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Audit. Tax. Advisory.

Independent Auditor’'s Report

To the Shareholders of Acasta Enterprises Inc.

Opinion

We have audited the consolidated financial statements of Acasta Enterprises Inc. and its
subsidiaries (the “Company”), which comprise the consolidated statements of financial position as
at December 31, 2019 and 2018, and the consolidated statements of loss and comprehensive
loss, consolidated statements of changes in shareholders’ equity and consolidated statements of
cash flows for the years then ended, and notes to the consolidated financial statements, including
a summary of significant accounting policies.

In our opinion, the accompanying consolidated financial statements present fairly, in all material
respects, the consolidated financial position of the Company as at December 31, 2019 and 2018,
and its consolidated financial performance and its consolidated cash flows for the years then
ended in accordance with International Financial Reporting Standards (“IFRS”).

Basis for opinion

We conducted our audit in accordance with Canadian generally accepted auditing standards. Our
responsibilities under those standards are further described in the Auditor’s responsibilities for the
audit of the consolidated financial statements section of our report. We are independent of the
Company in accordance with the ethical requirements that are relevant to our audit of the
consolidated financial statements in Canada. We have fulfilled our other ethical responsibilities in
accordance with these requirements. We believe that the audit evidence we have obtained is
sufficient and appropriate to provide a basis for our opinion.

Material uncertainty related to going concern

We draw attention to Note 2 in the consolidated financial statements, which indicates that there is
material uncertainty as to the Company’s ability to fund the Company’s capital and operating
expenditures so as to meet its financial obligations as they fall due within the next twelve months.
As stated in Note 2, these events or conditions, along with other matters as set forth in Note 2,
indicate that material uncertainties exist that cast significant doubt on the Company’s ability to
continue as a going concern. Our opinion is not modified in respect of this matter.

Other information

Management is responsible for the other information. The other information comprises
Management’s Discussion and Analysis.

Our opinion on the consolidated financial statements does not cover the other information and we
do not express any form of assurance conclusion thereon.

In connection with our audit of the consolidated financial statements, our responsibility is to read
the other information and, in doing so, consider whether the other information is materially
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inconsistent with the consolidated financial statements or our knowledge obtained in the audit or
otherwise appears to be materially misstated.

We obtained Management’s Discussion and Analysis prior to the date of this auditor’s report. If,
based on the work we have performed, we conclude that there is a material misstatement of this
other information, we are required to report that fact. We have nothing to report in this regard.

Responsibilities of management and those charged with governance for the consolidated
financial statements

Management is responsible for the preparation and fair presentation of the consolidated financial
statements in accordance with IFRS, and for such internal control as management determines is
necessary to enable the preparation of consolidated financial statements that are free from
material misstatement, whether due to fraud or error.

In preparing the consolidated financial statements, management is responsible for assessing the
Company’s ability to continue as a going concern, disclosing, as applicable, matters related to
going concern and using the going concern basis of accounting unless management either
intends to liquidate the Company or cease operations, or has no realistic alternative but to do so.

Those charged with governance are responsible for overseeing the Company’s financial reporting
process.

Auditor’s responsibilities for the audit of the consolidated financial statements

Our objectives are to obtain reasonable assurance about whether the consolidated financial
statements as a whole are free from material misstatement, whether due to fraud or error, and to
issue an auditor’s report that includes our opinion. Reasonable assurance is a high level of
assurance, but is not a guarantee that an audit conducted in accordance with Canadian generally
accepted auditing standards will always detect a material misstatement when it exists.
Misstatements can arise from fraud or error and are considered material if, individually or in
aggregate, they could reasonably be expected to influence the economic decisions of users taken
on the basis of these consolidated financial statements.

As part of an audit in accordance with Canadian generally accepted auditing standards, we
exercise professional judgement and maintain professional skepticism throughout the audit. We
also:

e Identify and assess the risks of material misstatement of the consolidated financial
statements, whether due to fraud or error, design and perform audit procedures
responsive to those risks, and obtain audit evidence that is sufficient and appropriate to
provide a basis for our opinion. The risks of not detecting a material misstatement
resulting from fraud is higher than for one resulting from error, as fraud may involve
collusion, forgery, intentional omissions, misrepresentations, or the override of internal
control.

e Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of
expressing an opinion on the effectiveness of the Company’s internal control.

e Evaluate the appropriateness of accounting policies used and the reasonableness of
accounting estimates and related disclosures made by management.
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Conclude on the appropriateness of management’s use of the going concern basis of
accounting and, based on the audit evidence obtained, whether a material uncertainty
exists related to events or conditions that may cast significant doubt on the Company’s
ability to continue as a going concern. If we conclude that a material uncertainty exists,
we are required to draw attention in our auditor’s report to the related disclosures in the
consolidated financial statements or, if such disclosures are inadequate, to modify our
opinion. Our conclusions are based on the audit evidence obtained up to the date of our
auditor’s report. However, future events or conditions may cause the Company to cease
to continue as a going concern.

Evaluate the overall presentation, structure and content of the consolidated financial
statements, including the disclosures, and whether the consolidated financial statements
represent the underlying transactions and events in a manner that achieves fair
presentation.

We communicate with those charged with governance regarding, among other matters, the
planned scope and timing of the audit and significant audit findings, including any significant
deficiencies in internal control that we identify during our audit.

We also provide those charged with governance with a statement that we have complied with
relevant ethical requirements regarding independence, and to communicate with them all
relationships and other matters that may reasonably be thought to bear on our independence,
and where applicable, related safeguards.

The engagement partner of the audit resulting in this independent auditor’s report is Glen
McFarland.

McGovern Hurley LLP
Meoem Ay ur

Chartered Professional Accountants
Licensed Public Accountants

Toronto, Ontario
March 3, 2020
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ACASTA ENTERPRISES INC.
CONSOLIDATED STATEMENTS OF FINANCIAL POSITION
(in thousands of Canadian dollars)

As at As at
Notes December 31, 2019 December 31, 2018
Assets
Current assets
Cash and cash eqUIVAIENTS .........c..ccevreirieieisee e $ — $ 652
Trade and other receiVables ............ooovvieeiceie e 7,20 21,041 25,644
Inventories 8 25,672 23,880
Prepaid expenses and depoSItS.........ccuoeieiverieieieciee i 1,876 2,956
Other CUMTENT ASSELS......veivviireiiieire et et sre st sre e ere s sresreens 6 — 6,436
INCOME taXES FECRIVADIE........vviiieeie e — 5,260
Total current assets $ 48,589 $ 64,828
Non-current assets
Property, plant and eqUIPMENT ..........ccovvieirieiereeee e 9 $ 47,205 $ 35,352
Goodwill and intangible assets ..........ccccvevievieieiiie i 10 24,167 29,000
Net INVESTMENT IN TEASES ......c.vveiiieeieeeeee e s 13 1,050 —
Total non-current assets $ 72,422 $ 64,352
TTOLAL ASSEES ..ttt et eee ettt e et e et et e s e et e st e et e s e e et e et eeneeeenes $ 121,011 $ 129,180
Liabilities
Current liabilities
Accounts payable and accrued liabilities ..........c.cocovvririiecennnnnnnn. 20 $ 20,383 $ 33,759
Current debt 0blgatioNs........ccccveiiiiiiiieee e 12 34,557 74,444
Current 1ease Habilities ..........cceeeeeiiiieie e 13 1,563 -
Other current lHabIlItIES ......ccvvvee i 21 517 3,303
Total current liabilities $ 57,020 $ 111,506
Non-current liabilities
LeaSE HHADIITTIES . .eevee ettt ettt e et 13 $ 15,336 $ —
LONG-TErM AEDT ..o 12 31,100 —
Total non-current liabilities $ 46,436 $ —
Total HADIITIES .....c.veeieeiecee e $ 103,456 $ 111,506
Shareholders’ equity
Share Capital ........ccooeireiieee e 14 $ 599,191 $ 594,246
Contributed SUIPIUS......ccvoiiiieiiieecee s 196,610 196,610
AV T 1] R 14 3,939 3,939
DETICIENCY ...ttt e (782,185) (777,121)
Total shareholders’ equity............ccccoeiirierniiniieniee s $ 17,555 $ 17,674
Total liabilities and shareholders’ equity .................cococeivivririnirinnnnen, $ 121,011 $ 129,180

Going concern (note 2)

Commitments and Contingencies (notes 6,8,12,23)

Subsequent events (note 12)

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

Approved on behalf of the board:

“Richard Wachsberg”

“Stan Bharti”

Director

Director



ACASTA ENTERPRISES INC.
CONSOLIDATED STATEMENTS OF LOSS AND COMPREHENSIVE LOSS
(in thousands of Canadian dollars, except per share amounts)

Year Ended Year Ended
Notes December 31, 2019 December 31, 2018
REVENUE ...t e et en et eee st e e aeeneenanen 15 $ 167,148 $ 176,723
Cost of revenue, expenses and other items
COSt OF FEVENUE.......oiiiiiiieiiee e 8,16 127,551 159,084
Selling, general and administrative eXpense...........ccoccovverieneas 16 41,260 71,673
FINGNCE COSES ..o 17 5,007 27,801
Impairment of goodwill and intangible assets..........c.c.ccocee.... 10 — 106,315
(Gain) loss on change in fair value of derivative instruments. 21 (2,117) 2,233
Net [0ss on foreign eXChange .........coccvvereineneineneee e 467 844
Other (iNCOmMe) 10SS, NEL .....c.oiiiiiiieie e 18 (13) 661
Total cost of revenue, expenses and other items 172,155 368,611
L0ss before iNCOME taX ... $ (5,007) $ (191,888)
Current iNCOME taX FECOVENY ....ccuveveeeriereesierieseeeieeeeeeseeneees 11 — 7,232
Deferred inCOME taX rECOVEIY ......ccviveverieieriesiesiesieeeeneenie s 11 — 10,365
Net loss from continuing operations ...........c.cccceeeervrrininne $ (5,007) $ (174,291)
Net loss from discontinued operations, net of tax............. 6,22 — (145,343)
Net loss and total comprehensive 10SS............cccoovvvecnenee, $ (5,007) $ (319,634)
Net loss per share
Basic — continuing Operations ...........ccccceeveveieeiesieerennens 19 $ (0.07) $ (2.46)
Basic — discontinued operations .............ccceeeveveieeiieriennens 19 $ — $ (2.05)
Diluted — continuing Operations ..........c.ccocevvvevveieevieriennens 19 $ (0.07) $ (2.46)
Diluted — discontinued operations.............cccceevveivevveriennns 19 $ — $ (2.05)

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



Balance at December 31,

Adjustment on initial
application of IFRS 16.....
Adjusted balance at
January 1, 2019..............
Net loss for the year.............
Issuance of Class B Shares

related to settlement of debt
Issuance of Class B Shares, net
of issuance costs, related to

private placement.............

Forfeiture and cancellation of

Class B Shares.................
Balance at December 31,

ACASTA ENTERPRISES INC.
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY
(in thousands of Canadian dollars, except share amounts)

Share capital

(Class B Shares) Warrants

Accumulated
other Total
Contributed comprehensive  shareholders’
Notes Number Amount Number Amount surplus Deficiency loss equity
14 70,215,298 $ 594,246 20,884,062 $ 3,939 $ 196,610 $ (777,121) % — 17,674
5 — — — — — (66) — (66)
70,215,298 $ 594,246 20,884,062 $ 3,939 $ 196,610 $ (777,187) % — 17,608
_ _ — — — (5,007) — (5,007)
14 683,836 521 — — — — — 521
14 6,668,507 4,433 — — — — — 4,433
14 (3,742,209) 9) — — — 9 _ _
73,825,432 $ 599,191 20,884,062 $ 3939 $ 196,610 (782,185) $ — 17,555

The accompanying notes are an integral part of these consolidated financial statements



ACASTA ENTERPRISES INC.
CONSOLIDATED STATEMENTS OF CHANGES IN SHAREHOLDERS’ EQUITY (Continued)

(in thousands of Canadian dollars, except share amounts)

Share capital

(Class B Shares) Warrants
Accumulated
other Total
Contributed comprehensive  shareholders’
Notes Number Amount Number Amount surplus Deficiency loss equity
Balance at December 31,
2017 oo 14 95,715,298 $ 849,383 20,884,062 $ 3,939 $ 300 $ (457,104) $ (27,862) $ 368,656
Adjustment on initial
application of IFRS 9 21 — — — — — (383) — (383)
Adjusted balance at
January 1, 2018.............. 95,715,298 $ 849,383 20,884,062 $ 3,939 $ 300 $ (457,487) $ (27,862) $ 368,273
Net loss for the year............. — — — — — (319,634) — (319,634)
Reclassification of other
comprehensive loss, net of
L£:) QTP RRSRIN 6 — — — — — — 27,862 27,862
Contingent consideration on the
purchase of ECN.............. — — — — 1,005 — — 1,005
Cancellation of Class B Shares,
as consideration for the
Stellwagen Sale Transaction
......................................... 6, 14 (26,000,000) (256,142) — — 196,610 — — (59,532)
Issuance of equity-settled
share-based payments...... 14 — — — — 1,212 — — 1,212
Redemption of DSUs 14 — — — — (1,512) — — (1,512)
Settlement of contingent
consideration on purchase of
ECN oot 14,18 500,000 1,005 — — (1,005) — — —
Balance at December 31,
2018 oo 70,215,298 $ 594,246 20,884,062 $ 3,939 $ 196,610 $ (777,121)  $ — $ 17,674

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



ACASTA ENTERPRISES INC.
CONSOLIDATED STATEMENTS OF CASH FLOWS
(in thousands of Canadian dollars)

Year ended Year ended
Notes December 31, 2019 December 31, 2018
Operating activities
NELTOSS ..ottt et $ (5,007) $ (319,634)
Adjustments for non-cash items and other adjustments:
Share-based compensation...........cccccoceveeevrcnnnn 14 — 1,212
Redemption of DSUS.........cccooiiiieniieeceee, 14 — (1,512)
Depreciation of property, plant and equipment 9 6,444 10,249
Amortization of intangible assets............ccccvvvvevieievcicicice e 10 4,833 18,992
(Gain) loss on change in fair value of derivative instruments.......... 21 (2,117) 2,233
FINANCE COSES.....vviviiiiiicicitt e 17 5,007 29,157
Current inCOmMe taX (FECOVETY) ....vevverveierieeirisiesesre e e 11 — (6,588)
Deferred iNCOME tax (FECOVENY) ......oveuereiiieinieieerieee e 11 — (11,096)
ECN consideration paid in Class B Shares 14 — 1,005
Impairment of goodwill and intangible assets...........cccccoovvervrennnne. 10 — 118,563
Loss on disposal of Aviation reportable segment ............c.coccovvvenne. 6 — 97,721
Loss on disposal 0f JEMPaK ...........cccoeerrininiiineee e 6 — 3,394
(Gain) on fair value remeasurement of Profit Participating Notes... — (621)
Net loss (gain) on foreign exchange (333) 676
Changes in non-cash working capital....................... 24 (3,942) 24,685
Cash (used in) provided by operating actiVities ...........c.coceovrvvvreenennes $ 4885 $ (31,564)
INCOME tAXES PAIL......eoverireeieieiiieieeie et — (6,894)
Net cash flows (used in) provided by operating activities ............... $ 4885 $ (38,458)
Investing activities
Additions to property, plant and equipment ...........cccccoevvvveireiniiennn 9 (1,075) (5,850)
Collection of proceeds on disposition of Aviation reportable segment 6 6,660 —
Proceeds on disposition of Aviation reportable segment, net............... 6 — 32,727
Proceeds on disposition of JemPak, Net .........ccccceevveiirviinnienseiiieeene 6 — 114,062
Proceeds on monetization of Profit Participating Notes..................... 6,21 — 33,215
Proceeds on disposal of property, plant and equipment ............c.c.e.... 9 — 76
INEEIESE TECRIVED ...ttt st 6,13 718 —
Principal payments from net investment in 1€ases............cccccoeeverennnne. 13 97 —
Cash provided by (used in) investing activities...........c.ccccooerenenne $ 6,400 3 174,230
Financing activities
Proceeds from debt and credit faCilities .........c.occovveveveeeee e 12 $ 46,758 $ 44,362
Repayment of debt.........ccoiiiiiiii s 12 (61,028) (186,841)
Payment of debt iSSUANCE COSES ........eovrveereiriiieiiiennn 12 (261) (1,000)
Proceeds from private placement of Class B Shares 14 4,533 —
Payment of share issuance costs related to private placement.............. 14 (100) —
Principal payments on lease liabilities 13 (1,536) —
Interest and related fees Paid..........ocooeeieiinienincneee 12,13 (4,057) (17,924)
Cash (used in) provided by financing activities ............c.ccceeervririnnas $ (15,691) % (161,403)
Net (decrease) in cash during the Year ...............cccoeeeveviviviriesinnenen, $ (4,406) $ (25,631)
Foreign exchange impact on cash held in foreign currencies............... 81 144
Cash and cash equivalents, beginning of year...........cccccocvoniiicicnennne 652 26,139
Cash and cash equivalents (bank indebtedness), end of year ......... 12§ (3673) % 652

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



ACASTA ENTERPRISES INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the years ended December 31, 2019 and December 31, 2018
(In thousands of Canadian dollars, except share and per share amounts, unless otherwise noted)

Description of business and nature of operations

Acasta Enterprises Inc. ( “Acasta” or the “Company’’) was incorporated under the Business Corporations Act (Ontario)
on June 19, 2015 and is listed on the Toronto Stock Exchange (“TSX”) under the symbol AEF. The Company’s
registered address is 1 Apollo Place, Toronto, Ontario, M3J 0H2. The Company has one operating subsidiary named
Apollo Health and Beauty Care Inc. (“Apollo”).

Acasta was a special purpose acquisition corporation incorporated under the laws of the Province of Ontario for the
purpose of effecting a qualifying acquisition, more specifically an acquisition of one or more businesses or assets, by
way of a merger, amalgamation, arrangement, share exchange, asset acquisition, share purchase, reorganization, or
any other similar business combination involving the Company. On January 3, 2017, Acasta announced the closing
(the “Closing”) of its qualifying acquisition under Part X of the TSX Company Manual (the “Qualifying Acquisition”
or “Transaction”) of 100% of Stellwagen Group (“Stellwagen”), Apollo Health and Beauty Care Partnership and
Apollo Laboratories Inc. (collectively, “Apollo”), and JemPak Corporation (“JemPak™). During the year ended
December 31, 2018, Stellwagen and JemPak were disposed of. See Note 6 for further discontinued operations
disclosure.

As a result of the disposal of Stellwagen and Jempak, at December 31, 2019, the Company had only one reportable
operating segment (December 31, 2018 — two reportable operating segments: Consumer Products and Other, the latter
being representative of Acasta’s corporate net assets and expenses). See note 22 for further segment disclosures.

Basis of preparation and going concern
Statement of compliance

The consolidated financial statements of the Company have been prepared by management in accordance with
International Financial Reporting Standards (“IFRS”) as issued by the International Accounting Standards Board
(“IASB”) in effect on December 31, 2019. The Board of Directors approved these consolidated financial statements
(the “consolidated financial statements”) on March 3, 2020. The significant accounting policies applied by the
Company are described in note 3 herein.

Basis of measurement

The consolidated financial statements of the Company are presented using, and have been prepared on, a going concern
basis under the historical cost convention except for certain financial instruments that are measured at fair value, as
explained in the accounting policies in note 3. The consolidated financial statements of the Company are presented on
the accrual basis except for the consolidated statements of cash flows. The Company’s presentation currency is the
Canadian dollar (“CAD”). All financial information is presented in thousands of Canadian dollars, except as otherwise
indicated.

Going concern
These consolidated financial statements have been prepared on the basis of accounting principles applicable to a going

concern, which assumes the Company will continue in operation for the foreseeable future and will be able to realize
its assets and discharge its liabilities in the normal course of business.



ACASTA ENTERPRISES INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the years ended December 31, 2019 and December 31, 2018
(In thousands of Canadian dollars, except share and per share amounts, unless otherwise noted)

Basis of preparation and going concern (Continued)

During the year ended December 31, 2018, the Company funded its working capital requirements and its capital and
operating expenditures through operating cash flows, proceeds from debt and credit facilities, proceeds from the
Stellwagen Sale Transaction, proceeds from the JemPak Sale Transaction and proceeds from the monetization of the
Profit Participating notes (“PPNs”). Proceeds from these transactions have been used to reduce the indebtedness of
the Company. Management expects that the cash to be generated from continuing operations based on amended and
updated operating forecasts will be sufficient to fund the Company’s capital and operating expenditures so as to meet
its financial obligations as they fall due during the next twelve months. However, there are material uncertainties to
this expectation. During the year ended December 31, 2019, the Company: i) secured funding for the permanent
reduction of its existing bank commercial facility by $15,466 from WFI (“WFI debt reduction facility””), which
combined with the private placements completed in June 2019 in the aggregate amount of $4,433 provided for a total
reduction of commercial bank debt of $20,000; and (ii) established a new credit facility with its commercial bank that
includes a $50,000 asset-based lending facility with a three year term and an $8,000 term facility with a one year term.
The new commercial bank $50,000 asset based facility and $8,000 term loan facility were put in place on August 2,
2019.

There is no guarantee or assurance that the Company will be able to obtain replacement debt financing upon the
maturity of existing credit facilities and realize its operating forecast in the foreseeable future, which is partially
dependent upon several factors, including all marketplace risks and foreign exchange rates, and, thus, meet its debt
servicing, principal repayments and financial covenants under the relevant credit agreements and/or obtain continued
support from its lenders should that be required. These material uncertainties cast significant doubt as to the
Company’s ability to continue as a going concern. As at December 31, 2019, the consolidated financial statements do
not reflect any adjustments to carrying values of assets and liabilities and the reported expenses and statement of
financial position classifications that would be necessary should the going concern assumption be inappropriate. Such
adjustments could be material.

Principles of consolidation

The consolidated financial statements represent the accounts of Acasta and its subsidiary, including its controlled
operating company and its controlled investments. Control is achieved when Acasta:

»  has power over the investee;

+ isexposed, or has rights, to variable returns from its involvement with the investee; and,
» has the ability to use its power to affect its returns.

As of January 1, 2018, the significant controlled legal entities were as follows:

»  Apollo Health and Beauty Care Inc.

* JemPak Corporation

«  Stellwagen Acquisition Corp.

«  Stellwagen Group Limited

»  Guardian Holdings Limited

»  Seraph Aviation Management Limited
»  Stellwagen Finance Limited

»  Stellwagen Capital Limited

»  Stellwagen Capital UK Limited

»  Stellwagen Technology Limited

» Infrastructure Finance & Trade Limited
+  Coppermine River Aircraft Equity Fund Limited
* Ibex 1 Limited

* lbex 2 Limited



ACASTA ENTERPRISES INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the years ended December 31, 2019 and December 31, 2018
(In thousands of Canadian dollars, except share and per share amounts, unless otherwise noted)

Basis of preparation and going concern (Continued)

*  lbex 5 Limited
*  Ibex 6 Limited
Stelloan Investment Company | DAC
»  Embassy Acquisition Facility | DAC

As at December 31, 2018 and 2019, the only significant controlled legal entity is Apollo Health and Beauty Care Inc.

The Company reassesses whether or not it controls an investee if facts and circumstances indicate that there are
changes to one or more of the three elements of control listed above.

Consolidation of a subsidiary or investment begins when the Company obtains control over the subsidiary or
investment and ceases when the Company loses control of the subsidiary or investment. Specifically, income and
expenses of a subsidiary acquired or disposed of during the year are included in the consolidated statement of loss and
comprehensive loss from the date the Company gains control until the date the Company ceases to control the
subsidiary or investment.

All intragroup assets and liabilities, equity, income, expenses and cash flows relating to transactions between members
of the group are eliminated in full upon consolidation.

Significant accounting policies

The Company’s accounting policies and its standards of financial disclosure set out below are in accordance with
IFRS and have been applied consistently throughout the years presented in these consolidated financial statements,
unless otherwise stated.

Business combinations

Acquisitions of businesses are accounted for using the acquisition method. The consideration transferred in a business
combination is measured at fair value, which is calculated as the sum of the acquisition-date fair values of the assets
transferred by the Company, liabilities incurred by the Company to the former owners of the acquiree and the equity
interests issued by the Company in exchange for control of the acquiree. Acquisition-related costs are recognized in
net income (loss) as incurred.

When the consideration transferred by the Company in a business combination includes assets or liabilities resulting
from a contingent consideration arrangement, the contingent consideration is measured at its acquisition-date fair
value and included as part of the consideration transferred in a business combination. Contingent consideration is
established for business acquisitions where the Company has the obligation to transfer additional assets or equity
interests to the former owners if specified future events occur or conditions are met. The fair value of contingent
consideration liabilities is typically based on the estimated future financial performance of the acquired business.
Financial targets used in the estimation process include certain defined financial targets and realized internal rates of
return. Contingent consideration is classified as a liability when the obligation requires settlement in cash or other
assets, and is classified as equity when the obligation requires settlement in the Company’s own equity instruments.
Changes in the fair value of the contingent consideration that qualify as measurement period adjustments are adjusted
retrospectively, with a corresponding adjustment to goodwill. Measurement period adjustments are adjustments that
arise from additional information obtained during the measurement period (which cannot exceed one year from the
acquisition date) about facts and circumstances that existed at the acquisition date. All other subsequent changes in
the fair value of contingent consideration classified as an asset or liability are included in net income (loss) in the
period. Changes in the fair value of contingent consideration classified as equity are not recognized.
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ACASTA ENTERPRISES INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the years ended December 31, 2019 and December 31, 2018
(In thousands of Canadian dollars, except share and per share amounts, unless otherwise noted)

Significant accounting policies (Continued)

If the initial accounting for a business combination is incomplete by the end of the reporting period in which the
combination occurs, the Company reports provisional amounts for the items for which the accounting is incomplete.
Those provisional amounts are adjusted during the measurement period, or additional assets or liabilities are
recognized, to reflect new information obtained about facts and circumstances that existed at the acquisition date that,
if known, would have affected the amounts recognized at that time. Upon conclusion of the measurement period or
final determination of the values of assets acquired or liabilities assumed, whichever comes first, any subsequent
adjustments are recorded to net income (loss). For a given acquisition, the Company may identify certain
pre-acquisition contingencies as of the acquisition date and may extend its review and evaluation of these
pre-acquisition contingencies throughout the measurement period in order to obtain sufficient information to assess
these contingencies as part of acquisition accounting, as applicable.

Goodwill is measured as the excess of the sum of the consideration transferred, the amount of any non-controlling
interests in the acquiree, and the fair value of the acquirer’s previously held equity interest in the acquiree (if any)
over the net of the acquisition-date amounts of the identifiable assets acquired and the liabilities assumed.

Goodwill

Goodwill arising on an acquisition of a business is carried at the amount established at the date of acquisition of the
business less accumulated impairment losses, if any.

Corporate assets, which include the head office facility, do not generate separate cash inflows. Corporate assets are
tested for impairment at the minimum grouping of cash-generating units (“CGUS”) to which the corporate assets can
be reasonably and consistently allocated. Goodwill arising from a business combination is tested for impairment at
the minimum grouping of CGUs that are expected to benefit from the synergies of the combination. A CGU to which
goodwill has been allocated is tested for impairment annually on December 31, or more frequently when there is an
indication that the CGU may be impaired.

The recoverable amount of a CGU or CGU grouping is the higher of its value in use and its fair value less costs to
sell. Value in use is based on the estimated future cash flows from the CGU or CGU grouping, discounted to their
present value using a pre-tax discount rate that reflects current market assessments of the time value of money and the
risks specific to the CGU or CGU grouping. The fair value less costs to sell is based on the best information available
to reflect the amount that could be obtained from the disposal of the CGU or CGU grouping in an arm’s length
transaction between knowledgeable and willing parties, net of estimates of the costs of disposal.

An impairment loss is recognized if the carrying amount of a CGU or CGU grouping exceeds its recoverable amount.
For asset impairments other than goodwill, the impairment loss reduces the carrying amounts of the non-financial
assets in the CGU on a pro-rata basis. Any loss identified from goodwill impairment testing is first applied to reduce
the carrying amount of goodwill allocated to the CGU grouping, and then to reduce the carrying amounts of the other
non-financial assets in the CGU or CGU grouping on a pro-rata basis. Any impairment losses are recognized in net
income (loss) and any impairment loss recognized for goodwill is not reversed in subsequent years.

On disposal of the relevant CGU, the attributed amount of goodwill is included in the determination of the gain or loss
on disposal. The determination of CGUs and the level at which goodwill is monitored, as well as whether there are
indicators of impairment, requires judgment by management.

Assets held for sale and discontinued operations

Assets and disposal groups are classified as held for sale if their carrying amounts will be recovered principally through
a sale transaction rather than through continuing use. This condition is regarded as met only when the asset (or disposal
group) is available for immediate sale in its present condition subject to terms that are usual and customary for sales
of such asset (or disposal group) and its sale is highly probable. Management must be committed to the sale, which
should be expected to qualify for recognition as a completed sale within one year from the date of classification.
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ACASTA ENTERPRISES INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the years ended December 31, 2019 and December 31, 2018
(In thousands of Canadian dollars, except share and per share amounts, unless otherwise noted)

Significant accounting policies (Continued)

At December 31, 2019 and 2018, the Company did not achieve the held for sale classification threshold for any group
of assets.

Non-current assets (and disposal groups) classified as held for sale are measured at the lower of their carrying amount
and fair value less costs to sell.

Discontinued operations are reported when a component of the Company, comprising operations and cash flows that
can be clearly distinguished both operationally and for financial reporting purposes from the rest of the Company, is
classified as held for sale or has been disposed of, or the component represents a major line of business or geographical
area of operations, or is a part of a single coordinated plan to dispose of a separate major line of business or
geographical area of operations. Profit or loss from discontinued operations is reported separately from income and
expenses from continuing operations in the consolidated statement of loss and comprehensive loss, with prior periods
presented on a comparative basis. Cash flows from discontinued operations are presented separately in the notes to
the consolidated financial statements. Intra-group revenues and expenses between continuing and discontinued
operations are eliminated.

Foreign currency
Functional currency

The Company reports its financial results in CAD, as it is the currency of the primary economic environment in which
it operates. The functional currency of the Company and its subsidiary is the Canadian dollar.

Foreign currency transactions

Transactions in foreign currencies are translated to the functional currency at exchange rates at the dates of the
transactions. Monetary assets and liabilities denominated in foreign currencies are translated at the year-end exchange
rates. Non-monetary assets and liabilities denominated in foreign currencies are translated at historical rates and
revenue and expenses are translated at the average exchange rates prevailing during the month of the transaction.
Exchange gains and losses arise on the settlement of foreign-currency denominated transactions which are recognized
in net income (loss). The effect of currency translation adjustments on cash and cash equivalents is presented
separately in the consolidated statements of cash flows and separated from investing and financing activities when
deemed significant.

Cash and cash equivalents (bank indebtedness)

Cash and cash equivalents include liquid investments such as term deposits, money market instruments and
commercial paper with original maturities of three months or less. The Company considers outstanding cheques as
part of cash and cash equivalents (bank indebtedness).

Inventories

Inventories are comprised of raw materials, work-in-progress, and finished goods. Inventories are recorded at the
lower of cost and net realizable value. Cost is determined on a standard cost basis, and includes the purchase price and
other costs, such as import duties, taxes and transportation costs. Inventory cost is determined on a first-in, first-out
basis and any trade discounts and rebates are deducted from the purchase price. Raw material costs include the
purchase cost of the materials, freight-in and duty. Finished goods and work-in-progress include the cost of direct
materials and labour and a proportion of manufacturing overhead allocated based on normal production capacity.
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ACASTA ENTERPRISES INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the years ended December 31, 2019 and December 31, 2018
(In thousands of Canadian dollars, except share and per share amounts, unless otherwise noted)

Significant accounting policies (Continued)

Net realizable value represents the estimated selling price for inventories in the ordinary course of business, less all
estimated costs of completion and costs necessary to make the sale. The determination of net realizable value requires
significant judgment, including consideration of factors such as shrinkage, the aging of and future demand for
inventory and contractual arrangements with customers. Reserves for excess and obsolete inventory are based upon
quantities on hand, projected volumes from demand forecasts and net realizable value. The impact of changes in
inventory reserves is reflected in cost of revenue. To the extent that circumstances have changed subsequently such
that the net realizable value has increased, previous write-downs are reversed and recognized in net income (loss) in
the year during which the reversal occurs.

Revenue recognition
Sale of goods

The Consumer Products reporting segment generates revenues from the sale of products, specifically focusing on the
manufacturing and distribution of white-label health and beauty care products.

Revenue is recognized at the transaction price, which is the amount of consideration to which the Company expects
to be entitled in exchange for transferring promised goods to a customer. Gross revenue excludes duties and taxes
collected on behalf of third parties. Net revenue from sale of goods, as presented in the consolidated statement of loss
and comprehensive loss, represents revenue from the sale of goods less expected price discounts, returns on sales of
defective products and customer rebates.

The Company's contracts with customers for the sales of products, and in some cases, including delivery of the
products, consist of one performance obligation. The Company has concluded that revenue from the sale of these
products should be recognized at the point in time when control is transferred to the customer, which is on shipment
or delivery, depending on the contract. The Company's payment terms range from 30 to 60 days from the transfer of
control.

Leases in accordance with IFRS 16, Adopted January 1, 2019
Lessee

At the inception of a contract, the Company assesses whether a contract is, or contains, a lease. A contract is, or
contains, a lease if the contract conveys the right to control the use of an identified asset for a period of time in
exchange for consideration. The Company recognizes a right-of-use asset and a lease liability at the commencement
date of the lease. The right-of-use asset is initially measured at cost, which comprises the initial amount of the lease
liability adjusted for any lease payments made at or before the commencement date, plus any initial direct costs
incurred and an estimate of costs to dismantle and remove the underlying asset, less any lease incentives received.
The right-of-use asset is subsequently depreciated using the straight-line method from the commencement date to the
earlier of the end of the useful life of the right-of-use asset or the end of the lease term. In addition, the right-of-use
assets are adjusted for impairment losses, if any. The estimated useful lives and recoverable amounts of right-of-use
assets are determined on the same basis as those of property, plant and equipment. The lease liability is initially
measured at the present value of the lease payments that are not paid at the commencement date, discounted using the
interest rate implicit in the lease or, if that rate cannot be readily determined, the Company's incremental borrowing
rate. The lease liability is subsequently measured at amortized cost using the effective interest method.

The Company has elected not to recognize right-of-use assets and lease liabilities for short-term leases (lease term of

12 months or less) and leases for which the underlying asset is of low value. The Company recognizes the lease
payments associated with these leases as an expense on a straight-line basis over the lease term.
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ACASTA ENTERPRISES INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the years ended December 31, 2019 and December 31, 2018
(In thousands of Canadian dollars, except share and per share amounts, unless otherwise noted)

Significant accounting policies (Continued)
Finance lease — lessor

At commencement date, the Company recognizes assets held under finance leases in its consolidated statements of
financial position as a receivable at the amount equal to the net investment in the lease. The net investment in the lease
is calculated as the present value of lease payments, using the interest rate implicit in the lease. For subleases, if the
interest rate implicit in the sublease cannot be readily determined, the Company uses the discount rate under the
primary lease. The Company recognizes finance income over the lease term using the effective interest rate method.

Leases in accordance with IAS 17, Prior to January 1, 2019
Finance lease — lessee

Leases are classified as finance leases whenever the terms of the lease transfer substantially all the risks and rewards
of ownership to the lessee. All other leases are classified as operating leases.

Finance leases are capitalized at the commencement of the lease at the fair value of the leased property as of the
inception date or, if lower, at the present value of the minimum lease payments. Lease payments are apportioned
between finance charges and reduction of the lease liability so as to achieve a constant rate of interest on the remaining
balance of the liability. Finance charges are recognized in finance costs in the consolidated statements of income (loss)
and comprehensive income (loss).

A leased asset is depreciated over the useful life of the asset. However, if there is no reasonable certainty that the
Company will obtain ownership by the end of the lease term, the asset is depreciated over the shorter of the estimated
useful life of the asset and the lease term.

Operating lease — lessee

Operating lease payments are recognized as selling, general and administrative expenses in the consolidated
statements of income (loss) and comprehensive income (loss) on a straight-line basis over the lease term and include
renewal terms when it is reasonably certain that the option will be exercised. Contingent rentals arising under operating
leases are recognized as an expense in the year in which they are incurred.

In the event that lease incentives are received to enter into operating leases, such incentives are recognized as a
liability. The aggregate benefit of incentives is recognized as a reduction of rental expense on a straight-line basis,
except where another systematic basis is more representative of the time pattern in which economic benefits from the
leased asset are consumed.

Operating lease — lessor

Rental income from operating leases with third parties is recognized on a straight-line basis over the term of the
relevant lease. Initial direct costs incurred in negotiating and arranging an operating lease are added to the carrying
amount of the leased asset and recognized on a straight-line basis over the lease term.

Sale and leaseback

A sale and leaseback transaction involves the sale of an asset and the leasing back of the same asset. If a sale and
leaseback transaction results in a finance lease for the Company, any excess of sales proceeds over the carrying amount
is recognized as deferred revenue and amortized over the term of the new lease. Any gain or loss in a sale and leaseback
transaction resulting in an operating lease that is transacted at fair value is recognized immediately. If the sale price is
above fair value, the excess over fair value is deferred and amortized over the term of the new lease.
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ACASTA ENTERPRISES INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the years ended December 31, 2019 and December 31, 2018
(In thousands of Canadian dollars, except share and per share amounts, unless otherwise noted)

Significant accounting policies (Continued)

Share capital and warrants

The Class B Shares and warrants of the Company (the “Warrants™) are classified as equity as they are contracts
representative of a residual interest in the net assets of the Company after deducting all of its liabilities. Incremental
costs directly attributable to the issuance of Class B Shares and Warrants are recognized as a deduction from equity.

The Warrants are measured at fair value at the date of issuance using an appropriate valuation model reflecting the
terms and conditions of the Warrants.

Net loss per share

Basic net loss per share is calculated by dividing the net loss attributable to holders of the Class B Shares by the
weighted average number of Class B Shares outstanding during the year. The Contingent Shares, described herein,
are subject to forfeiture and consequently excluded from the determination of the weighted average number of Class B
Shares outstanding until such time as these shares are no longer subject to forfeiture. Diluted net loss per share is
calculated by adjusting the net loss attributable to the holders of the Class B Shares and the weighted average number
of Class B Shares outstanding for any dilutive effects of the Warrants.

Income taxes

Current tax and deferred tax are recognized in net income (loss) except to the extent that it relates to a business
combination, or items recognized directly in equity or in other comprehensive income (loss).

Current tax is the expected taxes payable or receivable on the taxable income (loss) for the year, using tax rates enacted
or substantively enacted at the reporting date, and any adjustment to taxes payable in respect of previous years.

The Company follows the liability method to provide for income taxes. The liability method requires that income
taxes reflect the expected future tax consequences of temporary differences between the carrying amounts of assets
and liabilities for financial reporting purposes and their underlying tax bases. Deferred tax assets and liabilities are
measured at the tax rates that are expected to apply in the year when the asset is realized and the liability is settled.
Deferred tax is not recognized for temporary differences relating to investments in subsidiaries to the extent that it is
probable that they will not reverse in the foreseeable future. In addition, deferred tax is not recognized for taxable
temporary differences arising from the initial recognition of goodwill. The effect on deferred income tax assets and
liabilities of a change in tax rates is recognized within net income (loss) in the year that includes the substantive
enactment date. Deferred tax assets and liabilities are offset if there is a legally enforceable right to offset current tax
liabilities and assets, and they relate to income taxes levied by the same tax authority on the same taxable entity, or
on different tax entities, but intends to settle current tax liabilities and assets on a net basis or its tax assets and liabilities
will be realized simultaneously.

Deferred tax assets are recognized for unused tax losses, tax credits, and applicable differences in tax basis in the
purchaser’s tax jurisdiction as compared to its cost to the extent future recovery is probable, which may include
consideration of the Company’s ability to implement certain tax planning strategies. At each reporting period, deferred
tax assets are reduced to the extent that it is no longer probable that sufficient taxable income will be available to allow
all or part of the asset to be recovered.
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For the years ended December 31, 2019 and December 31, 2018
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Significant accounting policies (Continued)
Property, plant and equipment

Property, plant and equipment is recorded at cost less accumulated depreciation and provisions for impairment, if any.
Cost consists of expenditures directly attributable to the acquisition of the asset. The costs of construction of qualifying
long-term assets include capitalized interest, as applicable.

Subsequent expenditures for maintenance and repairs are expensed as incurred, while costs related to betterments and
improvements that extend the useful lives of property, plant and equipment are capitalized. Depreciation is recognized
S0 as to write off the cost or valuation of assets less their residual values over their useful lives, using the straight-line
method or declining balance method. Depreciation is provided for as follows:

BUIIAINGS ..o 25 - 50 years

Leasehold iIMPrOVEMENES ...ttt Lesser of useful life and term of the lease
OFfiCE BOUIPIMENT.....cviiiieieiiiieee e bbb s 20% - 30% declining method

Machinery and equipment — dish and laundry ...........ccccoeoeineinnnneicnine, 3-10 years

Machinery and equipment — health and beauty care .............ccccccovviiciiinnee. 10% - 30% declining method

MOEOT VERICIES ...t 4 -5 years

AATCTATL ..ottt 25 years

When components of an asset have a significantly different useful life or residual value than the primary asset, the
components are depreciated separately. The estimated useful lives, residual values and depreciation methods are
reviewed at the end of each reporting year, with the effect of any changes in estimate being accounted for on a
prospective basis.

An item of property, plant and equipment is de-recognized upon disposal or when no future economic benefits are
expected to arise from the continued use of the asset. Any gain or loss arising on the disposal or retirement of an item
of property, plant and equipment is determined as the difference between the sales proceeds and the carrying amounts
of the asset and is recognized in the consolidated statements of loss and comprehensive loss when the asset is
de-recognized.

Intangible assets

The following are the estimated useful lives for the major classes of definite life intangible assets:

FUNG CONEFACE......vviiicie bbbt 10 years
Customer contracts and relationships ............cccoviiniicnccce e 5 - 8 years
BACKIOG ...t 2 years
NON-COMPELItioN AQrEEMENLS.......c.eivieeiiiiieieieetee et 2 years
INtelleCtual PrOPEILY.......ccoviveiiiieei e 4 years

LEASE PrEMIUM .ottt Term of the lease

Amortization is recognized on a straight-line basis over the estimated useful life of the intangible assets. The estimated
useful lives and amortization methods are reviewed at the end of each reporting year, with the effect of any changes
in the estimate being accounted for on a prospective basis.
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Significant accounting policies (Continued)
Intangible assets acquired in a business combination

Intangible assets acquired in a business combination and recognized separately from goodwill are initially recognized
at their fair value at the acquisition date (which is regarded as their initial cost).

The Company uses the income approach to value the fund contract, customer relationships, customer contracts,
backlog and non-compete agreement intangible assets. The income approach is a valuation technique that calculates
the estimated fair value of an intangible asset based on the estimated future cash flows that the asset can be expected
to generate over its remaining useful life.

Specifically, the Company uses the excess earnings method to value the fund contract, customer relationships,
customer contracts and backlog acquired intangible assets, which is a form of the income approach that estimates the
fair value of an asset by calculating the present value of the after-tax earnings attributable to that asset. The earnings
attributable to an asset are reduced by a return for each of the contributory assets required to generate these earnings.
The earnings remaining are then discounted to present value at a rate of return commensurate with the risk inherent in
the subject intangible asset.

The Company uses the probability-adjusted discounted cash flow (“DCF”) method, which is a form of the income
approach to value the non-compete agreement. The probability-adjusted DCF is based on the probability of the owner
competing in the absence of the non-compete clause and the probability of revenue loss for the Company if the owner
competes. The probability-adjusted earnings are discounted to present value at a rate of return commensurate with the
risk inherent in the non-compete agreement.

The Company relies on the relief-from-royalty method to value the intellectual property acquired. The
relief-from-royalty method assumes the notional sale of the intellectual property through a royalty or licensing
agreement with arm’s length third parties. Accordingly, the income forecast reflects an estimate of a fair royalty that
a third-party purchaser (licensee) would pay, on a percentage of revenue basis, to obtain a license to utilize the
intellectual property. These after-tax royalty payments are then discounted to present value at a rate of return
commensurate with the risk of the intellectual property.

Intangible assets acquired separately

Intangible assets with finite useful lives that are acquired separately are carried at cost less accumulated amortization
and accumulated impairment losses, if any. Subsequent expenditures are capitalized only when it increases the future
economic benefits that form part of the specific asset to which it relates and other criteria have been met. Otherwise,
all other expenditures are recognized in net income (loss) as incurred.

De-recognition of intangible assets

An intangible asset is de-recognized on disposal, or when no future economic benefits are expected from use or
disposal. Gains or losses arising from de-recognition of an intangible asset, measured as the difference between the
net disposal proceeds and the carrying amount of the asset, are recognized in net income (loss) when the asset is
de-recognized.
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Significant accounting policies (Continued)
Impairment of long-lived assets

Long-lived assets consist of property, plant and equipment, intangible assets and goodwill. Quarterly or whenever
events or changes in circumstances suggest that the carrying value of an asset may not be recoverable, the Company
reviews for indicators of impairment. If any such indication exists, the recoverable amount of the asset is estimated in
order to determine the extent of the impairment loss (if any). In addition, the carrying value of intangible assets with
indefinite lives and goodwill are tested for recoverability on an annual basis on December 31.

When it is not possible to estimate the recoverable amount of an individual asset, the Company estimates the
recoverable amount of the cash-generating unit to which the asset belongs. When a reasonable and consistent basis of
allocation can be identified, corporate assets are also allocated to individual cash-generating units, or otherwise they
are allocated to the smallest group of cash-generating units for which a reasonable and consistent allocation basis can
be identified.

Recoverable amount is the higher of fair value less costs to sell and value in use. In assessing value in use, the estimated
future cash flows are discounted to their present value using a pre-tax discount rate that reflects current market
assessments of the time value of money and the risks specific to the asset for which the estimates of future cash flows
have not been adjusted.

If the recoverable amount of an intangible asset (or CGU) is estimated to be less than its carrying amount, the carrying
amount of the asset (or CGU) is reduced to its recoverable amount. An impairment loss equal to the difference between
the carrying and recoverable amounts is recognized immediately in net income (loss).

Contingencies

Contingent liabilities are possible obligations arising from past events, whose existence will be confirmed only on the
occurrence or non-occurrence of uncertain future events outside the Company’s control, or present obligations that
are not recognized because either it is not probable that an outflow of economic benefits would be required to settle
the obligation or the amount cannot be measured reliably.

Contingent liabilities are not recognized but are disclosed and described in the notes to the consolidated financial
statements, including an estimate of their potential financial effect and uncertainties relating to the amount or timing
of any outflow, unless the possibility of settlement is remote. In assessing loss contingencies related to legal
proceedings that are pending against the Company or unasserted claims that may result in such proceedings, the
Company, with assistance from its legal counsel, evaluates the perceived merits of any legal proceedings or unasserted
claims as well as the perceived merits of the amount of relief sought or expected to be sought.
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Significant accounting policies (Continued)
Financial instruments

All financial instruments are initially recorded at fair value at the time of acquisition. The Company aggregates its
financial instruments in accordance with IFRS 9, Financial Instruments, into classes based on their nature and
characteristics. Management determines the classification when the instruments are initially recognized, which is
normally the date of the transaction. The Company's accounting policy for each class of financial instruments is as
follows:

Amortized cost

This category includes financial assets that are held within a business model with the objective to hold the financial
assets in order to collect contractual cash flows that meet the solely principal and interest ("SPPI") criterion, and
financial liabilities which are not required, and for which the Company has not elected to subsequently record at fair
value through profit or loss.

Financial instruments in this category are initially recognized at fair value plus directly attributable transaction costs.
Subsequently, these instruments are measured at amortized cost using the effective interest method. The effective
interest method is a method of calculating the amortized cost of a financial instrument and of allocating interest over
the relevant period. The effective interest rate is the rate that discounts estimated future cash receipts through the
expected life of the financial instrument, or, where appropriate, a shorter period, to the net carrying amount on initial
recognition. Financial assets are adjusted for any expected credit losses (“ECLs”).

Financial assets in this category include cash and cash equivalents, and trade and other receivables. Financial liabilities
in this category include accounts payable and accrued liabilities, current debt obligations, long-term debt, and other
non-derivative liabilities.

Fair value through profit or loss (“FVTPL”)

This category includes derivative instruments and debt instruments whose cash flow characteristics fail the SPPI
criterion or are not held within a business model whose objective is either to collect contractual cash flows, or to both
collect contractual cash flows and sell.

These financial instruments are initially recognized at fair value; all transaction costs are recognized immediately in
profit or loss. Subsequently, these instruments are recognized at fair value at each reporting date. Any changes in fair
value, and gains or losses upon disposition of the financial instruments are recognized in profit or loss.

Financial instruments in this category include derivatives included in other current liabilities and the Stelloan PPNs
on the Stellwagen sale (Note 6) included in other current assets.

Fair value measurements

The Company measures fair value in accordance with IFRS 13 Fair Value Measurement, which provides a single
source of fair value measurement guidance. Fair value is the price that would be received to sell an asset or paid to
transfer a liability in an orderly transaction between market participants at the measurement date. The Company has
applied the framework for measuring fair value, which requires a fair value hierarchy to be applied to all fair value
measurements.
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Significant accounting policies (Continued)

All financial instruments recognized at fair value in the consolidated statements of financial position are classified
into one of three levels in the fair value hierarchy as follows:

Level 1 — valuation based on quoted prices (unadjusted) observed in active markets for identical assets
or liabilities.

Level 2 — valuation techniques based on inputs that are quoted prices of similar instruments in active markets;
quoted prices for identical or similar instruments in markets that are not active; inputs other than quoted prices
used in a valuation model that are observable for that instrument; and inputs that are derived from or corroborated
by observable market data by correlation or other means.

Level 3 — valuation techniques with significant unobservable market inputs.
Impairment of financial assets at amortized cost

The Company recognizes a loss allowance for expected credit losses on cash and cash equivalents, net investments in
leases, and trade and other receivables. The amount of expected credit losses is updated at each reporting date to reflect
changes in credit risk since initial recognition of the respective financial instrument. The Company recognises lifetime
ECLs for trade receivables and net investments in leases. The expected credit losses on these financial assets are
estimated using a provision matrix based on the Company’s historical credit loss experience, adjusted for factors that
are specific to the debtors, general economic conditions and an assessment of both the current as well as the forecast
direction of conditions at the reporting date, including time value of money where appropriate. For all other financial
instruments, the Company recognizes lifetime ECLs when there has been a significant increase in credit risk since
initial recognition. However, if the credit risk on the financial instrument has not increased significantly since initial
recognition, the Company measures the loss allowance for that financial instrument at an amount equal to 12-month
ECLs. Lifetime ECLs represent the expected credit losses that will result from all possible default events over the
expected life of a financial instrument. In contrast, 12-month ECLs represents the portion of lifetime ECL that is
expected to result from default events on a financial instrument that are possible within 12 months after the reporting
date.

De-recognition of financial instruments

The Company de-recognizes a financial asset when the contractual rights to the cash flows from the asset expire, or
when it transfers the financial asset and substantially all the risks and reward of ownership of the asset to another
party. On de-recognition of a financial asset in its entirety, the difference between the asset’s carrying amount and the
sum of the consideration received and receivable is recognized in net income (loss). The Company de-recognizes
financial liabilities when, and only when, the Company’s obligations are discharged, cancelled or have expired. The
difference between the carrying amount of the financial liability de-recognized and the consideration paid and payable
is recognized in net income (loss).
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Significant accounting judgments and estimates

The preparation of these consolidated financial statements requires the Company to make judgments in applying its
accounting policies and estimates and assumptions about the future. These judgments, estimates and assumptions
affect the Company’s reported amounts of assets, liabilities, and items in net income (loss), and the related disclosure
of contingent assets and liabilities, if any. Such estimates are based on various assumptions that the Company believes
are reasonable under the circumstances, and these estimates form the basis for making judgments about the carrying
value of assets and liabilities and the reported amount of items in net income (loss) that are not readily apparent from
other sources. These estimates and associated assumptions are based on historical experience and other factors that
are considered to be relevant, and actual results may differ from these estimates under different assumptions or
conditions. Set out below are the most significant accounting judgments, estimates and assumptions that the Company
has made in the preparation of these consolidated financial statements.

The estimates and underlying assumptions are reviewed on an ongoing basis, and revisions to accounting estimates
are recognized in the year in which the estimate is revised if the revision affects only that year, or in the year of the
revision and future years if the revision affects both current and future years.

Consolidation

The Company uses judgment in determining the entities that it controls and accordingly consolidates. An entity is
controlled when the Company has power over an entity, exposure or rights of variable returns from its involvement
with the entity, and is able to use its power over the entity to affect its return from the entity. The Company has power
over an entity when it has existing rights that give it the current ability to direct the relevant activities, which are
activities that significantly affect the investee’s returns. Since power comes from rights, power can result from
contractual arrangements. However, certain contractual arrangements contain rights that are designed to protect the
Company’s interest, without giving it power over the entity.

Determination of CGUs

Management is required to use judgment in determining which assets or group of assets make up appropriate CGUs,
for the level at which goodwill and intangible assets are tested for impairment. A CGU is defined as the smallest
identifiable group of assets that generates cash inflows that are largely independent of the cash inflows from other
assets or groups of assets. Determining the impact of impairment requires significant judgment in identifying which
assets or groups of assets form CGUs of the Company. At December 31, 2018 and 2019, Apollo was identified as a
CGU as it operates under separate management, using separate assets, and generate cash inflows independent from
one another that are monitored by Acasta on this basis. The units cannot be separated further due to the level of
integration, and to a certain degree, interdependence between products and services lines within each business.

Functional currency

Determining the appropriate functional currencies for entities in the Company requires analysis of various factors,
including the currencies and country-specific factors that mainly influence sales prices, and the currencies that mainly
influence labour, materials, and other costs of providing goods or services.

Fair value of financial instruments

Derivate instruments are recorded in the Company’s consolidated statements of financial position at fair value. The
fair value of a financial instrument that is traded in active markets at each reporting date is determined by its quoted
market price. Changes in the underlying trading value may significantly affect the amount of net income (loss) for a
particular year. Furthermore, the quoted market price of a financial liability may not be equal to the amount that the
Company would have to pay in settlement of the underlying obligation, should such obligation become immediately
payable.
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Significant accounting judgments and estimates (Continued)
Impairment testing of goodwill

Goodwill is assessed by the Company for impairment annually at December 31, and whenever there is an indication
that the asset may be impaired. The Company determines the fair value of its cash-generating unit groupings to which
goodwill is allocated using discounted cash flow models corroborated by other valuation techniques. The
determination of the recoverable amount of a CGU (or group of CGUSs) to which goodwill is allocated involves the
use of estimates and assumptions of a long-term nature regarding discount rates, projected revenues, and margins, as
applicable, derived from past experience, actual operating results and budgets. These estimates and assumptions may
change in the future due to uncertain competitive and economic market conditions or changes in business strategies.
The determination of the assets’ recoverable amount involves the use of estimates by management and can have a
material impact on the respective values and ultimately the amount of any impairment.

Useful life of property, plant and equipment and intangible assets with finite useful lives

The Company employs significant estimates to determine the estimated useful lives of property, plant and equipment
and intangible assets with finite useful lives, considering industry trends such as technological advancements, past
experience, expected use and review of asset useful lives.

Components of an item of property, plant and equipment may have different useful lives. The Company makes
estimates when determining depreciation methods, depreciation rates and asset useful lives, which requires taking into
account industry trends and company-specific factors. The Company reviews depreciation methods, useful lives and
residual values annually or when circumstances change and adjusts its depreciation methods and assumptions
prospectively.

Provisions

Provisions are recognized when the Company has a present obligation, legal or constructive as a result of a previous
event, if it is probable that the Company will be required to settle the obligation and a reliable estimate can be made
of the obligation. The amount recognized is the best estimate of the expenditure required to settle the present obligation
at the end of the reporting period, taking into account the risks and uncertainties surrounding the obligations.
Provisions are reviewed at the end of each reporting period and adjusted to reflect the current best estimate of the
expected future cash flows.

Contingencies

Contingencies can be either possible assets or possible liabilities arising from past events, which, by their nature, will
be resolved only when one or more uncertain future events occur or fail to occur. The assessment of the existence and
potential impact of contingencies inherently involves the exercise of significant judgment and the use of estimates
regarding the outcome of future events.

Inventory obsolescence
Inventories are stated at the lower of cost and estimated net realizable value. The Company estimates net realizable
value as the amount at which inventories are expected to be sold, taking into consideration fluctuations in retail prices

less estimated costs necessary to make the sale. Inventories are written down to net realizable value when the cost of
inventories is estimated to be unrecoverable due to obsolescence, damage or declining selling prices.
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Significant accounting judgments and estimates (Continued)
Sales allowances

A sales allowance is established to reflect credits due to customers relating to factors such as contractual discounts,
negotiated discounts, customer audits, defective products, and costs incurred by customers to sell the Company’s
products. The allowance is based on specific reserves based upon the Company’s evaluation of the likelihood of the
outcome of sales allowance claims.

Expected credit losses

Determining an allowance for expected credit losses ("ECLS") requires management to make assumptions about the
historical patterns for the probability of default, the timing of collection and the amount of incurred credit losses,
which are adjusted based on management’s judgment about whether economic conditions and credit terms are such
that actual losses may be higher or lower than what the historical patterns suggest.

Income and other taxes

The calculation of current and deferred income taxes requires the Company to make estimates and assumptions and
to exercise judgment regarding the carrying values of assets and liabilities which are subject to accounting estimates
inherent in those balances, the interpretation of income tax legislation across various jurisdictions, expectations about
future operating results, the timing of reversal of temporary differences and possible audits of income tax filings by
the tax authorities. In addition, when the Company incurs losses for income tax purposes, it assesses the probability
of taxable income being available in the future based on its budgeted forecasts. These forecasts are adjusted to take
into account certain non-taxable income and expenses and specific rules on the use of unused credits and tax losses.
When the forecasts indicate that sufficient future taxable income will be available to deduct the temporary differences,
a deferred tax asset is recognized for all deductible temporary differences.

Changes or differences in underlying estimates or assumptions may result in changes to the current or deferred income
tax balances on the consolidated statements of financial position, a charge or credit to income tax expense included as
part of net income (loss) and may result in cash payments or receipts. Judgment includes consideration of the
Company’s future cash requirements in its tax jurisdictions.

All income, capital and commodity tax filings are subject to audits and reassessments. Changes in interpretations or
judgments may result in a change in the Company’s income, capital or commodity tax provisions in the future. The
amount of such a change cannot be reasonably estimated.

Discount rate used in adoption of IFRS 16

The determination of the Company’s lease liabilities, right-of-use assets, and net investment in leases depends on
certain assumptions, which include the selection of the discount rate. The discount rate is set by reference to the
Company’s incremental borrowing rate. Significant assumptions are required to be made when determining which
borrowing rates to apply in this determination. Changes in the assumptions used may have a significant effect on the
Company’s consolidated financial statements.

Recently issued accounting pronouncements

Accounting standards, amendments and interpretations issued but not yet effective

Certain new standards, amendments and interpretations have been issued but are not yet effective for the Company’s

consolidated financial statements for the periods presented. The Company has not early adopted any standards,
amendments, or interpretations, which are issued but not yet effective.
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Recently issued accounting pronouncements (Continued)

IAS 1 - Presentation of Financial Statements ("IAS 1 ") and IAS 8 - Accounting Policies, Changes in Accounting
Estimates and Errors ("1AS 8") were amended in October 2018 to refine the definition of materiality and clarify
its characteristics. The revised definition focuses on the idea that information is material if omitting, misstating
or obscuring it could reasonably be expected to influence decisions that the primary users of general purpose
financial statements make on the basis of those financial statements. The amendments are effective for annual
reporting periods beginning on or after January 1, 2020. Earlier adoption is permitted. The Company will adopt
these amendments as of their effective date, and is currently assessing the impacts on adoption.

Newly adopted standards

The Company has adopted IFRS 16 Leases on January 1, 2019. Other recently adopted standards effective on
January 1, 2019 that do not have a material effect on the Company’s consolidated financial statements have
been omitted.

IFRS 16 Leases

In January 2016, the IASB issued IFRS 16, Leases ("IFRS 16"), which set out the principles for the recognition,
measurement, presentation and disclosure of leases for both parties to a contract. Under IFRS 16, the majority of off
balance sheet leases became on balance sheet liabilities. The Company has applied IFRS 16 with an initial application
date of January 1, 2019, in accordance with the transitional provisions specified in IFRS 16.

The Company has applied the following practical expedients:

(i) The Company applied the simplified transition approach and did not restate comparative information. As a
result, the Company recognized the cumulative effect of initially applying IFRS 16 as an adjustment to the
deficiency as at January 1, 2019.

(i) On transition to IFRS 16, the Company elected to apply the practical expedient to grandfather the assessment
of which transactions are leases. The Company applied IFRS 16 only to contracts that were previously
identified as leases. Contracts that were not identified as leases under IAS 17, and IFRIC 4, determining
whether an arrangement contains a lease, were not reassessed for whether there is a lease. The Company
applied the definition of a lease under IFRS 16 to contracts entered into or changed on or after January 1,
2019.

In accordance with the practical expedients applied, the Company has recognized lease liabilities and right-of-use
assets at the date of initial application for leases previously classified as operating leases in accordance with IAS 17.
The Company has elected not to recognize right-of-use assets and lease liabilities for short-term leases (lease term of
12 months or less) and leases for which the underlying asset is of low value. In addition, the Company has elected not
to record depreciation of the right-of-use assets prior to the date of initial application.

Upon transition to the new standard, lease liabilities were measured at the present value of the remaining lease
payments discounted at the Company's incremental borrowing rate as at January 1, 2019. Right-of-use assets and lease
liabilities were recognized on the consolidated statement of financial position with the cumulative difference
recognized in deficiency.

Under IFRS 16, an intermediate lessor accounts for the head lease and the sublease as two separate contracts. The
intermediate lessor is required to classify the sublease as a finance or operating lease by reference to the right-of-use
asset arising from the head lease. Because of this change, the Company has reclassified its sublease agreements as
finance leases.
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Recently issued accounting pronouncements (Continued)

At the date of initial application, lease liabilities of $18,435 were recognized in lease liabilities, right-of-use assets of
$17,222 were recognized in property, plant and equipment, and net investment in lease of $1,147 was recognized in
the consolidated statement of financial position. The difference of $66 was recognized as an increase in deficiency.
The weighted average incremental borrowing rate applied to lease liabilities recognized in the consolidated statement
of financial position on the date of initial application is 7.6%. There would be no material difference between the
discounted value of the operating lease commitments disclosed at December 31, 2018 and the adjustments above.

Discontinued operations
JemPak Sale Transaction

On June 1, 2018, the Company sold 100% of its shares held in JemPak (“JemPak Sale Transaction”). JemPak was not
previously classified as held-for-sale or as a discontinued operation as the sale was not highly probable prior to the
period of sale. The profit or loss for the comparative periods has been presented to reflect the results of JemPak as a
discontinued operation separately from continuing operations. JemPak results have historically been included in the
Consumer Products reportable segment (note 22).

The JemPak Sale Transaction was executed at a purchase price of $118,000, subject to certain purchase price
adjustments and a reduction for certain liabilities transferred as noted in the table below. On close of the transaction,
net cash proceeds of $111,326 were received by the Company and $77,673 (U.S. $59,868,000) was used to reduce
debt outstanding under the Company’s U.S. Credit Facility and to pay fees and accrued interest to the lenders under
the U.S Credit Facility. See note 12. Cash proceeds of $32,668 were used to reduce debt outstanding under the Credit
Facility and to pay fees and accrued interest to the lenders of the Company’s Credit Facility. See note 12. The JemPak
Sale Transaction did not include any contingent consideration. Post-closing adjustments related to closing date cash
and net working capital have been estimated at $745. Changes to the estimate may still be applicable but are not
expected to be significant. The JemPak Sale Transaction subjects the Company to certain indemnities related to tax
and environmental site remediation. As the Company is not aware of any material amounts related to these matters,
no provision has been recorded.

For the year ended December 31,

2018
REVENUE ... $42,059
Expenses, inclusive of goodwill impairment 53,700
Loss from discontinued operations before income tax................... . $(11,641)
Income tax reCoOVery (EXPENSE) .......ccevrrirereriririerieersrereeerereseeiseeens . (363)
Net loss from discontinued operations after income tax . $(12,004)
Loss on sale of JemPak, net of taX ........ccoceevverireneiineineieeee e . (3,394)
Net loss from discontinued operations, net of tax $(15,398)

Cash flows provided by (used in) JemPak and recorded within results from discontinued operations for the period
prior to sale are presented below. These activities are reported in aggregate with continuing operations in the

consolidated statement of cash flows.
For the period from
January 1, 2018 to

May 31, 2018
Net cash flows provided by (used in) operating activities $5,548
Net cash flows used in investing actiVities..........c..cccevervrvreirrnnnn. (3,505)
Net cash flows (used in) provided by financing activities (1,293)
Net increase (decrease) in cash for the Period...........cociiiiiiiiiniin e $750
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Discontinued operations (Continued)
Details of the disposal of JemPak Corporation are described below.

Consideration received

CASN PIOCEEUS ...ttt bbbttt bbbkt e bbb st b b ek e et b e b e R e bbb et £ A bR e Rt £ b bRt ek ek R At e b bRttt b ettt ens $ 118,000
Less: cash held in JemPak. (3,938)
Net CaSh PrOCEEAS .......veirveiriiiieirieie e 114,062
Add: adjustment for normalized net working capital 5,242
Less: finance lease liability transferred to purchaser (7,750)
Less: retention amounts (228)
Net proceeds..........cccovuee. $ 111,326
Coststo sell.......ccovennnene. (4,210)
Post-closing adjustment® (745)
NEt ProCEEAS ON TISPOSAL.........cviuiiieieiiset et b ket b ket h bbbt b bbb bttt e b $ 106,371
Carrying value of JemPak net assets
Assets@................ 134,041
Liabilities................. 24,276
Net assets on disposal $ 109,765
Loss on sale of JemPak before adjustments and income tax (3,394)
INCOME taX EXPENSE ....vuveveereececeeeieeeire e —
L0SS 0N Sale OF JEMPAK, NET OF TAX ....iviiiiiiiiiicie sttt et b e s a e e beese e s et e sreebesbeebsessesrenbesbeetaensesserens $ (3,394)
@) Post-closing adjustment arises from final measurement of closing May 31, 2018 cash and net working capital.
) Excludes closing cash held in JemPak of $3,938 as at May 31, 2018.

Stellwagen Sale Transaction

On March 27, 2018, the Company disposed of and derecognized substantially all of the net assets in the Aviation
reportable segment (see note 22) through the Stellwagen Sale Transaction or by loss of control. Management
committed to a plan to sell 100% of the shares held in Stellwagen in February 2018, following a strategic decision to
place greater focus on the Company’s consumer products segment.

The disposition included the Stellwagen Sale Transaction for consideration that included cash, cancellation of Class B
Shares, settlement of certain liabilities, and contingent consideration as outlined below. Cash proceeds of $45,042
(U.S. $35,000,000) was used to reduce debt outstanding under the Company’s U.S. Credit Facility and pay fees and
accrued interest to the lenders under the U.S Credit Facility. 26,000,000 Class B Shares were cancelled on March 27,
2018, resulting in a reduction to share capital (note 14). As a part of the Company’s consideration for the purchase of
Stellwagen from the Stellwagen Vendors on January 3, 2017, the Company incurred a contractual obligation to pay
an earn-out based on performance of Stellwagen over a three-year period. Consideration from the Stellwagen Sale
Transaction included termination of this obligation, valued at $9,007 (U.S. $7,000,000).

Lastly, the proceeds included contingent consideration receivable in the form of a downside protection on the future
monetization of Profit Participating notes (“PPNSs”), up to a maximum payout U.S. $5,000,000. The fair value of the
contingent consideration was measured in accordance with the agreement based on a comparison to the actual
consideration received on monetization of the PPNs. At December 31, 2018, the Company has recognized a receivable
for the amount of $6,435 (U.S. $5,000,000) in other current assets. As at December 31, 2019, the Company collected
the entire receivable.
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Discontinued operations (Continued)

The Stellwagen Sale Transaction resulted in the loss of control over Stelloan Investment Company | DAC (“Stelloan”)
and Embassy Acquisition Facility | DAC (“Embassy”) as the Company no longer has the ability to direct the relevant
operating activities of the entities. As a result of the loss in control, the Company ceased consolidating Stelloan and
Embassy and derecognized the assets and liabilities of these subsidiaries as of the date of the Stellwagen Sale
Transaction. Included in results from discontinued operations for the period from January 1, 2018 to March 27, 2018
is a loss of $33,121 attributable to the change in fair value of the loans receivable held by Embassy with third party
borrowers prior to disposal.

Following the disposition of the Aviation reportable segment, the Company retained an investment in Stelloan through
its ownership of PPNs. The Company monetized its investments in the PPNs for $33,215 (U.S. $25,796,000) on
May 15, 2018. See note 21.

The Aviation reportable segment was not previously classified as held-for-sale or as a discontinued operation as the
sale was not highly probable prior to the period of sale. The profit or loss and OCI for the comparative period has been
presented to reflect the results of the Aviation reportable segment as a discontinued operation separately from
continuing operations.

For the period from
January 1 to March

27,2018
REVENUE ...ttt ittt ettt et et et et s ae e b e e he e st e st e se et e eheeaeesb e s et e saeebeessesseabess e et e e beensenbesreebeaaeebeenbe e e benreeres $22,489
Expenses and loss on revaluation of 10anS reCeIVAbIE ..............cciiiiiiiiii e 55,163
Income (loss) from discontinued operations before INCOME taX..........cccciiiiiiiiiiiie e $(32,674)
INCOME TAX TECOVETY (EXPEINSE) ....vuvevririietetesestatetestsestetesta s bebese st st st b ese s b et e st st e b b e st bbb e st ee e b st b e bt e et st e b st bebts 450
Net (loss) income from discontinued operations after iINCOME taX ........ccovvreiieiiinieeriree e $(32,224)
Income (loss) of Aviation reportable segment, NEt OF TAX........cccorriiiiiiiic e (97,721)
Net (loss) income from discontinued operations, NEt OF TaX .........ccccciirieiiiiiiici e $(129,945)

Cash flows provided by (used in) discontinued operations for the periods are presented below. These activities are
reported in aggregate with continuing operations in the consolidated statements of cash flows.

For the period from
January 1, 2018 to
March 27, 2018

Net cash flows provided by Operating aCtiVItIES..........couiueueririririiiiiriee e e $ 31,946
Net cash flows used in INVESEING ACHIVITIES. ..........oviiiiiiiiiiii e (65)
Net cash flows (used in) provided by finaNCING ACHIVILIES............coeiiiiuriiiee e (27,895)
Net increase in Cash fOr the PEFIOM ..........coiiiiiiie et ettt nenaas $ 3,986
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Discontinued operations (Continued)
Details of the disposal of the Aviation reportable segment are described below.

Consideration received or receivable

SN PIOCEEAS ...ttt bbbttt b st b ke b et bbb Rt b bR £k ek bRt b ek E oAt e et bR Rt bbb st et b R et b bt n $ 45,042
Less: Cash held in Aviation reportable SEgMENT ..........oouiiiiiieiii i (12,315)
Net cash proceeds $ 32,727
Cancellation of Class B ShAres 0f ACASTA ... 57,200
Cancellation of Stellwagen Earn-0Ut PAYMENT ...........cciiiiiiiie bbb 9,007
Fair value of PPN downside protection® 6,435
COSES T SBII ...ttt bbb bbb R b bR e bR bR R e e bR b bRttt (1,907)
NEt ProCeeds ON GISPOSAL .........cueuiiiiriiiiiiiitee ettt bbbt b bbbt b et b b b et e bbbttt $ 103,462
Carrying value of Aviation reportable segment net assets
AASSEES) ..ot E e $ 1,025,934
LEADITIEIES .. 843,119
NET ASSETS ON TISPOSAL ...ttt ettt b bbb s b e st btk e b b e b e b e sb e st et st e b e e ke st e b et ebeneeneeee $ 182,815
Loss on disposal of the Aviation reportable segment before adjustments, income tax, and reclassification of
Other COMPIreNeNSIVE INCOME TTEIMS ........coiiiiiii ettt bbbttt sttt $ (79,353)
Loss on receivable from Stellwagen Vendors, NEt ... e (1,501)
Net loss on foreign currency transaction for the year ended December 31, 2017 reclassified from accumulated other
COMPrehensive INCOME, NEL OF TAX.........iviuiiiireei et (29,377)
Net gain on foreign currency translation for the period from January 1, 2018 to March 27, 2018 reclassified from
other comprehensive INCOME, NEE OF TAX.......voiiiiiiiieire e et ettt enas 5,819
Cumulative net movement in cash flow hedges for the year ended December 31, 2017 reclassified from accumulated
other comprehensive income, net of tax 1,515
Movement in cash flow hedges for the period from January 1, 2018 to March 27, 2018 reclassified from other
COMPIENENSIVE INCOME, NBL OF TAX.1.vevvrririeirieieirisisi sttt ettt 5,176
Loss on disposal of Aviation reportable segment, net of tax $ (97,721)
(1) The Company collected $6,435 of the PPN downside protection in the year ended December 31, 2019.
) Excludes closing cash held in the Aviation reportable segment of $12,315 as at March 27, 2018.

Loss on disposal of Aviation reportable segment, net of tax includes other comprehensive loss for the period from
January 1, 2018 to March 27, 2018 in the amount of $10,995 attributable to a net gain on foreign currency translation
and movement in cash flow hedges. On disposal of the Aviation reportable segment, this other comprehensive loss
generated within discontinued operations was reclassified and presented within loss from discontinued operations.

Trade and other receivables

Trade and other receivables comprised the following:

As at As at

December 31, 2019 December 31, 2018

Trade reCEIVADIES.........ceiveiicicie et $ 20,259 $ 24,473
Expected credit 10SSES (NOLE 25) ........cueuiuiiiirieieriririeieeiseie e (14) (99)
Sales taX FECEIVADIE .........cviiiieiicie e 789 982
(0] 131 S SR 7 288
Total trade and other receivables... $ 21,041 $ 25,644
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Inventories

Inventories comprised the following:

As at As at

December 31, 2019 December 31, 2018

RAW MALEITAIS ..ottt et ne e neere e ens $ 10612 $ 10,816
WWOTK TN PROGIESS ...ttt sttt et st e — 222
FINISNEA GOOUS........ceeiiiiicic bbb 15,060 12,842
TOtAL INVENTOTIES ....vvicivicie ettt s s e et e e beebeeebeeebeeeree e $ 25672 $ 23,880

During the year ended December 31, 2019, $87,588 of inventory was expensed in cost of revenue (year ended
December 31, 2018 — $113,300). The provision for obsolete inventory totaled $8,947 (December 31, 2018 —
$10,841). The cost of inventories recognized as an expense includes $8,491 (2018 - $17,860) in respect of write-
downs of inventory to net realizable value. All of the inventory value is pledged as collateral for the Commercial Bank

Credit Facility and WFI Debt Reduction Facility (see note 12).

Property, plant and equipment

During the year ended December 31, 2018, the Company disposed of all the property, plant and equipment of JemPak
and the Aviation reportable segment when the Company sold its shares in the respective subsidiaries. A carrying
amount of $25,668 and $566,393 were included in net assets on disposal of JemPak and the Aviation reportable
segment, respectively. See note 6. Property, plant and equipment at December 31, 2019 and 2018 comprised the

following:
Right-of-use
Building and Machinery Aircraft Assets
Leasehold Office and and Motor (Manufacturing
Cost Improvements  Equipment Equipment Vehicles Plant) Total
Balance, December 31, 2017 $ 15789 $ 2978 $ 48,904 $ 573,324 na $ 640,995
AAItioNS ....cvevcceee e 1,345 576 3,929 — n/a 5,850
Transfers and disposals...........cccc....... (11,901) (1,562) (15,863) (588,129) nla (617,455)
Foreign currency translation ............... — 16 — 14,805 n/a 14,821
Balance, December 31, 2018............. $ 5233 $ 2008 $ 36970 _$ — 3 — 3 44211
Balance, January 1, 2019, as
restated (NOte 5).......ceveeerveierennne. $ 5233 $ 2,008 $ 36,970 $ — 3 17,222 $ 61,433
AAItioNS ....cvevcceee e 6 — 1,069 — — 1,075
Balance, December 31, 2019............. $ 5239 $ 2,008 $ 38039 $ — 3 17,222  $ 62,508
Right-of-use
Building and Machinery Aircraft and Assets
Leasehold Office and Motor  (Manufacturing
Accumulated Depreciation Improvements Equipment Equipment Vehicles Plant) Total
Balance, December 31, 2017 $ (495) $ (668) $ (5,369) $ (16,869) na $ (23,401)
Depreciation (505) (510) (4,439) (4,795) n/a (10,249)
Disposals 324 404 2,405 22,186 nla 25,319
Foreign currency translation — (6) — (522) nla (528)
Balance, December 31, 2018............. $ 676) $ (780) $ (7,403) $ — $ — 3 (8,859)
Depreciation ..........cccovvevneneieneienns (349) (351) (3.776) — (1,968) (6,444)
Balance, December 31, 2019............. $ (1025 $ (113) $ (11179) $ — $ (1,968) $  (15,303)
Carrying Value at December 31,
2018 $ 4557 % 1228 $ 29567 $ — 3 — $ 35352
Carrying Value at December 31,
2019 .. $ 4214 $ 877 % 26,860 $ _ $ 15,254 $ 47,205

No impairment was recognized during the years ended December 31, 2019 and December 31, 2018.
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Goodwill and intangible assets

During the year ended December 31, 2018, the Company disposed of all the goodwill and intangible assets of JemPak
and the Aviation reportable segment. See note 6. Goodwill and intangible assets comprised the following:

Customer
relationships/ Intellectual Lease Non-compete/ Fund
Cost Goodwill contracts Property Premiums Backlog Contract Total
Balance, December 31,

2017 oo, $ 597,853 $173,009 $ 13,200 $ 119,612 $ 38,916 $ 7075 $ 949,665
Transfers and disposals .. (135,685) (38,630) (13,200) (122,701) (39,920) (7,258) (357,394)
Foreign currency

translation................. 1,799 421 — 3,089 1,004 183 6,496
Balance, December 31,

2018 ..o $ 463,967 $ 134800 $ — 3 — 3 — 3 — $ 598,767
Balance, December 31

2019 oo $ 463,967 $ 134800 $ —  $ — 3 — 3 — $ 598,767
Accumulated Customer
Amortization and relationships/ Intellectual Lease Non-compete/ Fund

Impairment Losses Goodwill contracts Property Premiums Backlog Contract Total
Balance, December 31,

2017 oo $ (421,301) $  (23,948) $  (3,300) $ (9792) $ (38,891) $ (412) $ (497,644)
Amortization .................. nla (15,198) (1,191) 2,450 — (153) (18,992)
Impairment loss on

JemPaK ........oovvernrenn. (12,248) — — — — — (12,248)
Impairment loss on

Apollo .......cccoevrnnne. (30,418) (75,897) — — — — (106,315)
Transfers and disposals n/a 9,328 4,491 12,557 38,895 580 66,851
Foreign currency

translation.................. n/a (85) — (315) (1,004) (15) (1,419)
Balance, December 31,

2018 ..o $ (463,967) $ (105,800) $ — — — — $ (569,767)
Amortization ................. — (4,833) — — — — (4,833)
Balance, December 31

2019 oo $ (463,967) $ (110,633) $ — % — — — $ (574,600)
Carrying value at

December 31,2018 .. _$ — $ 29000 $ — — % — 3 — $ 29,000
Carrying value at

December 31,2019.. _$ — $ 24167 $ — $ —_ 3 —_$ — $ 24167

None of the intangible assets are determined to have indefinite useful lives and, accordingly, have been amortized in
the period consistent with stated accounting policies.

As described in note 3, goodwill is tested annually for impairment by comparing the carrying value of the CGU or
group of CGUs to the recoverable amount, where, the recoverable amount is the higher of fair value less costs of
disposal and value in use. Key assumptions used in calculating the recoverable amount are those regarding discount
rates, growth rates and expected changes in margins.

The Company determined the recoverable amount for each CGU and intangible assets using the fair value less costs
of disposal method. The fair value less costs of disposal for a CGU or group of CGUs is determined using the income
approach valuation technique, which discounts the earnings projection derived from business plans prepared by the
Company. The projections reflect management’s expectations of revenue, profit margins, capital expenditures,
working capital and operating cash flows, based on past experience and future expectations of operating performance.

Discount rates are applied to the earnings projections and are derived from the weighted average cost of capital for
each CGU.
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Goodwill and intangible assets (Continued)

In 2018, the Company performed its annual impairment test on goodwill for all CGUs based on the fair value less
costs of disposal using after-tax discount rates ranging from 10% to 23%, annual growth rates up to 10%, and a
terminal growth rate of 2.5%. The Company recorded an impairment of goodwill and intangible assets in respect of
Apollo totaling $106,315 for the year ended December 31, 2018 as a result of a decline in forecasted sales, reduction
in profit margins, and increased inventory costs and operating expenses expected from the CGU.

Impairment is recorded within Impairment of goodwill and intangible assets in the consolidated statement of loss and
comprehensive loss. The recoverable amount was estimated using the income approach valuation technique, which
discounts future cash flows.

The Company recorded an impairment of goodwill in respect of JemPak of $12,248 during the year ended December
31, 2018. The JemPak CGU was assessed again for indicators of impairment as of the date the CGU met the criteria
to be designated as held for sale prior to its disposal. No indicators of impairment were identified at that time, and no
additional impairment expense recognized. All activity is presented in results from discontinued operations.

There was no reversal of impairment during the years ended December 31, 2019 and December 31, 2018.

During the year ended December 31, 2019, there were no indications of impairment for the Company’s customer
relationships/contracts.

Income taxes
The major components of income tax expense include the following:

For the year ended

December 31, 2019 December 31, 2018
Current Income Tax Expense
In respect Of the CUMTENT YEAr..........ccovviieeiciciceiceee e $ — $ (6,288)
In respect of the Prior Year ... — (944)
Total current iNnCOME taX EXPENSE ......c.evrvrieurueiieieiee st $ — $ (7,232)
Deferred Income Tax Recovery
In respect of the CUMTENE YEaT..........ccooiiieirieireee e $ — $ (9,506)
In respect of the Prior YEar ..o — (859)
Total deferred iNCOMe tax reCOVEIY .........cccccviiiiiiiiiiiiiiiisecnns $ — $ (10,365)

The provision for income taxes differs from the expense that would be obtained by applying the Canadian statutory
income tax rate as a result of the following:

For the year ended
December 31,

December 31, 2019 2018
Income tax recovery based on applicable statutory tax rate of 26.5%.........ccccceceverirrreienirinnnn. $ (1,326) $ (50,850)
Rate IffEIENTIAL ........cveiiiieie ettt 22 1,476
Non-deductible costs and permanent itBMS ..........cooiireriireiree e 277 1,300
Elimination of deferred tax liability associated with discontinued operations............c.ccccocevuue. — (3,566)
Current year tax on (gains) losses and other deductible temporary differences for which no
deferred tax asset iS FECOGNIZEA.........ovruiiiiirieiie et (1,321) 30,569
Impairment of non-deductible QOOAWIl ..............ccoiiiiiiiiii e — 5,378
Prior YEar adJUSTMENTS. .......cuiiieiiiiiiitci ettt 2,436 (1,803)
ORI bbb (88) (102)
Total INCOME TAX FECOVETY ......euviiiiiecccccecc sttt $ — (17,597)

31



11.

ACASTA ENTERPRISES INC.
NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS
For the years ended December 31, 2019 and December 31, 2018
(In thousands of Canadian dollars, except share and per share amounts, unless otherwise noted)
Income taxes (Continued)

The applicable Canadian statutory income tax rate of 26.5% is attributable to a Federal tax rate of 15% and a provincial
tax rate of 11.5% for Ontario.

The changes in deferred tax balances are presented as follows:

Recognized in

Income from Income from
As at Discontinued Continuing As at
December 31, 2018 Operations Operations December 31, 2019
Basis differences — Intangibles.......... $ — 3 — 3 — $ —
Basis differences — Fixed assets......... — — — —
GOOAWIll......oeiiiiiiiiiieeece — — — —
Loss carryforwards ...........ccoceevrennnennns — — — —
Basis differences — Other................... — — — —
TOtal oo $ —  $ — 3 — $ —

Recognized in

Income from Income from
As at Discontinued Continuing As at
December 31, 2017 Operations Operations December 31, 2018
Basis differences — Intangibles .......... $ (28,118) $ 8875 $ 19,243 $ —
Basis differences — Fixed assets......... (7,830) 2,388 5,442 —
GOOAWIll ... 14,320 — (14,320) —
Loss carryforwards ............c.coeeeevrnnnnnes 4,838 (1,144) (3,694) —
Basis differences — Other................... (3,516) (178) 3,694 —
Total.....coovviiiii $ (20,306) 3$ 9,940 3% 10,365 $ —

For the year ended December 31, 2018, the effective tax rate for continuing operations was 9.17%. The difference
between these effective tax rates and the statutory tax rate is attributable to the goodwill impairment recognized during
the year ended December 31, 2018, the sale of the shares of JemPak and the Aviation reportable segment, as well as
the derecognition of deferred tax resulting from operating losses of Acasta and Apollo for which a suitable source of
probable future taxable income has not been identified. For the year ended December 31, 2018, the effective tax rate
for continuing operations varied from the enacted Federal and provincial tax rate applicable as certain Acasta losses
did not give rise to a tax benefit in the periods, whereas income generated in Apollo previously resulted in current and
deferred income tax expense.

For the year ended December 31, 2018, upon the disposition of the shares and certain debts of the entities and assets
previously included as part of the Aviation reportable segment, a capital loss of $336,697 has been estimated which
has not been recognized as a deferred tax asset. Upon the disposition of the shares of JemPak, a capital gain for tax
purposes of $41,853 has been estimated, partially offsetting the capital loss recognized on the Stellwagen Sale
Transaction.

Deferred tax assets are recognized if management has determined that it is probable that such deferred tax assets may
be recovered. As at December 31, 2019 and December 31, 2018, the Company believes that the following deductible
temporary differences do not currently meet the criteria for recognition:

As at

As at December 31,

December 31, 2019 2018

Non-capital 10SS Carry fOrWAITS .........ccooeiieirieiriiise e $ 86,312 $ 82,753
Capital 10SS CarryfOrWANGS. ... ....ee ittt 295,127 298,413
UNamortized tranSaCtion COSES .........ceiviiiiieieiie sttt eie et se et sreste e esae e sbesne s 11,520 22,612
LONG-lIVEA @SSELS. ... ettt e e e 53,209 11,638
Non-refundable tax credits 1,307 -
(0] {0 OO RSO ER SRS 3,415 -
Total unrecognized deductible temporary differences ... $ 450,890 $ 415,416
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Income taxes (Continued)

Non-capital losses of $86,312 expire between 2035 and 2039.

Debt
As at As at
December 31, 2019 December 31, 2018
(8) TEIM LOAN B ..ottt bbbt $ — $ 56,953
(@) Revolving Credit FACIlit ........cceiiiiiieirireic e e — 4,528
(€) U.S. Credit FACHIITY ....ovoviiciiiie et s 15,418 13,085
(b) WFI Debt Reduction FACHILY .........cccouiiiiririiiie e s 15,466 —
(2) ASSet BaSed FACHIILY .......cueeiiicieiiiieice e e 31,292 —
Bank INAeDEAdNESS .........ocviviiiiiiicic s 3,673 —
Less: Deferred financing fEES ........cov e (192) (122)
TOTAL ABDE oot $ 65,657 $ 74,444
CUITENE ..ttt nenena $ 34,557 $ 74,444
Long-term 31,100 —
TOTAL AEDL ... bbbt $ 65,657 $ 74,444

(a) Commercial Bank Credit Facility

On January 3, 2017, the Company entered into a credit agreement with a three-year term providing a borrowing
capacity of up to $150,000. On May 24, 2017, this credit agreement was amended and restated to reduce the capacity
of the facility to $100,000 (“Credit Facility”). On June 1, 2018, the Credit Facility was further amended in
consideration of the JemPak Sale Transaction (“Amended Credit Facility”). The Amended Credit Facility had a
maturity date of June 1, 2019. Under the Amended Credit Facility, availability under Term Loan A was cancelled,
availability under Term Loan B was increased to $58,000, and the Revolving Credit Facility availability was reduced
to $5,000. During 2018, certain financial covenants and interest rate applicable margins were revised. The Company
used cash proceeds of $32,668 from the JemPak Sale Transaction to repay the principal outstanding under Term Loan
A, Revolving credit facility amounts previously drawn by JemPak, and accrued interest and fees.

On March 28, 2019, the Amended Credit Facility was further amended (“March Amended Credit Facility””). Under
the March Amended Credit Facility, certain amortization payments under Term Loan B were waived, certain financial
covenants were amended, a covenant was introduced to reduce the facilities by $20,000, and the Revolving Credit
Facility availability was increased to $8,000. The lender also provided waivers for certain covenant requirements as
at December 31, 2018 and March 31, 2019.

On July 12, 2019, the Amended Credit Facility was further amended (“July Amended Credit Facility”) to extend the
maturity date to July 31, 2019 and add certain provisions to accommodate the WFI Debt Reduction Facility (described
below).

On August 2, 2019, the Amended Credit Facility matured and was replaced by $50,000 asset-based lending facility
with a three-year term and an $8,000 term facility with a one-year term. The asset based lending facility is secured
with all the Company’s cash, receivables and inventory. It includes a borrowing base calculation which must be
calculated monthly and covenants which are customary for asset based facilities of this nature. Such covenants limit,
among other things, the ability of the Company to incur or assume additional debt, sell material assets, and make
certain capital expenditures or acquisitions. The Company must also maintain a minimum fixed charge coverage ratio
and a maximum leverage ratio. The Company must monitor, report and comply with the covenants on a regular basis.
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Debt (Continued)

A summary of the facilities available as at December 31, 2019 are listed below.

i) Asset Based Credit Facility — availability of up to $50,000 in accordance with the Credit Agreement to be
used for working capital and other general corporate purposes. Amounts of drawdowns are in Canadian
dollars by way of prime rate and bankers’ acceptances advances and in United States dollars by way of
U.S. base rate advances and LIBOR advances. Interest is CDOR, LIBOR, or prime rate based plus an
applicable margin. At December 31, 2019, the Company had drawn $31,292 (December 31, 2018- N/A) in
Canadian advances and $nil (December 31, 2018 — N/A) in U.S. advances. The asset based credit facility
matures on August 2, 2022.

i) Term Loan — availability up to $8,000 in accordance with the Credit Agreement to be used for working
capital and other general corporate purposes. Amounts are funded in Canadian dollars by way of prime rate
and bankers’ acceptances advances. As at December 31, 2019 (December 31, 2018 — N/A), the Company
had not drawn against this facility. The term loan facility matures on August 2, 2020.

(b)WFI Debt Reduction Facility

WEFI Inc., the remaining lending party to the U.S. Credit Facility, is related to Acasta by virtue of being controlled by
Richard and Charles Wachsberg, the key management personnel. The $15,466 WFI Debt Reduction Facility was
funded on July 12, 2019 and is interest and fee free for its six-month term which matures on January 12, 2020. This
facility combined with the private placements completed in June 2019 in the aggregate amount of $4,433 provided for
a total reduction of commercial bank debt (note 12(a)) of $20,000. The WFI Debt Reduction Facility is fully
subordinated to the existing commercial bank facility and secured by the assets of Apollo Health and Beauty Care Inc.
It is also secured by a general security agreement over all the assets of the parent entity, Acasta Enterprises Inc.
Subsequent to December 31, 2019, the WFI Debt Reduction facility maturity date was extended to June 30, 2020. A
fee of 0.5% of the outstanding balance was charged by the lender for the extension, and an interest rate of Canadian
prime rate plus an applicable margin was charged.

(c) U.S. Credit Facility

On May 14, 2017, the Company entered into a secured two-year credit facility agreement (the “U.S. Credit Facility™)
with a syndicate of lenders including two related parties. The U.S Credit Facility allowed for the borrowing of up to
U.S. $150,000,000 to fund specific investments. An exit fee of $4,283 (U.S. $3,312,000) was paid by the Company
during the year ended December 31, 2018 to the lenders and is recognized within finance expense in the period (note
17). Interest is LIBOR based plus an applicable margin. The U.S. Credit Facility is secured by a first priority lien over
Acasta’s real property and a second priority lien of Apollo Health and Beauty Care Inc.’s net assets. The Company
must maintain a minimum leverage ratio based on total indebtedness relative to earnings before interest, taxes,
depreciation and amortization.

In response to the Company’s effort to reduce indebtedness, in addition to making early repayments of principal, the
ability to make further draws on the facility was removed. The U.S. Credit Facility’s maturity date was extended from
September 1, 2019 to January 12, 2020 to be in sync with the maturity date of the WFI Debt Reduction Facility. An
extension fee of 0.5% of the outstanding balance was charged by the lender for the extension. Subsequent to December
31, 2019, the U.S. Credit Facility was extended to June 30, 2020. An extension fee of 0.5% of the outstanding balance
was charged by the lender for the extension.
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Debt (Continued)

Changes in cash flows from financing activities related to debt

Year ended Year ended
December 31, 2019 December 31, 2018
Total debt, beginning Of YEAI..........ccciiiiiiniiee e $ 74,444 $ 983,946
Proceeds from credit faCilities ... 46,758 44,362
Debt repayments (61,028) (219,505)
DD ISSUANCE COSES.....c.vcviteietiieiesieie ettt ettt et b e (261) (1,000)
Total cash flows from financing activities related to debt...........cccooevevinvvviiiinncciie $ (14,531) $ (176,143)
Other components of long-term debt
ACCTUET INTEIEST. .. $ 2,359 $ —
Derecognition of aircraft loans and Portfolio Loan Revolver on disposal of Aviation
1EPOrtabIE SEYMENL......cuiuiiiiiieiirieteie s — (766,799)
Non-cash changes in deferred financing fees (261) 8,513
Effects of foreign exchange ............cccccvevnee. (27) 24,927
Total other components of long-term debt...........ccoviciiiiiiiic $ 2,071 $ (733,359)
Bank indebtedness $ 3,673 $ —
Total debt, Nd OF YEAT ......cciiiiiciic e $ 65,657 $ 74,444
Leases

(&) Net investment in leases

The Company entered into finance leasing arrangements as a lessor for office premises. These premises were originally
leased by the Company, and subsequently sub-leased. These sub-lease contracts do not include extension or early

termination options.

Year ended December 31,

2019

Net investment leases as at JAaNUAry 1, 2019........cccirirriiiiiiieet e e $ 1,147

Interest incom ... 74

Lease Payments........ccooovevrenieeieniseeeeseee e . (171)

Net investment leases as at DecembEr 31, 2019 .......c..ccvciiiiieieieeee ettt re e $ 1,050

The following is a reconciliation from the undiscounted lease payments to the net investment in leases:

Year As at December 31, 2019
2020 $ 171
2021-2022 345
2023-2024 368
2025+ 506
Total contractual CaSh FIOWS ........c..oviiiiiiice ettt sttt sreens $ 1,390
Less: unearned iNtEreSt INCOME ..ot (340)
INET INVESTMENT IN TEASES. ... viviitictiee ettt ettt ettt e ta et e st et e s ae et e ebe e st et e st e sbesreebaensessenbesaeareans $ 1,050
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Leases (continued)
(b) Lease liabilities

The Company has lease agreements in place for its manufacturing plant as well as office premises as describe in (a).

Year ended December 31,

2019

Lease liabilities as at JANUANY 1, 2019 .......ccoovriiriiiiieiee ittt bbb $ 18,435

INEEIESE EXPENSE. ... ettt ettt bbbt bbbt bt h ek et b e bt btk e bbbt nn b 1,194

LBASE PAYIMIENTS ...ttt b bbb bbbk s et b bbbttt bbbttt (2,730)

Lease liabilities as at DecemMbBEr 31, 2019........ccciiiiiiiii ettt $ 16,899

The following is a reconciliation from the undiscounted lease payments to the lease liabilities:

Year As at December 31, 2019
2020 $ 2,761
2021-2022 5,563
2023-2024 5,870
2025+ 8,319
Total coNtractual CaSh FIOWS ......cviiiiiieici ettt ettt st e s re st e sr e besaeens $ 22,513
LESSI IMEBIESE ... (5,614)
LLBASE HADIITIES. ... .veiviiiiiciete ettt ettt e b be st e e se et e s beebeesb et et e saeebeeneens e st e s e besreers $ 16,899

Shareholders’ equity

On March 27, 2018, the Company completed the Stellwagen Sale Transaction for consideration that included cash,
cancellation of 26,000,000 Class B Shares, settlement of certain liabilities, and contingent consideration. The
cancelled shares were measured at the fair value being the trading price of the shares on the closing date of the
Stellwagen Sale Transaction.

On April 6, 2018, the Company issued 500,000 Class B Shares to the ECN vendors as per the settlement agreement
entered on March 18, 2018 prior to the Stellwagen Sale Transaction. The shares were measured at their fair value,
being the trading price on the effective date of the agreement.

Number Amount
Balance, December 31, 2017 .......uitiei i 95,715,298 $ 849,383
Cancellation of Class B Shares, as consideration in the Stellwagen Sale Transaction (note 6) (26,000,000) (256,142)
Issued as settlement of ECN contingent consideration ................cocoeiviiiiiniennnnnn.n. 500,000 1,005
Balance, December 31, 2018 ........cuuiiiiiiii e 70,215,298 $ 594,246
Forfeiture and cancellation of contingent Class B Shares ..............ccccovviviviiiiiiniiiieinenns (3,742,209) 9)
Private placement, net Of ISSUANCE COSTS ....uuuninitnininetiit et e e 6,668,507 4,433
Issuance of Class B Shares for settlement of debt..................cooiiiii, 683,836 521
Balance, December 31, 2019 .. .. ..ttt 73,825,432 $ 599,191

On February 22, 2019, the Company closed a conversion of a portion of the secured, U.S. dollar denominated high
yield debt held by WFI Inc. into equity of the Company. Under the terms of the conversion, WFI converted an
aggregate principal amount of $4,784 (or approximately US$3,588) of high yield, secured U.S. dollar denominated
indebtedness into Class B shares of the Company. The Company issued to WFI Inc. 6,499,426 Class B Shares pursuant
to the conversion at a deemed price of $0.736 per share. WFI Inc. is related to Acasta by virtue of being controlled by
the co-CEOs who are also directors of the Company. The transaction was unwound on April 5, 2019 (including the
cancellation of the 6,499,426 Class B shares) and as such has not been recognized in these consolidated financial
statements.
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Shareholders’ equity (Continued)

During June 2019, the Company closed two tranches of a private placement financing at $0.68 per share raising gross
proceeds of $4,533 ($4,433 net of issue costs) and issuing 6,668,507 Class B shares. See note 20 for further related
party transactions disclosures.

During the year ended December 31, 2019, the Company issued 683,836 Class B shares as settlement for amounts
owing by the Company. The amounts recorded as share capital represent the amounts previously owing by the
Company. This represents a non-cash transaction and is therefore excluded from the consolidated statement of cash
flow. These shares were issued to a shareholder for services previously rendered. There was no gain or loss recognized
on the extinguishment of the liability, as the shares were recorded at the value of the liability extinguished.

Authorization

The Company is authorized to issue an unlimited number of Class B Shares without nominal or par value. The holders
of Class B Shares have no pre-emptive rights or other subscription rights and there are no sinking fund provisions
applicable to these shares.

Voting Rights

Holders of Class B Shares are entitled to vote at all meetings of shareholders and on all matters requiring a shareholder
vote.

Warrants

The warrants outstanding were not exercisable by the holders until February 2, 2017. Each warrant entitles the holder
to purchase one Class B Share at an exercise price of $11.50, subject to normal anti-dilution adjustments. The warrants
expire onJanuary 3, 2022. As at December 31, 2019 and 2018, there were 20,884,062 warrants issued and outstanding.

Contingent Shares

In connection with the formation of the Company in 2017 (the “Closing”), certain parties involved the Closing (the
“Founders™) entered into an amended and restated forfeiture conditions and transfer restrictions agreement and
undertaking (the “Forfeiture Agreement”). Pursuant to the Forfeiture Agreement, 50% of the Founders’ Shares
(the “Contingent Shares”) are subject to forfeiture on the following terms: (i) 50% of the Contingent Shares will be
forfeited unless the Company secures limited partner commitments of at least $1 billion of capital for its private equity
fund prior to the second anniversary of the Closing; and (ii) the remaining 50% of the Contingent Shares will be
forfeited unless the Company achieves a Consumer Products Realization Event (as hereinafter defined) prior to the
second anniversary of the Closing. A Consumer Products Realization Event can be the sale (partial or full) of Acasta’s
Consumer Products businesses to a private equity fund, a sale of the businesses to a third party, a strategic merger
with other similar businesses, or a separate public listing of the Consumer Products businesses.

In addition to the forfeiture provisions described above, the Contingent Shares are restricted from transfer on the
following terms: (i) for a period of one year from Closing, the Contingent Shares may not be transferred; (ii) for the
year between the first and fourth anniversary of Closing, the Contingent Shares will only be transferable if the closing
price of the Class B Shares exceeds $15.00 for any 20 trading days within a 30-day trading year; and (iii) after the
fourth anniversary of Closing, the Contingent Shares will only become transferable if the closing share price of the
Class B Shares exceeds $18.00 for any 20 trading days within a 30-day trading year. If the Contingent Shares become
unrestricted by any of the conditions listed prior, 50% of the Contingent Shares may only be transferred if the
Company has secured limited partner commitments of at least $1 billion of capital for its private equity fund prior to
the second anniversary of the Closing, and the remaining 50% of the Contingent Shares may be transferred if the
Company achieves a Consumer Products Realization Event prior to the second anniversary of the Closing.
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Shareholders’ equity (Continued)

The remaining Founders’ Shares that are not Contingent Shares are restricted from transfer until the earlier of (a) one
year following Closing; and (b) the closing share price of the Class B shares equaling or exceeding $12.00 per share
for any 20 days within a 30-day trading year.

On January 2, 2019, the Company announced that, pursuant to the terms of the Amended and Restated Forfeiture
Conditions and Transfer Restrictions Agreement and Undertaking entered into on January 3, 2017, an aggregate of
5,221,020 Class B Contingent Shares held by the original founders of the Company and certain transferees would be
forfeited and cancelled by the Company for no consideration. 3,742,209 shares were forfeited and cancelled as at
December 31, 2019, with 1,478,811 remaining to be cancelled.

Share based payment arrangements

On July 1, 2017, the Company established a deferred share unit (“DSU”) incentive plan. The DSU incentive plan
provides that participants may elect annually to receive all or a portion of their annual compensation amounts that
would otherwise be payable in cash in the form of DSUs. DSUs may be redeemed for cash, Class B Shares or a
combination of cash and Class B Shares, at the election of the Company upon exercise of the award, in accordance
with the terms of the plan. The plan is currently available to members of the Board of Directors. The maximum number
of Acasta Class B shares reserved for the DSU incentive plan is 4,785,765.

Number of deferred

share units
Outstanding January 1, 2018 52,304
Redeemed (52,304)

Outstanding December 31, 2018 and 2019 ........ccccuoeeirirrireiiieee e e —

There were no DSUs issued during the years ended December 31, 2018 and 2019. The Company recognized $nil of
share-based payment expense for the year ended December 31, 2019 (December 31, 2018 - $1,212) for these DSU
awards. DSUs vest immediately as they are awarded.

Revenue

Revenue comprised of the following:

For the year ended
December 31, 2019 December 31, 2018
Total revenue from continuing OPEratioNS ...........cccoeeiriririreeeineee s $ 167,148 $ 176,723
Total revenue from discontinued operations (note 22) — 64,548
TOtAl FEVENUE ......eecvieiiie ettt ettt sttt ettt st et e te et et e st e et e e ae e s esbesresbenaen $ 167,148 $ 241,271

In each respective year, revenues from customers that amounted to more than 10% of the Company’s revenues
accounted for the following percentage of the Company’s total revenues and accounts receivable, as follows:

% of revenues for % of accounts % of revenues % of accounts

year ended receivable at for year ended receivable at

December 31, December 31, December 31, December 31,

2019 2019 2018 2018

Customer 1 60% 67% 59% 63%
Customer 2 11% 7% 9% 6%
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16. Expenses by nature

Cost of revenue and selling, general and administrative expense comprised the following:

For the year ended

December 31, 2019 December 31, 2018
Selling, general and Selling, general and
Cost of administrative Cost of administrative
revenue expense revenue expense
Cost of inventory, raw materials and consumables $ 88,636 $ — 3 113,300 —
Depreciation of property, plant and equipment and
amortization of intangible assets . 5,952 5,325 4,157 13,554
Freight-out charges — 11,228 — 14,912
Salaries and benefits 22,807 13,089 28,515 18,298
Utilities expenses..... 4,394 170 7,391 392
Professional fees...... — 3,812 — 14,242
General office expenses.... .. — 5,188 9 6,289
Share-based compensation................ — — — 466
Production repairs, maintenance and supplies 5,328 — 5,107 —
Laboratory expenses — 1,122 — 1,498
Other expenses 434 1,326 605 2,022
Cost of revenue and selling, general and administrative
expense attributable to continuing operations
.................................................... $ 127,551 $ 41,260 $ 159,084  $ 71,673
Cost of revenue and selling, general and administrative
expense attributable to discontinued operations
(NOtE 22) ... $ — $ — $ 31,757 _ $ 22,828
Total cost of revenue and selling, general and
administrative expense............. $ 127551 __ $ 41260 _ $ 190841 _ $ 94,501

In each respective year, purchases from suppliers that amounted to more than 10% of the Company’s purchases
accounted for the following percentage of the Company’s total purchases and accounts payable, as follows:

% of purchases % of accounts % of purchases % of accounts

for year ended payable at for year ended payable at

December 31, December 31, December 31, December 31,

2019 2019 2018 2018

Supplier 1 11% 39% 13% 34%

17. Finance costs

Finance costs are comprised of the following:

For the year ended

December 31, 2019 December 31, 2018
Interest on bank overdrafts and loans..................ocooiiiiii 4,792 $ 12,867
Interest expense on lease liabilities.... 1,194 —
Exit fees and penalties...............c.coooiiiiiiin — 4,283
Amortization and accretion of deferred financing costs .... (261) 10,927
Other interest iNCOME, NEt...........ocvviviririiniieinieaninnnn. (718) (276)
Finance costs from continuing operations .................. $ 5,007 $ 27,801
Finance costs from discontinued operations (Note 22)..................c......... — 8,698
Total fINANCE COSES. ...oiiv ittt e e e e e e e $ 5,007 $ 36,499
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Other loss (income), net

Other loss (income) loss, net comprised the following:

For the year ended

December 31, 2019 December 31, 2018
Gain on disposal of property, plant and equipment...............cooeoeuiiiiniiiiien... $ — $ (26)
Loss on settlement of ECN contingent consideration.................cccoeiuiiniiniinins. — 1,005
Loss on settlement of Apollo contingent consideration.................coeeuveeiencnen.e. — 2,464
Net realized gain on the change in fair value of financial instruments.................... — (2,190)
Other eXPeNnSe (INCOMIE).. ... .unieeeeteeeet et e it e et et e e e e ae e aeaeeneaenns (13) (592)
Other loss (income), net from continuing operations...............cc.cooivvivininn.n. $ (13) $ 661
Other loss (income), net from discontinued operations..................coccoveiennen. — 236
Other 10SS (INCOME), NET........uiieie et 3 (13) $ 897

Net (loss) per share

The following is the net (loss) from continuing operations per share calculation for the years ended December 31,
2019 and December 31, 2018.

For the year ended
December 31, 2019 December 31, 2018

Net (loss) from continuing operations attributable to owners of Class B Shares $ (5,007) $ (174,291)
Weighted average number of Class B Shares outstanding during the period 70,979,240 70,936,590
Net (loss) per share — basic and diluted $ (0.07) 3$ (2.46)

The following is the net (loss) from discontinued operations per share calculation for the years ended December 31,
2019 and December 31, 2018.

For the year ended
December 31, 2019 December 31, 2018
Net (loss) from discontinued operations attributable to owners of Class B Shares $ — $ (145,343)
Weighted average number of Class B Shares outstanding during the period 70,979,240 70,936,590
Net (loss) per share — basic and diluted $ — 3$ (2.05)

Net loss per share is computed by dividing the net loss incurred during the period by the weighted-average number of
Class B Shares outstanding during the period. The Company did not take into effect any dilutive securities in
calculating the net loss per share because the securities are anti-dilutive. The anti-dilutive securities include the
warrants outstanding as at December 31, 2018 and December 31, 2019. As a result, diluted net loss per Class B Share
is the same as the basic net income loss per share for the periods presented.

Related party transactions

In the year ending December 31, 2019, the Company sold consumer products to Apex Branded Solutions in the amount
of $613 (December 31, 2018: $219) and to CLCW Trading LLC in the amount of $332 (December 31, 2018: $305).
Mr. Charles Wachsberg and Mr. Carlo LiVolsi are directors and indirect shareholders of both entities. Mr. LiVolsi is
an officer of Apex Branded Solutions and CLCW Trading DWC LLC. As at December 31, 2019, there is $nil and $27
in trade receivables (December 31, 2018 - $247 and $nil) owing from Apex Branded Solutions and CLCW Trading
DWC LLC, respectively. These amounts are non-interest bearing, unsecured, and due on demand.

In the year ending December 31, 2019, the Company incurred $50 (December 31, 2018: $nil) in legal fees for services
rendered by Mr. Jeffrey Spiegelman, a director of the Company. As at December 31, 2019, this amount was included
in accounts payable and accrued liabilities. This amount is non-interest bearing, unsecured, and due on demand.
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Related party transactions (Continued)

WFI Inc., (“WFI”) the remaining lending party to the U.S. Credit Facility and the lender of the WFI Debt Reduction
Facility (refer to note 12), is related to Acasta by virtue of being controlled by Richard and Charles Wachsberg, the
key management personnel. As at December 31, 2019, $30,884 of debt was outstanding to WFI Inc. (December 31,
2018 — $13,085) (see note 12). The U.S Credit Facility and WFI Debt Reduction Facility are subordinated to the
Commercial Bank Credit Facility. Interest expense of $2,051 was recognized during the year ended December 31,
2019 (December 31, 2018 - $8,542) related to the WFI U.S. Credit Facility.

On March 27, 2018, the Company closed the Stellwagen Sale Transaction to Mr. Douglas Brennan and certain other
investors. Total sale proceeds included U.S. $35,000,000 cash, cancellation of 26,000,000 Acasta Class B Shares,
cancellation of the Stellwagen Earn-out liability and downside protection on the monetization of the Stelloan PPNs
up to a maximum payout of U.S. $5,000. For more details on the Stellwagen Sale Transaction, refer to note 6. At
December 31, 2018, a receivable of $6,473 (U.S. $5,000,000) was recorded by the Company. The entire receivable
was collected in 2019. Interest income of $644 was recognized during the year ended December 31, 2019 related to
this receivable. See note 14 for further shareholders’ equity disclosures.

In the year ended December 31, 2018, the Company made payments to Richard and Charles Wachsberg (the previous
owners of Apollo) totaling $2,465 for post-closing adjustments relating to working capital as a result of the purchase
of Apollo. No additional amounts were paid in 2019 nor payable as at December 31, 2019.

During the year ended December 31, 2018, the Company incurred fees of $549 to entities controlled by members of
JemPak key management. These expenses relate to rent on a plant facility owned by these related parties, as well as
consulting services. As part of the JemPak Sale Transaction, the Company also incurred an additional $1,770 in
severance and success fee payments to key management of JemPak, who were related parties at the date of the
transaction (as JemPak key management).

During the year ended December 31, 2018, the Company incurred $3,702 in severance and other costs associated with
key management personnel of the Company, as defined, as a result of terminating certain head office employees based
on the Company’s intent to reduce costs. An additional $500 in termination fees were incurred during the year ended
December 31, 2018 to a former member of key management.

During the year ended December 31, 2019, Richard and Charles Wachsberg, the key management personnel,
subscribed for 5,431,996 Class B shares for an aggregate amount of $3,694, bringing their total shareholdings to
approximately 40% as at December 31, 2019.

Richard and Charles Wachsberg, the key management personnel, indemnified the lease of the manufacturing plant,
recorded as a right-of-use asset and lease liability in these consolidated financial statements, (note 13) guaranteeing
that the Company will fulfill its obligations under the lease. As at December 31, 2019 and 2018, no amounts have
been paid by Richard and Charles Wachsberg as a result of this indemnification.

The following outlines the compensation of the Company’s board of directors and key management personnel
(the Company’s chief executive officer, chief financial officer, and certain other senior management at the operating
segment level):

For the year ended
December 31, 2019 December 31, 2018
Director and officer COMPENSAtION ..........c.ccocviiiiiiieie e $ 5,593 $ 11,521
Share - based PAYMENT..........c.ciiiiiiii e - 474
Total key management personnel compensation for continuing operations..... $ 5,593 $ 11,995
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Financial instruments

The Company adopted IFRS 9 as at January 1, 2018. Differences in the carrying amounts of financial assets and
financial liabilities resulting from the adoption of IFRS 9 resulted in a $383 increase to deficiency and decrease to
trade and receivables as at January 1, 2018.

The carrying values of cash and cash equivalents, trade and other receivables, bank indebtedness, accounts payable,
accrued liabilities, other current liabilities, and current debt obligations approximate their fair values due to the
short-term nature of these financial instruments. The fair value of debt is not considered to be materially different
from carrying value as related interest rates are largely variable and terms to maturity on most facilities are relatively
short-term.

Consideration for the Stellwagen Sale Transaction on March 27, 2018 included the cancellation of the Stellwagen
Earn-out liability. In addition, an interest rate swap previously reported under Stellwagen was derecognized at a fair
value of $15,905 during the year ended December 31, 2018.

The Stellwagen Sale Transaction resulted in a loss of control over certain entities which resulted in the cessation of
consolidating the financial results of these entities on March 27, 2018. Loans receivable in these entities were
derecognized on March 27, 2018 at a total fair value of $168,110. A loss on revaluation to fair market value of these
loans receivable in the amount of $33,121 has been included in results from discontinued operations for the period
from January 1, 2018 to March 27, 2018 (see note 6).

The Company retained its investment in the Stelloan PPNs following the Stellwagen Sale Transaction and carried the
investment at fair value with changes in the fair value being recognized in profit and loss. The Stelloan PPNs were
settled during the year ended December 31, 2019.

On May 15, 2018, Stelloan sold its underlying portfolio loans receivable to a third party and redeemed the Company’s
investment in PPNs. The PPNs were initially monetized at a fair value of $33,215 (U.S. $25,796,000) during the year
ended December 31, 2018.

The following table presents the fair value hierarchy of financial assets and financial liabilities that are carried at fair
value on the consolidated statements of financial position on a recurring basis. There were no transfers between levels
of the fair value hierarchy during the years ended December 31, 2018 and 2019.

Fair value as at Fair value as at
December 31, 2019 December 31, 2018
Level 1 Level 2 Level 3 Level 1 Level 2 Level 3

Financial assets
Loans receivable.........cccceevevevieenennne $ — 3 — 3 — $ — $
Derivatives included in other current

ASSELS.....vcveeeeeieteeee e — — — — —
Derivatives included in other

NON-CUITENt ASSELS .......ocveveveveverane — — — — —
Financial liabilities
Contingent consideration payable...... $ — 3 — $ — 3 —
Derivatives included in other current

liabilities 14 — — 2,130 — —

The derivatives are foreign currency swaps and forward contracts, and are included in other current liabilities. These
are measured at fair value each reporting date with gains and losses recorded in the consolidated statements of loss
and comprehensive loss.
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Segment information

An operating segment is a component of the Company that engages in business activities from which it may earn
revenues and incur expenses, including revenues and expenses that relate to transactions with any of the Company’s
other components. The operating results of all operating segments are reviewed regularly by the Company’s interim
Chief Executive Officer who is the chief operating decision maker (“CODM?”) for key decisions relating to resources
to be allocated to the segments and for assessing their performance, in consultation with the board of directors.
Operating companies may be aggregated into a reportable segment based on the nature of the products and services,
production process, customer base, distribution model and regulatory environment at the operating companies, as well
as key financial metrics such as gross margin and projected long-term revenue growth.

At December 31, 2019, the Company operates only one reportable segment (December 31, 2018 — two distinct
reportable segments — Consumer Products, and Other segments). Acasta’s Consumer Products portfolio includes a
company that manufactures and distributes private label health and beauty care products for a range of retailers across
North America. Acasta’s other segment is the corporate parent entity of the Consumer Products portfolio was included
in other reportable segment as at December 31, 2018. Beginning from January 1, 2019, CODM no longer reviews the
operating results of these segments separately and key decisions relating to resources to be allocated to the segments
are made on an aggregate basis in consultation with the board of directors.

Financial information for the year ended December 31, 2018 by reportable segment is presented below.

Total from
Consumer Continuing  Discontinued
Year ended December 31, 2018 Products Other Operations Operations
REVENUE. ...ttt ettt sttt ettt re ettt be e ere e $ 176,717 $ 6 $ 176,723 $ 64,548
Cost Of FEVENUE......c.eveirieieriere e 159,084 — 159,084 31,757
Selling, general and administrative expense . 48,009 23,664 71,673 22,828
FiNANCE COSES ....vivviiiieiieciece e . 6,020 21,781 27,801 8,698
Impairment of goodwill and intangible assets ............cccevecininne. 106,315 — 106,315 12,248
Net unrealized loss on change in fair value of financial instruments 2,233 — 2,233 33,121
Net loss (gain) on foreign eXchange ............ccovvreieinnecrinnssens (2,505) 3,349 844 (24)
Other expense (income), net............. . (2,029) 2,690 661 101,350
Loss before income tax...........cccovneee. . $ (140,410) $ (51,478) $ (191,888) $ (145,430)
Current income tax expense (recovery) (7,232) — (7,232) 644
Deferred income tax (recovery).... . (10,365) — (10,365) (731)
NEELOSS w.vvvvvoeveeseesssese s $  (122813) $ (51,478) $  (174,291) $  (1457343)
Segment assets and liabilities as at December 31, 2018
Consumer
Products Other Aviation Total
As at December 31, 2018
TOLAI ASSEESM ...ttt ettt $ 120,492 $ 8,688 $ — 3 129,180
Total liabilities $ 37,992 $ 73514 $ — $ 111,506

@) Total assets include goodwill.
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Segment information (Continued)

Geographical information

The following is a summary of the Company’s geographical information:

United
Canada States Europe Total
for the year ended December 31, 2019
Revenue from continuing OPerations...........cccoeeuererenrenrssnseenseesens $ 158,791 $ 8357 $ — 3 167,148
Non-current assets (as at December 31, 2019) .......cccovvrverrrrereennrennnns $ 72,422 $ — 3 — 72,422
United
Canada States Europe Total
for the year ended December 31, 2018
Revenue from continuing Operations.............c.cvveeernnerennsiesceenenne $ 8024 $ 168,699 $ — $ 176,723
Revenue from discontinued OPerations..............cocoeeeernerennnssennnenens $ 8,435 $ 32,728 $ 23,385 $ 64,548
Non-current assets (as at December 31, 2018) .........ccocevvvevrriierineninnene $ 64,352 $ — $ — $ 64,352

Contingencies
Legal Matters

From time to time, the Company is named as a party to claims or involved in proceedings, including legal, regulatory
and tax related, in the ordinary course of its business. While the outcome of these matters may not be estimable at
period end, the Company makes provisions, where possible, for the estimated outcome of such claims or proceedings.
Should a loss result from the resolution of any claims or proceedings that differs from these estimates, the difference
will be accounted for as a charge to net income (loss) in that period.

Environmental

Management believes that there are no probable environmental related liabilities that will have a material adverse
effect on the financial position or operating results of the Company.

Indemnification

As a part of the disposal of Jempak (see note 6), the Company provided certain indemnifies related to tax and
environmental matters. As the Company is not aware of any material amounts related to these matters, no provision
has been recorded.

Management Commitments

The Company’s officers are party to certain management contracts. These contracts requirement payment of
approximately $19.3 million to the officers of the Company upon the occurrence of a change in control of the
Company, as such term is defined in each officers’ respective agreement. As a triggering event has not taken place,
no provision has been made in these consolidated financial statements for these contingencies.

Loans

The U.S. Credit Facility and the WFI Debt Reduction Facility will become immediately due and payable upon the
occurrence of a change in control of the Company, as such term is defined in the agreements. At December 31, 2019,
the balance outstanding including accrued interest on the U.S. Credit Facility is $15,418 (December 31, 2018 —
$13,085) and the balance of the WFI Debt Reduction Facility was $15,466 (December 31, 2018 — Nil). The U.S. Credit
Facility has the first priority lien over Acasta’s property. The WFI Debt Reduction Facility is secured by the assets of
Apollo.
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Changes in non-cash working capital

The following changes in non-cash working capital are attributable to both continuing and discontinued operations.

For the year ended

December 31, 2019 December 31, 2018
Change in trade and other receivables............c.coeeiriiieieninnnccee $ 4603 $ 2,127
Change iN INVENTOTIES .....c.cviviieiiieieiecee e (1,792) 13,159
Change in prepaid expenses and deposits ..........ccoeeerireririersienenesesienens 1,080 (322)
Change in loans receivable — 4,309
Change iN OthEr @SSELS .........oveveiriieieieie e e — 8,207
Change in accounts payable and accrued liabilities (note 14,17) ............ (12,424) 15,333
Change in income taxes receivable.............cccovrieriiiccnnnnceee 5,260 —
Change in other current liabilities..........ccoeviiiiiiiie e (669) (18,128)
Changes in non-cash operating working capital..........c.c.cocoeoiinnnnnee. $ (3942) $ 24,685

Financial risk management

The Company has exposure to the following risks arising from financial instruments:

« creditrisk

* liquidity risk

« market risk (including foreign currency and interest rate risk)

Risk management framework

The Company’s board of directors has overall responsibility for the establishment and oversight of the Company’s

risk management framework. The board of directors has established a risk management strategy, which incorporates
development and monitoring of the Company’s risk management activities.

The Company’s risk management policies are established to identify and analyze the risks faced by the Company, to
set appropriate risk limits and controls and to monitor risks and adherence to limits. The Company’s approach to risk
management is assessed regularly to reflect changes in market conditions and the Company’s activities. The Company,
through its training and management standards and procedures, aims to maintain a disciplined and constructive control
environment in which all employees understand their roles and obligations.

Credit risk

Credit risk is the risk of financial loss to the Company if a customer or counterparty fails to meet its contractual
obligations, and arises principally from the Company’s receivables from customers and net investments in leases.

The carrying amount of financial assets represent the maximum credit risk exposure.

Trade and other receivables

The Company’s exposure to credit risk is influenced mainly by the credit risk profile of each customer. However,
management also considers indirect factors that may influence the credit risk of its customer base, including the default
risk associated with the industry and country in which customers operate.

In monitoring customer credit risk, customers are grouped according to their credit characteristics, including customer,

their geographic location, and industry. The Company limits its exposure to credit risk from trade receivables by
establishing a maximum payment period of three months for customers.
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Financial risk management (Continued)

The Company uses an allowance matrix to measure the ECLs of trade receivables from customers. Rates are calculated
separately for exposures based on the following common credit risk characteristics — geographical region and the age
of the customer relationship.

The following table provides information about the exposure to credit risk and ECLs for trade receivables due from
customers as at December 31, 2019 and 2018. Concentration of credit risk is disclosed in note 15. The maximum
exposure to this risk is the carrying amount of the trade receivables.

Weighted average Gross carrying
loss rate amount Loss allowance
Current (NOt PASt AUE) .......vvveveiiirieiiieice e 0.02% $ 19,041 $ 3
1 - 30 days PASt AUE .....oveeeierieieeieeiesie e s 0.31% 1,067 3
31 - 60 days PASt AUE .....ceevereiieieieiiirieiee e 1.66% 90 1
61 - 90 days Past dUE .........ccccerirrieueiiiirice e 3.84% 31 2
More than 90 days Past dUE ...........ccoeeuiiiiiiiicicic e 16.64% 30 5
$ 20,259 $ 14

The following table provides comparative information as of December 31, 2018.

Weighted average Gross carrying
loss rate amount Loss allowance
Current (NOt PaSt AUE) ........cveeririrreiiiiiece e 0.05% $ 21,065 $ 12
1-30days Past dUE .........cceeririnieiiiic e 0.67% 3,210 21
31 - 60 days PASt AUE .....ceevereirerieieiirieiee e 3.74% 57 2
61 - 90 days Past dUE .........cccerirrieueiriniice e 6.44% 17 1
More than 90 days Past dUE .........c.cereeirnreenerseeee s 16.64% 124 62
$ 24,473 $ 99

The following table shows the movement in expected credit losses that has been recognized for trade receivables:

Loss allowance

Balance at January 1, 2018 $ 475
Change in 105 alloWanCe ...........cccecvviriicininniiiec e (376)
Balance at December 31, 2018 99
Change in 10ss allOWanCe.............cccoveiriiieiciiicc (85)
Balance at December 31, 2019 s 14

The Company does not require collateral in respect of trade and other receivables.
Net investment in leases

Based on historical information, and adjusted for forward-looking expectations, the Company has assessed an
insignificant loss allowance on the net investment in leases for the year ended December 31, 2019.

Liquidity risk

Liquidity risk is the risk that the Company will encounter difficulty in meeting the obligations associated with its
financial liabilities that are settled by delivering cash or another financial asset. The Company’s approach to managing
liquidity is to ensure, as far as possible, that it will have access to sufficient liquid assets to meet its current liabilities
when they are due, under both normal and stressed conditions, without incurring excessive losses.

Refer to note 2 for details of the Company’s liquidity risks.
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Financial risk management (Continued)

The Company aims to maintain the level of its cash and cash equivalents at an amount in excess of expected cash
outflows on financial liabilities (other than trade payables) over the next 60 days. The Company also monitors the
level of expected cash inflows on trade and other receivables together with expected cash outflows on trade and
other payables.

The following are the contractual maturities of financial liabilities at the reporting date. The amounts are gross and
undiscounted, and include contractual interest payments and exclude the impact of netting arrangements.

Contractual cash flows

As at December 31, 2019 2020 2021 - 2022 2023 - 2025 2026+ Total

Non-derivative financial liabilities

DEDL....o $ 34557 $ 31,100 $ — 3 — % 65,657

Accounts payable and accrued liabilities. 20,383 — — — 20,383

Other current liabilities..................... 517 — — — 517
$ 55,457 $ 31,100 $ — $ — $ 86,557

Contractual cash flows

As at December 31, 2018 2019 2020 - 2021 2022 - 2024 2025+ Total

Non-derivative financial liabilities

DEDL....ooeie e $ 74,444 $ — $ — $ —  $ 74,444

Accounts payable and accrued liabilities. 33,759 — — — 33,759

Other current liabilities..................... 3,303 — — — 3,303
$ 111,506 $ — $ — $ — 3 111,506

Market risk

Market risk is the risk that changes in market prices — such as foreign exchange rates, interest rates and equity
prices — will affect the Company’s income or the value of its holdings of financial instruments. The objective of
market risk management is to manage and control market risk exposure within acceptable parameters, while
optimizing the returns.

The Company uses derivatives to manage market risks including foreign currency risk and fluctuation in market
interest rates.

Currency risk

The Company is exposed to currency risk to the extent that there is a mismatch between the currencies in which sales,
purchases and borrowings are denominated and the respective functional currency of the Company. The functional
currency of the Company and its controlled entities is the Canadian dollar (CAD). The currencies in which these
transactions are primarily denominated are the Canadian Dollar and U.S. dollar.

JemPak

JemPak was disposed in 2018 (see note 6) JemPak was exposed to market risks attributable to fluctuations in foreign
currency exchange rates, primarily changes in the value of the Canadian dollar versus the U.S. dollar. Exchange rate
fluctuations could have had an adverse effect on JemPak’s operating and financial results.

JemPak had a natural hedge between the majority of its U.S. dollar denominated revenue and cost of revenue.
Approximately 90% of JemPak’s revenue and 70% of cost of revenue are denominated in U.S. dollars — other
expenses denominated in U.S. dollars are relatively immaterial. The percentage of cost of revenue denominated in
U.S. dollars is anticipated to increase with revenue growth. Raw materials and packaging are largely U.S. dollar
denominated while processing costs generally are not.

JemPak currently did not use any financial hedging strategies to manage currency risk.
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Financial risk management (Continued)

Stellwagen

Stellwagen was disposed in 2018 (see note 6). Stellwagen earned substantially all its income in U.S. dollars as this is
the main currency in which aircraft loans and leases are transacted. Stellwagen’s expenses included substantial
overhead items in other currencies, principally the European euro (the “Euro”). To the extent that the U.S. dollar
weakens against other currencies, this would have reduce Stellwagen’s profitability. A weakening of the U.S. dollar
would also have the effect of reducing Stellwagen’s income and net assets on translation into Canadian dollars.

Stellwagen did not maintain positions in derivative financial instruments to hedge foreign currency risk.
Apollo

Sales of Apollo’s products to customers outside Canada account for a significant percentage of its sales. Apollo also
purchases raw materials for its products in world markets, and is subject to fluctuations of local currencies affecting
the cost of such products. Exchange rate fluctuations are beyond Apollo’s control and there can be no assurance that
such fluctuations will not have a material adverse effect on Apollo’s business.

Apollo does not have a natural hedge between its U.S. dollar denominated sales and cost of sales. Approximately 95%
of Apollo’s sales, 37% of cost of sales, and 13% of selling, general, and administrative expenses are denominated in
U.S. dollars, with other U.S. denominated expenses being insignificant.

Apollo hedges its working capital exposure to reduce variability in expected performance arising from changes in
foreign currency exchange rates using derivatives. Apollo has a short-term view on foreign exchange which
management uses to protect against material fluctuations in exchange rate.

The carrying amounts of the Company’s foreign currency denominated monetary assets and monetary liabilities at the
reporting date are as follows:

u.s.

u.s. u.S. u.s. u.s. Derivative

Bank Accounts Accounts Long term Financial

indebtedness  receivable payable debt Instrument

As at December 31, 2019 (1,098,000) 15,397,000 (3,643,000) (11,871,000) (10,000)
As at December 31, 2018 (1,390,000) 17,107,000 (6,445,000) (9,686,000) (1,570,000)

The Company estimates that a 5% weakening (strengthening) of the U.S. dollar relative to the CAD, with all other
variables held constant, would result in an annual increase (decrease) of $80 to foreign exchange gain (loss).

Interest rate risk

The Company is exposed to interest rate risk from fluctuations in market interest rates on its variable rate debt. The
Company manages interest rate risk by monitoring the respective mix of fixed and variable rate debt.

The Company estimates that a 50 basis point increase (decrease) in short term rates, with all other variables held
constant, would result in an annual increase (decrease) of $328 to interest expense and other financing charges.

Capital management

The Company's objectives when managing its capital are to maintain a sufficient capital base to: (i) meet its short-
term obligations, (ii) sustain future operations and expansions, (iii) ensure its ability to continue as a going concern,
and (iv) retain stakeholder confidence. The Company defines capital as its net assets, total assets less total liabilities.
As at December 31, 2019, the Company managed net assets of $17,555 (2018 - $17,674).
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