Sunora Foods Inc.
Financial Statements
For the Three-Month Period ended March 31, 2019 and 2018
(Unaudited)
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Sunora Foods Inc.
Balance Sheet
(amounts in Canadian dollars)

Assets
Current assets
Cash
Accounts receivable (note 9 (c))
Inventory (note 5)
Prepaid expenses and accrued interest
GST recoverable

$

Deferred tax asset (note 6)
$
Liabilities
Accounts payable and accrued liabilities
Customer deposits

$

Shareholders' Equity
Share capital (note 7)
Contributed surplus (note 9)
Retained earnings

$
Commitment (note 12)
See accompanying notes to the consolidated financial statements.

APPROVED BY THE BOARD
____”Steve Bank”____________________

Director

____”James Lawson”__________________

Director
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March 31,

December 31,

2019

2018

3,663,311
829,879
195,141
35,948
5,663
4,729,942
71,643
4,801,585

$

$

3,535,161
1,070,121
243,374
57,935
13,535
4,920,126
67,734
4,987,860

793,957
23,874
817,831

946,137
58,039
1,004,176

1,174,261
771,858
2,037,635
3,983,754

1,190,751
771,858
2,021,075
3,983,684

4,801,585

$

4,987,860

Sunora Foods Inc.
Statement of Income and Comprehensive Income
(amounts in Canadian dollars)
Three-Month
Period
March 31,
2019
Sales
Cost of sales
Gross margin

$

Other
General and administrative
Marketing and promotion
Bank charges and interest
Foreign exchange
Stock-based compensation (note 8)

Interest income
Income from operations
Income tax expense (note 6)
Deferred income tax adjustment

Three-Month
Period
March 31,
2018

2,631,582
2,441,158
190,424

3,936,012
3,654,250
281,762

126,001
11,721

134,285
8,214

2,046
50,238
(12,233)
177,773
12,651

2,623
(11,807)
1,383
(8,270)
126,428
155,334

(3,909)
(3,909)

43,493
5,711
49,204

Net income and comprehensive income

$

16,560

$

106,130

Earnings (loss) per share (note 7)
Basic and diluted

$

0.000

$

0.002

See accompanying notes to the consolidated financial statements.
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Sunora Foods Inc.
Statements of Changes in Equity
(amounts in Canadian dollars)

Number of
Common Shares
Balance at December 31, 2017

42,254,332

Stock-based compensation
Share buy back (note 7(b)))

(1,584,500)

Net income (loss) and comprehensive
income (loss)
Balance at December 31, 2018

40,669,832

Stock-based compensation (note 8)
Share buy back (note 8)
Net income and comprehensive
income
Balance at March 31, 2019

Share
Capital
1,400,816
(210,065)

1,190,751

(122,000)

770,475
1,383

Retained
Earnings

Total

1,762,819

$

-

1,383
210,065

-

771,858

258,256
2,021,075

3,934,110

$

258,256
3,983,684

(16,490)

-

-

(16,490)

-

-

16,560

16,560

-

40,547,832 $ 1,174,261

See accompanying notes to the consolidated financial statements.
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Contributed
Surplus

$ 771,858

$ 2,037,635

$

3,983,754

Sunora Foods Inc.
Statement of Cash Flows
(amounts in Canadian dollars)
Three-Month
Period
March 31,
2019

Three-Month
Period
March 31,
2018

Net cash inflow (outflow) related to:
Operating activities
Net Income (loss)
Items not affecting cash
Stock-based compensation
Deferred income tax adjustment
Change in unrealized foreign exchange on US dollar cash

$

16,560

$

(3,909)
32,043
44,694

Changes in non-cash working capital
Accounts receivable
Income tax recoverable (payable)
GST recoverable
Inventory
Prepaid expenses and accrued interest
Accounts payable and accrued liabilities
Customer deposits
Net cash inflow (outflow) fromoperations
Financing activities
Re-purchase of Corporation's shares (note 7(b))
Cash flow used for financing
Increase (decrease) in cash flow
Cash, beginning of period

1,383
5,711
48,638
161,862

240,242
7,872
48,233
21,987

(494,142)
43,492
851
161,076
10,250

(152,180)
(34,165)
131,989
176,683

54,284
15,202
(208,987)
(47,125)

(16,490)
(16,490)
160,193

(47,125)

3,535,161

Effect of exchange fluctuations on US dollar cash

3,214,699

(32,043)

Cash, end of period

106,130

$

3,663,311

$

3,201,127
462,184
3,663,311

(48,638)
$

3,118,936

$

3,068,546
50,390
3,118,936

Cash is comprised of:
Cash held in Canadian dollars
Cash held in US dollars stated in Canadian dollars

See accompanying notes to the consolidated financial statements.
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Sunora Foods Inc.
Notes to the Financial Statements
For the Three-Month Periods Ended March 31, 2019 and 2018
(amounts in Canadian dollars)

1.

General business description
Sunora Foods Inc. ("Sunora" or the "Corporation"), is a trader and supplier of canola, olive and other food oils
across Canada, the United States and internationally. Sunora is a publicly traded corporation, incorporated in
Canada. The head office is located at 4616 Valiant Drive N.W., Calgary, Alberta, Canada, T3A 0X9.
The shares of Sunora are traded on the TSX Venture Exchange under the symbol SNF.

2.

Basis of presentation
(a)

Statement of compliance
These financial statements have been prepared in accordance with International Financial Reporting
Standards (“IFRS”) as issued by the International Accounting Standards Board (“IASB”) and interpretations
of the International Financial Reporting Interpretations Committee (“IFRIC”).

(b)

Basis of measurement
The financial statements have been prepared on the historical cost basis, except for certain financial
instruments, which are measured at fair value, as explained in the accounting policies set out in note 3. In
addition, these financial statements have been prepared using the accrual basis of accounting, except for
cash flow information.

(c)

Functional and presentation currency
These financial statements are presented in Canadian dollars, which is the functional presentation currency
of the Corporation and its wholly-owned subsidiary.

(d)

Use of estimates and judgments
The preparation of financial statements requires management to make judgments, estimates and
assumptions that affect the application of accounting policies and the reported amounts of assets, liabilities,
income and expenses. By their nature, estimates are subject to estimation uncertainty.
Estimates and judgments are continually evaluated and are based on historical experience and other factors,
including expectations of future events that are believed to be reasonable under the circumstances.
Accounting estimates will, by definition, seldom equal the actual results. Revisions to accounting estimates
are recognized in the period in which the estimates are revised and in any future years affected.

-6-

Sunora Foods Inc.
Notes to the Financial Statements
For the Three-Month Periods Ended March 31, 2019 and 2018
(amounts in Canadian dollars)

3.

Significant accounting policies
(a)

Foreign currency translation
Monetary assets and liabilities, which are denominated in foreign currencies, are translated to the
Corporation's functional currency at period end exchange rates, and transactions included in the statement
of income and other comprehensive income are translated at average rates prevailing during the period.
Non-monetary assets and liabilities are measured at the exchange rate in effect at the transaction date and
are not retranslated. Exchange gains and losses resulting from the translation of these amounts are included
in the statement of income and other comprehensive income.

(b)

Cash and cash equivalents
Cash and cash equivalents consist of amounts held in current bank accounts and highly liquid short-term
investments, including those with maturities of less than three months.

(c)

Inventory
Inventory is carried at the lower of average cost and net realizable value. Cost is determined using the
average cost method or a specific item basis depending on the nature of the product inventory. Inventory
consists of bulk oils, packaging materials and finished goods comprised of food oils. Costs include all
expenses to bring the goods to sale. Net realizable value represents the estimated selling price for inventories
less all estimated costs of completion and costs necessary to make the sale.

(d)

Revenue recognition
Revenue is recognized to the extent that it is probable that the economic benefits will flow to the Corporation
and the revenue can be reliably measured. Revenue is measured at the fair value of the consideration
received, less sales taxes or duty.
The Corporation derives revenue from sale of food oil products. Revenue from each sale is recognized
when control passes to the customer, which occurs upon shipment.

(e)

Income taxes
Income tax expense comprises current and deferred tax. Income tax expense is recognized in the statement
of income and comprehensive income except to the extent that it relates to items recognized directly in equity
or other comprehensive income.
Current tax is the expected tax payable on the taxable income for the period, using tax rates enacted or
substantively enacted at the reporting date, and any adjustment to tax payable in respect of previous periods.
Deferred tax is recognized in respect of temporary differences between the carrying amounts of assets and
liabilities and the amounts used for taxation purposes. Deferred tax liabilities are generally recognized for all
taxable temporary differences. Deferred tax is measured at the tax rates that are expected to be applied to
temporary differences when they reverse, based on the laws that have been enacted or substantively enacted
by the reporting date.

-7-

Sunora Foods Inc.
Notes to the Financial Statements
For the Three-Month Periods Ended March 31, 2019 and 2018
(amounts in Canadian dollars)

(f)

Stock-based compensation
Stock options granted to directors, officers and employees of the Corporation are accounted for using the
fair value method under which compensation expense is recorded based on the estimated fair value of the
options at the grant date using the Black-Scholes option pricing model.
Each tranche in an award is considered a separate award with its own vesting period and grant date fair
value. Compensation cost is expensed over the vesting period with a corresponding increase in contributed
surplus.

(g)

Provisions and contingent liabilities
Provisions are recognized by the Corporation when it has legal or constructive obligation as a result of past
events, or if it is probable that an outflow of economic resources will be required to settle the obligation and
a reliable estimate can be made of the amount of that obligation.

(h)

Earnings per share
Basic earnings per share is calculated using the weighted average number of common shares outstanding
during the period. Diluted earnings per share reflects the potential dilution that would occur if in-the-money
stock options and warrants were exercised.

(h)

Financial instruments
i. Financial assets
All financial assets are initially recorded at fair value and designated upon inception into one of the following
three categories: amortized cost, fair value through profit or loss, or fair value through other comprehensive
income. The Corporation’s financial assets: cash and cash deposits and receivables are measured at
amortized cost.
ii. Amortized cost
These assets arise principally from the provision of goods and services to customers, but also incorporate
other types of financial assets where the objective is to hold these assets in order to collect contractual cash
flows. They are initially recognized at fair value plus transaction costs that are directly attributable to their
acquisition or issues, and are subsequently carried at amortized cost using the effective interest rate method,
less provision for impairment.
During the process of reviewing accounts receivable for impairment, the probability of the non-payment of
the trade receivable is assessed and provision for loss is recognized within operating expenses and the
accounts receivable are stated net.
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Sunora Foods Inc.
Notes to the Financial Statements
For the Three-Month Periods Ended March 31, 2019 and 2018
(amounts in Canadian dollars)

iii. Financial liabilities
All financial liabilities are initially recorded at fair value and designated upon inception into one of the following
two categories: fair value through profit and loss or amortized cost. Accounts payable and accrued
expenses are stated at amortized. The Corporation has not designated any financial liability at fair value
through profit or loss.
4.

Cash and cash equivalents
Cash and cash equivalents include guaranteed investment certificates of $2,500,000 as at March 31, 2019
(December 31, 2018 - $2,250,000) bearing interest at a weighted average rate of 1.7% (December 31, 2018 1.66%) per annum with maturity dates ranging from April 15, 2019 to May 21, 2019.

5.

Inventory and cost of sales
The cost of inventory and direct costs recognized during the three-month period ended March 31, 2019period as
cost of sales was $2,441,158 (2018 - $3,654,250). The inventory on hand consists of:
March 31,
2019
Bulk olive and canola oil
Packaged products - olive and canola oil

$
$
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48,796
146,345
195,141

December 31,
2018
$
$

123,423
119,951
243,374

Sunora Foods Inc.
Notes to the Financial Statements
For the Three-Month Periods Ended March 31, 2019 and 2018
(amounts in Canadian dollars)

6.

Income taxes
(a)

Income tax recovery differs from that which would be expected from applying the combined effective
Canadian federal and provincial income tax rates of 28% (2017 - 27%) to income or loss before income
taxes as follows:
March 31,
March 31,
2019
2018
Net income (loss) before tax
Expected income tax expense (recovery)
Stock-based compensation
Rate changes and other
Income tax expense (recovery)

Total income tax expense (recovery) is comprised of:
Current income tax expense
Deferred income tax expense

$

12,651

155,334

$

3,542
(7,451)
(3,909)

43,494
387
5,323
49,204

(3,909)
(3,909)

43,493
5,711
49,204

$
$

(b)

The components of the Corporation's deferred income tax assets and associated movements are as
follows:
March 31,
2019
Deferred tax assets:
Non-capital losses carried forward
Undepreciated capital cost tax pool

$
$

(c)

16,225
51,509
67,734

Recognized
in profit
or loss

$

3,909
3,909

The Corporation's unused non-capital losses with expiry dates as follows:
Year of expiry
2033
2034
2035
2036

Amount
121,805
25,422
10,962
13,961
172,150
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December 31,
2018
$
$

20,134
51,509
71,643

Sunora Foods Inc.
Notes to the Financial Statements
For the Three-Month Periods Ended March 31, 2019 and 2018
(amounts in Canadian dollars)

7.

Share capital
(a)

(b)

Authorized
Unlimited number of common shares
Unlimited number of preferred shares (issuable in series)
Issued
Number
Common shares
Balance at December 31, 2017
Re-purchased for cancellation
Balance at December 31, 2018

42,254,332

(1,584,500)
40,669,832

(122,000)

Re-purchased for cancellation
Balance at March 31, 2019

40,547,832

Stated Value

$

1,400,816

(210,065)
1,190,751

(16,490)
1,174,261

During the three-month period, the Corporation paid $16,490 to repurchased 122,000 common shares. The
1,706,500 common shares, being all the repurchased shares to date, have not yet been cancelled.
(c)

The weighted average number of shares used in the calculation of earnings per share is as follows:
March 31
2019
Basic
Effect of dilutive instruments:
Common share options
Diluted

March 31
2018

40,547,832

42,254,332

386,910
40,934,742

405,556
42,659,888

For the period ended March 31, 2019, the potential effect of the issuance of common shares upon the
exercise of 2,075,000 options is dilutive and has, therefore, been considered in the calculation of diluted
earnings (loss) per share.
8.

Stock-based compensation
The Corporation has a stock option plan for officers, directors, employees and consultants and has authorized
a pool of options to acquire common shares, not to exceed 10% of issued and outstanding common shares.
Under the plan, the Board of Directors set the exercise price and expiry date for each option grant.
On March 23, 2015, the Corporation granted 1,485,000 stock options to certain directors, officers, employees
and consultants of the Corporation. The options expire on March 23, 2020 and one-third vest on each 6month anniversary of the grant date. During 2018, 100,000 options were cancelled upon an employee
leaving the Corporation.
On August 1, 2016, the Corporation granted 690,000 stock options to certain employees and consultants of
the Corporation. The options expire on August 1, 2021 and one-third vest on each 6-month anniversary of
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Sunora Foods Inc.
Notes to the Financial Statements
For the Three-Month Periods Ended March 31, 2019 and 2018
(amounts in Canadian dollars)

the grant date.
The fair value of the options was determined using the Black-Scholes option pricing model.
The following is a summary of the Corporation’s outstanding stock options at March 31, 2019 and at
December 31, 2018:
Weighted
Average
Number of
Exercise
options
Price
Expiry date
Outstanding at December 31, 2015

1,485,000

$0.15

March 23, 2020

690,000

$0.15

August 1, 2021

Outstanding at December 31, 2016 and 2017

2,175,000

$0.15

Forfeited upon termination of employment
Outstanding at December 31, 2018 and March 31,2019

2,075,000

Issued

9.

(100,000)

$0.15

March 23, 2020

$0.15

Financial instruments
(a)

Risk management
The Corporation’s activities expose it to a variety of financial risks including credit risk, liquidity risk and
market risk. This note presents information about the Corporation’s exposure to each of the above risks, the
Corporation’s objectives, policies and processes for measuring and managing risk, and the Corporation’s
management of capital. The Corporation employs risk management strategies and polices to ensure that any
exposures to risk are in compliance with the Corporation’s business objectives and risk tolerance levels.
While the Board of Directors has the overall responsibility for the Corporation’s risk management framework,
Sunora’s management has the responsibility to administer and monitor these risks.
There have been no changes from the prior period in the Corporation’s exposure or responses to financial
risks.

(b)

Fair value of financial instruments
The fair values of cash and cash equivalents, accounts receivable and accounts payable and accrued
liabilities approximate their carrying values due to the short-term maturity of those instruments.
The significance of inputs used in making fair value measurements are examined and classified according
to a fair value hierarchy. Fair values of assets and liabilities included in Level 1 are determined by reference
to quoted prices in active markets for identical assets and liabilities. Assets and liabilities in Level 2 include
valuations using inputs other than quoted prices for which all significant outputs are observable, either directly
or indirectly, and are based on valuation models and techniques where the inputs are derived from quoted
indices. Level 3 valuations are based on inputs that are unobservable and significant to the overall fair value
measurement.
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Sunora Foods Inc.
Notes to the Financial Statements
For the Three-Month Periods Ended March 31, 2019 and 2018
(amounts in Canadian dollars)

(c)

Credit risk
Credit risk is the risk of financial loss to the Corporation if a customer or counterparty to a financial instrument
fails to meet its contractual obligations. The Corporation performs ongoing credit evaluations of its customers
and establishes an allowance for doubtful accounts based on credit risk applicable. Management believes
the risk is often mitigated by the size and reputation of the companies to which they extend credit.
Expected credit losses associated with accounts receivable requires management to assess certain forward
looking and macroeconomic factors to determine whether there is a significant increase in credit risk as well
as expected provisions on the balance outstanding at period-end as further described in Note 2 (c).
As at March 31, 2019, the Corporation’s maximum exposure to credit risk for accounts receivable is $829,879
(December 31, 2018 - $1,070,121). Accounts receivable include no amounts that are past due at the end of
the
reporting
period.
March 31,
December 31,
2019
2018
Current
Accounts receivable

$
$

829,879
829,879

$
$

1,070,121
1,070,121

During the period ended March 31, 2019, sales to two customers (period ended March 31, 2018 – three)
represented 45.4% of the Corporation’s total sales (period ended March 31, 2018 – 48%).
The accounts receivable balance has two customers (December 31, 2018 – four) which represent 28% and
18% of the accounts receivable balance at March 31, 2019 (December 31, 2018 - 28%, 20%, 19% and 10%)
Bad debt expense for the three-month period ended March 31, 2019 was nil (year ended December 31,
2018 - nil). At March 31, 2019 and December 31, 2018, the Corporation had no allowance for doubtful
accounts.
The Corporation manages the credit exposure of $3,663,311 (December 31, 2018- $3,535,161) related to
cash and cash equivalents by selecting financial institutions with high credit ratings and monitors all
short-term deposits to ensure an adequate rate of return. Given these credit ratings, management does not
expect any counterparty to fail to meet its obligations.
(d)

Liquidity risk
Liquidity risk is the risk that the Corporation will not be able to meet its financial obligations as they are due.
The Corporation’s approach to managing liquidity is to ensure it will have sufficient liquidity to meet its
liabilities when due. The Corporation's ongoing liquidity is impacted by various external events and
conditions, including global economic conditions.
At March 31, 2019, the Corporation had cash and cash equivalents of $3,663,311 (December 31, 2018$3,535,161) available to settle accounts payable and accrued liabilities of $793,957 (December 31, 2018 $946,137. The majority of the Corporation’s financial liabilities mature in within 60 days and all are subject to
normal trade terms.
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Sunora Foods Inc.
Notes to the Financial Statements
For the Three-Month Periods Ended March 31, 2019 and 2018
(amounts in Canadian dollars)

The financial liabilities on the balance sheet consist of accounts payable and accrued liabilities. The
Corporation manages this risk through detailed monitoring of budgeted and projected operating results and
cash requirements.
(e)

Market risk
Market risk is the risk that changes in market prices, foreign exchange rates and interest rates will affect the
Corporation’s net earnings or the value of financial instruments and are largely outside the control of the
Corporation. The objective of the Corporation is to manage and mitigate market risk exposures within
acceptable limits, while maximizing returns. Primary market risks are as follows:
(i)

Foreign currency risk
The Corporation is exposed to currency price risk on sales denominated in U.S. dollars (“USD”) and
Singapore dollars (“SGD”) to the extent that the receipt of payment of the U.S. and Singapore
denominated accounts receivable are subject to fluctuations in the related foreign exchange rate. This
risk is partly off-set by accounts payable denominated in USD.
The carrying amounts of the Corporation's monetary assets and liabilities denominated in foreign
currencies are as follows:
Foreign
March 31
December 31,
Currency
2019
2018
Cash bank balance
Accounts receivable
Accounts payable

(ii)

USD
USD
USD

$
$
$

345,068
588,789
(491,475)

$
$
$

159,568
625,371
(487,475)

Interest rate risk
Interest rate risk is the risk that future cash flows will fluctuate as a result of changes in market interest
rates. The Corporation is not exposed to significant interest rate risk due to the short-term maturity of
its monetary assets and liabilities.

(iii)

Commodity price risk
The nature of the Corporation’s operations results in exposure to fluctuations in commodity prices.
Commodity prices for canola oil are impacted by global economic and political events that dictate the
levels of supply and demand. Management continuously monitors commodity prices and may consider
instruments to manage exposure to these risks when it deems appropriate. The Corporation did not
enter into any derivative financial contracts related to commodity prices during the periods ended
March 31, 2019 and 20187 nor does it currently have any derivative financial contracts.

(f)

Capital management
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Sunora Foods Inc.
Notes to the Financial Statements
For the Three-Month Periods Ended March 31, 2019 and 2018
(amounts in Canadian dollars)

The Corporation's minimum desired working capital ratio (current assets divided by current liabilities,
which is an indicator of its ability to finance its on-going operations) is 2:1. The working capital ratio
for was 5.8:1 (December 31, 2018 – 4.9:1). The Corporation’s business has been managed with a
working capital position which has enabled the Corporation to operate without debt. Additionally, the
current nature of Sunora’s operations has enabled it to expand without making capital investments.
10.

Employee and executive compensation
Total employee and management wages and bonuses recognized in general and administrative expenses for the
three-month period ended March 31, 2019 were $59,174 (same period of 2018 - $74,713).
The Corporation considers its key management personnel to be its Chief Executive Officer, Vice-President and
non-executive directors. The compensation paid to the key management personnel consisted of wages and
bonuses of $27,392 (three-month period ended March 31, 2018 - $16,527) and stock-based compensation of nil
(2018 - $1,383).

11.

Related party transactions
During the period, the Corporation had transactions with one customer in China which is controlled by the father of
Vice-President of the Corporation; his father is a major shareholder of the Corporation, holding 8,058,400 common
shares, representing 19.74% of the shares in issue. Sales to this related party in in the three-month period ended
March 31, 2019 amounted to nil (three-month period ended March 31, 2018 - $ 98,165).

12.

Commitments
(a) Rent commitment
Sunora is committed to its office premises lease for three years to August 31, 2020. Annual rent payments,
excluding operating costs, are $19,204, $20,242 and $22,280.
(b) Investor Relations commitment
The Corporation is committed to monthly payments of $2,500 to an investor relations firm.

13.

Segmented information
The Corporation operates in one business segment in multiple locations. Although the Corporation derives its
revenues globally, all sales are attributed to the Canadian head office. The Corporation determines the geographic
location of revenues based on the location of its customers. The same products are offered for sale in all geographic
regions at approximately the same average gross margins.
The Corporation's sales, accounts receivable and inventory were attributed to the regions as follows:
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Sunora Foods Inc.
Notes to the Financial Statements
For the Three-Month Periods Ended March 31, 2019 and 2018
(amounts in Canadian dollars)

Three-Month
Period
March 31,
2019
Sales
USA
Canada
International

$

$

Accounts receivable
USA
Canada
International

$

$
Inventory
USA
Canada

$
$

14.

Three-Month
Period
March 31,
2018

1,876,369
67,200
688,014
2,631,582
March 31
2019

$

2,705,934
319,556
910,522
$
3,936,012
December 31,
2018

616,199
26,201
187,479
829,879

$

146,345
48,796
195,141

$

$

$

647,664
4,553
417,904
1,070,121

114,704
128,670
243,374

Dividend declared
At its meeting of April 29, 2019, the Board declared Sunora’s first ever dividend of $0.0035 per share payable on
June 30, 2019 to shareholders on record on April 29, 2019. This is line with the Board’s commitment to create
shareholder value evidenced by the recent share buy-back of 4.0% of its shares in issue.
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