Q

3
2019

U

THREE
AND NINE

A

MONTHS

R

ENDED

T

SEPTEMBER

E

30

R

Share Information

Investor Information

At November 26, 2019, the
Company had 32,024,314
common shares outstanding
and stock options exercisable
for 2,003,771 additional
common shares and warrants
exercisable into 500,000
common shares.

All financial reports, news
releases and corporate
information can be accessed on
our website at
www.wowunlimited.co

2019

Contact Information
Investor Relations
200 – 2025 West Broadway
Vancouver, BC, Canada V6J 1Z6
investor@wowunlimited.co

MANAGEMENT’S DISCUSSION AND ANALYSIS
This Management’s Discussion and Analysis (“MD&A”) is dated November 26, 2019 and is intended to assist in understanding
the results of operations and financial condition of Wow Unlimited Media Inc. as at and for the three and nine months ended
September 30, 2019 and should be read in conjunction with the unaudited condensed interim consolidated financial
statements and accompanying notes for the three and nine months ended September 30, 2019 and other public disclosure
documents of Wow Unlimited Media Inc., including its previously filed December 31, 2018, annual consolidated financial
statements.
Past performance may not be indicative of future performance. Unless otherwise noted, all amounts are reported in Canadian
dollars, the Company’s functional currency, and have been prepared in accordance with International Financial Reporting
Standards (“IFRS”). Throughout the MD&A reference to “Wow Unlimited” or the “Company” refers to Wow Unlimited Media Inc.
and its subsidiary entities.
Additional information, including the Company’s Annual Information Form (the “AIF”) and other publicly filed documents relating
to the Company are available through the internet on the Canadian Securities Administrators’ System for Electronic Document
Analysis and Retrieval (“SEDAR”), which can be accessed at www.sedar.com.

FORWARD LOOKING STATEMENTS
Certain statements contained in this MD&A, and in certain documents incorporated by reference in this MD&A, constitute
“forward looking information” and “forward looking statements” (together, “forward looking statements”) within the meaning of
applicable Canadian securities laws. The words “may”, “would”, “could”, “will”, “intend”, “plan”, “anticipate”, “believe”,
“estimate”, “expect”, and similar expressions are often used to identify forward looking statements. These statements relate to
future events or future performance and reflect management’s expectations or beliefs regarding future events, and include, but
are not limited to statements relating to the Company’s objectives, priorities, strategies, actions, targets, expectations, outlook
and the Bell Media Transaction (as defined herein). By their very nature, forward looking statements involve inherent risks
and uncertainties, both general and specific, and a number of factors could cause actual events or results to differ materially
from the results discussed in the forward looking statements. In evaluating these statements, a reader should specifically
consider various factors; including the risks outlined in this MD&A under the heading “Risks and Uncertainties” which may
cause actual results to differ materially from any forward looking statement.
The forward looking statements contained herein reflect management’s current expectations and beliefs and are based upon
certain assumptions that management believes to be reasonable based on the information currently available. Such
assumptions include, but are not limited to: (i) general economic conditions, (ii) the expected actions of third parties, (iii) the
ability of the Company to identify content development and production opportunities, (iv) the ability of Frederator Network to
identify and obtain new channels, (v) the ability of the Company to raise capital, and (vi) the Company’s future growth
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prospects and business opportunities. Should one or more of the risks or uncertainties identified herein materialize, or should
the assumptions underlying the forward looking statements prove to be incorrect, then actual results may vary materially from
those described herein.
Readers are cautioned not to place undue reliance on forward looking statements. Except as required by applicable securities
laws, we do not intend, and do not assume any obligation, to update the forward looking statements contained herein.

NON-IFRS FINANCIAL MEASURES
In addition to results reported in accordance with IFRS, the Company reports using certain non-IFRS financial measures as
supplemental indicators of the Company’s financial and operating performance. These non-IFRS financial measures include
operating profit or loss, operating profit or loss per share and operating EBITDA. The Company believes these supplemental
financial measures reflect the Company's on-going business in a manner that allows for meaningful period-to-period
comparisons and analysis of trends in its business.
The Company defines operating profit or loss as net profit or loss excluding the impact of specified items affecting
comparability, including, where applicable, share of gain or loss of equity accounted investees, other non-operational income
and expenses, deferred taxes and other gains or losses. The use of the term "non-operational income and expenses" is
defined by the Company as those that do not impact operating decisions taken by the Company's management and is based
upon the way the Company's management evaluates the performance of the Company's business for use in the Company's
internal management reports. Operating profit or loss per share is calculated using diluted weighted average shares
outstanding and does not represent actual profit or loss per share attributable to shareholders. The Company believes that
the disclosure of operating profit or loss and operating profit or loss per share allows investors to evaluate the operational and
financial performance of the Company's ongoing business using the same evaluation measures that management uses, and is
therefore a useful indicator of the Company's performance or expected performance of recurring operations.
The Company defines operating EBITDA as profit or loss net of amortization of investment in film and television programming,
but before interest, taxes, depreciation and amortization, adjusted for certain items affecting comparability as specified in the
calculation of operating profit or loss. Operating EBITDA is presented on a basis consistent with the Company's internal
management reports. The Company discloses operating EBITDA to capture the profitability of its business before the impact
of items not considered in management's evaluation of operating performance. Unless otherwise stated, the Company
includes the amortization of investment in film and television programming in the calculation of operating EBITDA.
The Company defines backlog as the undiscounted value of signed agreements for production services and intellectual
property (“IP”) in relation to licensing and distribution agreements for work that has not yet been performed, but for which the
Company expects to recognize revenue in future periods. Backlog excludes estimates of variable consideration for
transactions involving sales or usage-based royalties in exchange for licences of intellectual property. The extent of eventual
revenue recognized in future periods may be materially higher or lower than this amount, depending upon factors which
include, but are not limited to the following: (i) contract modifications, (ii) fluctuations in foreign exchange rates for contracts
not denominated in Canadian dollars, (iii) changes to production and delivery schedules, or (iv) valuation issues in connection
with the collectability of fees.
Operating profit or loss, operating profit or loss per share, operating EBITDA, and backlog do not have any standardized
meaning prescribed by IFRS and therefore may not be comparable to similar measures presented by other companies. The
Company cautions readers to consider these non-IFRS financial measures in addition to, and not as an alternative for,
measures calculated in accordance with IFRS.
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COMPANY PROFILE
Wow Unlimited Media Inc. is creating a leading animation-focused entertainment company by producing top-end content, and
building brands and audiences on the most engaging media platforms. The Company produces animation in its two
established studios: Frederator Studios in Los Angeles, which has a 20-year track record; and one of Canada's largest, multifaceted animation production studios, Mainframe Studios in Vancouver, which has a 25-year track record. The Company’s
media assets include Channel Frederator Network which comprises 3,000+ channels on YouTube, as well as WOW! branded
programming on Crave, Canada’s leading streaming entertainment platform, owned by Bell Media. The Company operates out
of offices in Toronto, New York, Vancouver and Los Angeles. The common voting shares of the Company (the “Common
Voting Shares”) and variable voting shares of the Company (the “Variable Voting Shares”) are listed on the TSX Venture
Exchange (the “TSX-V”) (TSX-V: WOW) and the OTCQX Best Market (OTCQX: WOWMF).
The Company’s business is managed in two operating segments:
Animation Production
Through its production studio operations in both Canada and the United States, the Company provides animation services on
a work-for-hire basis as well as financing and producing its own intellectual property for licensing and distribution. The
Company’s principal customers are traditional film and television studios, distributors, toy companies, toy brand owners,
broadcasters and other streaming service providers.
Networks and Platforms
The Company operates a diverse animated multi-channel network on the YouTube platform from which it generates revenue
streams. In addition, the Company owns various proprietary channels on the same platform generating a stream of
advertising-on-demand revenues. The Company has partnered with Bell Media to be the principal curator of kids
programming for Crave TV, Canada’s leading streaming service.
In conjunction with the strategic partnership with Bell Media, the Company acquired a Category B Canadian specialty service
license on August 30, 2019. Given the existing dynamics of the cable and satellite industry in Canada and the United States,
the Company intends to secure financial partnerships prior to launching a WOW! branded linear channel and, to that end, the
Company continues to seek investment and strategic candidates across multiple regions. See Financial and Operational
Highlights for further details.
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OVERVIEW OF RESULTS
On January 1, 2019, the Company adopted IFRS 16 – Leases (“IFRS 16”) which supersedes IAS 17 - Leases (“IAS 17”) and
IFRIC 4 – Determining Whether an Agreement Contains a Lease (“IFRIC 4”). Under IFRS 16, most leases are recognized on
the statement of financial position as right-of-use assets within property, plant and equipment and other intangible assets, with
a corresponding lease liability. Under IFRS 16, expenses related to these leases have been recorded in the statement of
comprehensive loss as depreciation expense and finance costs whereas under IAS 17, operating lease expenses were
recorded in operating costs.
The Company adopted IFRS 16 using a modified retrospective approach whereby the standard has been applied from
January 1, 2019 and comparative historical information from prior periods has not been restated and continues to be reported
under IAS 17. The cumulative effect of the initial adoption of IFRS 16 did not have an impact on accumulated deficit. Refer to
the table in the Adoption of New Accounting Policies section for a summary of the transitional impacts as at January 1, 2019.
Results of operations
For the three m onths ended
Septem ber 30,
Septem ber 30,
2019
2018

$000's, except per share amounts

$

Revenue
1

Operating EBITDA
Operating loss

1

23,349

$

17,711

For the nine m onths ended
Septem ber 30,
Septem ber 30,
2019
2018

$

69,459

$

49,644

831

(1,502)

(1,608)

(1,911)

(723)

(2,659)

(6,204)

(5,262)

Operating loss per share
- basic and diluted
Net loss

$

(0.02) $

(0.10) $

(0.20) $

(0.20)

$

(1,356) $

(3,051) $

(7,110) $

(5,294)

$

(0.04) $

(0.11) $

(0.23) $

(0.20)

Net loss per share
- basic and diluted
Weighted average number of shares outstanding:
- basic and diluted
1

32,024,314

27,759,773

31,397,931

26,163,726

Operating EBITDA and operating loss include amortization of investment in film and television programming. Refer to discussion
under Consolidated Results for a reconciliation of Operating EBITDA and Operating loss to Net loss.

Financial position

Septem ber 30,
2019

$000's

Decem ber 31,
2018

Financial position
Total assets

$

82,370

$

70,187

Total current assets

31,963

30,570

Total non-current assets

50,407

39,616

Convertible debentures

4,117

3,988

Total liabilities

62,026

44,917

Shareholders' equity

20,344

25,270
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FINANCIAL AND OPERATIONAL HIGHLIGHTS
Strategic partnership with Bell Media
On August 31, 2018, the Company executed an amended and restated asset purchase agreement (the "Bell Agreement") in
connection with the acquisition of a Category B specialty service and the Canadian Radio-television and Telecommunications
("CRTC") broadcasting license (the “Broadcasting License”) from Bell Media by Wow Unlimited Networks Inc. (“Wow
Networks”), a wholly-owned subsidiary of the Company. Pursuant to the terms of the Bell Agreement, in exchange for the
issuance of an aggregate of 3,433,446 common voting shares in the capital of the Company, the Company acquired the
exclusive option to receive the Broadcasting License. On May 31, 2019, the Company exercised its exclusive option to
acquire the Broadcasting License and the License was conveyed to the Company on August 30, 2019, in accordance with the
agreement.
Pursuant to the CRTC’s approval of the license conveyance, and as an additional cost to acquire the Broadcasting License,
the Company is required to invest $687,000 over a seven-year period in equal annual payments on initiatives that will provide
tangible benefits to the Canadian broadcasting system. The present value of the tangible benefits obligation, $558,745, has
been capitalized as part of the Broadcasting License intangible asset, as a directly attributable cost of bringing the asset to its
working condition.
In the opinion of Management, the ownership of this license, together with the terms of the services agreements with its
strategic investor, Bell Media, represents a valuable asset of the Company. However, as described earlier, given the existing
dynamics of the cable and satellite industry in Canada and the United States, management feels that it will be prudent to defer
the launch of a linear channel until significant financial partnerships are in place. To that end, the Company continues to seek
investment and strategic candidates, however the success of finding a suitable partnership cannot be assured.
Pursuant to the Bell Agreement, the Company and Bell Media have agreed to enter into a lock-up agreement pursuant to
which, among other things, Bell Media will agree not to transfer or assign the shares received as consideration for a period of
up to twenty-four months following the closing of the transaction.
Bell Media has further agreed to provide certain services to effect the transition of the broadcasting license and as partial
consideration for such services, the Company issued 900,000 non-transferable Common Share purchase warrants (the "Bell
Warrants"), which entitle Bell Media to acquire one Common Share per warrant for a period of three years from the date of
issuance at an exercise price of $2.00. The Bell Warrants are subject to vesting, such that a pro rata portion of the warrants
shall vest and become exercisable on the last day of each calendar quarter beginning on September 30, 2018.
Also, as a benefit of the strategic partnership, the Company has entered into an agreement with Bell Media to provide VideoOn-Demand (VOD) programming for Bell Media’s Crave platform, Canada’s leading Over-The-Top (OTT) streaming service.
The Company currently provides over 200 hours of kids programming to Crave, Canada’s leading streaming service, in three
collections: WOW! Preschool Playdate (targeted at kids aged 0-5), WOW! World Kids (ages 6-11) and WOW! High School Hall
Pass (ages 11 - 13).
April 2019 private placement
The Company completed a non-brokered private placement of its common voting shares and variable voting shares on April 4,
2019. The Company issued 1,838,737 common voting and variable voting shares for gross proceeds of $2,022,611 at an
issuance price of $1.10 per share. In connection with the share offering, the Company incurred share issuance costs of
$59,781.
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OPERATIONAL HIGHLIGHTS
•

During the first quarter of 2019, the Company began production of a major animated series in partnership with a
leading US based studio. The series is set to commence delivery in the first half of 2022.

•

Production of season 3 of the series Castlevania continued during Q3 2019, with delivery set for Q4 2019.

•

The animated series Costume Quest completed production and was delivered in Q1 2019. A Costume Quest
Christmas Special is currently in production, with delivery set for Q4 2019.

•

Episodes of season 2 of the series Bee & Puppy Cat are in the process of being delivered; with delivery of the final
episodes set for Q4 2019.

•

On June 8, 2019, the Company announced that a key channel affiliate, ADME (CY), Ltd. (“ADME”), would repatriate
certain of its YouTube channels from Frederator; Frederator would continue to distribute and manage certain other
ADME channels and it will have the opportunity to distribute and manage certain new ADME YouTube channels as
they are developed. Under the terms of the new distribution agreement, the ADME channels being retained by
Frederator will be subject to cancellation by ADME on 30-days advance notice for each such channel. The ADME
group of channels constituted the largest distribution agreement for Frederator. Pursuant to the agreement, on July
31, 2019, Frederator transferred to ADME channels representing approximately 40% of the viewership of the ADME
owned channels. As of September 30, 2019, ADME channels represented approximately 82% of overall viewership
on the Channel Frederator Network. While the ADME-owned channels contribute a significant portion of the Networks
and Platforms revenues, they do not represent a significant portion of the Company’s overall profitability. Further,
given the nature of their content i.e. crafts and hobbies, the loss of ADME channels do not affect the Company's core
objectives on YouTube - those of finding great animation talent and IP, and using the platform to build audiences for
its animated shorts and series.

•

Statistics from YouTube’s Content Management System show that Channel Frederator Network had 3,062 channels
as at September 30, 2019.

•

Further to the long-standing relationship between Mattel and Mainframe Studios, the studio is continuing production
on season 2 of Barbie Dreamhouse Adventures. The season comprises 26-episodes and the final episode will be
delivered in early 2020. During the second quarter of 2019, the Company also began production of an animated
Barbie film. The film will be 70 minutes in length and is expected to be delivered in the summer of 2020.

•

Season 5 of the series Octonauts, comprising 28 episodes of 11 minutes each, for Silvergate Media, continues in
production. In addition, during the third quarter of 2018 the Company began production on a 3-episode special (70
minutes, 70 minutes, and 44 minutes) for Octonauts with full delivery planned for the first quarter of 2020.

•

The Company continues production on the animated series Made by Maddie, comprising 80 episodes of 11 minutes
each, for Silvergate Media, with final delivery expected in the first half of 2021.
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CONSOLIDATED RESULTS
For the three m onths ended
Septem ber 30,
Septem ber 30,
2019
2018

$000's

For the nine m onths ended
Septem ber 30,
Septem ber 30,
2019
2018

Revenue
Amortization of investment in film and
television programming

$

23,349

$

17,711

$

69,459

$

49,644

$

2,109

$

582

$

2,767

$

2,465

Operating EBITDA

$

831

$

(1,502) $

Depreciation and amortization

(1,911)

505

359

1,484

1,012

1,049

798

3,112

2,339

(6,204)

(5,262)

Finance costs
1

(1,608) $

Operating loss

(723)

(2,659)

Items affecting comparab ility:
633

183

906

661

–

209

–

(629)

633

392

906

32

(1,356) $

(3,051) $

(7,110) $

Share-based compensation expense
Deferred income tax expense (recovery)
Net loss
1

$

(5,294)

Excludes amortization of investment in film and television programming

Revenue and Operating EBITDA
Revenue for the three and nine months ended September 30, 2019, increased by $5.6 million and $19.8 million, respectively,
compared to the same periods in 2018. For the three and nine months ended September 30, 2019, revenues for the Networks
and Platforms segment increased by $1.2 million and $20.7 million, respectively, and revenues for the Animation Production
segment increased by $4.4 million and decreased by $0.9 million, respectively, in comparison to the same periods in 2018. The
growth in revenues for the Networks and Platforms segment for the three and nine months ended September 30, 2019, was
driven by increased views and revenues generated by Channel Frederator Network.
The increase in revenue for the Animation Production segment for the three months ended September 30, 2019, was a result
of a higher volume of service contracts in comparison to the three months ended September 30, 2018, and revenue recognized
from the delivery of IP during the period. Revenue for the Animation Production segment for the nine months ended September
30, 2018, was higher in comparison to the same period in 2019 as a result of the recognition of revenue from the sale of
international licensing rights on IP during the period.
Operating EBITDA for the three and nine months ended September 30, 2019, increased by $2.3 million and $0.3 million,
respectively, compared to the same periods in 2018. The higher operating EBITDA for the three and nine months ended
September 30, 2019, resulted primarily from higher refundable tax credits on animation production, and a decrease in rent and
occupancy costs from the adoption of IFRS 16.
Amortization of investment in film and television programming
Amortization of investment in film and television programming during the three and nine months ended September 30, 2019,
was $2.1 million and $2.8 million, respectively, compared to $0.6 million and $2.5 million for the three and nine months ended
September 30, 2018. The increased amortization of investment in film and television for the three and nine months ended
September 30, 2019, was primarily as a result of the amortization of IP delivered during the period.

Q3 2019 MANAGEMENT`S DISCUSSION & ANALYSIS

WOW UNLIMITED MEDIA INC. 7

Finance costs
For the three m onths ended
Septem ber 30,
Septem ber 30,
2019
2018

$000's

For the nine m onths ended
Septem ber 30,
Septem ber 30,
2019
2018

Finance expense:
Interest expense on interim production financing

$

320

$

386

$

899

$

820

13

–

31

–

Interest and accretion on convertible debentures

131

131

388

388

Interest accretion on lease obligations

221

17

619

55

8

2

23

2

Interest expense on bank indebtedness

Interest accretion on tangible benefits obligation
Interest capitalized to investments in film
and television programming

(188)
$

505

(177)
$

359

(476)
$

1,484

(253)
$

1,012

The increase in overall finance costs of $0.1 million and $0.5 million for the three and nine months ended September 30,
2019, compared to the same periods in 2018 is largely due to the interest accretion on lease obligations which increased as a
result of the adoption of IFRS 16. In addition, for the nine months ended September 30, 2019, there was an increase in
interest expense on interim production financing driven by incremental borrowings on new projects.
Depreciation and amortization
For the three m onths ended
Septem ber 30,
Septem ber 30,
2019
2018

$000's

Property, plant and equipment

For the nine m onths ended
Septem ber 30,
Septem ber 30,
2019
2018

$

646

$

175

$

1,927

$

508

$

403
1,049

$

623
798

$

1,185
3,112

$

1,831
2,339

Other intangible assets

Depreciation on property plant and equipment increased for the three and nine months ended September 30, 2019, compared
to the three and nine months ended September 30, 2018, primarily due to the adoption of IFRS 16 which resulted in an
additional $0.4 million and $0.9 million in depreciation expense for the three and nine months ended September 30, 2019.
The decline in amortization of other intangible assets is attributable to a decrease in the amortization of the animation network,
which is amortized on a 50% declining basis each year.

Net loss and items affecting comparability
The comparison of financial results under IFRS between periods is hindered by the inclusion and variability of specified items
that may not be indicative of the ongoing operational performance of the Company’s ongoing business. For the three and nine
months ended September 30, 2019, the net loss after adjusting for such items was $1.4 million and $7.1 million, respectively.
The most significant of these specified items are discussed below.
Share-based compensation expense
Share-based compensation expense for the three and nine months ended September 30, 2019, was $0.6 million and $0.9
million, respectively, compared to $0.2 million and $0.7 million for the same periods in 2018. The increase in 2019 compared
to the same period in 2018 is primarily a result of the previously deferred share-based compensation expense related to Bell
Warrants which have been recorded as share-based compensation expense beginning on August 30, 2019, the date that the
Category B Canadian specialty service license conveyed to the Company.
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Deferred income tax (recovery) expense
For the three and nine months ended September 30, 2019, deferred income taxes were $nil and $nil, respectively, compared
to an expense of $0.2 million and a recovery of $0.6 million for the three and nine months ended September 30, 2018. As at
September 30, 2019, and December 31, 2018, the Company was in a deferred income tax asset position with a full valuation
allowance taken against the asset. As a result, there was no deferred income tax expense (recovery) for the quarter.

OUR BUSINESS MODEL
Animation Production
The Company’s primary sources of revenue are: (a) Animation production service contracts where revenues are earned over
the term of the contract as the Company provides services; and (b) licensing of series and feature film based intellectual
property (“IP”) and content produced and owned by the Company.
The Company’s production service business continues to provide a significant source of revenue and cash flow to the
Company over the term of each contract.
The licensing model does not provide an immediate source of revenue, unlike the Company’s production service business, as
revenue is recognized upon the completion and delivery of the content. Further, this model requires sources of capital to be
identified initially in order to fund projects, as cash from exploitation is generally not received until delivery or during the
subsequent exploitation of the content. Management has implemented a policy to secure 100% of the financing necessary to
fund the direct costs of production prior to commencing production.
The Company’s objective is to expand its licensing business such that it selectively invests and builds ownership interests in
certain films and television shows produced by the Company. Examples of this include projects such as ReBoot: The
Guardian Code, which is wholly owned by the Company and financed by a production loan secured by various licensing and
distribution contracts and government incentives, and Castlevania, which is wholly owned and financed largely through
production loans secured against licensing contracts with Netflix. These investments in intellectual property reflect
management’s view that one of the largest opportunities for growth of the Company lies in the ownership and exploitation of
intellectual property across multiple viewing platforms.
Development and production costs that meet the criteria for capitalization as an intangible asset in accordance with IAS 38,
Intangible Assets are recorded on the statement of financial position until the film or television series is distributed and
marketed at which point they are amortized in accordance with IAS 38. Such costs are periodically tested for potential
impairment. Investment and ownership in films and television programming that the Company produces provides the
Company with the ability to share in the success of the property but also exposes us to the risk of losses.
In order to further diversify revenue and financing sources, the Company is also developing channels for content distribution.
To this end, Channel Frederator Network received certification from the Canadian Audio-Visual Certification Office (“CAVCO”)
to have one of its YouTube channels approved as an online content destination for Canadian programming. The channel is
one of only six online destinations to be sanctioned by CAVCO and it provides the creators of Canadian content with access to
a broader Canadian and global audience, in addition to Canadian tax credits to support those programs.
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Networks and Platforms
The primary source of revenue within Networks and Platforms is the Channel Frederator Network, which derives its revenues
from advertising revenue collected mainly from YouTube.
Frederator consistently discovers top content creators and concepts both from its unique short films (“Shorts”) development
program as well as the Channel Frederator Network. It then works closely with those creators to develop, produce and
distribute top-end content across multiple platforms worldwide – this represents one example of potential synergies across the
Company’s two operating divisions.
As described earlier, management continues to seek investment and strategic candidates for a financial partnership prior to
launching a WOW! branded linear channel. However, the success of finding a suitable partnership cannot be assured.

OUTLOOK
The Company continues to pursue and secure new opportunities in several key segments of the animation production and
distribution industry. These include production service contracts in both the feature film and television markets. In addition,
the Company remains focused on selectively acquiring and investing in various intellectual properties that allow the Company
to retain an ownership interest and share in future revenues, in a capital and risk efficient manner. In particular, the Company
continues to pursue investment opportunities for theatrical films and TV programs that have strategic characteristics, such as
committed distribution, key talent attachments, and successful brand awareness. The Company has been successful in
retaining and attracting key management personnel. The continuity within our experienced leadership team remains a critical
success factor in the outlook of the Company.
As at September 30, 2019, the Company's backlog was $64.7 million. Backlog represents the undiscounted value of signed
agreements for production services contracts and intellectual property in relation to licensing and distribution agreements for
work that has not yet been performed, but for which the Company expects to recognize revenue in future periods. Backlog
excludes estimates of refundable tax credits as well as variable consideration for transactions involving sales or usage-based
royalties in exchange for licences of intellectual property. The Company expects to recognize the majority of backlog as
revenue over the next 30 months.
Channel Frederator Network is viewed by kids and youth audiences, primarily across mobile and gaming devices, providing
the Company with a global marketing platform for its animation content, as well as a strong understanding of these ‘digital-first’
consumers. The Company’s goal is to leverage this understanding of digital consumers as well as the viewership analytics
obtained from YouTube to create more compelling content.
The unaudited condensed interim consolidated financial statements for the three and nine months ended September 30, 2019
and 2018 have been prepared using the going concern assumption, which assumes that the Company will continue in
operation for the foreseeable future and be able to realize its assets and settle its liabilities in the normal course of business.
For the three and nine months ended September 30, 2019, the Company had positive cash flows of $2.3 million and negative
cash flows of $4.5 million from operating activities, respectively (three and nine months ended September 30, 2018 – positive
$2.7 million and negative $1.3 million, respectively).
The Company’s future operations are dependent upon many factors, including the ability to generate additional earnings and
obtaining additional equity and/or debt financing in order to meet its planned business objectives. To that end, on April 4,
2019, the Company completed a non-brokered private placement of its common voting and variable voting shares for gross for
gross proceeds of $2,022,611.
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The Company will need to raise funds in the future through public or private equity and/or debt financings. This funding may
not be available on acceptable terms, or at all, and may be dilutive to shareholder interests. If the Company is unable to
generate positive cash flows or obtain adequate financing, the Company may need to curtail operations. These factors cast
significant doubt on the Company’s ability to continue as a going concern. Should the Company be unable to realize its
assets and discharge its liabilities in the normal course of business, the net realizable value of its assets may be materially
less than the carrying amounts on the unaudited condensed interim consolidated statement of financial position. Management
continues to explore options to raise equity and debt financing.
The Company has convertible subordinated debentures with a face value of $4.3 million which will mature in December 2020.
The Company is exploring its options for the repayment or refinancing of that obligation.
Animation Production - Production services business
The Company continues to pursue and secure production service contracts as a significant component of its revenues and
workflow. This includes contracts for theatrical films, DVD productions, as well as television series.
During the first quarter of 2019, the Company began production of a major animated series in partnership with a leading US
based studio. The series is set to commence deliveries in the first half of 2022.
During the third quarter of 2018, Mainframe Studios began production on the second season of Barbie Dreamhouse
Adventures, consisting of 26 episodes, the final episode of which is scheduled for delivery early in 2020.
In a deal with Amazon Studios, the Company began production of Costume Quest in February 2017, based on the video
game series by Double Fine productions and the world originally created by Tasha Sounart. Aimed at the kids market (6-11
year olds), Costume Quest is set in the fictional town of Auburn Pines where dark forces lurk in the shadows. The production
of 26 x 11-minute episodes was fully delivered in the first quarter of 2019. A Costume Quest Christmas Special is also
currently in production, with delivery set for Q4 2019.
The Company began working with Silvergate Media in May 2017 on the production of season 5 of the series Octonauts, which
consists of 28 episodes, each 11 minutes in duration. In addition, during the third quarter of 2018, the Company also began
production of a 3-episode special of Octonauts (70 minutes, 70 minutes, and 44 minutes) and an 80 x 11-minute episodic
series called Made by Maddie. These productions remain in production as at September 30, 2019.
Animation Production - Intellectual properties
Castlevania
Castlevania is based on the hit Konami video game and written by best-selling author and comic book icon Warren Ellis.
Castlevania was the first proprietary production of Frederator Studios after the corporate reorganization and the four episodes
of Season 1 debuted on Netflix in July 2017 to wide critical acclaim. The eight episodes of Season 2 were delivered to Netflix
in October 2018. Season 3 of the popular series has been licensed by Netflix and is currently in production with delivery
expected in the fourth quarter of 2019.
Bravest Warriors – Season 4

Bravest Warriors was created by Pendleton Ward, the creator of Adventure Time, one of the most successful shows on
Cartoon Network. Season 4 consists of fifty-two 11-minute episodes and was produced in a partnership with a third-party
producer. Although a third-party distributor will distribute the production globally, the Company controls the United States
distribution rights, and Season 4 had its initial episode debut on Frederator’s SVOD channel, Cartoon Hangover, via Ellation
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Inc.’s VRV platform, in late 2017. The distribution rights have been capitalized as investment in film and television
programming and amortized by the Company in accordance with its accounting policies.
The existing seasons of Bravest Warriors have almost 200 million views on Cartoon Hangover across the 24
episodes. Bravest Warriors won a Shorty Award and is a Webby Award Honoree.
Bee & Puppy Cat – Season 2
Bee & Puppy Cat is a 2D animated television show which originally debuted on YouTube and created significant audience
appeal. The first 13-episode season of the series was produced by Frederator Studios with funding from a kick-starter
campaign. The second season consists of 13 x 22-minute episodes and is produced in Los Angeles and Japan. Ellation, Inc.
has acquired the worldwide rights, except Canada, to exclusively distribute the second season. The Company has retained the
rights to distribute the series in Canada. Bee & Puppy Cat won the Animated Series Competition Award at the Ottawa
International Animation Festival in September 2019.
Networks and Platforms
Channel Frederator Network continues to build its unique appeal to affiliate members with video tools, music rights and
member programs targeting the animation and gaming communities.
As described earlier, on June 7, 2019, the Company announced that a key channel affiliate, ADME, would repatriate certain of
its YouTube channels from Frederator; Frederator would continue to distribute and manage certain other ADME channels and
it will have the opportunity to distribute and manage certain new ADME YouTube channels as they are developed. Under the
terms of the new distribution agreement, the ADME channels being retained by Frederator will be subject to cancellation by
ADME on 30-days advance notice for each such channel. The ADME group of channels constituted the largest distribution
agreement for Frederator. Pursuant to the agreement, on July 31, 2019, Frederator transferred to ADME channels
representing approximately 40% of the viewership of the ADME owned channels. As of September 30, 2019, ADME channels
represented approximately 82% of overall viewership on the Channel Frederator Network. While the ADME-owned channels
contribute a significant portion of the Networks and Platforms revenues, they do not represent a significant portion of the
Company’s overall profitability. Further, given the nature of their content i.e. crafts and hobbies, the loss of ADME channels do
not affect the Company's core objectives on YouTube - those of finding great animation talent and IP, and using the platform
to build audiences for its animated shorts and series.
Under an agreement with Bell Media, the license for a Category B specialty service was conveyed to Wow Networks on
August 30, 2019. As described earlier, given the existing dynamics of the cable and satellite industry in Canada and the
United States, management feels that it will be prudent to defer the launch of a linear channel unless and until significant
financial partnerships are in place.
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RESULTS BY SEGMENT

$000's

For the three m onths ended
For the nine m onths ended
Septem ber 30, Septem ber 30, Septem ber 30, Septem ber 30,
2019
2018
2019
2018

Revenue
Animation Production

$

Networks and Platforms

9,956

$

13,393

5,566

$

12,145

22,302

$

47,157

23,160
26,484

Total revenue

$

23,349

$

17,711

$

69,459

$

49,644

Amortization of investment in film and television programming
Animation Production

$

2,074

$

555

$

2,626

$

2,438

$

2,465

Networks and Platforms

35

Total amortization of investment in film and television programming $
Segment profit (loss)
Animation Production

$

Networks and Platforms
Total segment profit (loss)

27

2,109

$

445

$

(185)
$

260

$

141

582

$

(641) $

2,767

27

(1,866) $

1,459

(737)

(804)

(2,506)

(1,378) $

(2,670) $

(1,047)

Animation Production
Revenue for the Animation Production segment was $10.0 million and $22.3 million for the three and nine months ended
September 30, 2019, respectively, compared to $5.6 million and $23.2 million for the same periods in 2018. In addition, segment
profit (loss) was a profit of $0.5 million and a loss of $1.9 million for the three and nine months ended September 30, 2019,
compared to a segment loss of $0.6 million and profit of $1.5 million for the same periods in 2018.

The increase in revenue

and segment profit for the three months ended September 30, 2019, was a result of a higher volume of service contracts in
comparison to the three months ended September 30, 2018, as well as the revenue recognition from the delivery of IP during
the period. Revenue and segment profit for the Animation Production segment for the nine months ended September 30, 2018,
was higher in comparison to the same period in 2019 as a result of the recognition of revenue from the sale of international
licensing rights on IP during the period.
The amortization of investment in film and television programming for the three and nine months ended September 30, 2019,
was $2.1 million and $2.6 million, respectively, compared to $0.6 million and $2.4 million for the three and nine months ended
September 30, 2018. The increase in amortization of investment in film and television for the three and nine months ended
September 30, 2019, was primarily as a result of the amortization of IP delivered during the period.
Networks and Platforms
Revenue earned in the Networks and Platforms segment was $13.4 million and $47.2 million for the three and nine months
ended September 30, 2019, compared to $12.1 million and $26.5 million for the three and nine months ended September 30,
2018. The increase in revenue for the three and nine months ended September 30, 2019, compared to the same periods in
2018 was due to increased advertising revenue driven by a higher number of views on the channels within Channel
Frederator. Segment profit (loss) for the Networks and Platforms segment was a loss of $0.2 million and $0.8 million for the
three and nine months ended September 30, 2019, compared to a loss of $0.7 million and $2.5 million for the same periods in
2018. The higher segment profit for the three and nine months ended September 30, 2019 was primarily the result of
increased revenues net of related affiliate costs for the segment.

Q3 2019 MANAGEMENT`S DISCUSSION & ANALYSIS

WOW UNLIMITED MEDIA INC. 13

QUARTERLY FINANCIAL DATA (UNAUDITED)
Cumulative prior period information in the following tables have been restated for purchase price allocation adjustments
relating to the acquisition of Frederator.
Sep 30, 2019

$000's

Revenue

$

23,349

(1)

For the three m onths ended
Jun 30, 2019
Mar 31, 2019

$

831

Operating EBITDA
Operating loss

(723)

Net loss

26,614

$

19,496

Dec 31, 2018

$

28,984

(625)

(1,814)

(920)

(2,214)

(3,267)

(1,875)

$

(1,356) $

(2,361) $

(3,392) $

(1,429)

Basic net loss per share

$

(0.04) $

(0.07) $

(0.11) $

(0.05)

Diluted net loss per share

$

(0.04) $

(0.07) $

(0.11) $

(0.05)

Sep 30, 2018

Revenue

$
(1)

17,711

For the three m onths ended
Jun 30, 2018
Mar 31, 2018

$

16,270

$

15,663

Dec 31, 2017

$

16,675

Operating EBITDA

(1,502)

(1,230)

822

Operating loss

(2,659)

(2,311)

(292)

$

(3,051) $

(2,080) $

(162) $

251

Basic net (loss) profit per share

$

(0.11) $

(0.08) $

(0.01) $

0.01

Diluted net (loss) profit per share

$

(0.11) $

(0.08) $

(0.01) $

0.01

Net (loss) profit

(1)

(864)
(2,226)

Refer to Reconciliations for a reconciliation of operating EBITDA and operating (loss) profit to net (loss) profit.

The improvement of operating EBITDA in the first quarter of 2018 was due to the recognition of revenue and related gross
margin from the distributor’s licensing of the worldwide SVOD rights to Reboot: The Guardian Code during the quarter.
The second and third quarters of 2018 saw a decrease in operating EBITDA as a result of higher corporate costs and
professional fees in addition to higher affiliate costs and lower margins in the Networks and Platforms segment as a result of
the Company’s strategy to grow this segment, including investing in new content for YouTube, the VRV platform and Crave.
The increase in operating EBITDA in the fourth quarter of 2018 was a result of increased EBITDA in the Animation Production
segment as a result of the delivery of Castlevania, season 2, during the quarter.
The decrease in operating EBITDA during the first quarter of 2019 was a result of higher legal and accounting fees incurred
during the quarter compared to previous quarters slightly offset by a decrease in operating costs as a result of adopting IFRS
16.
The increase in operating EBITDA during the second quarter of 2019 was primarily a result of increased animation production
service work during the quarter as a result of beginning work on new projects signed during the year.
The increase in operating EBITDA during the third quarter of 2019 was primarily a result of the revenue recognition from the
delivery of a number of episodes of Bee & Puppy Cat, season 2, net of the associated amortization of capitalized production
costs on the series during the quarter.

RECONCILIATIONS
The following tables reconcile operating EBITDA and operating loss to net (loss) profit for the last eight quarters. Cumulative
prior period information in the following tables has been restated for changes in accounting policies and for purchase price
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allocation adjustments relating to the acquisition of Frederator.
Sep 30, 2019

$000's
$

Operating EBITDA

$

505

Finance costs
Depreciation and amortization
Operating loss

831

For the three m onths ended
Jun 30, 2019
Mar 31, 2019

1

(625) $
530

1,049
(723)

Dec 31, 2018

(1,814) $

(920)

449

165

1,059

1,004

(2,214)

(3,267)

790
(1,875)

Items affecting comparab ility:
633

Share-based compensation expense
Deferred income tax (recovery) expense
Net loss
1

$

147

125

138

–

–

–

(584)

633

147

125

(446)

(1,356) $

(2,361) $

(3,392) $

(1,429)

Excludes amortization of investment in film and television programming w hich has been included in operating EBITDA above.

For the three m onths ended
Sep 30, 2018

$000's
$

Operating EBITDA
Finance costs
Depreciation and amortization
Operating loss

1

Jun 30, 2018

Mar 31, 2018

(1,502) $

(1,230) $

822

359

300

353

798
(2,659)

781
(2,311)

Dec 31, 2017

$

(864)
141

761

1,221

(292)

(2,226)

Items affecting comparab ility:
Share-based compensation expense

183

217

261

Deferred income tax (recovery) expense

209

(448)

(391)

(2,802)

392

(231)

(130)

(2,477)

(3,051) $

(2,080) $

Net (loss) profit
1

$

325

(162) $

251

Excludes amortization of investment in film and television programming w hich has been included in operating EBITDA above.

LIQUIDITY AND CAPITAL RESOURCES
The Company’s liquidity requirements can be met through a variety of sources. Borrowings against tax credits earned and
contracts from both service productions and the production of our own content are a key source of operational financing. Other
sources include generating cash from operations, entering into leases, issuance of convertible debentures, or the issuance of
common shares or common share purchase warrants. Sources of funding for IP include production financing facilities secured
by licensing agreements. The Company’s policy is to identify sources of funding for 100% of the direct costs of proprietary
productions prior to the commencement of production. The exploitation of the Category B specialty service broadcast license
as discussed above would require an investment in programming and operating costs and accordingly, the Company is
deferring the launch of a linear channel unless and until significant financial partnerships are in place. The Company
manages liquidity risk by continuously monitoring actual and forecast cash flows, drawing upon available facilities and using
lease financing.
The unaudited condensed interim consolidated financial statements for the three and nine months ended September 30, 2019
and 2018 have been prepared using the going concern assumption, which assumes that the Company will continue in
operation for the foreseeable future and be able to realize its assets and settle its liabilities in the normal course of business.
See Outlook section for factors which cast significant doubt on the Company’s ability to continue as a going concern. For the
three and nine months ended September 30, 2019, the Company had positive cash flows of $2.3 million and negative cash
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flows of $4.5 million from operating activities, respectively (three and nine months ended September 30, 2018 – positive $2.7
million and negative $1.3 million, respectively). As at September 30, 2019, the Company had a cash balance of $5.8 million
and $13.7 million in additional unutilized credit facilities available by way of interim production loans secured against
refundable tax credits and sales contracts. In June 2019, the Company entered into a credit facility (the “Facility”) with a
Canadian bank. The Facility is comprised of: (i) a $1.5 million CAD revolving demand facility, (ii) a $6.0 million CAD
equipment lease line, and (iii) a treasury risk management facility of up to $0.5 million CAD for foreign exchange forward
contracts. As at September 30, 2019, the Company had drawn $1.4 million out of the $1.5 million revolving demand facility
and utilized $2.5 million out of the $6.0 million equipment lease line.
A summary of the Company’s cash flows for the three and nine months ended September 30, 2019 and 2018 is as follows:

For the three m onths ended
For the nine m onths ended
Septem ber 30, Septem ber 30, Septem ber 30, Septem ber 30,
2019
2018
2019
2018

$000's

Cash (used in) generated by operating activities

$

Cash generated by financing activities

$

2,659

27

Cash used in investing activities

Cash and cash equivalents, beginning balance
$

5,773

8,456

(72)
1,929

(46)

4,005
$

3,296

1,956

90

3,463

(1,295)

(81)

4,361

(12)

(4,539) $
6,576

(44)

2,322

Effect of foreign exchange on cash and cash equivalents

$

1,746

(32)

Net change in cash and cash equivalents

Cash and cash equivalents, ending balance

2,327

173

3,863
$

5,773

6,354
$

8,456

Cash flows from operating activities
For the three m onths ended For the nine m onths ended
Septem ber 30, Septem ber 30, Septem ber 30, Septem ber 30,
2019
2018
2019
2018

$000's

Cash provided by (used in) operating activities before
changes in non-cash working capital

$

Investment in film and television programming

1

Accounts payable and accrued liabilities
Deferred revenue
2

Cash (used in) generated by operating activities

(759) $
(4,530)

–

Trade and other accounts receivable

Other liabilities

$

(2,111)

Funding received for investment in
film and television programming
Changes in non-cash working capital:

Other assets

2,964

(1,910)

489

(25)

192
(9,053)

67

2,376
(346)

327

(3,490)
(145)

(5,497)

5,060

(4,600)

6,214

(352)

4,470

3,450

3,424

26

195

1,236

(4,539) $

(1,295)

195
$

$

(7,022)

327

6,639

1,341

2,327

$

2,659

1

Other assets include prepaid expenses, other financial assets, and deposits and other assets.

2

Other liabilities include other current liabilities, other financial liabilities, and other non-current liabilities.

$

Cash flows from operating activities for the three and nine months ended September 30, 2019, generated $2.3 million and
used $4.5 million, respectively, in cash compared to generating cash of $2.7 million and using cash of $1.3 million for the
same periods in 2018.

Q3 2019 MANAGEMENT`S DISCUSSION & ANALYSIS

WOW UNLIMITED MEDIA INC. 16

Investment in film and television programming decreased cash by $2.1 million and $7.0 million for the three and nine months
ended September 30, 2019, respectively, compared to $4.5 million and $9.1 million for the three and nine months ended
September 30, 2018. Expenditures for the three and nine months ended September 30, 2019, primarily relate to the costs
incurred on Castlevania, season 3, and Bee & Puppy Cat, season 2, while the expenditures for the three and nine months
ended September 30, 2018, relate to costs incurred on Castlevania, seasons 2 and 3, and Bee & Puppy Cat, season 2.
Significant changes in the components of non-cash working capital are discussed below:
The Company recognizes the benefit of refundable tax credits earned from eligible labour expenditures on its productions in
Canada as the labour expenditures are incurred as an increase to tax credits receivable (a component of trade and other
accounts receivable) and a decrease to operating expenses. This results in a decrease in cash flows from operating activities
during the production of a film and before the tax return is filed and the refundable tax credits claimed. The filing of a tax
return and subsequent receipt of the refundable tax credits result in an increase in cash flows from operating activities.
Refundable tax credits earned are significant and therefore can have a large impact on our working capital balances. As the
refundable tax credits are a significant component of our non-cash working capital balances, we finance them through
production tax credit loans as discussed below under Cash generated by financing activities.
For the three and nine months ended September 30, 2019, $5.2 million in tax credit refunds were received compared to $2.3
million and $8.0 million for the three and nine months ended September 30, 2018. Tax credits earned for the three and nine
months ended September 30, 2019, were $3.3 million and $9.1 million compared to $2.4 million and $7.4 million for the same
periods in 2018. In addition, during the three and nine months ended September 30, 2019, changes in other components of
trade and other receivables increased cash by $4.7 million and $6.3 million compared to decreasing cash by $1.8 million and
$4.1 million for the same periods in 2018.
The changes in accounts payable and accrued liabilities and other liabilities primarily relate to the timing of invoices received
and paid.
Deferred revenue represents cash received from customers in excess of revenues earned to date on a production. The
balance of deferred revenue generally increases during periods where there are more active productions and decreases when
there are fewer productions. The change in deferred revenue for the three and nine months ended September 30, 2019, used
operating cash flows of $0.4 million and generated operating cash flows of $3.5 million, respectively, compared to increasing
cash by $4.5 million and $3.4 million for the same periods in 2018, as a result of the timing of cash receipts. This reflects the
stage of productions at September 30, 2019. Generally, the earlier in a production, the higher the deferred revenue, as
invoices are issued in advance of work performed to ensure that cash is received before it is required to be paid.
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Cash flows from financing activities
$000's

Proceeds from interim production financing,
net of repayment

For the three m onths ended For the nine m onths ended
Septem ber 30, Septem ber 30, Septem ber 30, Septem ber 30,
2019
2018
2019
2018

$

1,379

$

2,918

$

7,708

$

2,363

Interest paid

(639)

(302)

(1,301)

(870)

Repayment of lease obligations

(713)

(200)

(1,865)

(522)

Proceeds from bank indebtedness

–

4,065

13,285

12,820

Repayment of bank indebtedness

–

(4,735)

(13,214)

(12,820)

Proceeds from private placement,
net of share issuance costs

–

–

1,963

2,325

Cash generated by financing activities

$

27

$

1,746

$

6,576

$

3,296

The Company’s interim production financing is generally secured by the tax credit receivables. Proceeds from interim
production financing, less repayments, for the three and nine months ended September 30, 2019, resulted in net proceeds of
$1.4 million and $7.7 million, respectively, compared to net proceeds of $2.9 million and $2.4 million for the same periods in
2018. The repayment of interim production financing is dependent on the timing and collection of refundable tax credits, and
as a result, periods where the net proceeds from interim production financing are lower typically represent periods in which the
Company has applied the receipt of refundable tax credits to the applicable interim production financing loans.
Interest paid on interim production loans, leases and convertible debentures during the three and nine months ended
September 30, 2019, were $0.6 million and $1.3 million, respectively, compared to $0.3 million and $0.9 million for the same
periods in 2018. The increase for the three and nine months ended September 30, 2019 compared to 2018 is a result of the
adoption of IFRS 16 as previously discussed.
Principal repayments on leases for the three and nine months ended September 30, 2019, were $0.7 million and $1.9 million,
respectively, compared to $0.2 million and $0.5 million for the three and nine months ended September 30, 2018. The
increase was primarily a result of the adoption of IFRS 16 as previously discussed.
Proceeds and repayment of bank indebtedness represent borrowings and repayments on the Company’s line of credit. The
line of credit is used to fund operations, and fluctuations in the movement of the balance are dependent on the timing of cash
inflows and outflows throughout the period.
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CONTRACTUAL OBLIGATIONS
The following is a summary of the Company’s contractual obligations as at September 30, 2019:

Less than 1
year

$000's

Accounts payable and accrued liabilities

$

8,313

1 to 5 years

$

–

Greater than 5
years

$

–

Total

$

8,313

Bank indebtedness

1,409

–

1

3,002

6,895

22,444

–

–

22,444

347

4,398

–

4,745

555

1,247

98

1,900

Lease obligations

Interim production financing
Convertible debentures
Other liabilities

1

1

$
1

36,070

$

12,540

–

1,409

10,731

$

10,829

20,628

$

59,439

Includes the estimated interest that w ill be paid to the end of their respective terms.

CAPITAL EXPENDITURES
During the three and nine months ended September 30, 2019, the Company incurred capital expenditures of $0.03 and $0.08
million compared to $0.04 and $0.07 million, respectively, for the three and nine months ended September 30, 2018. The
additions during 2019 primarily consisted of purchases of computer equipment. The Company endeavours to fund IT
purchases through leases where possible.

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT
The Company’s financial instruments consist of cash and cash equivalents, trade and other receivables, unbilled accounts
receivable, deposits, trade and other payables, bank indebtedness, lease obligations, interim production financing, tangible
benefits obligation, and convertible debentures.
The Company periodically enters into foreign exchange forward contracts to manage its foreign exchange risk on contracts
denominated in USD with various counterparties, principally financial institutions with investment grade credit ratings. Such
contracts are classified as derivative financial instruments, included as other financial assets or liabilities in the statement of
financial position, and measured at fair value through profit and loss.

SEASONALITY
Results of operations generated by the Animation Production segment for any period are dependent on the number and timing
of film and television programs delivered, which cannot be predicted with certainty. Consequently, the Company’s results from
operations may fluctuate materially from period-to-period and the results of any one period are not necessarily indicative of
results for future periods. Cash flows may also fluctuate and are not necessarily closely correlated with the timing and amount
of revenue recognized. The Company’s Networks and Platforms revenues are driven by advertising preferences, which
experience seasonal fluctuations that are somewhat aligned to the retail industry.
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RISKS AND UNCERTAINTIES
Risks and uncertainties are included in the Company's Management’s Discussion and Analysis for the year ended December
31, 2018 and are available on SEDAR at www.sedar.com.
Also see Outlook and Liquidity and Capital Resources sections above.

JUDGEMENTS AND CRITICAL ACCOUNTING ESTIMATES
The unaudited condensed interim consolidated financial statements have been prepared in accordance with IFRS. The
measurement of certain assets and liabilities is dependent upon future events whose outcome will not be fully known until
future periods. Therefore, the preparation of the financial statements requires management to make estimates and
assumptions that affect the reported amounts of assets, liabilities, revenues and expenses. Actual results will vary from those
estimated.
In preparing the unaudited condensed interim consolidated financial statements, the areas of estimation and judgment that
management considers most significant are the same as those applied to and disclosed in the audited consolidated financial
statements for the year ended December 31, 2018.

ADOPTION OF NEW ACCOUNTING POLICIES
IFRS 16 – Leases
On January 1, 2019, the Company adopted IFRS 16 which supersedes IAS 17 and IFRIC 4. This standard introduces a single
lessee balance sheet accounting model. Unless certain exception criteria are met, a lessee is required to recognize a right-ofuse asset representing its right to use the underlying asset of a lease and a lease obligation representing its obligation to
make lease payments. Other than requiring enhanced disclosures, this standard substantially carries forward the lessor
accounting policies under IAS 17.
The Company’s lease contracts are comprised of property leases for studio and office space and operating equipment rentals.
Premises lease terms range from short-term periods of less than one year to up to 13 years and may include renewal options.
Lease terms for operating equipment leases are generally from one to five years and may also contain renewal options.
The Company applied IFRS 16 using the modified retrospective approach, under which the cumulative effect of initial
application is recognized in retained earnings as at January 1, 2019, if applicable. As a result, comparative information has
not been restated for 2018 and is presented under the previous IAS 17 and IFRIC 4 standards.
On transition to IFRS 16 as at January 1, 2019, the Company recognized additional right-of-use assets and additional lease
obligations and adjusted certain balance sheet items that are no longer permitted to be recognized separately under IFRS 16.
The impact on transition to the consolidated statement of financial position is summarized in the following table:
December 31,
2018
Property, plant and equipment and other
intangible assets - finance lease assets
Property, plant and equipment and other
intangible assets - right-of-use assets
Finance lease obligations
Lease obligations
Other current and non-current liabilities
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$

2,792
–
2,884
–
2,334

IFRS 16
adoption
$

January 1,
2019

(2,792) $
12,893
(2,884)
13,537
(552)

–
12,893
–
13,537
1,782
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IFRIC 23 – Uncertainty Over Income Tax Treatments
IFRIC 23 - Uncertainty Over Income Tax Treatments is required to be applied for years beginning on or after January 1, 2019.
The Interpretation provides guidance on the accounting for current and deferred tax liabilities and assets in circumstances in
which there is uncertainty over income tax treatments. There was no impact on the Company’s interim condensed
consolidated financial statements upon the application of this interpretation.

CONTROLS AND PROCEDURES
For the three and nine months ended September 30, 2019, no changes were made in our internal control over financial
reporting that materially affected, or are reasonably likely to materially affect, our internal control over financial reporting.

CAPITAL STRUCTURE AND OUTSTANDING SHARE DATA
Stock options and common share purchase warrants
We maintain a rolling stock option plan that enables us to grant options to directors, officers, employees and consultants of the
Company. The stock option plan permits the granting of options up to an aggregate maximum of 10% of issued and
outstanding common shares from time to time on a non-diluted basis.
During the three months ended September 30, 2019, there were no new issuances of stock options.
As at September 30, 2019, the Company had 2,638,828 stock options outstanding and stock options exercisable for
1,948,129 additional common shares.
As at November 26, 2019, the Company had 2,638,828 stock options outstanding and stock options exercisable for 2,003,771
additional common shares.
As at September 30, 2019 and November 26, 2019, the Company had 900,000 warrants outstanding and warrants
exercisable for 500,000 additional common shares.
Outstanding Shares
As at September 30, 2019, the Company had 32,024,314 common shares issued and outstanding. The total shares
outstanding were comprised of the following balances:
•

Common Voting Shares

21,544,587

•

Variable Voting Shares

7,897,970

•

Common Non-Voting Shares

2,581,757

As at November 26, 2019, the Company had 32,024,314 common shares issued and outstanding. The total shares
outstanding were comprised of the following balances:
•

Common Voting Shares

21,544,587

•

Variable Voting Shares

7,897,970

•

Common Non-Voting Shares

2,581,757
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OFF-BALANCE SHEET ARRANGEMENTS
There are no off-balance sheet obligations that are not disclosed in the unaudited condensed interim consolidated financial
statements.

RELATED PARTIES
Remuneration of key management personnel
The remuneration of key management personnel and directors was as follows:
For the three m onths ended
For the nine m onths ended
Septem ber 30, Septem ber 30, Septem ber 30, Septem ber 30,
2019
2018
2019
2018

Short-term benefits

$

377

$

59

Share-based compensation expense
$

436

419

$

124
$

543

1,100

$

204
$

1,304

1,227
471

$

1,698

Agreement with a service provider in which an officer of the Company holds a minority interest
An officer of the Company is a minority shareholder of a service provider that entered into a production services agreement
with the Company in July 2019. The agreement is for USD $5,000 and is in connection with the development and production
of short-form content for the Networks and Platforms segment of the business.
Option and purchase agreement with a director
In April 2019, the Company entered into an option and purchase agreement for a development property, with parties that
include a director of the Company. The initial option payment was USD $10,000 and any further payments will be dependent
upon the exercise of additional option periods or the exercise of the purchase option to purchase the property and proceed
with series production.
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