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Management Responsibility for Financial Reporting 
 
 
The accompanying consolidated financial statements of the Corporation have been prepared by, and are the 
responsibility of the management of the Corporation. The consolidated financial statements are prepared in 
accordance with International Financial Reporting Standards, and reflect management’s best estimates and 
judgment based on currently available information.  
 
The Audit Committee of the Board of Directors, consisting of three independent directors, meets periodically with 
management and the Corporation’s independent auditors to review the scope and results of the annual audit and 
to review the consolidated financial statements and related financial reporting matters prior to submitting the 
consolidated financial statements to the Board for approval. 
 
The Corporation’s independent auditors, PricewaterhouseCoopers LLP, who are appointed by the shareholders, 
conduct an audit in accordance with Canadian generally accepted auditing standards. Their report outlines the scope 
of their audit and gives their opinion on the consolidated financial statements. 
 
Management has developed and maintains a system of internal control to provide reasonable assurance that the 
Corporation’s transactions are authorized, assets safeguarded and proper records maintained. 
 
 
 
 
/s/ “Patrick Godin” /s/ “Orin Baranowsky” 
Patrick Godin Orin Baranowsky 
Chief Executive Officer and Director Chief Financial Officer 
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Independent auditor’s report 

To the Shareholders of Stornoway Diamond Corporation 

Our opinion 

In our opinion, the accompanying consolidated financial statements present fairly, in all material respects, 
the financial position of Stornoway Diamond Corporation and its subsidiaries (together, the Corporation) 
as at December 31, 2018 and 2017, and its financial performance and its cash flows for the years then 
ended in accordance with International Financial Reporting Standards as issued by the International 
Accounting Standards Board (“IFRS”).  

What we have audited 
The Corporation’s consolidated financial statements comprise: 

 the consolidated statements of financial position as at December 31, 2018 and 2017; 

 the consolidated statements of loss and comprehensive loss for the years then ended; 

 the consolidated statements of changes in equity for the years then ended; 

 the consolidated statements of cash flows for the years then ended; and 

 the notes to the consolidated financial statements, which include a summary of significant 
accounting policies. 

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 believe that the audit evidence we have obtained is sufficient and appropriate to provide a basis for our 
opinion. 

Independence 
We are independent of the Corporation 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. 

Material uncertainty related to going concern 

We draw attention to note 1 to the consolidated financial statements, which describes matters and 
conditions that indicate the existence of a material uncertainty that may cast significant doubt about the 
Corporation'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 the 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 identified above and, in doing so, consider whether the other information is materially 
inconsistent with the consolidated financial statements or our knowledge obtained in the audit, or 
otherwise appears to be materially misstated. 

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 
Corporation’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 Corporation or to cease operations, or has no realistic alternative but to do so. 

Those charged with governance are responsible for overseeing the Corporation’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 the 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 judgment and maintain professional skepticism throughout the audit. We also: 

 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 risk 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. 

 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 Corporation’s internal control. 

 Evaluate the appropriateness of accounting policies used and the reasonableness of 
accounting estimates and related disclosures made by management. 

 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 Corporation’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 Corporation 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. 

 Obtain sufficient appropriate audit evidence regarding the financial information of the 
entities or business activities within the Corporation to express an opinion on the 
consolidated financial statements. We are responsible for the direction, supervision and 
performance of the group audit. We remain solely responsible for our audit opinion. 

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 on the audit resulting in this independent auditor’s report is Nochane Rousseau. 

Montréal, Quebec 
March 27, 2019 

1 CPA auditor, CA, public accountancy permit No. A122718 
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Stornoway Diamond Corporation    
Consolidated Statements of Financial Position    
As at December 31, 2018 and 2017    
(expressed in thousands of Canadian dollars)     
   December 31, December 31, 
   2018 2017 

 Notes   Adjusted (note 3) 

     
ASSETS     
Current     

Cash and cash equivalents 5  35,796 65,461 

Short-term investments   - 15,578 
Receivables 6  14,956 7,894 
Inventories 7  67,533 50,044 
Prepaid expenses and deposits   469 643 
Derivative financial instruments 8  634 159 

   119,388 139,779 
     
Deferred transaction costs 12f  8,599 8,760 
Inventories 7  1,465 2,209 
Property, plant and equipment 9  973,273 988,710 
Other financial assets 10  18,990 23,288 
Deferred income tax assets 15  11,387 93,554 

   1,013,714 1,116,521 

   1,133,102 1,256,300 

     
LIABILITIES      
Current     

Payables and accrued liabilities 11  35,811 29,216 
Current portion of long-term debt 12  13,520 35,637 
Current portion of contract liabilities 14  58,772 - 
Current portion of deferred revenues   - 23,478 
Other liabilities 17b  - 528 
Derivative financial instruments 8  4,661 900 

   112,764 89,759 
     
Long-term debt 12  230,178 191,653 
Convertible debentures 13  84,857 80,817 
Contract liabilities 14  384,338 - 
Deferred revenues   - 274,303 
Asset retirement obligation 16  20,587 16,000 
Deferred income tax liabilities 15  15,009 20,561 

   734,969 583,334 

   847,733 673,093 

     
EQUITY     
Share capital 17  897,321 869,962 
Contributed surplus   50,698 42,931 
Accumulated other comprehensive loss   (4,225) (613) 

Deficit   (658,425) (329,073) 

   285,369 583,207 

   1,133,102 1,256,300 

     
Going concern (Note 1)     
Commitments (Note 8,16 and 25)     
Contingencies (Note 26)     

 

ON BEHALF OF THE BOARD: 
 

“Ebe Scherkus”, Director 
 

       “Hume Kyle”, Director  
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Stornoway Diamond Corporation 
Consolidated Statements of Loss and Comprehensive Loss 
For the years ended December 31, 2018 and 2017 
(expressed in thousands of Canadian dollars except for loss per share) 
   December 31, December 31, 

   2018 2017 

 Notes   Adjusted (note 3) 

     

Revenues   165,487 196,502 

     

Cost of goods sold     

Operating expenses 18  128,850 87,940 

Royalty expenses 25  2,817 3,624 

Depreciation 7,9  95,477 57,671 

   227,144 149,235 

     

Gross (loss) profit   (61,657) 47,267 

     

Selling, general and administrative expenses 18  18,123 17,841 

Exploration expenses 20  3,194 2,095 

Impairment charge 4b, 9  83,197 171,000 

Loss from operations   (166,171) (143,669) 

     

Financial expenses 21  82,202 7,994 

Foreign exchange loss (gain)    9,712 (8,332) 

Gain on sale of interests in exploration     

properties 20  - (400) 

Net loss before tax   (258,085) (142,931) 

     

Current income tax recovery 15  (6,140) (6,606) 

Deferred income tax expense (recovery) 15  77,407 (22,105) 

   71,267 (28,711) 

     
Net loss   (329,352) (114,220) 

Loss per share - Basic 23  (0.39) (0.14) 
Loss per share - Diluted 23  (0.39) (0.14) 

     
Other comprehensive loss     

Items that may be reclassified to net loss     

     

Net loss on change in fair value of     

derivative financial instruments     

designated as cash flow hedges 8  (3,284) (741) 

Deferred income tax (recovery) 8,15  (88) 88 

   (3,372) (653) 

     

Items that may not be reclassified to net loss     

     

Change in fair value of equity instruments     

designated at fair value through other     

comprehensive (loss) income   (240) 40 

     

Comprehensive loss   (332,964) (114,833) 
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Stornoway Diamond Corporation      
Consolidated Statements of Changes in Equity      
For the years ended December 31, 2018 and 2017      
(expressed in thousands of Canadian dollars, except for the number of shares)     
       

  Share capital     

 Number of   Accumulated Other   

 shares Amount Contributed Surplus Comprehensive Loss Deficit Total 

Balance at January 1, 2018 835,263,337 869,962 42,931 (613) (329,073) 583,207 

Net loss for the year - - - - (329,352) (329,352) 

Other comprehensive loss - - - (3,612) - (3,612) 

Comprehensive Loss   42,931 (4,225) (658,425) 250,243 

Shares issued under Employee Share Purchase Plan 2,173,973 808 (139) - - 669 

Shares and warrants issued for cash, net of issuance costs  
       - private placement (Note 17g and 17a) 85,714,286 26,474 3,233 - - 29,707 

Deferred income taxes on share issuance costs (Note 15) - 77 - - - 77 

Compensation under Employee Share Purchase Plan - - 228 - - 228 

Compensation under Performance Share Unit Plan - - 1,781 - - 1,781 

Compensation under Deferred Share Unit Plan - - 1,378 - - 1,378 

Compensation under Stock Option Plan - - 1,286 - - 1,286 

Balance at December 31, 2018 923,151,596 897,321 50,698 (4,225) (658,425) 285,369 

       

Balance at January 1, 2017 828,452,337 864,868 39,526 - (214,853) 689,541 

Net loss for the year (Adjusted refer to note 3) - - - - (114,220) (114,220) 

Other comprehensive loss (Adjusted refer to note 3) - - - (613) - (613) 

Comprehensive Loss   39,526 (613) (329,073) 574,708 

Exercise of options 1,745,000 1,768 (540) - - 1,228 

Shares issued for cash - private placement (Note 17d) 5,066,000 3,273 - - - 3,273 

Deferred income taxes on share issuance costs (Note 15) - 53 - - - 53 

Compensation under Stock Option Plan - - 3,945 - - 3,945 

Balance at December 31, 2017 (Adjusted refer to note 3) 835,263,337 869,962 42,931 (613) (329,073) 583,207 

       
Equity is solely attributable to shareholders of Stornoway Diamond Corporation      
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Stornoway Diamond Corporation 
Consolidated Statements of Cash Flows 
For the years ended December 31, 2018 and 2017 
(expressed in thousands of Canadian dollars) 

   December 31, December 31, 

Cash Flow Provided By (Used In) Notes  2018 2017 

     

Operating Activities     

Net loss   (329,352) (114,220) 

Items not affecting cash     

Depreciation 9  95,477 57,671 

Impairment charge 4b, 9  83,197 171,000 

Non-cash finance charges 24  69,328 11,914 

Loss on sale of interests in exploration     

properties 20  - (400) 

Loss on disposal of assets 24  613 390 

Deferred income tax expenses (recovery) 15  77,407 (22,105) 

Foreign exchange loss (gain)   9,444 (8,026) 

Gain of fair value of derivatives 21  (9,919) (21,742) 

Share-based compensation 17c  4,509 2,883 

Deposits received from streaming agreement 14  44,555 - 

Revenue recognition under contract liabilities     

(deferred revenues in 2017) 14  (38,979) (25,025) 

Amortization of deferred transaction costs  14    

from Stream 12f  516 739 

Changes in non-cash working capital   193 12,785 
     

Increase in receivables   (7,062) (2,984) 

Decrease in prepaid expenses and     

deposits   174 77 

Increase in inventories   (5,673) (1,684) 

Increase in payables and accrued liabilities   12,754 17,376 

   6,989 65,864 

Investing Activities     

Property, plant and equipment 9,24  (76,565) (149,064) 

Mining tax credit received 15  - 9,756 

Proceeds from sale of fixed assets to be leased     

back   1,958 5,803 

Decrease (increase) in other financial assets   4,336 (14,045) 

Decrease in short-term investments, net   15,578 28,117 

   (54,693) (119,433) 

Financing Activities     

Shares issued under Employee Share Purchase     

Plan 17f  669 - 

Shares and warrants issued for cash, net of issue costs 17g,a  29,707 3,801 

Proceeds from long-term debt, net of issue costs 12d  - 127,525 

Deferred transaction costs 12f  (871) (247) 

Options exercised 17c  - 1,228 

Repayment of debt 12  (11,994) (55,386) 

   17,511 76,921 

Foreign exchange gain (loss) on cash     

and cash equivalents   528 (184) 

Net (decrease) increase in cash and cash     

equivalents   (29,665) 23,168 

     

Cash and cash equivalents - Beginning of Year   65,461 42,293 

     

Cash and cash equivalents - End of Year   35,796 65,461 

See supplemental schedule of non-cash operating, investing and financing transactions (Note 24) 
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1. Nature of Operations and Going Concern 
 
Stornoway Diamond Corporation (“Stornoway” or the “Corporation”) is a diamond mining corporation existing 
under the Canada Business Corporations Act and listed on the Toronto Stock Exchange (“TSX” SWY). The 
Corporation’s primary asset is the Renard Diamond Mine in Québec, Canada where construction commenced in 
July 2014. Stornoway formally declared commercial production at Renard on January 1, 2017. The head office 
and principal address of the Corporation is Suite 400, 1111 St.-Charles Street West, Longueuil, Quebec, J4K 5G4.  

The consolidated financial statements have been prepared on the basis of accounting principles applicable to a 
going concern, which contemplates the realization of assets and settlement of liabilities in the normal course of 
business as they come due. In assessing whether the going concern assumption is appropriate, management takes 
into account all available information about the future, which is at least, but not limited to twelve months from 
the end of the reporting period. As at December 31, 2018, the Corporation had working capital of $6.6 million 
($65.4 million excluding the current portion of contract liabilities), an accumulated deficit of $658.4 million and 
had incurred a loss of $329.4 million for the year ended December 31, 2018 reflecting current market diamond 
prices. As at December 31, 2018, cash and cash equivalents stood at $35.8 million. These amounts exclude $18.8 
million representing restricted deposits related to debt service reserve accounts.  

Management estimates that the working capital as at December 31, 2018 will not be sufficient to meet the 
Corporation's obligations, commitments and budgeted expenditures through December 31, 2019 in the current 
market diamond prices. Management is aware, in making its assessment, of material uncertainties related to 
events and conditions that may cast a significant doubt upon the Corporation's ability to continue as a going 
concern as described in the preceding paragraph, and accordingly, the appropriateness of the use of accounting 
principles applicable to a going concern. The consolidated financial statements do not reflect the adjustment to 
the carrying values of assets and liabilities, expenses and balance sheet classifications that would be necessary if 
the going concern assumption was not appropriate. These adjustments could be material.  

The Corporation’s ability to continue future operations and fund its planned activities is dependent on 
Management’s ability to secure additional financing where required, if a funding shortfall exists. Any funding 
shortfall may be met in the future in a number of ways, including, but not limited to, the issuance of new debt or 
equity instruments. While the amendments have not yet been executed, based on the negotiations currently 
being held with the various parties, the Corporation is confident it will be able to enter into agreements to amend 
the tangible net worth covenant to exclude therefrom the impact of the application of IFRS 15 and to reduce the 
tangible net worth to maintain from $250 million to $225 million. While Management has been successful in 
securing financing and amendments of financing arrangements in the past, there can be no assurance that it will 
be able to do so in the future or that these sources of funding or initiatives will be available to the Corporation or 
that they will be available on terms which are acceptable to the Corporation. If management is unable to obtain 
new funding, the Corporation may be unable to continue its operations, and amounts realized for assets might 
be less than amounts reflected in these consolidated financial statements. 

2.  Summary of Significant Accounting Policies 
 

a) Basis of Preparation and Statement of Compliance 
 

These consolidated financial statements have been prepared in accordance with International Financial Reporting 
Standards (“IFRS”), as issued by the International Accounting Standards Board (“IASB”) and Interpretations of the 
IFRS Interpretations Committee (“IFRS IC”) which the Canadian Accounting Standards Board has approved for 
incorporation into Part I of the Chartered Professional Accountants of Canada Handbook – Accounting. 
 
These consolidated financial statements were approved for issue by the Board of Directors on March 27, 2019. 
 

  



Stornoway Diamond Corporation 
Notes to Consolidated Financial Statements 
For the years ended December 31, 2018 and 2017 
(tabular amounts expressed in thousands of Canadian dollars, unless otherwise stated) 
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2.  Summary of Significant Accounting Policies – continued – 
 
b) Basis of Measurement 
 
These consolidated financial statements have been prepared on a historical cost basis except for the revaluation 
of certain financial assets and liabilities, including derivative instruments, which are measured at fair value. In 
addition, these consolidated financial statements have been prepared using the accrual basis of accounting 
except for cash flow information.  
 
c) Basis of Consolidation 
 
The consolidated financial statements as at December 31, 2018 and 2017 comprise the financial statements of 
the Corporation and its wholly-owned principal subsidiaries Ashton Mining of Canada Inc. (“Ashton”), Stornoway 
Diamonds (Canada) Inc. (“SDCI”), and FCDC Sales and Marketing Inc. (“FCDC”). Subsidiaries are fully consolidated 
from the date of acquisition, being the date on which the Corporation obtains control, and continue to be 
consolidated until the date that such control ceases.  
 
All intercompany balances, income and expenses, and unrealized gains and losses resulting from intercompany 
transactions are eliminated in full.  
 
d) Functional and Presentation Currency 
 
The presentation currency and functional currency of the Corporation and each of its active subsidiaries is the 
Canadian dollar. Transactions in currencies other than the functional currency are recorded at the rates of 
exchange prevailing on dates of transactions. At each statement of financial position date, monetary assets and 
liabilities that are denominated in foreign currencies are translated at the rates prevailing at that date.  
 
e) Financial Instruments 
 
Financial assets and liabilities are recognized when the Corporation becomes a party to the contractual provisions 
of the instrument. Financial assets are derecognized when the rights to receive cash flows from the assets have 
expired or have been transferred and the Corporation has transferred substantially all risks and rewards of 
ownership. Financial liabilities are derecognized when the obligation specified in the contract is discharged, 
cancelled or expires. 
 
Financial Assets 
 
Financial assets are initially measured at fair value. If the financial asset is not subsequently accounted for at fair 
value, then the initial measurement includes transaction costs that are directly attributable to the asset’s 
acquisition or origination. On initial recognition, the Corporation classifies its financial assets in the following 
measurement categories: 
 

 measured subsequently at amortized cost; and 

 measured subsequently at fair value (either through other comprehensive income (loss), or through net 
income (loss)). 

 
Investments in equity instruments are classified at fair value through net loss, unless the Corporation makes, on 
an instrument-by-instrument basis, an irrevocable election at the time of initial recognition to present in other 
comprehensive income its changes in fair value. For investments in debt instruments, the classification depends 
on the entity’s business model for managing the financial assets and the contractual terms of the cash flows. For 
assets measured at fair value, gains and losses will either be recorded in net loss or other comprehensive income.  
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For the years ended December 31, 2018 and 2017 
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2.  Summary of Significant Accounting Policies – continued – 
 

e) Financial Instruments – continued – 
 
i) Financial assets measured at amortized cost 
 
A financial asset is subsequently measured at amortized cost, using the effective interest method and net of any 
impairment loss, if: 
 

 the financial asset is held within a business model whose objective is to hold financial assets in order 
to collect contractual cash flows; and 

 the contractual terms of the financial asset give rise on specified dates to cash flows that are solely 
payments of principal and interest on the principal amount outstanding. 

 
ii) Financial assets measured at fair value 
 
A financial asset shall be measured at fair value through net loss unless it is measured at amortised cost or at fair 
value through other comprehensive income. 
 
A financial asset shall be measured at fair value through other comprehensive income if both of the following 
conditions are met: 
 

 the financial asset is held within a business model whose objective is achieved by both collecting 
contractual cash flows and selling financial assets; and 

 the contractual terms of the financial asset give rise on specified dates to cash flows that are solely 
payments of principal and interest on the principal amount outstanding. 

 
For investments in debt instruments, this will depend on the business model in which the investment is held. For 
investments in equity instruments that are not held for trading, this will depend on whether the Corporation has 
made an irrevocable election at the time of initial recognition to account for the equity investment at fair value 
through other comprehensive income, in which case, gains and losses will never be reclassified to net loss. 
Dividends earned from such investments are recognized in net loss, unless the dividend clearly represents a 
repayment of part of the cost of the investment. 
 
iii) Impairment 
 
The Corporation assesses on a forward looking basis the expected credit losses associated with its debt 
instruments carried at amortized cost and through other comprehensive income (loss). The impairment 
methodology applied depends on whether there has been a significant increase in credit risk.  
 
The Corporation assume that the credit risk on a financial instrument has not increased significantly since initial 
recognition if the financial instrument is determined to have low credit risk at the reporting date. Such assessment 
exists if the financial instrument has a low risk of default, the borrower has a strong capacity to meet its 
contractual cash flow obligations in the near term and adverse changes in economic and business conditions in 
the longer term may, but will not necessarily, reduce the ability of the borrower to fulfil its contractual cash flow 
obligations. An external rating of investment grade is considered to indicate that a financial instrument that may 
be considered as having low credit risk. 
 
For trade receivables, the Company applies the simplified approach permitted by IFRS 9, which requires expected 
lifetime losses to be recognized from initial recognition of the receivables. 
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For the years ended December 31, 2018 and 2017 
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2.  Summary of Significant Accounting Policies – continued – 
 
e) Financial Instruments – continued – 
 
Financial Liabilities 
 
Financial liabilities are initially recorded at fair value net of any directly attributable transaction costs. Subsequent 
to initial recognition these financial instruments are measured at amortized cost using the effective interest 
method. 
 
Embedded Derivatives 
 
An embedded derivative is a component of a hybrid contract that also includes a non-derivative host, with the 
effect that some of the cash flows of the combined instrument vary in a way similar to a stand-alone derivative.  
 
If a hybrid contract contains a host that is a financial asset, the entire hybrid contract is measured at fair value 
through net loss. If a hybrid contract contains a host that is not a financial asset, embedded derivatives are 
recorded at fair value separately from the host contract when their economic characteristics and risks are not 
clearly and closely related to those of the host contract. Subsequent changes in fair value are recorded in the 
consolidated statements of loss. 
 
The convertible debentures issued by the Corporation are a hybrid financial instrument that can be converted 
into common shares of the Corporation at the option of the holder, where the number of shares to be issued 
does not vary but where the fair value of the consideration will change because the Corporation’s functional 
currency is in Canadian dollars while the convertible debentures are denominated in US dollars. The hybrid 
financial instrument is recognized as a liability, with the initial carrying value of the convertible debentures (host) 
being the residual amount of the proceeds after separating the derivative component, which is recognized at fair 
value. Any directly attributable transaction costs are allocated to the host and derivative components in 
proportion to their initial carrying amounts. Subsequent to initial recognition, the host component of the hybrid 
financial instrument is measured at amortized cost using the effective interest method. The derivative component 
of the hybrid financial instrument is measured at fair value through profit and loss. Subsequent changes in fair 
value are recorded in the consolidated statements of loss. 

 
f) Derivatives and hedging activities 
 
Derivatives are initially recognized at fair value on the date a derivative contract is entered into and are 
subsequently re-measured to their fair value at the end of each reporting period. The accounting for subsequent 
changes in fair value depends on whether the derivative is designated as a hedging instrument, and if so, the 
nature of the item being hedged and the type of hedge relationship designated. The Corporation designates 
certain derivatives as cash flow hedges, being hedges of a particular risk associated with the cash flows of 
recognized assets and liabilities and highly probable forecast transactions. 
 
Derivative financial instruments designated in a hedging relationship 
 
The Corporation documents at the inception of the hedging transaction the economic relationship between 
hedging instruments and hedged items, including whether the hedging instrument is expected to offset changes 
in cash flows of hedged items and the sources of ineffectiveness. The Corporation documents its risk management 
objective and strategy for undertaking various hedge transactions at the inception of each hedge relationship. 
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2.  Summary of Significant Accounting Policies – continued – 
 
f) Derivatives and hedging activities – continued – 
 
Derivative financial instruments not designated in a hedging relationship – continued – 
 
The fair values of derivative financial instruments used for hedging purposes are disclosed in Note 8 – Fair Value. 
Movements in the hedging reserve presented in accumulated other comprehensive income are shown in the 
consolidated statements of earnings (loss) and comprehensive income (loss). The full fair value of a hedging 
derivative is classified as a non-current asset or liability when the remaining maturity of the hedged item is more 
than 12 months; it is classified as a current asset or liability when the remaining maturity of the hedged item is 
less than 12 months. 

 
i) Cash flow hedges 

 
The effective portion of changes in the fair value of derivatives that are designated and qualify as cash flow hedges 
is recognized in other comprehensive income and accumulated other comprehensive income, limited to the 
cumulative change in fair value of the hedged item on a present value basis from the inception of the hedge. The 
gain or loss relating to the ineffective portion is recognized immediately in net loss within financial expenses 
(income). 
 
When forward contracts are used to hedge forecast transactions, the Corporation generally designates only the 
change in fair value of the forward contract related to the spot component as the hedging instrument. Gains or 
losses relating to the effective portion of the change in the spot component of the forward contracts are 
recognized in the cash flow hedge reserve within other comprehensive income. The change in the forward 
element of the contract that relates to the hedged item (aligned forward element) is recognized within other 
comprehensive income in the costs of hedging reserve. In some cases, the Corporation may designate the full 
change in fair value of the forward contract (including forward points) as the hedging instrument. In such cases, 
the gains or losses relating to the effective portion of the change in fair value of the entire forward contract are 
recognized in the cash flow hedge reserve. 
 
When option contracts are used to hedge forecast transactions, the Corporation designates only the intrinsic 
value of the option contract related to the spot component as the hedging instrument. Gains or losses relating to 
the effective portion of the change in the spot component of the intrinsic value of the option contracts are 
recognized in the cash flow hedge reserve within other comprehensive income. The change in the time value of 
the option contracts that relate to the hedged item (aligned time value element), and the change in the forward 
element of the contract that relates to the hedged item (aligned forward element), are recognized within other 
comprehensive income in the costs of hedging reserve. 
 
Amounts in accumulated other comprehensive income are reclassified to net loss in the periods when the hedged 
item affects net loss. The gain or loss relating to the effective portion of forward foreign exchange contracts 
hedging foreign currency denominated sales is recognized in net loss within revenues, along with the aligned time 
value element and aligned forward element, as applicable. 
 
When a hedging instrument expires or is sold or terminated, or when a hedge no longer meets the criteria for 
hedge accounting, any cumulative gain or loss existing in accumulated other comprehensive income at that time 
remains in equity and is recognized when the forecast transaction is ultimately recognized in net loss. When a 
forecast transaction is no longer expected to occur, the cumulative gain or loss that was reported in accumulated 
other comprehensive income is immediately reclassified to net loss. 
 
Hedge in effectiveness is recognized in net loss within financial expenses (income). 
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2.  Summary of Significant Accounting Policies – continued – 
 
f) Derivatives and hedging activities – continued – 

 
Derivatives that do not qualify for hedge accounting 
 
Certain derivative instruments do not qualify for hedge accounting or have not been designated in a hedging 
relationship. Changes in the fair value of any such derivative instrument are recognized immediately in net loss 
and are included in financial expenses (income). 

 
g) Cash and Cash Equivalents 
 
For purposes of reporting cash flows, the Corporation considers cash and cash equivalents to include amounts 
held with banks and highly liquid debt investments which are readily convertible into cash and had remaining 
maturities at the point of purchase of less than 90 days.  The Corporation uses highly liquid debt instruments for 
cash management purposes, rather than strictly for investment purposes.  
 
h) Short-Term Investments 
 
The Corporation considers short-term investments to include amounts held with remaining maturities at the 
point of purchase of more than 90 days and less than one year.  
 
i) Inventories  
 
Diamond ore is measured and valued at the lower of average production costs and net realizable value. Net 
realizable value is the estimated selling price of the diamonds based on the prevailing diamond price on the 
reporting date, less estimated costs to complete production and to bring the diamonds to sale. Production costs 
that are capitalized as inventory include the costs directly related to bringing the inventory to its current 
condition, such as materials, labour, other direct costs (including external services and depreciation, depletion 
and amortization) and production related overheads.  
 
Stockpiled ore represents coarse ore that has been extracted from the mine and is stored for future processing. 
Stockpiled ore value is based on the costs incurred (including depreciation and amortization) in bringing the ore 
to the stockpile. Costs are added to the stockpiled ore based on current mining costs per tonne and are removed 
at the average cost per tonne of ore in the stockpile. 
 
Rough diamonds classified as finished goods comprise carats that have been subject to the sorting and valuation 
process. Rough diamonds that have not been subject to or that are still undergoing sorting and valuation at period 
end are classified as work in progress inventory. 
 
Other materials and supply inventories are valued at the lower of the average cost and net realizable value. 
Obsolete, redundant and slow moving inventories are identified at each reporting date and written down to their 
net realizable values. 
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2.  Summary of Significant Accounting Policies – continued – 
 

j) Provisions 
 
Asset Retirement Obligation 
 
An obligation to incur restoration, rehabilitation and environmental costs arises when an environmental 
disturbance is caused by the exploration, development or ongoing production of a mineral property. Such costs 
arising for the decommissioning of plant and other site preparation work, discounted to their net present value, 
are provided for and capitalized to the carrying value of the assets, as soon as a legal or constructive obligation 
to incur such costs arises. A pre-tax discount rate that reflects the current market assessment of the time value 
of money and the risks specific to the liability is used to calculate the net present value. The related liability is 
adjusted in each period to reflect the accretion related to the time value of money, changes to the pre-tax 
discount rate and changes in the amount or timing of the underlying cash flows needed to settle the obligation.  
 
Changes to provisions that were capitalized on initial recognition to the cost of the related asset are added to or 
deducted from the carrying amount of the asset. The accretion of the liability is recognized as part of financial 
expenses in the consolidated statements of (loss) income. 

 
Other Provisions  
 
Provisions are recognized when a legal or constructive obligation exists, as a result of past events, and it is 
probable that an outflow of resources that can be reliably estimated will be required to settle the obligation. 
Where the effect is material, the provision is discounted using an appropriate pre-tax market-based discount rate. 
 
k) Deferred Transaction Costs 
 
Fees paid on the establishment of loan facilities are recognized as transaction costs to the extent that it is 
probable that some or all of the facility will be drawn down. Transaction costs are deferred until the facility is 
arranged and draw-down occurs at which time the deferred fees will be offset against the loan proceeds. When 
it is determined that a loan facility will not close as contemplated, the deferred fees are expensed.  
 
Professional fees and other expenses related to the offerings of subscription receipts, convertible debentures and 
equipment financing, are deferred until these financing transactions close at which time the deferred fees will be 
offset against the financing transaction to which they relate. Professional fees and other expenses related to the 
Stream are accounted for as deferred contract acquisition costs and are recognized as cost of sales upon 
recognition of the anticipated diamond sales to the counterparties of the Stream. When it is determined that a 
financing transaction will not close as contemplated, the deferred transaction costs are expensed. 
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2.  Summary of Significant Accounting Policies – continued – 
 
l) Property, Plant and Equipment  
 
Property, plant and equipment are recorded at cost less accumulated depreciation and any accumulated 
impairment losses. 
 
Cost comprises the fair value of consideration given to acquire an asset and includes the direct charges associated 
with bringing the asset to the location and condition necessary to put the asset into use, including borrowing 
costs on qualifying assets, as well as the present value of future cost of dismantling and removing the plant and 
associated infrastructure and restoring and rehabilitating the land on which it is situated. When significant parts 
of an item of property, plant and equipment have different useful lives, they are accounted for as separate items 
(major components) of property, plant and equipment. Replacement cost, including major inspection and 
overhaul expenditures are capitalized as components of property, plant and equipment, which are accounted for 
separately. 
 
Gains and losses on disposal of items of property, plant and equipment are determined by comparing the 
proceeds from disposal with the carrying amount of the property, plant and equipment and are recognized in 
cost of sales for assets used in production and in administration and selling expenses for all other assets. 
 
Depreciation related to assets used in production is recorded in cost of sales while the depreciation of all other 
assets is recorded in selling, general and administrative expenses. Depreciation is calculated so as to allocate the 
cost of each asset over its expected useful life to its estimated residual value. The estimated useful lives, residual 
values and depreciation methods are reviewed at the end of each annual reporting period. Significant 
components of individual assets are assessed and, if a component has a useful life that is different from the 
remainder of that asset, then that component is depreciated separately. Mineral properties are depreciated on 
a unit-of-production method as their reserves are being depleted. 

 
Property, plant and equipment are depreciated annually at the following rates: 
 

Buildings, Camp and Accommodations Straight-line between 10 and 14 years 
Plant and equipment Straight-line between 10 and 14 years 
Road & Airstrip Straight-line over 14 years 
Leasehold Improvements  Lease term 
Exploration, Laboratory and Office Equipment 10-50% declining balance 
Vehicles and machinery Straight-line between 3 and 13 years 
Mineral Properties, including underground 

development 
Unit-of-production relative to the proven and 

probable reserves of specific ore deposits or  
total ore deposit. 

 

Exploration and Evaluation Expenses and Mineral Properties  
 
Exploration and evaluation expenses include expenditures associated with geological and geophysical studies, 
expenses related to the initial search for deposits with economic potential such as exploratory drilling, sampling 
and activities involved in evaluating the technical feasibility and commercial validity of extracting mineral 
resources. Exploration and evaluation expenses and related financing and interest costs are expensed as incurred 
except for the costs of acquiring licenses and other expenditures associated with the acquisition of exploration 
and evaluation assets. 
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2.  Summary of Significant Accounting Policies – continued – 
 
l) Property, Plant and Equipment – continued – 
 
Exploration and Evaluation Expenses and Mineral Properties – continued – 
  
Exploration and evaluation expenditures are expensed as incurred until it has been determined that the technical 
feasibility and commercial viability of the extraction of resources from a particular mineral property have the 
potential to generate future benefits, at which time they can be capitalized. 
 
Underground development 
 
All expenditures related to the construction of mine declines, ore body access, drifts, draw points and chutes, 
including mine shafts and ventilation raises, enabling the Corporation to extract underground ore, are considered 
to be underground capital development and are capitalized if they are expected to bear future economic benefits. 
 
Stripping costs 
 
In open pit mining operations, it is necessary to remove overburden and other waste materials to access ore from 
which minerals can be extracted economically. The process of mining overburden and waste materials is referred 
to as stripping. Stripping costs incurred in order to provide initial access to the ore body (referred to as pre-
production stripping) are capitalized as mine development costs. 
 
It may be also required to remove waste materials and to incur stripping costs during the production phase of the 
mine. The Corporation recognizes a stripping activity asset if all of the below conditions are met: 
 
(i) It is probable that the future economic benefit (improved access to the component of the ore body) 

associated with the stripping activity will flow to the Corporation. 
(ii) The Corporation can identify the component of the ore body for which access has been improved. 
(iii) The costs relating to the stripping activity associated with that component can be measured reliably 

 
The Corporation measures the stripping activity at cost based on an accumulation of costs incurred to perform 
the stripping activity that improves access to the identified component of ore, plus an allocation of directly 
attributable mine site overhead costs. 
 
After initial recognition, the stripping activity asset is carried at cost less depreciation and impairment losses in 
the same way as the existing asset of which it is a part. 
 
The stripping activity asset is depreciated over the expected useful life of the identified components of the ore 
body that becomes more accessible as a result of the stripping activity using the units of production method. 
 
m) Impairment of Non-Financial Assets 
 
The carrying amounts of the Corporation’s non-financial assets are reviewed for impairment whenever facts and 
circumstances suggest that the carrying amounts may not be recoverable. If any such indication exists, the 
recoverable amount of the asset is estimated in order to determine the extent of impairment (if any). 
 
Impairment is assessed at the level of a cash-generating unit (“CGU”) which is comprised of the smallest 
identifiable group of assets that generates cash inflows, which are largely independent of the cash inflows from 
other assets.  
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2.  Summary of Significant Accounting Policies – continued – 
 
m) Impairment of Non-Financial Assets – continued – 

 
The recoverable amount is the higher of fair value less costs of disposal (“FVLCD”) and the value in use (“VIU”). In 
assessing FVLCD, the use of estimated future cash flows discounted to their present value using an after-tax 
market-based discount rate is permitted where there is no readily available information for the amount that a 
market participant would pay for the asset, less the costs of disposal. In assessing VIU, the estimated future cash 
flows are discounted to their present value using a pre-tax market-based 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 the CGU is estimated to be less than its carrying amount, the carrying amount of the 
CGU is reduced to its recoverable amount.  
 
Where an impairment loss subsequently reverses, the carrying amount of the CGU is increased to the revised 
estimate of its recoverable amount, but only to the extent that the increased carrying amount does not exceed 
the carrying amount that would have been determined had no impairment loss been recognized for the asset in 
prior years. Previously recognized impairment losses are reversed if in subsequent periods, conditions giving rise 
to the impairment reverse. 
 
n) Leases 
 
The determination of whether an arrangement is, or contains, a lease is based on the substance of the agreement 
at the inception date. 
 
Finance Leases 
 
Leases which transfer substantially all the risks and rewards incidental to ownership of the leased item to the 
Corporation as a lessee are capitalized at the inception of the lease at the fair value of the leased asset, or, if 
lower, at the present value of the minimum lease payments. Lease payments are apportioned between finance 
charges and the lease liability. 
 
Capitalized leased assets are depreciated over the shorter of the estimated useful life of the asset and the lease 
term, if there is no reasonable certainty that the Corporation will obtain ownership by the end of the term of the 
lease. 
 
Operating Leases 
 
Leases that do not transfer substantially all the risks and rewards incidental to ownership to the Corporation as a 
lessee are classified as operating leases. Operating lease payments are recognized as an expense in the 
consolidated statements of loss on a straight-line basis over the lease term. 
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2.  Summary of Significant Accounting Policies – continued – 
 
o) Contract liabilities (from January 1, 2018) 
 

Contract liabilities consist of payments received by the Corporation under the Stream (refer to note 14) in 

consideration for future commitments to deliver diamonds at contracted prices. As deliveries are made, the 
Corporation records a portion of the contract liabilities as sales, using the standalone selling price of future 
deliveries, as determined based on estimated selling prices prevailing at contract inception. The difference 
between the standalone selling price of future deliveries and the amount of the consideration being provided 
under the Stream is treated as a significant financing component accounted for separately from the revenue 
component. 
 
p) Deferred Revenue (until December 31, 2017) 
 
Deferred revenue consists of payments received by the Corporation under the Stream in consideration for future 
commitments to deliver diamonds at contracted prices. As deliveries are made, the Corporation records a portion 
of the deferred revenue as sales, based on a proportionate share of deliveries made compared with the total 
estimated contractual commitment. 
 
q) Borrowings and Borrowing Costs 
 
Borrowings are recognized initially at fair value, net of transaction costs incurred. Borrowings are subsequently 
carried at amortized cost; any difference between the proceeds (net of transaction costs) and the redemption 
value is recognized in the consolidated statements of loss or recorded within property, plant and equipment if 
borrowings directly relate to acquisition of property, plant and equipment and recognized over the period of the 
borrowings using the effective interest method.  Borrowings, including government loans that are not at a market 
rate of interest, are initially recognized at their fair value, net of transaction costs based on an estimated market 
rate. 
 
Borrowing costs that are directly attributable to the acquisition, construction or production of a qualifying asset 
are capitalized as part of the cost of the asset until such a time as the asset is substantially complete and ready 
for its intended use, and thereafter recognized over the expected useful life of the asset. All other borrowing 
costs are expensed as incurred. 

 
r) Share Capital 
 
Common shares are classified as equity. Transaction costs directly attributable to the issue of common shares are 
recognized as a deduction from equity, net of any tax effects. Proceeds from unit placements of the Corporation’s 
common share and warrants are allocated between shares and warrants issued on a pro-rata basis of their value 
within the unit using the Black-Scholes pricing model to determine the fair value of warrants issued. 
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2.  Summary of Significant Accounting Policies – continued – 
 
r) Share Capital – continued – 
 
Flow-through Shares 
 
Under Canadian income tax legislation, a company is permitted to issue flow-through shares whereby the 
Corporation agrees to incur qualifying expenditures and renounce the related income tax deductions to the 
investors. For accounting purposes, the proceeds from issuance of these shares are allocated between the 
offering of shares and the sale of tax benefits. The allocation is made based on the difference between the quoted 
price of the existing shares and the amount the investor pays for the shares. A flow-through liability is recognized 
in other liabilities on the consolidated statements of financial position for this difference or premium. Upon 
incurring these qualifying expenditures, the associated tax benefits previously recognized in other liabilities will 
be reversed into the consolidated statements of loss under current income tax recovery. 
 
s) Revenue recognition (from January 1, 2018) 
 
Revenue from the sale of rough diamonds is measured at the transaction price, being the amount of consideration 
to which the Corporation expects to be entitled in exchange for transferring promised goods. Revenue is 
recognized at the point in time when control of the asset is transferred to the customer, generally on delivery of 
the goods.   
 
t) Share-Based Payment Transactions  
 
Stock Option Plan 
 
The Corporation’s share option plan allows its directors, officers, employees and consultants to acquire shares of 
the Corporation. An individual is classified as an employee when the individual is an employee for legal or tax 
purposes or provides services similar to those performed by an employee. If and when the stock options are 
ultimately exercised, the applicable amounts of contributed surplus are transferred to share capital.  
 
Fair value is determined at the date of the grant and each tranche is recognized on a graded-vesting basis over 
the period during which the options vest and is measured using the Black-Scholes pricing model taking into 
account the terms and conditions upon which the options were granted. At each statements of financial position 
date, the amount recognized as an expense or capitalized in property, plant and equipment, is adjusted to reflect 
the actual number of share options that are expected to vest. 
 
Performance Share Unit Plan 
 
The Corporation’s Performance Share Unit (“PSU”) Plan allows its officers and key employees to acquire shares of 
the Corporation. Fair value is determined at time of grant based on the share price then effective, adjusted for 
market related performance conditions, and based on the number of PSU expected to vest (based on non-market 
performance conditions and service conditions expected to be met). Each tranche is recognized on a graded-
vesting basis over the period during which PSU vests. PSU expense is adjusted for subsequent changes in 
management’s estimate of the number of PSUs that are expected to vest. The effect of these changes is 
recognized in the period of the change. For each PSU that vests, the participant shall receive, on the settlement 
date, common shares of the Corporation to be issued from treasury. Upon settlement, the applicable amounts of 
contributed surplus are transferred to share capital.  
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2.  Summary of Significant Accounting Policies – continued – 
 
t) Share-Based Payment Transactions – continued – 

 
Deferred Share Unit Plan 
 
The Corporation’s Deferred Share Unit (“DSU”) Plan allows its directors to acquire shares of the Corporation. Fair 
value is determined at time of grant based on the share price then effective. Each DSU shall vest immediately. 
For each DSU, the participant shall receive, on the settlement date, cash or common shares of the Corporation to 
be issued from treasury at the sole discretion of the Corporation. Upon settlement, the applicable amounts of 
contributed surplus are transferred to share capital. 
 
Employee Share Purchase Plan transactions 
  
The Corporation’s employee share purchase plan (“ESPP”) allows its officers and employees to acquire shares of 
the Corporation. An individual is classified as an employee when the individual is an employee for legal or tax 
purposes or provides services similar to those performed by an employee. All permanent full-time employees 
who have been employed by the Corporation for at least three months may enroll in the ESPP.  
 
Employees may contribute up to 10% of their annual gross salary towards the purchase of shares from the 
Corporation. Six months after the employee contribution, the Corporation contributes an amount equal to 50% 
of the employee contribution, provided the employee’s shares are still in the employee’s account at the end of 
this six-month period, and that the employee remains employed by the Corporation. Once the Corporation’s 
contribution is earned, the applicable amount of contributed surplus is transferred to share capital. The fair value 
is determined at the date of the employee’s contribution and is recognized over the period during which the 
Corporation’s contribution is earned, and is measured as 50% of the eligible employee contribution. 
 
u) Income and Mining Taxes 
 
Current Income and Mining Taxes 
 
Current income and mining tax is recognized in the consolidated statements of loss, except to the extent that it 
relates to items recognized in other comprehensive loss or directly in equity. In this case, the tax is also recognized 
in other comprehensive loss or directly in equity, respectively. Mining taxes represent Canadian provincial taxes 
levied on mining operations and are classified as income taxes since such taxes are based on a percentage of 
mining profits. The current income and mining tax charge reflects the expected tax payable using the tax laws 
enacted or substantively enacted at the balance sheet date in the jurisdictions where the Corporation and its 
subsidiaries operate and generate taxable income. Management periodically evaluates positions taken in tax 
returns with respect to situations in which applicable tax regulation is subject to interpretation. It establishes 
provisions where appropriate on the basis of amounts expected to be paid to the tax authorities. 
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2.  Summary of Significant Accounting Policies – continued – 
 
Deferred Income and Mining Taxes 
 
Deferred income tax is provided using the liability method on temporary differences arising between the tax bases 
of assets and liabilities and their carrying amounts in the consolidated statements of financial position. Under 
that method, the change in the net deferred tax asset or liability is included in the consolidated statements of 
(loss) income. Deferred income tax is not accounted for if it arises from initial recognition of an asset or liability 
in a transaction other than a business combination that at the time of the transaction affects neither accounting 
nor taxable income or loss. Deferred income tax assets and liabilities are measured using enacted, or substantially 
enacted statutory rates that are expected to apply when the related deferred income tax asset is realised or the 
deferred income tax liability is settled.  
 
Deferred income tax liabilities are recognized for all taxable temporary differences. Deferred income tax assets 
are recognized for all deductible temporary differences, and the carry forward of unused tax credits and unused 
tax losses, to the extent that it is probable that future taxable amounts will be available to utilise those temporary 
differences and losses. Deferred income and mining tax assets and liabilities are presented as non-current and 
are offset when there is a legally enforceable right to offset current tax assets against current tax liabilities and 
when deferred tax assets and liabilities relate to income or mining taxes levied by the same taxation authority on 
either the same taxable entity or different taxable entities where there is an intention to settle the balances on a 
net basis. 
 
Investment Tax Credits 
 
The Corporation is eligible to receive investment tax credits (“ITCs”) related to certain of its exploration and 
evaluation expenditures. The amount of any ITC is offset against the related exploration expenses. ITCs are 
recorded only when there is a reasonable assurance that the Corporation will comply with the conditions attached 
to them and the ITC will be received. 
 
v) Earnings (Loss) per Share 
 
The calculation of earnings (loss) per share (“EPS”) is based on the weighted average number of shares 
outstanding for each period. The basic EPS is calculated by dividing the net earnings or loss attributable to the 
equity owners of the Corporation by the weighted average number of common shares outstanding during the 
period. The treasury stock method is used to determine the dilutive effect of the warrants, share options and the 
if-converted method is used for the convertible debentures. Under the treasury stock method, when the 
Corporation reports a loss, the diluted net loss per common share is equal to the basic net loss per common share 
due to the anti-dilutive effect of the outstanding warrants and share options. Under the if-converted method, the 
convertible debentures are assumed to be converted at the later of the beginning of the period or the time of 
issuance and the net loss is adjusted for transaction costs, interest accretion, and, the impact of changes in foreign 
exchange rates on the convertible debenture and the fair value fluctuation of the embedded derivatives. 



Stornoway Diamond Corporation 
Notes to Consolidated Financial Statements 
For the years ended December 31, 2018 and 2017 
(tabular amounts expressed in thousands of Canadian dollars, unless otherwise stated) 

 

Page 21 of 61 

3.  New Accounting Standards and Interpretations 
 

New standards and interpretations adopted 
 
IFRS 9 – Financial Instruments  
 
On January 1, 2018, the Corporation adopted IFRS 9, Financial Instruments which replaced IAS 39, Financial 
Instruments: Recognition and Measurement, bringing together all three aspects of the accounting for financial 
instruments: classification and measurement; impairment; and hedge accounting. 
 
The Corporation applied IFRS 9 retrospectively with restatement of prior periods, but there was no impact on the 
opening balance sheet as of January 1, 2018, and January 1, 2017 and on the information for the year ended 
December 31, 2017, other than the changes described below.  
 
i) Assets and liabilities 
 
IFRS 9 uses a single approach to determine whether a financial asset is measured at amortized cost or fair value, 
replacing the multiple rules in IAS 39. The approach in IFRS 9 is based on how an entity manages its financial 
instruments and the contractual cash flow characteristics of the financial assets. Most of the requirements in IAS 
39 for classification and measurement of financial liabilities were carried forward in IFRS 9. 
 
The following table summarizes the classification and measurement changes for the Corporation’s financial assets 
and liabilities as of January 1, 2017 and 2018: 
 
 Category under IAS 39 Category under IFRS 9 

   

Financial assets:   

Cash and cash equivalents Loans and receivables Amortized cost 

Short-term investments Loans and receivables Amortized cost 

Accounts receivable Loans and receivables Amortized cost 

Other accounts receivable Loans and receivables Amortized cost 

Other financial assets Loans and receivables Amortized cost 

Investments in equity instruments (included in other  Designated at fair value through 

financial assets Available-for-sale other comprehensive loss 

   

Financial liabilities:   

Payables and accrued liabilities Other financial liabilities Amortized cost 

Long-term debt Other financial liabilities Amortized cost 

Convertible debenture - Host Other financial liabilities Amortized cost 

Convertible debenture - Derivative Held-for-trading Fair value through net income (loss) 

   

Derivative financial instruments Held-for-trading Fair value through net income (loss)1) 

1)  Subject to hedge accounting for certain instruments designated in hedging relationships 

The accounting for these instruments and the line item in which they are included in the consolidated statements 
of financial position are unaffected by the adoption of IFRS 9, and no measurement adjustments are required to 
the Corporation’s financial assets and liabilities. However, the equity instruments that were previously classified 
as available-for-sale and that have been designated at fair value through other comprehensive income (loss) are 
no longer subject to impairment assessments and gains and losses on disposal will never be recognized in net 
income (loss). 
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3.  New Accounting Standards and Interpretations – continued – 
 

New standards and interpretations adopted – continued – 
 

IFRS 9 – Financial Instruments – continued – 
 
ii) Hedge accounting 
 
The foreign currency forward contracts and foreign currency option contracts in place as at December 31, 2017 
qualified as cash flow hedges under IFRS 9. The Corporation’s risk management strategies and hedge 
documentation are aligned with the requirements of IFRS 9 and these relationships are therefore treated as 
continuing hedges. 
 
For foreign currency forward contracts, changes in the fair value related to forward points were recognized in the 
statement of profit or loss prior to January 1, 2018. For foreign currency option contracts, changes in the fair 
value related to the forward elements and changes in time value of the option contracts were recognized in the 
statement of profit or loss prior to January 1, 2018. 
 
Since adoption of IFRS 9, the Corporation recognizes changes in the fair value of foreign currency forward 
contracts attributable to forward points, and for foreign currency option contracts, the changes in the fair value 
related to the forward elements and changes in time value of the option contracts, in the costs of hedging reserve 
within equity. This change has been applied retrospectively for foreign currency forward contracts and for foreign 
currency option contracts in cash flow hedge relationships, resulting in a retrospective reclassification of a $0.4 
million loss from financial expenses to the costs of hedging reserve in other comprehensive loss for the year 
ended December 31, 2017. 
 
The amounts by which each financial line item is affected by the application of IFRS 9 when compared to legacy 
requirements is as follows for the year ended December 31, 2017. Line items that were not affected by the 
changes have not been included. As a result, the sub-totals and totals disclosed cannot be recalculated from the 
numbers provided.
 
  For the year ended December 31,  2017 

 Legacy   

 standards   

 (pro forma) Impacts IFRS 9 

    

Foreign exchange loss (gain) (7,919) (413) (8,332) 

Income before tax (143,344) 413 (142,931) 

Net income (114,633) 413 (114,220) 

Earnings  (loss) per share - Basic and Diluted (0.14) Nil (0.14) 

Net gain (loss) on change in fair value of derivative    

financial instruments designated as cash flow hedge (328) (413) (741) 

Comprehensive loss (114,833) - (114,833) 

iii) Impairment of financial assets 
 
The adoption of IFRS 9 had no impact on the impairment of the Corporation’s financial assets. 
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3.  New Accounting Standards and Interpretations – continued – 
 

New standards and interpretations adopted – continued – 
 
IFRS 15 – Revenue from Contracts with Customers  
 
On January 1, 2018, IFRS 15, Revenue from Contracts with Customers superseded IAS 11, Construction Contracts, 
IAS 18, Revenue (hereinafter referred to as “legacy standards”) and related Interpretations and it applies to all 
revenue arising from contracts with customers, unless those contracts are in the scope of other standards. Under 
IFRS 15, revenue is recognized at an amount that reflects the consideration to which an entity expects to be 
entitled in exchange for transferring goods or services to a customer.  
 
The Corporation adopted IFRS 15 using the modified retrospective method of adoption and consequently the 
comparative information has not been adjusted.  
 
The Corporation’s contracts with customers for the sale of diamonds generally include one performance 
obligation. The Corporation has concluded that revenue from sale of diamonds should be recognized at the point 
in time when control of the asset is transferred to the customer and selling prices are known, generally on delivery 
of the diamonds. Therefore, the adoption of IFRS 15 did not have an impact on the timing of revenue recognition. 
 
Under the Stream, the Corporation received advances in consideration for future commitment to deliver 
diamonds at contracted price. Prior to the adoption of IFRS 15, the Corporation presented these advances as 
deferred revenue in the consolidated statements of financial position. No interest was accrued on the long-term 
advances received under the previous accounting policy. The Corporation concluded that the contracted price is 
discounted to take into consideration a significant financing component that should be accounted for separately 
and as a result both revenues and financial expenses should increase. In addition, nomenclature for deferred 
revenue was revised to contract liabilities.  
 
Upon adoption of IFRS 15, on January 1, 2018, the Corporation increased contract liabilities for the net accretion 
of financial expenses on the advances received by $83.7 million and increased related deferred tax asset and 
Property, Plant and Equipment by $1.3 million and $82.4 million respectively. The increase to Property, Plant and 
Equipment relates to $44.8 million of capitalized Stream borrowing costs up to December 31, 2016, net of a 
$3.3 million depreciation expense, and a $40.9 million reduction to the $171.0 million impairment charge 
recognized on December 31, 2017, reflecting a commensurate change in the carrying amount of the Renard Mine 
CGU. 
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3.  New Accounting Standards and Interpretations – continued – 
 

New standards and interpretations adopted – continued – 
 
IFRS 15 – Revenue from Contracts with Customers – continued – 
 
The amounts by which each financial line item is affected by the application of IFRS 15 when compared to the 
legacy revenue requirements is set out in the tables below. Line items that were not affected by the changes have 
not been included. As a result, the sub-totals and totals disclosed cannot be recalculated from the numbers 
provided.
 

  As at December 31, 2018 

 Legacy standards  IFRS 15 

 (pro forma) Impacts (as reported) 

    

ASSETS    

Property, Plant and Equipment 896,785 76,488 973,273 

Deferred income tax assets (960) 12,347 11,387 

Total assets 1,044,267 88,835 1,133,102 

    

LIABILITIES    

Current portion of contract liabilities 35,206 23,566 58,772 

Non-current portion of contract liabilities 288,509 95,829 384,338 

Total liabilities 728,338 119,395 847,733 

    

EQUITY    

Deficit (627,865) (30,560) (658,425) 

Total equity 315,929 (30,560) 285,369 

Total liabilities and equity 1,044,267 88,835 1,133,102 

 

 For the year ended December 31, 2018 

 Legacy standards  IFRS 15 

 (pro forma) Impacts (as reported) 

    

Revenues  145,130 20,357 165,487 

Depreciation 89,615 5,862 95,477 

Gross loss (76,152) 14,495 (61,657) 

Loss from operations (180,666) 14,495 (166,171) 

Financial expenses 26,128 56,074 82,202 

Net loss before tax (216,507) (41,578) (258,085) 

Deferred income tax expense 88,425 (11,018) 77,407 

Total income tax expense 82,285 (11,018) 71,267 

Net loss (298,792) (30,560) (329,352) 

Loss per share - Basic and Diluted (0.36) (0.03) (0.39) 
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3.  New Accounting Standards and Interpretations – continued – 
 
New standards and interpretations not yet adopted 
 
A number of new standards, and amendments to standards and interpretations, are not yet effective for the year 
ended December 31, 2018 and have not been applied in preparing these consolidated financial statements. New 
standards and amendments to standards and interpretations that are currently under review include: 
 
IFRS 16 – Leases 
 
IFRS 16 was issued in January 2016 and it replaces IAS 17 Leases, IFRIC 4 Determining whether an Arrangement 
contains a Lease, SIC-15 Operating Leases-Incentives and SIC-27 Evaluating the Substance of Transactions 
Involving the Legal Form of a Lease. IFRS 16 sets out the principles for the recognition, measurement, presentation 
and disclosure of leases and requires lessees to account for all leases under a single on-balance sheet model 
similar to the accounting for finance leases under IAS 17. The standard includes two recognition exemptions for 
lessees: leases of “low-value” assets; and short-term leases (i.e., leases with a lease term of 12 months or less). 
At the commencement date of a lease, a lessee will recognise a liability to make lease payments (i.e., the lease 
liability) and an asset representing the right to use the underlying asset during the lease term (i.e., the right-of-
use asset). Lessees will be required to separately recognize the interest expense on the lease liability and the 
depreciation expense on the right-of-use asset.  

Lessees will be also required to remeasure the lease liability upon the occurrence of certain events (e.g., a change 
in the lease term, a change in future lease payments resulting from a change in an index or rate used to determine 
those payments). The lessee will generally recognize the amount of the remeasurement of the lease liability as 
an adjustment to the right-of-use asset.  

IFRS 16 also requires more extensive disclosures than under IAS 17. 

Transition to IFRS 16  

IFRS 16 is effective for the Corporation’s annual period beginning on January 1, 2019. A lessee can choose to apply 
the standard using either a full retrospective or a modified retrospective approach. The standard’s transition 
provisions permit certain reliefs. The Corporation plans to adopt IFRS 16 using the modified retrospective 
approach, which means it will apply the standard from January 1, 2019, the cumulative impact of adoption will 
be recognized as at January 1, 2019 and comparatives will not be restated.  

In 2018, the Corporation continued to progress its detailed impact assessment by reviewing contracts, 
aggregating data to support the evaluation of the accounting impacts and identifying where key policy decisions 
were required. Further work on process improvements and reaching conclusions on the Corporation’s accounting 
interpretations is continuing. 

Management is currently assessing the impact of adopting IFRS 16 on its consolidated financial statements.  
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3.  New Accounting Standards and Interpretations – continued – 
 
New standards and interpretations not yet adopted – continued – 
 
IFRIC 23 – Uncertainty over Income Tax Treatments 
 
On June 7, 2017, the IFRS IC issued IFRIC Interpretation 23, Uncertainty over Income Tax Treatments. The 
Interpretation is applicable for the Corporation’s annual period beginning on January 1, 2019. Earlier application 
is permitted. 
 
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. 
 
The Interpretation requires an entity to: 
 
i) contemplate whether uncertain tax treatments should be considered separately, or together as a group, 

based on which approach better predicts the outcome; 
ii) reflect an uncertainty in the amount of income tax payable (recoverable) if it is probable that it will pay 

(or recover) an amount for the uncertainty; and 
iii) measure a tax uncertainty based on the most likely amount or expected value depending on whichever 

method better predicts the amount payable (recoverable). 
 

The Corporation will adopt the Interpretation in its consolidated financial statements for the annual period 
beginning on January 1, 2019. Management is currently reviewing the impact of adopting IFRIC 23 in its 
consolidated financial statements. 
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4.  Critical Accounting Estimates and Judgments 
 
a) Management Exercise of Judgment 
 
The preparation of the Corporation’s consolidated financial statements under IFRS requires management to make 
estimates and assumptions about future events and apply judgments that affect the reported amounts of assets 
and liabilities at the date of the consolidated financial statements, the reported amounts of expenses during the 
reporting period and the related disclosures. These assumptions, estimates and judgments are based on historical 
experience, current trends and other factors that management believes to be relevant at the time the 
consolidated financial statements are prepared.  
 
b) Accounting Estimates 
 
On a regular basis, management reviews the Corporation’s accounting policies and the related assumptions and 
estimates so that the consolidated financial statements are presented fairly and in accordance with IFRS and IFRIC 
Interpretations. Critical accounting estimates are those that have a significant risk of having a material impact on 
the carrying amounts of assets and liabilities within the next financial year. The annual audited consolidated 
financial statements include estimates which, by their nature, are uncertain. The impacts of such estimates are 
pervasive throughout the consolidated financial statements, and may require accounting adjustments based on 
future occurrences. Revisions to accounting estimates are recognized in the period in which the estimate is 
revised and the revision affects both current and future periods. 
 
Impairment of Non-Financial Assets 
 
The Corporation’s management reviews the carrying value of the Corporation’s non-financial assets when there 
are events or circumstances that may indicate impairment. This determination requires significant judgment. 
Factors that could trigger an impairment review of non-financial assets include, but are not limited to, significant 
negative industry or economic trends including the price of diamonds, change in foreign exchange rates, changes 
in mineral reserves, changes in diamond grades and recoveries, and /or a decrease in the market capitalization 
of the Corporation. 
 
IAS 36, Impairment of Assets, uses a two-step approach to a) identify if an impairment indicator exists and b) to 
measure an impairment loss, which is based on comparing the carrying value to the recoverable amount. The 
recoverable amount is the higher of value in use, which is based on discounted cash flows, and fair value less 
costs of disposal (the amount obtainable from the sale of an asset or a cash-generating unit (“CGU”) in an arm’s 
length transaction between knowledgeable, willing parties, less the costs of disposal). Where there is no binding 
sale agreement or active market, fair value less costs of disposal is based on the best information available to 
estimate what after-tax rate of return a market participant might expect to achieve for an arm’s length acquisition 
of the CGU, using estimated cash-flows which include future capital expenditures. 
 
Included in property, plant and equipment are capitalized costs for the Renard Diamond Mine (“Renard Mine 
CGU”), which is the Corporation’s most significant non-financial asset. The Corporation determined that only one 
CGU existed at the consolidated level as at December 31, 2018, for which Management assessed the recoverable 
amount. 
 
As at December 31, 2018, the carrying value of the Renard Mine CGU exceeded its estimated recoverable amount 
resulting in an impairment charge of $83 million being recognized in the consolidated statements of loss, related 
to mineral properties in property, plant and equipment, reflecting an outlook of lower than expected diamond 
pricing. 
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4.  Critical Accounting Estimates and Judgments – continued – 
 
b) Accounting Estimates – continued – 
 
Impairment of Non-Financial Assets – continued – 
 
The Renard Mine CGU’s recoverable amount of $542 million as at December 31, 2018 was determined using 
FVLCD, which was calculated based on projected future cash flows utilizing the latest information available and 
Management’s estimates, including; throughput and grade, revenues, operating costs, general and administrative 
costs, capital expenditures, foreign exchange rates and diamond price, including anticipated increases in pricing 
by way of size distribution and quality profile improvements following plant adjustments and improving market 
dynamics. Projected future cash flows also include cash flows arising from mineral resources that are expected 
to be converted as mineral reserves. 
 
These projected cash flows were prepared using a 2% inflation estimate, a 2.5% escalation factor on diamond 
pricing, and discounted using a post-tax discount rate of 9.75% on cash flows from proven and probable mineral 
reserves, and 12.75% on cash flows from mineral resources expected to be converted as mineral reserves, in each 
case representing the estimated weighted average cost of capital. These rates were estimated based on the 
capital asset pricing model where the costs of equity and debt were based on, among other things, estimated 
interest rates, market returns on equity, share volatility, leverage and risks specific to the mining sector and the 
Renard Mine CGU. The valuation is considered to be level 3 in the fair value hierarchy due to unobservable inputs. 
 
Sensitivities 
 
The projected cash flows and estimated FVLCD can be affected by any one or more changes in the estimates used. 
Changes in diamond price per carat and discount rate have the most substantial influence on the Renard Mine 
CGU’s valuation. A 10% change in diamond price per carat and foreign exchange rates would each change FVLCD 
by approximately $167 million, while a 0.5% increment in the discount rate would change FVLCD by approximately 
$15 million. If the Renard Mine CGU were to continue to operate at current diamond pricing levels, there would 
be a further impairment charge. 
 
Evaluation of going concern assumption 
 
The assessment of the Corporation’s ability to execute its strategy by funding future working capital requirements 
involves judgment. Estimates and assumptions are continually assessed and are based on historical experience 
and other factors, including expectations of future events that are believed to be reasonable under the 
circumstances, such as market diamond prices. 
 
Mineral Reserves and Resources 
 
The Corporation’s detailed life of mine model includes estimates of mineral reserves. Estimating mineral reserves 
is a complex process involving many variables and assumptions, including many factors beyond the Corporation’s 
control. Reserve estimation is a subjective process, and the accuracy of any reserve estimate is a function of the 
quality of available data and engineering and of geological interpretation and judgment. This process involves 
variables such as geological data on the size, shape and internal geology of the kimberlite body, production cost 
estimates and the future price of diamonds. Mineral reserves and resources have been estimated by the 
Corporation’s Qualified Persons in accordance with definitions and guidelines adopted by the Canadian Institute 
of Mining, Metallurgy and Petroleum (CIM “Standards on Mineral Resources and Reserves). Results from drilling, 
testing and production, as well as material changes in commodity prices subsequent to the date of an estimate, 
may justify revision of such estimate. 
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4.  Critical Accounting Estimates and Judgments – continued – 
 
b) Accounting Estimates – continued – 
 
Mineral Reserves and Resources – continued – 
 
Mineral reserve estimates may impact the carrying value of mine property, plant and equipment, depreciation 
charges and asset retirement obligations. Mineral resources estimates expected to be converted into mineral 
reserves may impact impairment of non-financial assets and recognition of deferred income tax assets.  

 
Asset Retirement Obligations 
 
The Corporation has recorded an asset retirement obligation which reflects the present value of the estimated 
amount of undiscounted cash flow required to satisfy the asset retirement obligation in respect of the Renard 
Diamond Mine in Québec. The primary component of this obligation is the removal of equipment currently used 
at the site as well as costs associated with restoration and re-vegetation of the property.  
 
Future remediation costs are accrued at the end of each period based on management’s best estimate of the 
undiscounted cash costs required for future remediation activities. Changes in estimates are reflected in the 
period during which an estimate is revised. Accounting for reclamation and remediation obligations requires 
management to make estimates of the future costs to be incurred to complete the reclamation and remediation 
work which is required to comply with existing laws, regulations and constructive obligation. Estimates for future 
remediation costs are dependent on labour costs, known environmental impacts, the effectiveness of remedial 
and restoration measures, inflation rates and pre-tax interest rates that reflect a current market assessment of 
the time value of money and the risk specific to the obligation. The Corporation also estimates the timing of the 
outlays, which is subject to change depending on continued exploitation, change in mine plan and newly 
discovered mineral reserves. 

 
Actual costs incurred may differ from those estimated amounts. Also, future changes to environmental laws and 
regulations and the Corporation’s intent could increase the extent of reclamation and remediation work required 
to be performed by the Corporation. Increases in future costs could materially impact the amounts charged to 
operations for reclamation and remediation.  
 
The Corporation assesses the asset retirement obligation at each statement of financial position date for changes 
in the estimated amount of the obligation, timing of future cash flows and changes in the discount rate.  
 
Fair Value of Embedded Derivatives 
 
On July 8, 2014, the Corporation issued convertible debentures for gross proceeds of $86.7 million (US$81.3 
million converted into Canadian dollars at an exchange rate of 1.0674 as at July 8, 2014), before a discount to the 
purchaser of 4% (US$3.3 million) of the principal amount. The convertible debentures contain a compound 
embedded derivative which consists of conversion and early redemption options. The derivative is measured at 
fair value through profit and loss and its fair value must be measured at each reporting period, with subsequent 
changes in fair value recorded in the consolidated statements of loss.  To estimate the fair value of the derivative 
at the July 8, 2014 inception date and again at subsequent reporting dates, a derivative valuation model was used.  
Several key assumptions affect the results of this calculation, including estimated share price volatility, the 
probability of a change of control and the estimated credit spread. See Note 13 for details on the assumptions 
used to determine the fair value of the derivative. 
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4.  Critical Accounting Estimates and Judgments – continued – 
 
b) Accounting Estimates – continued – 
 
Income Taxes 
 
Management continually evaluates the likelihood that it is probable that its deferred tax assets will be realized. 
This requires management to assess whether it is probable that sufficient taxable income will exist in the future 
to utilize these losses within the carry-forward period. By its nature, this assessment requires significant 
judgment. 

 
Contingencies 
 
Contingencies can be either possible assets or possible liabilities arising from past events which, by their nature, 
will only be resolved when one or more future events not wholly within our control occur or fail to occur. The 
assessment of such contingencies inherently involves the exercise of significant judgment and estimates of the 
outcome of future events. In assessing loss contingencies related to legal proceedings that are pending against 
us or unasserted claims that may result in such proceedings or regulatory or government actions that may 
negatively impact our business or operations, the Corporation with assistance from its legal counsel evaluates 
the perceived merits of any legal proceedings or unasserted claims or actions as well as the perceived merits of 
the nature and amount of relief sought or expected to be sought, when determining the amount, if any, to 
recognize as a contingent liability or assessing the impact on the carrying value of assets. Contingent assets are 
not recognized in the consolidated financial statements. Refer to note 26 for more information. 
 
Contract liabilities 
 
In its determination of the transaction price under the Stream, management assessed that the contract contained 
a significant financing component, which required making estimates, with information reasonably available to 
the parties at contract inception, of the quantity and the cash selling price of the promised goods to be delivered 
under the Stream, in relation to the consideration received and to be received as deliveries are made. 
 
Revenue under the contract liability is recognized in reference to the original estimated stand-alone selling price. 
To the extent a change in timing or quantity of future deliveries under the Stream occurs, the transaction price is 
deemed to have changed and the Corporation remeasures the contract liability on the same basis as at contract 
inception. As such, revision of estimates are accounted for as a cumulative catch-up adjustment to revenue in the 
period in which the revision of estimate occurs. 
 
Performance Share Unit Plan 
 
In determining the fair value of PSU grants, management makes assessments towards relative total shareholder 
return, the attainment of EBITDA targets, and the achievement of personal employee objectives. In addition, in 
making its fair value assessments, management estimates the number of participating employees that are 
expected to meet the required service conditions. Compensation expense is adjusted for subsequent changes in 
management’s estimate of the number of PSUs that are expected to vest. 
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5.  Cash and Cash Equivalents
 December 31, December 31, 

 2018 2017 

   

Cash 10,796 29,849 

Cash equivalents  25,000 35,612 

 35,796 65,461 

   
As at December 31, 2018, cash equivalents totalled $25 million (December 31, 2017 – $35.6 million) consisting 
of banker’s acceptances issued by Canadian banks with an average interest rate of 2.02% (December 31, 2017 – 
1.16%), and maturities of three months or less from the date of acquisition. 

6.  Receivables
 December 31, December 31, 

 2018 2017 

Receivables 617 166 

Sales tax receivables 6,289 7,046 

Mining tax credit receivables 7,000 - 
Other 1,050 682 

 14,956 7,894 

7.  Inventories
 December 31, December 31, 

 2018 2017 

   

Materials and supplies 13,806 12,360 

Stockpile ore 2,611 7,480 

Rough diamonds – work in progress 26,291 19,128 

Rough diamonds – finished goods 26,290 13,285 

 68,998 52,253 

   

Less: non-current portion 1,465 2,209 

Current portion 67,533 50,044 

   
For the year ended December 31, 2018, the amount of depreciation included within inventory is $11.1 million 
(December 31, 2017 – $6.2 million). The cost of inventory that was charged to cost of goods sold is comprised 
primarily of mine operating expenses and depreciation of property, plant and equipment. Cost of sales for the 
year ended December 31, 2018 includes a write-down of $58.1 million (December 31, 2017 – $27.1 million) to 
bring work-in-progress and finished goods inventories to their net realizable value. 
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8.  Financial Instruments and Risk Management 
  

a) Classification of financial instruments 
 
The table below summarizes the carrying amount of the Corporation’s financial instruments and their 
classification:

 December 31, December 31, 

 2018 2017 

   

Financial assets measured at amortized cost   

Cash and cash equivalents 35,796 65,461 

Short-term investments - 15,578 

Receivables 617 848 

Other financial assets 18,790 22,848 

 55,203 104,735 

   

Financial assets measured at fair value through other comprehensive loss not   

subsequently transferred to profit or loss   

Investments in equity instruments (included in   

 other financial assets) 200 440 

   

Financial liabilities measured at amortized cost   

Payables and accrued liabilities 34,919 29,216 

Long-term debt 243,698 227,290 

Convertible debentures - Host 84,840 71,128 

 363,457 327,634 

   

Financial liabilities measured at fair value through profit or loss   

Convertible debenture – Derivative 17 9,689 

   

Derivatives designated as cash flow hedges   

Foreign currency options (1,754) (414) 

Forward contracts (2,273) (327) 

 (4,027) (741) 
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8.  Financial Instruments and Risk Management – continued – 
 
b) Fair value 
 

The following table presents a comparison of carrying and fair values of financial instruments measured at 
amortized cost, for which the carrying amount is not equal to the fair value: 
 
 As at December 31, 2018  As at December 31, 2017 

 Carrying Value Fair Value  Carrying Value Fair Value 

      

Long-Term Debt      

Unsecured debt facility # 1 (Note 12a) 12,725 13,269  14,477 15,385 

Renard Mine Road debt facility (Note 12c) 51,294 51,515  49,022 49,195 

Senior Secured Loan (Note 12d) 119,172 122,371  116,300 120,714 

      

Convertible debentures      

Host (Note 13) 84,840 86,147  71,128 72,813 

The carrying value of cash and cash equivalents, receivables, other financial assets (excluding available‐for‐sale 
investments), payables and accrued liabilities and all other debts not mentioned above approximate their fair 
values due to their immediate or short‐term maturity. 
 
The Corporation defines fair value as the price that would be received to sell an asset or paid to transfer a liability 
in an arm’s length transaction between market participants at the measurement date. When appropriate, the 
Corporation adjusts the valuation models to incorporate a measure of credit risk. 
 
The Corporation uses the following hierarchy for determining and disclosing the fair value of financial instruments 
by valuation technique: 

 Level 1: based on quoted (unadjusted) prices in active markets for identical assets or liabilities; 

 Level 2: based on inputs which have a significant effect on fair value that are observable, either directly or 
indirectly from market data; and 

 Level 3: based on inputs which have a significant effect on fair value that are not observable from market 
data. 
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8.  Financial Instruments and Risk Management – continued – 

b) Fair value – continued – 
 
The financial instruments recorded at fair value are classified in the fair value hierarchy as follows:   
 
  As at December 31, 2018  As at December 31, 2017 

  Financial Financial  Financial Financial 

 Level assets liabilities  assets liabilities 

Equity instruments designated at fair value        

through other comprehensive loss       

Equity instruments Level 1 200 -  440 - 

       

Derivative financial instruments designated       

as hedges       

Foreign currency options Level 2 634 2,388  159 573 

Forward contracts Level 2 - 2,273  - 327 

       
Convertible debentures       

Derivative (Note 13) 
       2017: Level 3(1) 

2018: Level 2     
- 17  - 9,689 

(1) The embedded derivative has been transferred from Level 3 in 2017 to Level 2 in 2018 due to fact that the unobservable inputs have 
ceased to have a significant effect on the fair value estimate given the level of the share price as at December 31, 2018. 

c) Financial risk management 
 

The Corporation is exposed to a variety of financial risks by virtue of its activities: market risk (e.g. diamond price, 
foreign exchange, and interest rate), credit risk and liquidity risk. The Corporation’s objective with respect to 
financial risk management is to manage risks that can be managed within acceptable tolerance levels in order to 
reduce potential adverse effects on the Corporation’s ability to develop and operate the Renard Diamond Mine 
and to have sufficient financial resources to meet its financial obligations, including repayment of debt and 
convertible debentures as they become due. The Corporation does not hedge diamond prices. Management is 
responsible for establishing controls and procedures to ensure that financial risks are managed within acceptable 
levels. 
 
The Corporation uses derivative financial instruments solely to hedge certain financial exposures and may not be 
used for speculative purposes. 

 
Market risk 
 
(i) Foreign exchange risk 

 
Currency risk is the risk that future cash flows or fair value of a financial instrument will fluctuate because of 
changes in foreign exchange rates.  
 
The Corporation is exposed to foreign currency risk principally as a result of its revenues being denominated in 
US dollars, while the majority of the Corporation’s current and anticipated capital and operating expenditures are 
denominated in Canadian dollars. 
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8.  Financial Instruments and Risk Management – continued – 
 
c) Financial risk management – continued – 
 
(i) Foreign exchange risk – continued - 
 
Additionally, a portion of the Corporation’s financial assets, its convertible debentures and obligations under 
capital leases are denominated in US dollars. The Corporation’s statement of financial position had the following 
foreign currency exposures at period‐end:
 December 31, December 31, 

 2018 2017 

 (US$) (US$) 

USD financial instruments measured at amortized cost:   

Cash, cash equivalents and short-term investments 1,361 15,397 

Other financial assets 1,500 3,000 

Obligations under finance leases (36,233) (28,296) 

Convertible debentures – host portion (62,213) (56,698) 

 (95,585) (66,597) 

   

USD financial instruments measured at fair-value through net loss:   

Convertible debentures – Derivative (12) (7,723) 

   

Foreign currency options (54,750) (35,000) 

Forward contracts (54,750) (17,500) 

Net exposure (205,097) (126,820) 

As at December 31, 2018, management estimates that the impact of a 10% depreciation of the Canadian dollar 
relative to the US dollar in respect of these US dollar financial instruments, assuming all other variables remained 
constant, would have a negative impact on net (loss) income of approximately $13.0 million (December 31, 2017 
– $9.3 million) and on other comprehensive (loss) income of approximately $14.0 million (December 31, 2017 – 
$6.1 million). A 10% appreciation of the Canadian dollar relative to the U.S. dollar would have yielded an equal 
but opposite effect on net (loss) income, and would have a favorable impact on other comprehensive (loss) 
income of approximately $13.6 million (December 31, 2017 – $4.0 million). 
 
The Corporation’s risk management program policy authorizes hedging up to 75% of its estimated foreign 
denominated currency exposure, on a rolling 24‐month basis. From time to time, the Corporation mitigates its 
foreign exchange exposure to US dollar denominated sales by entering into forward foreign exchange and option 
contracts. 
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8.  Financial Instruments and Risk Management – continued – 
 
c) Financial risk management – continued – 
 
(i) Foreign exchange risk – continued - 
 
The Corporation has designated the derivative contracts in the table below as a cash flow hedge of highly probable 
future revenue. The Corporation uses derivative financial instruments only for risk management purposes, not 
for generating trading profits. As such, any change in cash flows associated with derivative instruments is 
expected to be offset by changes in cash flows related to the net monetary position in the foreign currency and 
the recognition of highly probable future US dollar denominated. The effects of the foreign currency related 
hedging instruments on the Corporation’s financial position and performance are as follows:
    As at December 31, 2018 

 Exchange rate range Maturity 
Hedge 
ratio(1) 

Notional 
amount 

Change in 
value(2) 

Fair value 
(CA$) 

       

Derivatives designated as cash flow hedges (revenues):      

Currency option collars to sell (US$ for CA$)  1.2525 - 1.3450  0 to 12 months 1:1  US$ 54,750  (1,364) (1,754) 

Forward contracts to sell (US$ for CA$)  1.2675 - 1.3305  0 to 12 months 1:1  US$ 54,750  (2,273) (2,273) 

      (1)    The foreign exchange forward and option contracts are denominated in the same currency as the highly probable future 
      revenue (US$), therefore the hedge ratio is 1:1. 

      (2)    Change in fair value associated to the spot component of the forward contracts or the intrinsic value of the option contract 
     related to the spot component, as used to determine hedge effectiveness. 

 

   As at December 31, 2017 

 Exchange rate range Maturity Notional amount Fair value (CA$) 

     

Derivatives designated as cash flow hedges (revenues):    

Currency option collars to sell (US$ for CA$) 1.2000 - 1.2650 0 to 12 months US$ 35 000 (414) 

Forward contracts to sell (US$ for CA$) 1.2360 0 to 12 months US$ 17 500 (327) 

 
The Corporation enters into foreign currency option contracts in relation to future US dollar denominated 
revenues qualified as highly probable forecast transactions for hedge accounting purposes. Under the 
Corporation’s policy, the critical terms of the forward exchange contracts and the options are closely aligned with 
the hedged items. The Corporation designates the spot component of forward contracts and the intrinsic value 
of foreign currency option contracts related to the spot component as the hedging instrument. The changes in 
the forward element of the foreign exchange forward contracts and the change in the time value and the forward 
element of the option contracts that relate to the hedged item are deferred in the costs of hedging reserve and 
recognized against the related hedged transaction when it occurs. 
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8.  Financial Instruments and Risk Management – continued – 
 
c) Financial risk management – continued – 
 
(i) Foreign exchange risk – continued - 
 
The following table represents the movement in accumulated other comprehensive income (loss) related to the 
hedging reserve:

   
 December 31, December 31, 

 2018 2017 

   

Accumulated other comprehensive loss, beginning of year (653) - 

   

Net gain on derivatives designated as cash flow hedges, effective portion (6,402) 219 

Changes in fair values of foreign currency option contracts related to the forward 
elements and aligned time value (1) 

26 (413) 

Amounts transferred from accumulated other comprehensive loss to net   

loss, and included in Revenue 3,092 (547) 

Deferred tax (88) 88 

Accumulated other comprehensive loss (4,025) (653) 

(1) December 31, 2017 adjusted for initial application of IFRS 9 refer to Note 3.   

(ii) Interest rate risk 
 
Interest rate risk is the risk that the future cash flow or fair value of a financial instrument will fluctuate due to 
changes in market interest rates. Financial assets and liabilities with variable interest rates expose the Corporation 
to interest rate risk with respect to its cash flow. The risk that the Corporation will realize a loss as a result of a 
decline in the fair value of any short‐term securities included in cash and cash equivalents and short term 
investments is limited because these investments, although readily convertible into cash, are generally held‐to‐
maturity. 
 
The Corporation’s cash flow exposure to interest rate risk related to its financial liabilities is limited to its floating 
rate equipment financing facility (Note 12e)) and senior secured loan (Note 12d)). All other long‐term debt is 
based on fixed interest rates. As of December 31, 2018, management estimates that an increase of 25 basis points 
in interest rates on the outstanding balances at the reporting date, assuming all other variables remained 
constant, would result in an annualized loss of approximately $0.3 million, while a decrease of 25 basis points 
would yield an equal but opposite effect. The Corporation may elect to hedge a portion of this risk in the future. 
 
Credit Risk 
 
Credit risk is the risk of financial loss to the Corporation if a customer or counterparty to a financial instrument 
fails to meet its contractual obligations. The Corporation manages this risk by investing its cash in highly rated 
short‐term securities. The maximum exposure to credit risk at the reporting date is the carrying value of the 
Corporation’s financial assets. As at December 31, 2018, the Corporation was holding $35.8 million of cash and 
cash equivalents (see Notes 5) (December 31, 2017 – $81.0 million of cash and cash equivalents and short‐term 
investments), and $ 18.8 million (December 31, 2017 – $22.8 million) of restricted deposits (Note 10). The 
Corporation limits its counterparty credit risk on these assets by dealing with highly rated financial institutions. 
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8.  Financial Instruments and Risk Management – continued – 
 
Credit risk – continued – 
 
The Corporation is not subject to credit risk on accounts receivable from its customers due the goods being 
shipped to customers, and the significant risks and rewards of ownership being transferred therewith, after the 
consideration is received by the Corporation. 
 
The credit risk associated with foreign exchange forward and option contracts arises from the possibility that a 
counterparty to such derivative contracts, in which the Corporation has an unrealized gain, fails to perform 
according to the terms of the arrangement. The credit risk, however, is not related to the notional amount; it is 
rather limited to the positive fair value of such contracts. 
 
Liquidity Risk 
 
Liquidity risk is the risk that an entity will encounter difficulty in meeting obligations associated with financial 
liabilities that are settled by delivering cash or another financial asset. Longer-term risks associated with satisfying 
its contractual obligations in respect of its debt and convertible debentures are dependent on the Corporation’s 
ability to generate future cash flows. The Corporation manages its liquidity risk by forecasting cash flow 
requirements for its planned operating activities as well as its investing and financing activities.  

As at December 31, 2018, the Corporation had current monetary assets of $51.4 million, which includes cash and  
cash equivalents, receivables and the derivative financial instruments classified as current assets, to settle current 
monetary  liabilities of $54.0 million, which includes payables and accrued liabilities, the current portion of long‐
term debt,  and  the  derivative  financial  instruments  classified  as  current  liabilities.  The Corporation’s current 
assets also comprise $52.6 million of rough‐diamond inventory expected to be sold during the first quarter of 
2019, and therefore used towards settling current monetary liabilities. The Corporation’s trade and other 
payables have contractual maturities of less than 30 days and are subject to normal trade terms. The Corporation  
regularly  evaluates  its  available  liquidity  to  ensure  it  has  sufficient  cash  resources  to  meet  its  operating  
and  capital  requirements.  As at December 31, 2018, the Corporation was in compliance with all of its debt 
covenants. In order to comply with  these  covenants  in  future  periods,  the  Corporation  will  need  to  execute  
on  its  cash  flow  estimates, including market diamond prices,  and  on  management’s plans for future actions 
(see Note 1 – Going Concern). On June 26, 2018, the Corporation received deferral of principal payments totalling 
$10.4 million for the unsecured debt facility and the senior secured loan from June 30, 2018 to, but excluding, 
September 30, 2018.  On September 30, 2018, the Corporation received another deferral of principal payments 
totalling $10.8 million for the unsecured debt facility and the senior secured loan from June 30, 2018 to, but 
excluding, October 31, 2018. On October 2, 2018, Stornoway announced a series of financing transactions with 
lenders and key stakeholders designed to provide greater financial and operating flexibility (the ”Financing 
Package”). In September and October 2018, the Company received the rights to defer principal payments from 
June 30, 2018 to 2020, totalling $9.2 million for the Unsecured Debt Facility and $37.1 million for the Senior 
Secured Loan. In addition, the maturity dates for both liabilities have been modified. They are set to July 1, 2021 
for the Unsecured Debt Facility and June 30, 2021 for the Senior Secured Loan. On December 11, 2018, the 
Corporation received the right to defer principal payments totalling $7.4 million for the Renard Mine Road Debt 
Facility from December 31, 2018 up to, and including, December 31, 2019. On October 2, 2018, the Renard 
diamond streaming agreement was amended comprising a supplementary up front deposit of the US dollar 
equivalent of $45 million in cash and certain sales and pricing changes (see note 14 – Contract liabilities). On 
October 2, 2018 and December 7, 2018, the Corporation completed a treasury offering with la Caisse and 
Ressources Québec on a private placement basis for gross proceeds of approximately $30 million (see Note 17 – 
Share capital). 
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8.  Financial Instruments and Risk Management – continued – 

Liquidity Risk – continued – 

Management believes that the assumptions used by the Corporation in preparing its estimates, including market 
diamond prices, are reasonable and plans for future actions are feasible. Failure to comply with these covenants 
in the future may result in an event of default. If such event of default is not cured or waived, the Corporation 
may suffer adverse effects on its operations, business or financial condition, including termination of the debt 
facilities and acceleration of debts, and being required to return non-offset portions of the deposit received on 
the Stream agreement to the streamers (with an applicable rate of interest from the payment date of the deposit) 
due to cross default provisions. In such situation, there can be no assurance that the assets of the Corporation 
would be sufficient to repay such indebtedness or any non-offset portions of the deposit received on the Stream 
agreement in full, and such default could result in secured creditors’ realization of collateral.  In order to comply 
with these covenants in future periods, the Corporation will need to execute on its cash flow estimates, including 
market diamond prices, and on management’s plans for future actions. 

At December 31, 2018, the Corporation is committed to minimum future principal and interest payments for 

debt, as follows: 

 Up to 1 year 1-5 years Over 5 years Total 

     

Unsecured debt facility (# 1) (Note 12a) 1,615 15,856 - 17,471 

Other secured debt (Note 12b) 1,571 6,286 6,286 14,143 

Renard mine road debt facility (Note 12c) 2,386 40,322 41,237 83,945 

Senior Secured Loan (Note 12d) 9,998 135,738 - 145,736 

Obligations under finance leases (Note 12e)(1) 15,569 38,674 2,619 56,862 

Convertible debentures (Note 13)(1) 6,926 121,378 - 128,304 

 38,065 358,254 50,142 446,461 

(1) Amounts subject to floating rates or determined in foreign currency are depicted in the table above based on the 1.3637 rate as at 
December 31, 2018.  
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9.  Property, Plant and Equipment

 

Buildings, Camp 
and 

Accommodation
s 

Roads & 

 Airstrip 

Leasehold 
Improvements 

Exploration, 
Laboratory and 

Office 
Equipment 

Vehicles and 
Machinery(2) 

Mineral 
Properties Total 

Cost        

        

As at December 31, 2016 526,454 60,145 371 6,815 68,312 484,139 1,146,236 

Additions 53,917 280 - 327 14,988 62,145 131,657 

Disposals - - - - (492) - (492) 

Tax credit refund - (9,756) - - - - (9,756) 

Capitalized depreciation(1) - - - - - 34,800 34,800 

As at December 31, 2017 580,371 50,669 371 7,142 82,808 581,084 1,302,445 

        

As at December 31, 2017 580,371 50,669 371 7,142 82,808 581,084 1,302,445 

Adjustment - IFRS 15 (Note 3) 22,717 623 - - - 21,485 44,825 

Adjusted - January 1, 2018 603,088 51,292 371 7,142 82,808 602,569 1,347,270 

Additions 13,060 - - 1,043 25,242 53,269 92,614 

Disposals (74) - - - (590) (16,461) (17,125) 

Capitalized depreciation(1) - - - - - 13,754 13,754 

As at December 31, 2018 616,074 51,292 371 8,185 107,460 653,131 1,436,513 

        

Accumulated depreciation and impairment     

        

As at December 31, 2016 18,433 7,963 277 3,376 10,386 3,717 44,152 

Depreciation for the 
period(3) 

37,120 3,732 44 1,248 6,875 49,666 98,685 

Disposals - - - - (102) - (102) 

Impairment charge - - - - - 171,000 171,000 

As at December 31, 2017 55,553 11,695 321 4,624 17,159 224,383 313,735 

        

As at December 31, 2017 55,553 11,695 321 4,624 17,159 224,383 313,735 

Adjustment - IFRS 15 (Note 3) 1,623 45 - - - (39,193) (37,525) 

Adjusted - January 1, 2018 57,176 11,740 321 4,624 17,159 185,190 276,210 

Depreciation for the 
period(3) 

42,356 3,501 44 1,033 8,614 64,795 120,343 

Disposals (9) - - - (159) (16,342) (16,510) 

Impairment charge(4) (Note 4 
b) 

     83,197 83,197 

As at December 31, 2018 99,523 15,241 365 5,657 25,614 316,840 463,240 

        

Net book value        

As at December 31, 2017 524,818 38,974 50 2,518 65,649 356,701 988,710 

As at December 31, 2018 516,551 36,051 6 2,528 81,846 336,291 973,273 

        
(1)   A portion of the depreciation is recorded as a project development the costs related to the continuing development of the underground  

mine. 

(2)   Included in vehicles and machinery are assets with a net book value of $72.9 million (December 31, 2017 –$57.3 million) acquired pursuant to a 

finance lease agreement (see Note 12e). 

(3)   A portion of the depreciation is recorded in the cost of inventory and, as such, the amount of depreciation recorded in the statement of loss is 

 influenced by inventory movements (see Note 7). 

(4) Upon adoption of IFRS 15, on January 1, 2018, the Corporation decreased of $40.9 million the impairment charge of $171.0 million recognized on             
December 31, 2017. On December 31, 2018, an impairment charge of $83.2 million was recognized reflecting an outlook of lower than expected 

diamond pricing. As at December 31, 2018, a cummulative net impairment charge of $213.3 million is recognized in Mineral Properties. 
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10. Other Financial Assets

 
December 31, December 31, 

2018 2017 

Restricted deposit related to surety bond (Note 16) 3,040 3,040 

Restricted deposit related to debt service reserve account  (Note 12d) 11,704 14,045 

Restricted deposit related to debt service reserve account  (Note 12e) 2,046 3,763 

Restricted deposit related to a supplier (Note 25) 2,000 2,000 

Publicly traded securities 200 440 

 18,990 23,288 

11.  Payables and Accrued Liabilities
 December 31, December 31, 

 2018 2017 

Payables 7,374 7,167 

Accrued liabilities 28,437 22,049 

 35,811 29,216 

12. Long-Term Debt
 December 31, December 31, 

 2018 2017 

   

Unsecured Debt Facility #1 (Note 12a) 12,725 14,477 

Other Secured Debt (Note 12b) 11,063 11,994 

Renard Mine Road Debt Facility (Note 12c) 51,294 49,022 

Senior Secured Loan (Note 12d) 119,172 116,300 

Obligations under finance leases (Note 12e) 49,444 35,497 

 243,698 227,290 

   

Less : current portion of long-term debt 13,520 35,637 

Non-Current Long-Term Debt 230,178 191,653 

 
a)    Unsecured Debt Facility # 1   
 December 31, December 31, 

 2018 2017 

   

Opening balance 14,477 18,533 

Modification gain (327) - 

Amendment fee 135 - 

Transaction costs (60) - 

Accretion 423 559 

Principal repayment (1,923) (4,615) 

 12,725 14,477 

   

Less : current portion - 4,231 

Non-current portion 12,725 10,246 

   
The loan bears interest at a rate of 12% per annum, payable in cash and principal is being repaid in equal monthly 
instalments of $0.4 million since February 1, 2017.  On September 28, 2018, the Corporation received deferral 
of principal payments totaling $1.5 million from June 30, 2018 up to, and including, October 31, 2018. 
Furthermore, on October 2, 2018, the Corporation received the rights to defer principal payments from June 30, 
2018 to 2020, totaling $9.2 million. In addition, the maturity dates have been modified to set to July 1, 2021. An 
amendment fee of $0.1 million, which equal to 1% of the principal amount of the outstanding loan, is payable at 
the maturity date. The carrying value of the loan was adjusted to the discounted present value of the cash flows 
under the new terms and a modification gain was recognized. 
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12. Long-Term Debt – continued – 
 

b) Other Secured Debt 
 
 December 31, December 31, 

 2018 2017 

   

Opening balance 11,994 12,717 

Principal repayment (931) (723) 

 11,063 11,994 

   

Less : current portion 983 931 

Non-current portion 10,080 11,063 

The commencement of construction on July 10, 2014 triggered a liability of $12.7 million pursuant to the terms 
of an existing agreement between the Corporation and an arm’s length third party. Under the terms of this 
agreement, the Corporation will pay interest at a rate of 5.5% per annum quarterly in arrears on the principal 
amount of the liability during the construction period. Principal repayments made quarterly, in arrears, 
commenced in the month following the Renard Diamond Mine reaching commercial production, which was April 
1, 2017, and ending at maturity date, on October 1, 2027. 
 
c) Renard Mine Road Debt Facility
 
 December 31, December 31, 

 2018 2017 

   

Opening balance  49,022 49,781 

Modification gain (515) - 

Transaction costs (48) - 

Accretion* 2,835 2,736 

Principal repayment - (3,495) 

 51,294 49,022 

   

Less : current portion - 3,614 

Non-current portion 51,294 45,408 

* Calculated based on an effective interest rate of 10.0%   

The Government of Québec provided SDCI with $77 million of financing, with $70 million used to complete the 
road construction work and $7 million used to construct an airstrip, at an annual interest rate of 3.35% percent, 
for a term of 15 years, with annual repayments of principal and interest payments beginning on December 19, 
2016, and ending on December 19, 2027. On December 11, 2018, the Corporation received the right to defer 
principal payments totalling $7.4 million for the Renard Mine Road Debt Facility from December 31, 2018 up to, 
and including, December 31, 2019. The carrying value of the loan was adjusted to the discounted present value 
of the cash flows under the new terms and a modification gain was recognized. This loan is unsecured, 
subordinated, and pre‐payable without penalty. 
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12. Long-Term Debt – continued – 
 

d)    Senior Secured Loan   
 December 31, December 31, 

 2018 2017 

   

Opening balance  116,300 - 

Proceeds received - 130,000 

Modification loss 690 - 

Amendment fee 1,207 - 

Transaction costs (241) (5,015) 

Accretion 1,216 601 

Principal repayment - (9,286) 

 119,172 116,300 

   

Less : current portion - 18,571 

Non-current portion 119,172 97,729 

On July 8, 2014, SDCI and Diaquem, a wholly owned subsidiary of RQ, entered into the Senior Secured Loan 
Agreement that provides SDCI the right to borrow up to $100 million (the “Senior Secured Loan, Tranche A”), 
plus any amounts outstanding under the Unsecured Debt Facility #2, including capitalized interest therewith. 
On June 28, 2017, the Corporation drew an amount of $50 million on tranche A of the Senior Secured Loan, and 
fully repaid the Unsecured Debt Facility #2 with the proceeds received in accordance with the Senior Loan 
agreement.  
 
During 2017, the Corporation borrowed $130 million under the Senior Secured Loan. The loan bears interest 
at the prime rate plus applicable margin of 4.75%. Following Completion, which was attained on February 7, 
2018, the applicable margin over prime rate was reduced to 4.25%. Interest is paid in arrears at the end of 
each quarter and principal repayments are made bi-annually, in June and December.  
 
The Senior Secured Loan includes covenants customary for a transaction of this nature, including the following 
financial covenants: 

i) Maintaining a reserve tail ratio of at least 28%; 
ii) Until the Parental Support Termination Date, which occurs when 50% of the principal amount 

borrowed is repaid, the Corporation must maintain a tangible net worth, on a consolidated basis, of 
$250 million; after the Parental Support Termination Date, SDCI must maintain a tangible net worth, 
on a consolidated basis, of $250 million. 

 
On September 28, 2018, the Corporation entered into amendment agreement for deferring of principal 
repayments of $9.3 million from June 30, 2018 to October 31, 2018. Furthermore, on October 2, 2018, the 
Corporation received the right to defer principal repayments totalling $37.1 million from June 30, 2018 to 
2020. The maturity date was also amended from June 30, 2024 to June 30, 2021. Furthermore, Diaquem agreed 
to waive the obligation of the Corporation to meet the historical debt service coverage ratio and the projected 
debt service coverage ratio until maturity of the loan. An amendment fee of $1.2 million, which equal to 1% of 
the principal amount of the outstanding loan was added to the loan balance. The carrying value of the loan was 
adjusted to the discounted present value of the cash flows under the new terms and a modification loss was 
recognized. 
 
As at December 31, 2018, the Corporation met these covenants. 
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12. Long-Term Debt – continued – 
 
e) Obligations Under Finance Leases 
 
On July 25, 2014, SDCI and Caterpillar Financial Services Limited (“Caterpillar”) entered into an equipment finance 
facility of US$75 million for the purchase of CAT and non-CAT equipment. On June 28, 2017, the Corporation and 
Caterpillar agreed to close Tranche A. The total amount financed under Tranche A before upfront payments was 
US$48.3 million. Tranche B provides for an additional maximum amount of US$25 million up to December 31, 
2018, less upfront payments ranging from 10% to 30% based on the type of equipment financed. 
  
The term of the facility is six years from the date of each drawdown and the facility is secured by the equipment 
financed. In addition, SDCI must place the lesser of US$1.5 million and 10% of the outstanding principal balance 
of the leases into an account for the benefit of Caterpillar until the first anniversary of completion of the Renard 
Diamond Mine (the “debt service reserve account” or “DSRA”). Tranche A and B bear interest at the three-month 
London Inter-bank Offer Rate (“LIBOR”), plus 4%. Interest is payable quarterly. 
 
Covenants in the equipment finance facility include:  
 

i) Maintaining  a reserve tail ratio of 25% if there is any indebtedness under Tranche A of the facility (20% 
if the only amounts outstanding are under Tranche B);  

ii) Maintaining a historical debt service coverage ratio in respect of the immediately preceding four‐quarter 
period greater than or equal to 1.15:1.0 at all times following Completion; 

iii) Maintaining a projected debt service coverage ratio in respect of the immediately succeeding four 
quarter period greater than or equal to 1.15:1.0 at all times following Completion; 

iv) The Corporation maintaining on a consolidated basis, a tangible net worth of $250 million.  
 

As at December 31, 2018, the Corporation met these covenants.  
 
 December 31, December 31, 

 2018 2017 

   

Opening balance 35,497 37,284 

New debt obligations under finance leases (1) 19,628 7,657 

Change in foreign exchange rate 3,458 (2,268) 

Principal repayment (9,139) (7,176) 

 49,444 35,497 

   

Less: current portion 12,537 8,290 

Non-current portion 36,907 27,207 

(1)    As at December 31, 2018 a deposit of $2.0 million (US$1.5 milion) has been set aside, and is recorded in Other Financial Assets as 
collateral until the total future obligations are fully settled (December 31, 2017 -$3.8 milion (US$ 3.0 milion)). 

 
Future minimum lease payments pursuant to SDCI's finance leases are as follows: 
     

 Up to 1 year 1-5 years Over 5 years Total 

     

Minimum lease payments 15,569 38,674 2,619 56,862 

Finance charges (3,000) (4,378) (40) (7,418) 

Total 12,569 34,296 2,579 49,444 
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12. Long-Term Debt – continued – 
 
f) Deferred Transaction Costs

 December 31, December 31, 

 2018 2017 

   

Opening Balance 8,760 12,013 

Additions 1,164 247 

Amortization (516) (739) 

Transfer to debt, equity or assets (809) (2,761) 

Ending Balance 8,599 8,760 

Deferred transaction costs consist primarily of legal and advisory fees, regulatory filing fees and other financing 
expenses. The balance of $8.6 million as at December 31, 2018 (December 31, 2017 - 8.8 million) relates to the 
Stream which closed on July 8, 2014  and was amended on October 2, 2018. Deferred transaction costs were 
netted against the gross proceeds of the respective financing transaction to which they relate once funds are 
received with the exception of the finance leases (added to the cost of the asset when acquired) and the Stream, 
where the costs are accounted for as a deferred contract acquisition cost and are recognized as cost of goods 
sold. 

 
g) Finance Costs 
 
For the year ended December 31, 2018, borrowing costs on long-term debt totalling $ 36.5 million, have been 
expensed in financial expenses (December 31, 2017 - $28.4 million).  

 
13. Convertible Debentures 

 
The Convertible Debentures matures on July 8, 2021 and does not require any principal repayments until the 
maturity date. Interest accrues at a rate of 6.25% per annum since July 8, 2014, payable semi-annually on the last 
day of June and December of each year. In certain circumstances, the Corporation can satisfy the interest 
payment obligation through the issuance of common shares. The Convertible Debentures rank (i) subordinate in 
right of payment to the payments of all secured obligations including Stream Net Proceeds to the Stream Buyers 
under the Streaming Agreement and payments required under the Senior Secured Loan, and (ii) pari passu with 
all outstanding unsecured indebtedness for borrowed money of Stornoway.  
 
The Convertible Debentures are convertible at the holder’s option into common shares of the Corporation at any 
time prior to the close of business on the earlier of the maturity date and the business day immediately preceding 
the date fixed for redemption thereof, at the Conversion Price, being US$0.8863 for one common share, subject 
to adjustment in certain limited circumstances. The number of Common Shares issuable upon conversion of the 
Convertible Debentures, which are denominated in US dollars, will be determined based on the Bank of Canada 
CAD/USD noon exchange rate on the business day prior to the date of conversion. 
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13. Convertible Debentures – continued – 
 
The Convertible Debentures are a compound instrument, which are in their entirety regarded as a financial 
liability. The initial carrying amount of $48.8 million for the debt host represents the residual amount of the 
proceeds after separating out the $34.4 million initial fair value of the derivative, which represents the estimated 
fair value of the conversion option. Transaction costs were allocated on a pro-rata basis between the host and 
the derivative. The table below shows the change in the carrying value of the Convertible Debentures:
 
 For the year ended December 31, 2018 December 31 

 Host Derivative Total 2017 

     

Opening balance 71,128 9,689 80,817 102,769 

Change in fair value of derivative - (9,919) (9,919) (21,742) 

Change in foreign exchange rate 6,543 247 6,790 (6,207) 

Accretion 7,169 - 7,169 5,997 

 84,840 17 84,857 80,817 

 
The derivative was valued using a convertible bond valuation model. The following key assumptions were used 
in that model: 
 December 31, December 31, 
 2018 2017 

Expected remaining life (years) 2.5 3.5 
Expected volatility 34.7% 31.9% 
Risk-free rate* 2.7% 2.2% 
Credit spread 16.3% 10.6% 
Change of control probability 0% 0% 

  *The risk-free rate reflects the US dollar swap rate for the equivalent term based on the zero coupon curve. 

 
14. Contract Liabilities (from January 1, 2018) 

 
On July 8, 2014, FCDC entered into a diamond streaming agreement (the “Stream”), pursuant to which FCDC 
shall sell to the Stream Buyers, and the Stream Buyers shall purchase from FCDC, a 20% undivided interest in 
each of the run of mine diamonds produced from certain kimberlite bodies over the life of the Renard 
Diamond Mine. The Streaming Agreement provided for the Stream Buyers making up-front payments to FCDC, 
representing a prepayment of a portion of the purchase price payable for diamonds produced by the Renard 
Diamond Project, in an aggregate amount of US$250 million (the “Deposit”), that was disbursed in three 
instalments.  
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14. Contract Liabilities – continued – 
 

On October 2, 2018, FCDC entered into an amended and restated Purchase and Sale Agreement (the “Amended 

Renard Streaming Agreement”) with Osisko Gold Royalties Ltd, Caisse de dépôt et placement du Québec (“la 

Caisse”), Triple Flag Mining Finance Bermuda Ltd., Albion Exploration Fund LLC and Washington State Investment 

Board, as buyers (collectively, the “Buyers”) pursuant to which the Buyers have paid FCDC the US dollar equivalent 

of $45 million in gross cash proceeds as an additional up front deposit. The terms of the Amended Renard 

Streaming Agreement provide that the Buyers will continue to purchase a 20% undivided interest in all diamonds 

produced from the Renard mining property for the life of the mine and, upon the completion of a permitted sale 

of diamonds, the Buyers will remit to FCDC, in cash, the lesser of 40% of achieved sales price or US$40 per carat, 

with the balance of purchase price payable by the Buyers, if any, being paid by way of offset against the up-front 

deposits. Previously, the Renard Stream provided for a sale of an undivided interest in 20% of all diamonds 

produced from the first 5 project kimberlites to be mined at Renard for the life of mine, and the first 30 million 

carats from the property overall, with the Buyers remitting to the Corporation, in cash, US$50 per carat escalating 

at 1% per annum, with the balance of purchase price payable by the Buyers, if any, being paid by way of offset 

against the up-front deposits. For the purpose of calculating remittances, the Amended Renard Streaming 

Agreement will apply separately to Run of Mine (“ROM”) diamonds sold at tender, and any diamonds smaller 

than the +7 DTC sieve size that are recovered in excess of agreed upon proportions within a run of mine diamond 

sale. The Corporation will continue as the appointed marketing agent for 100% of the Renard diamond 

production.  

The Corporation compared the contracted price to standalone selling prices of future deliveries in effect on 
July 8, 2014, and concluded the contracted price to be discounted to take into consideration a significant 
financing component of 15.2%, compounded annually. The Corporation did an assessment of the significant 
financing component after the amendment in effect on October 2, 2018 and conclude of a modified annually 
compounded interest of 11.8%. The Corporation revised its deliveries forecasts timing during the year and 
the actual deliveries for the year ending December 31, 2018, resulting in a cumulative catch-up adjustment 
to revenue of $10.5 million in the first quarter of 2018 and in a cumulative catch-up adjustment to revenue 
of $13.0 million in the fourth quarter of 2018. 
 
 December 31, December 31, 

 2018 2017 

   

Opening balance 297,781 322,806 

Adjustment on initial application of IFRS 15 83,679 - 

Adjusted opening balance 381,460 322,806 

   

Additional deposit 44,555 - 

Accretion expense 56,074 - 

Revenue recognized (41,443) (25,025) 

Cumulative catch-up adjustment to revenue 2,464 - 

 443,110 297,781 

   

Less: current portion 58,772 23,478 

Non-current contract liabilities 384,338 274,303 
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15. Income and Mining Tax 
 
a) Income and Mining Tax Expense

 December 31, December 31, 

 2018 2017 

   

Current income tax recovery (6,140) (6,606) 

   

Deferred income taxes   

Origination and reversal of temporary differences 77,408 (21,764) 

Recognition of tax attributes not previously recognized - - 

Non-taxable premium on flow-through share issuance - (340) 

Deferred income tax expense (recovery) 77,408 (22,104) 

   

Income and mining tax expense (recovery) 71,268 (28,710) 

Income tax expense differs from the amount that would result from applying the Canadian federal and provincial 
income tax rates to the reported loss before income taxes. These differences result from the following items: 
 

 December 31, December 31, 

 2018 2017 

   

Loss before tax (258,085) (142,931) 

Canadian federal and provincial income tax rate 26.7% 26.8% 

Income tax recovery based on the above rates (68,909) (38,306) 

   

Increase (decrease) due to:   
Non-deductible expenses and other permanent differences(1) 3,954 4,766 

Non-refundable tax credits - (1,048) 

Income tax benefit of mining tax 1,466 (5,248) 

Impact of change of taxe rates 489 421 

Losses and temporary differences for which no deferred income    

Movement of tax attributes not recognized 143,089 (1,117) 

Non-deductible (taxable) portion of foreign exchange losses (gains) 2,331 (1,066) 

Tax effect of renounced flow-through share issuance premium 1,068 547 

Non-taxable premium on flow-through share issuance (528) (340) 

Adjustments relating to prior periods (24) (209) 

Provincial mining tax (11,675) 13,008 

Other 7 (118) 

Income tax expense (recovery) 71,268 (28,710) 

Effective tax rate -27.6% 20.1% 

   

Consist of:   

Current income tax recovery (6,140) (6,606) 

Deferred income tax expense (recovery) 77,408 (22,104) 

 71,268 (28,710) 

   (1)   Includes a permanent difference due to the impairment of the carrying amount of items of property, plant and equipment 
             with no tax bases. 
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15. Income and Mining Tax – continued – 
 
b) Deferred Income and Mining Taxes 
 
Deferred income and mining tax assets, representing deductible temporary differences, tax loss carry-forwards 
and non-refundable unused tax credits, have been recognized to the extent that the realization of the related tax 
benefit through future taxable profits is probable. For the year ended December 31, 2018, movement for deferred 
tax assets and deferred tax liabilities are summarized as follows: 
 
 
 December 31, impact of new Statement of Statement of   December 31, 

 2017 
accounting 

standard 
loss 

other 
comprehensive loss 

Equity 2018 

       

Deferred tax assets       

Non refundable tax credits 3,945  (3,945) - - - 

Shares and debts issue costs 1,017  (1,017) - - - 

Non-capital losses 41,330  (41,300) - - 30 

Property, plant & equipment 42,553 (20,847) (2,043) - - 19,663 

Asset retirement obligation 4,240  (4,240) - - - 

Income tax benefit on mining tax 5,443  (5,443) - - - 

Others 370  (246) (88) - 36 

 98,898 (20,847) (58,234) (88) - 19,729 

       

Deferred tax liabilities       

Mining tax 20,539  (5,530) - - 15,009 

Shares and debts issue costs -  1,183 - (77) 1,106 

Inventory 1,475  2,394 - - 3,869 

Debentures and debts 3,445  (78) - - 3,367 

Deferred revenue 373 (22,175) 21,802 - - - 

Unrealized foreign exchange gains 73  (73) - - - 

 25,905 (22,175) 19,698 - (77) 23,351 

       

Deferred income tax asset (net) 72,993 1,328 (77,932) (88) 77 (3,622) 
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15. Income and Mining Tax – continued – 
 
b) Deferred Income and Mining Taxes – continued – 
 
For the year ended December 31, 2017, movement for deferred tax assets and deferred tax liabilities are 
summarized as follows: 

 
 December 31, Statement of Statement of other  December 31, 

 2016 loss comprehensive loss Equity 2017 

      

Deferred tax assets      

Non refundable tax credits 2,897 1,048 - - 3,945 

Shares and debts issue costs 1,641 (677) - 53 1,017 

Non-capital losses 42,892 (1,562) - - 41,330 

Property, plant & equipment 23,506 (1,319) - - 22,187 

Asset retirement obligation 3,532 708 - - 4,240 

Income tax benefit on mining tax 245 5,198 - - 5,443 

Debentures and debit 2,064 (2,064) - - - 

Property, plant & equipment - 20,366 - - 20,366 

Others 180 102 88 - 370 

 76,957 21,800 88 53 98,898 

      

Deferred tax liabilities      

Mining tax 925 19,614 - - 20,539 

Property, plant & equipment 21,390 (21,390) - - - 

Inventory 2,644 (1,169) - - 1,475 

Debentures and debts - 3,445 - - 3,445 

Deferred revenue 405 (32) - - 373 

Unrealized foreign exchange gains 506 (433) - - 73 

 25,870 35 - - 25,905 

      

Deferred income tax asset (net) 51,087 21,765 88 53 72,993 

Unrecognized tax assets 
 
As at December 31, 2018, the Corporation had temporary difference with a tax benefit of $151.7 million (December 
31, 2017 - $7.7 million) which are not recognized as deferred tax assets. The Corporation recognizes the benefit of 
tax attributes only to the extent of anticipated future taxable income that can be reduced by these tax attributes.

 
 December 31, December 31, 

 2018 2017 

   

Non-capital losses 40,547 1,383 

Property, plant and equipment 61,481 5,173 

Shares and debts issue costs 186 - 

Unrealized and realized capital losses   3,473 1,159 

Asset retirement obligation 5,464 - 

Income tax benefit on mining tax 3,977  

Non refundable tax credits 3,945  

Derivatives 1,071  

Deferred revenue 31,290  

Other 285 - 

 151,719 7,715 
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15. Income and Mining Tax – continued – 
 

b) Deferred Income and Mining Taxes – continued – 
 
Unrecognized tax assets – continued – 
 
At December 31, 2018, the Corporation had losses with a tax benefit of $40.5 million (December 31, 2017 - $1.4 
million) which are not recognized as deferred tax assets as the Corporation believes that it is not yet more likely 
than not that the benefit will be realized. The gross amount of the tax losses for which a tax benefit has not been 
recorded expire as follows: 

 
 Canada United States Total 

2024 2,326 - 2,326 

2025 1,001 - 1,001 

2026 929 - 929 

2027 631 - 631 

2028 (161) 252 91 

2029 (124) 164 40 

2030 6 - 6 

2031 6 - 6 

2032 71 - 71 

2033 - - - 

2034 29,970 - 29,970 

2035 27,891 - 27,891 

2036 56,456 - 56,456 

2037 21 - 21 

2038 33,652   

 152,675 416 153,091 

    
As at December 31, 2018, the Corporation also had capital losses of $1.0 million (December 31, 2017 - $1.0 
million) which may be carried forward indefinitively to reduce future capital gains. 
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16. Asset Retirement Obligation

 December 31, December 31, 

 2018 2017 

   

Opening balance 16,000 13,329 

Accretion 421 349 

Change in estimate and new obligation, net 4,166 2,322 

Ending Balance 20,587 16,000 

An asset retirement obligation has been recorded to reflect the present value of the estimated amount of 
undiscounted cash flows required to satisfy the asset retirement obligation in respect of the Renard Diamond Mine 
in Québec. The primary component of this obligation is the removal of equipment currently used at the site as well 
as costs associated with restoration and re‐vegetation of the property. 
 
As at December 31, 2018, a pre‐tax discount rate of 2.18% (December 31, 2017 – 2.36%) was used to determine 
the estimated asset retirement obligation, assuming the reclamation work would be completed in 12 years. The 
undiscounted amount of inflation‐adjusted estimated future cash flows is $26.7 million (December 31, 2017 ‐ 
$21.7million). During the year ended December 31, 2018, the Corporation recorded new obligations of $5.6 million 
(December 31, 2017 ‐ $2.3 million) to reflect the construction work performed on site ($0.5 million), and changes 
in expected closure costs, which was updated during June 2018 ($5.1 million). 
 
Financial Guarantee 
 
SDCI is required to provide a financial guarantee to the Québec government of $15.2 million with respect to the 
Closure Plan for the Renard Diamond Mine which was approved in December 2012. The first and second 
instalments of $7.6 million and $3.8 million were made in August 2014 and August 2015 respectively by way of a 
surety bond, and the third instalment of $3.8 million was made in August 2016. In connection with the surety bond, 
SDCI provided cash collateral of $3.0 million to the underwriter of the surety bond. This amount is recorded in the 
consolidated statements of financial position under Other Financial Assets (see Note 10). 

 
17. Share Capital 

 
a) Authorized Share Capital 
 
At December 31, 2018, the authorized share capital is an unlimited number of common shares without par value. 
All issued shares are fully paid.  
 
On October 2, 2018, the Corporation completed a treasury offering of 57,142,858 units of the Corporation 
(“Units”) with la Caisse on a private placement basis, for gross proceeds of approximately $20 million, at a price 
of $0.35 per Unit, with each unit comprised of one common share of the Corporation and one-half of a common 
share purchase warrant, with each whole warrant exercisable until October 2, 2023 for one common share of the 
Corporation at an exercise price of $0.455, subject to certain adjustments such as stock split or share 
consolidation.  
 
In addition, on December 7, 2018, the Corporation completed a treasury offering of 28,571,428 units of the 
Corporation (“Units”) with Ressources Québec (an affiliate of IQ) (“RQ”) on a private placement basis, for gross 
proceeds of approximately $10 million at a price of $0.35 per Unit, with each unit comprised of one common 
share of the Corporation and one-half of a common share purchase warrant, with each whole warrant exercisable 
until December 7, 2023 for one common share of the Corporation at an exercise price of $0.455 subject to certain 
adjustments such as stock split or share consolidation.  
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17. Share Capital – continued –  
 

b) Flow-Through Shares 
 
To finance certain 2018 exploration activities, the Corporation completed a private placement of flow-through 
shares in December 2017, raising $3.8 million, net of transaction costs of $0.2 million. Under the terms of the 
subscription agreement, the Corporation was required to spend the funds on eligible Canadian Exploration 
Expenditures (“CEE”) on or before December 31, 2018. Flow-through common shares provide for the 
Corporation’s CEE to be transferred to the holders of the flow-through shares and, as a result, the tax base for 
these expenditures is not available to the Corporation. In connection with the issuance of the flow-through 
shares, the Corporation recorded $0.5 million as at December 31, 2017, in other liabilities which represents the 
premium paid by investors to acquire the rights to the tax benefits attached to the flow-through shares. 
 
c) Stock Option Plan 
 
The Corporation’s Stock Option Plan (the “Plan”) establishes the terms and conditions upon which the directors 
of the Corporation may grant stock options. On October 21, 2014, the Corporation’s shareholders approved the 
Plan for a further three-year period. Given the Corporation was seeking approval for the new Deferred Share Unit 
Plan and Performance Share Unit Plan, the Corporation did not seek shareholder approval to renew the term of 
the Plan, and as a result the last options issued under the Plan were awarded on March 6, 2017.  
 
A summary of the Corporation’s outstanding stock options is as follows:
 
  Weighted Average 

 Number of Stock Exercise Price 

 Options (per share) 

   

Balance December 31, 2016 28,708,334 0.77 

Granted 16,040,000 0.85 

Expired (3,020,000) 0.85 

Forfeited (1,060,000) 0.81 

Exercised(1) (1,745,000) 0.70 

Balance December 31, 2017 38,923,334 0.80 

   

Expired (300,000) 0.57 

Forfeited (3,657,500) 0.83 

Balance December 31, 2018 34,965,834 0.80 

     (1)  The weighted average share price at the date of exercise of options during the year ended December 31, 2017 was $0.79. 

   

Number of stock options currently exercisable 26,819,165 0.78 

 

As at December 31, 2018, the Corporation had the following stock options outstanding: 

    
  Weighted Average Weighted Average 

 Number of Options  Exercise Price  Remaining  

Range of Exercise Prices  Outstanding (per share/option) Contractual Life 

    

$0.51 – $0.71 15,975,834 0.70 0.59 years 

$0.73 – $1.11 18,990,000 0.88 2.86 years 

 34,965,834 0.80 1.82 years 
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17. Share Capital – continued – 
 
c) Stock Option Plan – continued – 
 
During the year ended December 31, 2018, no stock options were granted. 
 
During the year ended December 31, 2017, the Corporation granted 16,040,000 stock options to directors, 
officers and employees, with an average exercise price of $0.85 per share, based on the share price at the time 
of the grant. These stock options expire five years from the grant date. The Corporation used the Black-Scholes 
pricing model to estimate a fair value of $5.5 million ($0.34 per option). A total of 2,500,000 options granted 
vested immediately, while the remaining 13,540,000 options vest over a 3 year period. 
 

The fair value of each stock option grant is estimated on the date of the grant using the Black-Scholes pricing 
model, with the following range of assumptions: 

 For the year ended 

 December 31, 

 2017 

Risk-free interest rate 1.2% 

Expected dividend yield Nil 

Expected stock price volatility (1) 45% 

Expected option life in years 5 years 

(1)    Expected volatility has been based on historical volatility of the Corporation’s publicly traded shares. 

For the year ended December 31, 2018, the Corporation recognized share-based compensation expense of $1.1 
million (December 31, 2017 - $2.9 million), and a further $0.2 million was capitalized to inventory and mineral 
properties in property, plant and equipment (December 31, 2017 – $1.0 million was capitalized to mine under 
construction in property, plant and equipment). 

 
d) Performance Share Unit Plan 

 
Effective April 19, 2018, the Corporation granted, under the Performance Share Unit (“PSU”) Plan for officers and 
key employees, a total of 6,946,470 PSUs. A total of 1,196,470 PSUs granted vested immediately, which represents 
75% of the value of the prior year bonus to key management personnel that was paid by a grant of PSUs valued 
at $0.7 million. The remaining 5,750,000 PSUs vest over a 3-year period subject to performance conditions. The 
PSUs are payable in common shares or in cash, at the sole discretion of the Corporation, based on the market 
price of the Corporation’s publicly traded common shares. As of December 31, 2018, the Corporation has revised 
its estimates for non-market related performance conditions and recognized PSU compensation expense of $1.1 
million. 
 
A summary of the Corporation’s outstanding PSUs is as follows:
  

 Number of 
 PSU 

  
Balance December 31, 2017 - 

Granted 6,946,470 
Forfeited (725,000) 
Expired (1,265,000) 
Redeemed (54,348) 

Balance December 31, 2018 4,902,122 
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17. Share Capital – continued – 
 

e) Deferred Share Unit Plan 
 
For the year ended December 31, 2018, the Corporation granted, under the Deferred Share Unit (“DSU”) Plan for 
directors, a total of 4,565,339 DSUs which vested immediately. The DSUs are payable in common share or in cash, 
at the sole discretion of the Corporation. While this is not the currently planned settlement mechanism, any cash 
payment would be based on the market price of the Corporation’s publicly traded common shares on the date 
the directors termination. For the year ended December 31, 2018, the Corporation recognized DSU compensation 
expense of $1.4 million. 
 
A summary of the Corporation’s outstanding DSUs is as follows: 
  

 Number of 

 DSU 

  

Balance December 31, 2017 - 

Granted 4,565,339 

Balance December 31, 2018 4,565,339 

f) Employee Share Purchase Plan 
 
Effective January 1, 2018, eligible employees of the Corporation were given the opportunity to participate in an 
employee share purchase plan (“ESPP”). Under the ESPP, employees can contribute up to 10% of their gross salary 
towards the purchase of common shares of the Corporation. Six months after the employee contribution, the 
Corporation contributes an amount equal to 50% of the employee contribution, providing that the employee 
shares are still in the employee’s account at the end of this six-month period, and that the employee remains 
employed by the Corporation. For the year ended December 31, 2018, the Corporation issued  2,173,973 common 
shares under the ESPP, and recognized ESPP compensation expense of $0.2 million. 
 
g) Warrants 
 
On October 2, 2018, the Corporation issued 28,571,429 warrants in connection with a private placement, refer 

to note 17a. Proceeds from unit placements of the Corporation’s common share and warrants are allocated 

between shares and warrants issued on a pro-rata basis of their value within the unit using the Black-Scholes 
pricing model to determine the fair value of warrants issued and the share fair value on the market. The warrants 
had an estimated fair value on the grant date of $2.6 million, net of issue cost of $0.02 million, based on the Black‐
Scholes option pricing model using the following assumptions: a risk‐free interest rate of 2.38%, an expected 
stock price volatility of 36.4%, an expected warrant life of 5 years, and expected dividends ‐ $Nil. 
 
In addition, on December 7, 2018, the Corporation issued 14,285,714 warrants in connection with a Private 

placement, refer to note 17a. Proceeds from unit placements of the Corporation’s common share and warrants 

are allocated between shares and warrants issued on a pro-rata basis of their value within the unit using the 
Black-Scholes pricing model to determine the fair value of warrants issued and the share fair value on the market. 
The warrants had an estimated fair value on the grant date of $0.6 million based on the Black‐Scholes Option 
Pricing Model using the following assumptions: a risk‐free interest rate of 2.01%, an expected stock price volatility 
of 38.8%, an expected warrant life of 5 years, and expected dividends ‐ $Nil. 
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17. Share Capital – continued – 
 

g) Warrants – continued – 

 
A summary of the Corporation’s outstanding warrants is as follows:

  Weighted Average 

 Number of   Exercise Price 

 Warrants (per warrant) 

   

Balance December 31, 2016 29,000,000 1.08 

Expired (15,000,000) 1.21 

Balance December 31, 2017 14,000,000 0.95 

   

Issued - Private placements 42,857,143 0.46 

Balance December 31, 2018 56,857,143 0.58 

18. Expenses by Nature 
 

Cost of goods sold and selling, general and administrative expenses, as reported in the consolidated statements 
of loss and comprehensive loss, have been grouped by nature of expenses as follows: 
 

 For the year ended 

 December 31, December 31, 

 2018 2017 

   

Salaries and employees benefits 60,524 40,333 

Consumables and spare parts 40,522 32,418 

Rental and subcontractors 32,869 23,023 

Professional fees 5,631 4,383 

Insurance and property taxes 2,526 1,341 

Deferred Stream costs amortization 516 739 

Changes in inventory (3,373) (129) 

Financing cost 1,170 - 

Other 6,588 3,673 

 146,973 105,781 

19. Capital Resources 
 

The Corporation’s capital management objectives are to meet its financial liabilities as they become due, and 
have sufficient access to liquidity to fund exploration expenses, investing activities and activities related to the 
development of the underground mine, and the Corporation’s working capital requirements. 
 
Certain of the financing agreements require the Corporation to meet financial ratios, as well as other positive and 
negative covenants. Certain components of the financing and all of the Corporation’s revenues are denominated 
in US Dollars, while most of the Corporation’s expenses are in Canadian Dollars. Should events or circumstances 
change, the Corporation may issue new equity, new debt or alternative forms of financing financing (See Note 1 
– Going Concern). As at December 31, 2018, the Corporation was subject to externally imposed capital 
requirements under the Senior Secured Loan, the equipment finance facility, and the Stream, in that the 
Corporation must maintain a tangible net worth, on a consolidated basis, of $250 million. In addition, under the 
Senior Secured Loan, after Parental Support Termination Date, which occurs when 50% of the principal amount 
borrowed is repaid, SDCI will be required to maintain a tangible net worth, on a consolidated basis, of $250 
million. 
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19. Capital Resources – continued – 
 
The Corporation prepares detailed annual budgets and longer-term cash flow forecasts. These forecasts are 
regularly reviewed and updated for changes in circumstances to support timely capital allocation, investment and 
financing decisions being made.   

 
The Corporation’s capital is comprised of debt (current and long-term) and shareholders’ equity: 
 
 December 31, December 31, 

 2018 2017 

   

Current portion of long-term debt 13,520 35,637 

Long-term debt 230,178 191,653 

Convertible debentures 84,857 80,817 

Shareholders’ equity (1) 285,369 583,207 

 613,924 891,314 

     (1)  Refer to the consolidated statements of changes in equity for the changes in the years ended December 31, 2018 and 2017. 

20. Exploration Expense  
 

In addition to the Renard Diamond Mine, and the surrounding land package, The Corporation maintains interests in 

two exploration properties (a 90% interest in the Aviat Project in Nunavut, and a 20% interest in the Timiskaming 

Project in Ontario). The Corporation also holds a 100% interest in multiple grassroots diamond exploration projects 

within Canada. Two new 100% owned exploration properties were acquired by the Corporation in 2018, the RIL 

(Ontario) and Pikogan (Quebec) projects. During the year ended December 31, 2018, The Corporation continued to 

conduct exploration work totaling $3.2 million after a tax credit relating to resources and duties credits relating to 

mining tax, representing $1.1 million in total (note 15). 

 
21. Financial Expenses

 
 For the year ended 

 December 31, December 31, 
 2018 2017 

   
Interest income on cash, cash equivalents and short-term investments (928) (574) 
Interest expense 36,498 28,386 
Accretion expense on contract liabilities (Note 14) 56,074 - 
Convertible debentures - Unrealized gain on fair value of derivatives (9,919) (21,742) 
Senior Secured loan – Standby fees - 1,556 
Other   

Accretion on asset retirement obligation 421 349 
Standby fees 56 19 

 82,202 7,994 
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22. Related Party Transactions  

 
a) Key Management Personnel Compensation 
 
Key management includes the Corporation’s directors and all executive officers. Compensation awarded to key 
management includes:

 For the year ended 

 December 31, December 31, 

 2018 2017 

   

Salaries and other short-term employee benefits(1) 3,142 4,064 

Director's fees 339 397 

Share-based compensation(1)(2) 2,878 1,462 

 6,359 5,923 

(1)  Certain salaries and Share-based compensation for key management personnel are allocated to inventory and property, plant and 
equipment. 

(2) The Share-based compensation includes Stock options, PSU, DSU and ESPP, refer to note 17. 

Certain employment agreements between members of the executive team and the Corporation contain 
termination without cause and change of control provisions. If all executive officers had been terminated without 
cause on December 31, 2018, the total amount payable would be $5.1 million. If a change of control had occurred 
on December 31, 2018, the total amount payable in respect of severance, if so elected by each executive officer, 
including accelerated vesting of share‐based awards, would be $5.1 million. 
 
b) Transactions with Related Parties 
 
The Corporation entered into the following transactions with related parties not otherwise disclosed in these 
financial statements: 

(i) For the year ended December 31, 2018, the Corporation incurred interest and commitment fees of $10.0 
million and $2.8 million in royalties (December 31, 2017 – $9.2 million in interest and commitment fees 
and $3.6 million in royalties) with Diaquem, Ressources Quebec (“RQ”) and Investissement Quebec 
(“IQ”). As at December 31, 2018, the total amount of interest payable to Diaquem, Ressources Quebec 
(“RQ”) and Investissement Quebec (“IQ”) is $2.5 million (December 31, 2017 - Nil). Collectively, as at 
December 31, 2018, Diaquem, RQ and IQ own 25.8% of the Corporation’s issued and outstanding 
common shares and therefore have significant influence over the Corporation; 

(ii) For the year ended December 31, 2018, the Corporation incurred interest of $1.7 million (December 31, 
2017 - $1.7 million) payable to Orion Co-Investment l Limited (“Orion”). As at December 31, 2018, Orion 
owns 14.1% of the Corporation’s issued and outstanding common shares and US$20.5 million of the 
US$81.3 million Convertible Debentures issued and therefore has significant influence over the 
Corporation. 

(iii) As at December 31, 2018, la Caisse owns 11.0% of the Corporation’s issued and outstanding common 
shares. In addition, one of the Corporation’s board members is appointed by la Caisse and la Caisse is 
also part of the streamers under the Corporation’s stream agreement. Therefore, la Caisse has significant 
influence over the Corporation. For the year ended December 31, 2018, the Corporation completed sales 
with La Caisse through the Stream agreement for a total proceeds of $2.8 million (net of selling expenses 
of $0.2 million). 
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23. Income (Loss) per Share 
 

a) Basic 

Basic (loss) income per share is calculated by dividing the net (loss) income attributable to equity holders of the 

Corporation by the weighted average number of ordinary shares outstanding during the year: 

 
 For the year ended 

 December 31, December 31, 
 2018 2017 
  (Adjusted, Note 3) 

   
Basic earnings per share:   

Net loss (329,352) (114,220) 
Weighted average number of shares outstanding 852,183,339 829,545,793 

Basic loss per share (0.39) (0.14) 

   

b) Diluted 

For the years ended December 31, 2018 and 2017, the effect of potential issuance of shares under the convertible 

debentures, options and warrants is considered to be anti-dilutive. Accordingly, the diluted (loss) income per 

share is equal to the basic (loss) income per share. 

 24. Supplemental Schedule of Non-Cash operating, Investing and Financing Activities 

Reconciliation of Non-cash finance charges:
 December 31, December 31, 
 2018 2017 

Accretion expense, amendment fee and modification gain- Unsecured Debt Facility #1 (note 
12a) 

231 559 

Accretion expense and modification gain - Renard Mine Road Debt Facility (note 12c) 2,320 2,736 
Accretion expense, amendment fee and modification loss - Senior Secured Loan (note 12d) 3,113 601 
Accretion expense - Convertible Debentures (note 13) 7,169 5,997 
Accretion expense - Contract Liabilities (note 14) 56,074 - 
Asset retirement obligation (note 16) 421 349 

Non-cash finance charges per Statements of Cash Flows 69,328 10,242 

   
   

 December 31, December 31, 
 2018 2017 

   
Finance expense accrual  3,008 255 
Property, plant and equipment included in accounts payable and accrued liabilities  398 6,560 
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24. Supplemental Schedule of Non-Cash operating, Investing and Financing Activities – continued –
 

Reconciliation of investment in Property, Plant & Equipment :   
 For the year ended 

 December 31, December 31, 
 2018 2017 

   
Balance, beginning of the period 988,710 1,102,084 

Adjustment on initial application of IFRS 15 (Note 3) 82,350 - 

Adjusted balance, beginning of the period 1,071,060 1,102,084 
Balance, end of the period 973,273 988,710 

Change (97,787) (113,374) 
   

Add-back (subtract):   
Depreciation expense, net of capitalized depreciation 106,589 63,885 
Impairment Charge 83,197 171,000 
Tax credit refund - 9,756 
Property, plant and equipment included in working capital 6,161 22,517 
Finance leases included in property, plant and equipment (17,670) (1,854) 
Loss on disposal of property, plant and equipment 613 390 
Asset retirement obligation (4,166) (2,322) 
Other (372) (934) 

Property, Plant & Equipment per Statements of Cash Flows 76,565 149,064 

 
25. Commitments 

 
In the normal course of business, the Corporation enters into contracts that give rise to commitments. The 
following table summarizes the Corporation’s contractual obligations with these contracts with the exception of 
its debt related obligations: 

 Up to 1 year 1-5 years Over 5 years Total 

     

Operating Lease Payments 689 1,561 157 2,407 

Other operating commitments  7,120 21,724 16,641 45,485 

 7,809 23,285 16,798 47,892 

A summary of the Corporation’s minimum future interest and principal payments for its debt and Convertible 
Debentures as at December 31, 2018, can be found in Note 8. 
 
Other Operating Commitments 
 
Under its long-term contractual agreement for the supply of liquefied natural gas (“LNG”), the Corporation must 
set aside an amount of $2.0 million in restricted cash (see Note 10). The future minimum payments are based on 
the estimated minimum obligations over the term of the contractual agreement. 
 
Impact and Benefits Agreement 
 
In March 2012, the Corporation entered into an impact and benefits agreement (the “Mecheshoo Agreement”) 
for the Renard Diamond Mine with the Cree Nation of Mistissini and the Grand Council of the Crees (Eeyou 
Istchee)/Cree Regional Authority. The Mecheshoo Agreement is a binding agreement that will govern the long-
term working relationship between the Corporation and the Cree parties during all phases of the Renard Diamond 
Mine. It provides for training, employment and business opportunities for the Cree during the Renard Diamond 
Mine construction, operation and closure, and sets out the principles of social, cultural and environmental respect 
under which the project will be managed. The Mecheshoo Agreement includes a mechanism by which the Cree 
parties will benefit financially from the success of the project on a long term basis, consistent with the mining 
industry’s best practices for engagement with First Nations communities. 
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25. Commitments – continued – 
 
Royalty 
 
The Renard Diamond Mine is subject to a 2% royalty interest on diamond sales (calculated as 2% of the actual 
gross selling price in Canadian Dollars, minus the lesser of: 3% marketing costs and the actual diamond selling 

costs) and a 2% NSR on minerals other than diamonds (see Note 22 b)(i). 

 
26. Contingencies 

 
Pursuant to flow-through financing agreements entered into with investors in 2013 under the look-back rules, 
the Corporation committed to incur, in 2014, Canadian Exploration Expenses with specific criteria in accordance 
with Canadian tax laws. In January 2018, the Corporation received from the Canada Revenue Agency (“CRA”) a 
proposed assessment denying eligibility of certain expenses. After discussions with CRA, management approved 
proposed adjustments which has no monetary impact for the Corporation, no significant impact on unused 
deductions and no impact on the applicable flow through subscription agreements. The final notice of assessment 
has been received. 

 
27. Segmented Information 

 
The Corporation has identified its operating segments based on the internal reports that are reviewed and used 
by the executive management team in assessing performance and in determining the allocation of resources. The 
Corporation has one main geographic segment being the Renard Diamond Mine located in the province of 
Québec. This segment is principally engaged in diamond mining, acquisition and exploration of diamond 
properties. 


