as previously described. Offsetting these increases was an increase in selling, general, and administrative costs 
to accommodate current year growth and increases for stock based compensation.

Q2 adjusted EBITDA for the quarter totaled approximately $4.1 million, or 27%, of revenues. Adjusted EBITDA 
for the six months ended June 30, 2018, totaled approximately $7.9 million, or 27% of revenues. The EBITDA was 
primarily reinvested in capital expenditures.

The following table shows Viemed’s Non-IFRS measures reconciled to net income for the indicated periods:

Active vent patients of 5,078 as of June 30, 2018, an 8% rise from 4,685 from the prior quarter and a 35% rise from 
the prior year second quarter.

As of June 30, 2018, Viemed had cash on hand of $8.6 million. The company considers liquid assets to consist of 
cash and cash equivalents, accounts receivable and inventory. According to this definition, Viemed’s liquid assets 
equal $18.3 million. While working capital is traditionally used as a measure of a company’s liquidity, management 
believes that a more accurate view of the company’s liquidity is liquid assets less current liabilities. The company’s 
liquid assets less current liabilities equals $5.2 million. Additionally, Viemed secured a commercial business loan 
agreement for term loans and lines of credit for up to $5 million. The unused borrowing base was $4.4 million and 
there were no amounts drawn on the line of credit as of June 30, 2018.

Growth:

Viemed is primarily an organic growth story.

Core Business model

Viemed has developed relationships with hospitals and pulmonologists in 25 states. When a patient is admitted, the 
doctor can prescribe the NIV therapy:

When the company acquires the patient, a Registered Respiratory Therapist (RT) is assigned to each patient and t�
is on call 24x7.
The RT creates a customized in-home care plan for the patient including the use of a non-invasive ventilator, t�
which is covered by Medicare and private insurance.
Viemed purchases the NIV hardware from a variety of manufacturers and leases it to the patient and bills ap-t�
proximately $950/month to Medicare or other payers on behalf of the patient. Average duration that a patient 
is on the therapy is 17 months (prior to death) and equipment can then be re-used for new patients. The all-in 
(including cost of hardware and associated overhead such as RT visits) payback on the equipment is approxi-
mately 13-18 months versus an estimated 10-year life for the equipment.

It is estimated that there are currently 25 million COPD patients in the United States. Viemed believes that roughly 
5%, or 1.25 million, would be eligible for its therapy. With a total industry installed base of only 50,000, the penetra-
tion of the proven NIV therapy is only 4%. This leaves a sizable market for Viemed to continue its strong growth 
path. Viemed ended 2015 with 3,200 patients, a figure which grew to 27.5% to 4,400 by the end of 2017. Viemed’s 
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patient count has already increased over 15% in the first six-months of 2018 and is on pace to eclipse the 27.5% 
growth rate produced in 2017.

In addition to marketing within its current 25 state footprint, Viemed is close to expanding into 5 new states in-
cluding Alabama, Colorado, Michigan, Florida and California. The expansion adds a significant new population 
base and, in particular, ones with positive demographics as pertains to NIV (Florida, Alabama).
Q3 2018 Outlook: Viemed expects to generate total revenues of approximately $16.3 - $16.7 million during the 
third quarter of 2018 and expects similar margins as the quarter ended June 30, 2018. The mid-point of the rev-
enue guidance represents a 33% increase over the quarter ended September 30, 2017.

Key Risk:

The biggest risk with Viemed is that revenue is based on re-imbursement rates set by Medicare. If those rates are 
reduced, this would negatively impact revenue and margins. This was the case in 2016 when the re-imbursement 
for NIV was cut 30% effective January 1, 2016. Typically, if a cut is to be implemented, 20% is the maximum range. 
The 2016 cut was more severe than contemplated and with Viemed’s management also running the full Patient 
Home Monitoring (predecessor company – see original report for more details) operations at the time, it was a 
difficult pill to swallow. The team admits they had taken their eyes off the core organic growth which can help the 
business outgrow a cut and 2016 was a very difficult year for Viemed. To get past the rate cut and continue to grow 
management focused on driving volumes and capturing market share as its “mom and pop” type competitors shut 
down. The company was also able to re-negotiate rates with suppliers and create operational efficiencies. The real-
ity is any rate cut is not a positive for the business. In the near term it will negatively affect operations and likely 
the share price. Management has dealt with it before and continued to grow the business which is a positive long 
term.

Valuation and Fair Value Assessment:

Over the trailing 12-months, Viemed posted adjusted EBITDA of US$14.44 million (CDN$18.75), or $0.50 per 
share. Earnings per share over that period was $0.30, a figure that may be difficult to grow at the same rate near 
term given the additional public company costs as a single entity. We estimate Viemed is positioned to grow ad-
justed EBITDA to the range of US$16.9 million (roughly CDN$21.8 million at today’s exchange rates), or $0.58 
per share, and increase from our last estimate of $0.56 per share given the strong Q2 results. From an Enterprise 
Value to EBITDA or EV/EBITDA basis we believe Viemed should trade in the range of 10-12 times – currently at 
8.4 times 2018 EBITDAe. As such, given its relatively clean balance sheet with a decent net cash position, the com-
pany’s near-term fair value is in the range of $6.40 (up from $5.90 in our initial BUY report), or 30% higher than 
its current share price. As noted above, we do caution that earnings growth expectations should be tempered for 
the year as the company transitions to a single public entity as noted above. This fair value estimate over the next 
year is based on current re-imbursement rates and could fluctuate with the value of the Canadian dollar versus the 
U.S. dollar (a decrease is a positive adjustment, increase a negative) and based on management continuing cost 
controls and executing on the company’s stated growth goals.

Conclusion:

Viemed’s Q2 2018 results once again helped confirm our original thesis. Revenue was higher than management’s 
guidance at US$15.5 million and EBITDA was better than expected at US$4.2 million. Revenue growth accelerated 
to 42% year-over-year and 10% sequentially, driven by strong growth in patient count. In fact, active vent patients 
of 5,078 as of June 30, 2018, an 8% rise from 4,685 from the prior quarter and a 35% rise from the prior year second 
quarter.

The outlook for growth remains strong. Viemed expects to generate total revenues of approximately $16.3 - $16.7 
million during the third quarter of 2018 and expects similar margins as the quarter ended June 30, 2018. The mid-
point of the revenue guidance represents a 33% increase over the quarter ended September 30, 2017.

We estimate Viemed is positioned to grow adjusted EBITDA to the range of US$16.9 million (roughly CDN$21.8 
million at today’s exchange rates), or $0.58 per share, and increase from our last estimate of $0.56 per share given 
the strong Q2 results. From an Enterprise Value to EBITDA or EV/EBITDA basis we believe Viemed should trade 
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in the range of 10-12 times – currently at 8.4 times 2018 EBITDAe. As such, given its relatively clean balance sheet 
with a decent net cash position, the company’s near-term fair value is in the range of $6.40 (up from $5.90 in our 
initial BUY report), or 30% higher than its current share price.

As such, we are reiterating our SPEC BUY rating on Viemed and the company will remain in our Focus BUY 
portfolio. New clients could establish initial Half Positions in the current range or purchase a full position with a 
2-4 year holding period outlook. We believe it prudent to place limit orders in the $4.75-$5.00 range. We would be 
patient and place limit orders, expecting to fill these orders over the next 30 to 60 days.

Vigil Health Solutions Inc. (VGL:TSX)
Vigil Health Solutions Inc. develops and markets a technology platform combining software and hardware to 
provide solutions that guide care of and monitor residents in senior living communities. This includes a unique 
non-invasive monitoring system for residents with dementia, who do not equate pushing a button with getting 
help. This platform is called the Vigil Integrated Care Management SystemTM (the Vigil® System).Vigil is focused 
on selling to the North American senior housing market. The market is made up of a variety of different care 
options including: independent living, assisted living, and skilled nursing facilities. Life Plan Communities usu-
ally include all three levels of care. Vigil sells technology to both new construction and existing facilities that are 
replacing or upgrading existing technology. Vigil’s objective is to offer solutions for the full continuum of care. 
Vigil’s product range includes the innovative wireless Vitality Care SystemTM featuring discreet ‘mini pendants’, 
a nurse call system, mobile fall, incontinence monitoring, resident check in and the award-winning Vigil Memory 
Care System.

An aging population and a growing need for dementia care is expected to accelerate senior housing growth in 
the next two decades. In the past five years the number of assisted living facilities that provide dementia care has 
risen as a proportion of total facilities. According to NIC MAP, the seniors housing supply grew at an average an-
nual pace of 2.8% in 2016. In the fourth quarter of 2016, the growth rate was 3.1%. The 75-and-older population is 
expected to grow faster than current rates of inventory growth. This demand suggests that despite overbuilding in 
some metro markets senior living growth will remain relative stable for the foreseeable future.

A report by Senior Housing News highlights the increased use of technology for direct and indirect senior care. 
The industry is also looking to technology to address poor staff engagement and high turnover with 2.5 million 
more long-term care workers needed in the U.S. during the next 15 years.

Recent Quarterly Financials:

Because Vigil records revenue following completion of the installation and commissioning of the product at 
the customer site, facility construction schedules can lead to fluctuations in revenue and losses from quarter-to-
quarter. Revenue similarly can fluctuate from quarter-to-quarter depending on the number of facilities commis-
sioned.

Revenue for the three months ended June 30, 2018, was up 10% to $1.64 million from $1.49 million in the three-
month period ended June 30, 2017. There were 16 projects completed in the quarter compared to 11 in the three-
month period ended June 30, 2018. Project revenue from new and existing customers made up 58% of total 
revenue; the remaining revenue came from follow on sales to existing customers. These sales include service and 
maintenance billings and replacement products including wireless devices and communication equipment.

The gross margin percentage for the three months ended June 30, 2018, was 56% compared to 55% for the three 
months ended June 30, 2017. Operating expenditures for the three months ended June 30, 2018, were up 5% to 
$740,000 from $703,000 for the period ended June 30, 2017. The increase primarily relates to higher payroll.

Net earnings and comprehensive income was $130,000,or $0.007 per share, compared to $48 thousand, or $0.003 
per share.
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Backlog

At June 30, 2018, Vigil had a backlog of approximately $3.44 million (including $1.37 million in deposits and 
progress billings, recorded as deferred revenue on the balance sheet) compared to approximately $2.92 million 
(including $1.36 million in deposits and progress billings, recorded as deferred revenue on the balance sheet) at 
June 30, 2017. At June 30, 2018, Vigil’s backlog included33 projects at varying stages of installation and progress 
billing with an average size of $104,000 compared to 40 projects with an average size of $73,000 at June 30, 2017.

Vigil records revenue at the point in time when the significant performance obligations are complete. For the 
installed system, this occurs upon completion of the installation and

commissioning of the product at the customer site which is indicated by customer acceptance. The timing of the 
installation of the technology is often dependent on facility construction schedules, which can result in a con-
siderable lag between receipt of contracts and revenue recognition. The company’s backlog includes all contracts 
signed including those in progress but not completed.

Conclusion:

Vigil offers some fundamental value based on its last 12 months cash flow and earnings. The balance sheet is 
solid, but the company remains a true micro-cap with a relatively low revenue base. Bookings for the quarter were 
$1.20 million compared to $1.85 million in the three-month period ended June 30, 2017. There were 9 project sales 
with an average value of $59,000 compared to 14 project sales with an average value of $85,000 in the period end-
ing June 30, 2017.

The backlog is solid, but historically Vigil has produced lumpy quarters and we expect this to continue. It is inter-
esting, but the lack of consistent profit growth makes it a micro-cap that we continue to monitor at present.
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