
Letter to shareholders

Dear Fellow Shareholders,

Fiscal 2019 and Fourth Quarter Financial Results

For fiscal 2019, revenues were $282.9 million compared to $322.8 million in 2018, a decrease of $39.9 million or 12.4%.
Adjusted EBITDA was $20.1 million, or 7.1% of revenues after adjusting for the impact of adopting IFRS 16. This compares
to $22.2 million for fiscal 2018, representing a decrease of $2.2 million or 9.7%.  Before adjusting for the adoption of
IFRS 16, Adjusted EBITDA was $9.2 million for fiscal 2019.

Revenues for the fourth quarter were $71.5 million compared to $81.2 million in the fourth quarter of 2018, a decrease
of $9.7 million or 11.9%.  The decrease in revenues during the quarter was due to a number of factors, including lower
customer demand, volume declines in certain products and production slowdowns related to vendor credit constraints
associated with our financial liquidity challenges especially in the month of December.  Revenues in the quarter were
also impacted by a $1.3 million charge to revenue to account for the possibility that aged receivables may not be
collectible.  The decrease in revenue was partially offset by revenue from the onboarding of a new offering to a large
provincial healthcare services customer of $0.8 million and new sales from customers in the Cannabis sector of $2.5
million.  In addition, the fourth quarter of 2018 was particularly strong, benefiting from timing of certain customer orders
which otherwise would have been produced in the first quarter of 2019, given customer inventory planning and timing
of production.

Adjusted EBITDA was $5.5 million in the fourth quarter of 2019, or 7.7% of revenues after adjusting for the impact of
adopting IFRS 16, which became effective in the first quarter of 2019.  This compares to $6.5 million in the fourth quarter
of 2018, representing a $1.0 million or 15.5% decrease compared to last year.  Before adjusting for the adoption of IFRS
16, Adjusted EBITDA was $2.7 million or 3.7% of revenues for the quarter ended December 31, 2019.  This decrease
is primarily due to the higher SG&A due in part to the launch of our new ERP system.

2019 in Review

Fiscal 2019 was a challenging year, as we tested our resiliency and commitment towards a better DCM.

2019 is best summed up as a two-part story; the pre-Enterprise Resource Planning (ERP) period and the post-launch
ERP period.

Our plan for 2019 was a continuation of the efforts and accomplishments we achieved in 2018:
• Focus on core customers
• Improve gross margins
• Reduce SG&A
• Paydown debt
• Investing to support future growth

For the first five months of the year, we stuck to our plan:
• New revenue wins…in excess of $45.0 million of lifetime contract revenue
• Cannabis label dominance… the majority of labels produced for Canadian cannabis companies are provided by

DCM
• Reduction in SG&A overheads with the elimination of our Brossard location and a total headcount reduction across

the organization of more than 200 personnel
• Repayment of $5.0 million in fixed term debt obligations by the end of May 2019

And then came June 3rd, 2019 and the launch of our ERP system.

To say the implementation of a single operating and reporting system into a 60-year-old business was a challenge is an
understatement.

In decades of experience within multiple businesses, I had never experienced the level of disruption on a day to day
basis as was caused by the launch of our new operating system.

As presented in my second quarter and third quarter letters to shareholders, all facets of our business were affected;
particularly revenue, gross margins and our ability to support the financing of a rapidly growing accounts receivable/
payable bulge in our balance sheet.

In the fourth quarter we saw a stabilization of our production capabilities and output. This improvement is reflected in
DCM posting more stabilized results in the fourth quarter.
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So, where are we?

Your management has thoroughly reviewed, with outside professional assistance, the reasons for the challenges we
endured with the launch of our ERP system. I can go into great detail of the why’s, but I think the most important questions
are:

• Does the system work? Yes, it is working the way we designed it!
• Are there any issues still to resolve? Yes, we still are clearing up some invoicing issues. We know where these lie

and have a dedicated team focused on resolving these issues.
• Are you seeing the efficiencies you forecasted with the ERP implementation? Not yet. Until we are entirely sure we

can get 95% of our SKUs through the system without some manual assistance, we will maintain staff levels to
ensure no service interruptions occur.

While ERP implementation and then remediation took up a large part of our employees’ attention, our business needed
to carry on. I am pleased to report on several accomplishments during the fourth quarter of 2019.

• Fourth quarter revenue - another step toward more “normal” state of business
• Steady gross margins - 24.5% for fiscal 2019, comparable to last year
• More than $80.0 million in new annualized revenue awarded in the full year with wins across our whole client

spectrum
• Core customer revenue (our top 10 customers) grew by 3.6% compared to the prior year
• More than 75% of the Canadian cannabis demand for labels is produced by DCM
• An over-subscribed rights offering in December 2019 which added almost $5.0 million in equity

Recently I was meeting with a key supplier who faces many of their own challenges. I was struck by a simple thought
written on the white board in their boardroom: “Nobody can go back and start a new beginning, but anyone can start
today and make a new ending” (Source: Maria Robinson).

All of this process could not have been achieved without the tireless efforts of our DCM employees. I thank them all. It
would have been easy to give in, but the thousands of hours of extra effort have made the difference.

Outlook for 2020

Our original forecast for the fiscal year was positive and realistic. We expected to see modest revenue growth while
continuing to improve our gross margins and lower our SG&A.  We expect the first quarter of 2020, relatively speaking,
to be strong and to outperform our first quarter of 2019, however, the impact of the COVID-19 pandemic on our economy
and business makes it difficult to predict our financial performance for the balance of the year.

While we are fortunate enough to be an essential services provider to a number of industries, including healthcare,
financial services and supply chain sectors, DCM has experienced a reduction in demand from other clients and sectors
due to the pandemic, particularly in our retail-related product offerings.

Safeguarding the well-being of our employees has been a top priority.  We have taken a number of actions to ensure
strict health and safety measures along with the continued operation of our plants.

We have also taken swift action to manage our costs, including temporary layoffs, shift reductions, roll-backs of
management and senior executive salaries, reductions in non-essential spending and deferral of other expenses and
payments where practical.  To date we have qualified for and received approximately $6.1 million under the Canadian
Emergency Wage Subsidy relief program with $1.6 million of that amount attributable to the first quarter of 2020.  We
continue to evaluate the situation closely and assess further actions that may be required in the event of a prolonged
disruption.  Working capital improvement is a significant priority for us; both collecting accounts receivables and better
matching the timing of billing with the cost of production.

Our client-facing activities speak to the value we bring to our enterprise clients as well as our spirit of entrepreneurialism.
As of this writing, we have provided more than $5.0 million of COVID-19 related products such as floor decals, posters,
sanitizers, wipes and latex gloves. We are also working with some of our top customers to help develop communication
plans for re-opening.

While many of our investors and clients see us as production and business process specialists, the crisis has shown
that we are a trusted partner ready to anticipate and deliver comprehensive solutions. We remain highly engaged with
our clients.
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For the balance of the year we are ensuring our focus on flexibility and adaptability to changing needs is front and centre.

I thank all of you for your support and investment in our business.

For a full description of our financial results for fiscal 2019, please refer to our audited consolidated financial statements
for year ended December 31, 2019 and related management’s discussion and analysis, copies of which are available
at www.sedar.com

Yours truly,

(Signed) "Gregory J. Cochrane"

Gregory J. Cochrane

Chief Executive Officer

DATA Communications Management Corp.

June 2020
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Management’s discussion and analysis of financial condition and results of operations

The following management’s discussion and analysis (“MD&A”) is intended to assist readers in understanding the

business environment, strategies, performance and risk factors of DATA Communications Management Corp. (TSX:

DCM) and its subsidiaries (referred to herein as “DCM” or the “Company”) for the years ended December 31, 2019 and

2018.  This MD&A should be read in conjunction with the audited consolidated financial statements and accompanying

notes of DCM for the years ended December 31, 2019 and 2018.  Additional information about the Company, including

its most recently filed audited consolidated financial statements, Annual Information Form and Management Information

Circular may also be obtained on SEDAR (www.sedar.com).  Unless otherwise indicated, all amounts are expressed in

Canadian dollars.

The date of this MD&A is June 8, 2020.  Additional information relating to DCM, including its most recently filed audited

and unaudited consolidated financial statements, Annual Information Form and Management Information Circular, is

available on SEDAR at www.sedar.com.

Basis of presentation
DCM prepares its consolidated financial statements in accordance with International Financial Reporting Standards as

issued by the International Accounting Standards Board (“IFRS").   The accounting policies applied in these consolidated

financial statements are based on IFRS effective for the year ending December 31, 2019, as issued and outstanding as

of June 8, 2020 the date the Board of Directors ("Board") approved these financial statements.

Forward-looking statements
Certain statements in this MD&A constitute “forward-looking” statements that involve known and unknown risks,

uncertainties and other factors which may cause the actual results, performance, objectives or achievements of DCM,

or industry results, to be materially different from any future results, performance, objectives or achievements expressed

or implied by such forward-looking statements.  When used in this MD&A, words such as “may”, “would”, “could”, “will”,

“expect”, “anticipate”, “estimate”, “believe”, “intend”, “plan”, and other similar expressions are intended to identify forward-

looking statements.  These statements reflect DCM’s current views regarding future events and operating performance,

are based on information currently available to DCM, and speak only as of the date of this MD&A.  These forward-looking

statements involve a number of risks, uncertainties and assumptions and should not be read as guarantees of future

performance or results, and will not necessarily be accurate indications of whether or not such performance or results

will be achieved.  Many factors could cause the actual results, performance, objectives or achievements of DCM to be

materially different from any future results, performance, objectives or achievements that may be expressed or implied

by such forward-looking statements. The principal factors, assumptions and risks that DCM made or took into account

in the preparation of these forward-looking statements include: risks relating to the impact of the COVID-19 pandemic,

a rapidly evolving situation the impact of which could be material on DCM’s business, liquidity and results of operations;

DCM's new enterprise resource planning ("ERP") system has failed to perform as planned and interrupted operational

transactions during and following the implementation, which has, and may continue to, materially and adversely affect

DCM's financial liquidity and operations and results of operations; there are material uncertainties associated with the

resolution of the liquidity challenges currently facing DCM that may cast significant doubt as to the ability of DCM to
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meet its obligations as they come due; there is no assurance that management’s initiatives for dealing with these events

and conditions will be successful and there are risks in the expected timing of resolution thereof and the possible effects

of these issues if they are not resolved; DCM’s ability to continue as a going concern is dependent upon its ability to

return DCM to profitability, generate positive cash flows from operations, obtain additional financing, risks relating to

DCM’s ability to access sufficient capital, including, without limitation, under its existing revolving credit facility, on

favourable terms to fund its liquidity and business plans from internal and external sources; the risk that a material

weakness in internal control of financial reporting, could, if uncorrected, result in a future misstatement of revenues that

may result in a material misstatement of DCM's annual or interim consolidated financial statements if not prevented or

detected on a timely basis; the risk that DCM will not be successful in implementing amendments to the terms of its

existing credit facilities including, without limitations, the financial covenants of DCM under these facilities; the limited

growth in the traditional printing industry and the potential for further declines in sales of DCM’s printed business

documents relative to historical sales levels for those products; the risk that changes in the mix of products and services

sold by DCM will adversely affect DCM’s financial results; the risk that DCM may not be successful in reducing the size

of its legacy print business, realizing the benefits expected from restructuring and business reorganization initiatives,

reducing costs, reducing and repaying its long term debt, and growing its digital and marketing communications

businesses; the risk that DCM may not be successful in managing its organic growth; DCM’s ability to invest in, develop

and successfully market new digital and other products and services; competition from competitors supplying similar

products and services, some of whom have greater economic resources than DCM and are well-established suppliers;

DCM’s ability to grow its sales or even maintain historical levels of its sales of printed business documents; the impact

of economic conditions on DCM’s businesses; risks associated with acquisitions and/or investments in joint ventures by

DCM; the failure to realize the expected benefits from the acquisitions it has made and risks associated with the integration

and growth of such businesses; increases in the costs of paper and other raw materials used by DCM; and DCM’s ability

to maintain relationships with its customers and suppliers.

Additional factors are discussed elsewhere in this MD&A under the headings "Liquidity and capital resources" and “Risks

and Uncertainties” in DCM’s publicly available disclosure documents, as filed by DCM on SEDAR (www.sedar.com).

Should one or more of these risks or uncertainties materialize, or should assumptions underlying the forward-looking

statements prove incorrect, actual results may vary materially from those described in this MD&A as intended, planned,

anticipated, believed, estimated or expected.  Unless required by applicable securities law, DCM does not intend and

does not assume any obligation to update these forward-looking statements.

Non-IFRS measures
This MD&A includes certain non-IFRS measures as supplementary information.  Except as otherwise noted, when used

in this MD&A, EBITDA means earnings before interest and finance costs, taxes, depreciation and amortization and

Adjusted EBITDA means EBITDA adjusted for restructuring expenses, one-time business reorganization costs and

acquisition costs.  Adjusted net income (loss) means net income (loss) adjusted for restructuring expenses, one-time

business reorganization costs, acquisition costs and the tax effects of those items.  Adjusted net income (loss) per share

(basic and diluted) is calculated by dividing Adjusted net income (loss) for the period by the weighted average number

of common shares of DCM (basic and diluted) outstanding during the period.  In addition to net income (loss), DCM

uses non-IFRS measures including Adjusted net income (loss), Adjusted net income (loss) per share, EBITDA and
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Adjusted EBITDA to provide investors with supplemental measures of DCM’s operating performance and thus highlight

trends in its core business that may not otherwise be apparent when relying solely on IFRS financial measures.  DCM

also believes that securities analysts, investors, rating agencies and other interested parties frequently use non-IFRS

measures in the evaluation of issuers.  DCM’s management also uses non-IFRS measures in order to facilitate operating

performance comparisons from period to period, prepare annual operating budgets and assess its ability to meet future

debt service, capital expenditure and working capital requirements.  Adjusted net income (loss), Adjusted net income

(loss) per share, EBITDA and Adjusted EBITDA are not earnings measures recognized by IFRS and do not have any

standardized meanings prescribed by IFRS.  Therefore, Adjusted net income (loss), Adjusted net income (loss) per

share, EBITDA and Adjusted EBITDA are unlikely to be comparable to similar measures presented by other issuers.

Investors are cautioned that Adjusted net income (loss), Adjusted net income (loss) per share, EBITDA and Adjusted

EBITDA should not be construed as alternatives to net income (loss) determined in accordance with IFRS as an indicator

of DCM’s performance.  For a reconciliation of net income (loss) to EBITDA and a reconciliation of net income (loss) to

Adjusted EBITDA, see Table 3 and Table 7 below.  For a reconciliation of net income (loss) to Adjusted net income (loss)

and a presentation of Adjusted net income (loss) per share, see Table 4 and Table 8 below.
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Business of DCM

OVERVIEW

DCM is a communication solutions partner that adds value for major companies across North America by creating more

meaningful connections with their customers.  DCM pairs customer insights and thought leadership with cutting-edge

products, modular enabling technology and services to power its clients’ go-to market strategies.  DCM helps its clients

manage how their brands come to life, determine which channels are right for them, manage multimedia campaigns,

deploy location-specific and 1:1 marketing, execute custom loyalty programs, and fulfill their commercial printing needs

all in one place.

DCM's extensive experience has positioned it as an expert at providing communication solutions across many verticals,

including the financial, retail, healthcare, consumer health, energy, and not-for-profit sectors.  As a result of its locations

throughout Canada and in the United States (Chicago, Illinois and New York, New York), it is able to meet its clients’

varying needs with scale, speed, and efficiency - no matter how large or complex the ask.  DCM is able to deliver

advanced data security, regulatory compliance, and bilingual communications, both in print and/or digital formats.

On February 22, 2017, DCM acquired Eclipse Colour and Imaging Corp. ("DCM Burlington"), a Canadian large-format

and point-of-purchase printing and packaging company. On February 22, 2017, DCM acquired Thistle Printing Limited

(“Thistle”), a full service commercial printing company. On January 1, 2019, Thistle was amalgamated into DCM.  On

November 10, 2017, DCM acquired BGI Holdings Inc. and 1416395 Alberta Limited (collectively “BOLDER Graphics”),

a company focused on large-format digital printing, point of sale signage, corporate packaging, outdoor signage and

vehicle graphics.  On January 1, 2018, BOLDER Graphics was amalgamated into DCM.



On May 8, 2018, DCM acquired 100% of the outstanding common shares of Perennial Group of Companies Inc., Perennial

Inc. and The Finished Line Studios Inc. (collectively, “Perennial Group”).  On closing, Perennial Group was amalgamated

as Perennial Inc. (“Perennial”). Perennial’s suite of services includes business and brand strategy, consumer insights,

environmental and graphic design, and communications and retail operations design and strategy.

On November 7, 2018, DCM announced that Perennial and Aphria Inc. (“Aphria”) had entered into a joint venture

agreement (the “JV”). The JV initially focused on cannabis-infused products for the wellness, medical and adult-use

markets. The JV was owned equally by Perennial and Aphria.  It selected specific projects to collaborate on and seek

to leverage the respective capabilities of Perennial, DCM and Aphria. The JV was dissolved on July 12, 2019.  As at

December 31, 2019, there were no significant transactions or balances between incorporation and dissolution.

Customer agreements and terms typically include provisions consistent with industry practice, which allow DCM to pass

along increases in the cost of paper and other raw materials used to manufacture products.

DCM’s revenue is subject to the seasonal advertising and mailing patterns of certain customers.  Typically, higher

revenues and profit are generated in the fourth quarter relative to the other three quarters, however this can vary from

time to time by changes in customers' purchasing decisions throughout the year.  As a result, DCM’s revenue and

financial performance for any single quarter may not be indicative of revenue and financial performance which may be

expected for the full year.

DCM has approximately 1,200 employees in Canada and the United States and had revenues of $282.9 million in 2019.

Website: www.datacm.com.

RECENT DEVELOPMENTS

AMENDMENTS TO CREDIT FACILITIES

On February 21, 2020, DCM entered into a sixth amendment to its Bank Credit Facility (the “Bank Sixth Amendment”).

Advances under the Bank Credit Facility (as defined in the “Liquidity and capital resources” below section) may not, at

any time, exceed the lesser of $50.0 million and a fixed percentage of DCM’s aggregate accounts receivables and

inventory (less certain reserve amounts).  This amendment permits DCM:  (i) for the period from January 1, 2020 to April

30, 2020, to add up to $6.0 million on an unmargined basis (the “Unmargined Amount”) when calculating that borrowing

base, and (ii) for the period from January 15, 2020 to May 14, 2020, to remove from the calculation of that borrowing

base, up to $2.8 million of reserves (the “Excluded Pension Reserve Amount”) on account of DCM’s deficit in respect

of its defined benefit pension plan. The Unmargined Amount of the borrowing base will reduce at the rate of $1.0 million

per month commencing on May 1, 2020 until the Unmargined Amount is fully removed from the borrowing base.  DCM

will be required to reinstate the Excluded Pension Reserve Amount in the calculation of its borrowing base by adding

$1.0 million and $2.0 million of that amount respectively in each of May and June, 2020, and by including all of the

Excluded Pension Reserve Amount in July 2020 and thereafter.  In addition to the financial covenants in the Bank Credit

Agreement, the Bank Sixth Amendment added a new financial covenant that requires DCM to meet a Minimum Cash

Flow Requirement (as defined in the Bank Sixth Amendment).  In the event that DCM’s borrowing base exceeds total

borrowings under the Bank Credit Facility by less than $1.5 million, tested on a bi-weekly basis, the Minimum Cash Flow
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Requirement requires DCM to demonstrate, in that circumstance, that net cash flows for the Company for the preceding

four weeks do not vary negatively from its forecasted cash flows by more than $3.0 million.

The Bank Sixth Amendment also restricts DCM from making payments and distributions to non-arm’s length parties

without the Bank’s consent, subject to certain exceptions, and increases the interest rate on DCM’s borrowings under

the Bank Credit Facility by 0.50% for the period from January 1, 2020 to September 30, 2020.  In addition, DCM has

agreed to issue to the Bank warrants to purchase, for a period of 24 months, up to 500,000 common shares of the

Company at a price to be determined in accordance with the rules of, and approved by, the Toronto Stock Exchange.

On February 21, 2020, DCM entered into an agreement with each of FPD III, FPD IV and FPD V (as defined in the

“Liquidity and capital resources” below section) to defer the payment of regularly scheduled principal payments owing

to each of them under the applicable FPD Loan Agreement commencing February 1, 2020.  Scheduled principal payments

will resume June 15, 2020. The deferred principal payments will be added to the amounts due at maturity of the respective

FPD Loan Agreements.

On February 21, 2020, DCM entered into a fifth amendment (the “Crown Fifth Amendment”) to the Crown Credit

Agreement (as defined in the “Liquidity and capital resources” below section). Under the Crown Fifth Amendment, for

the period from January 1, 2020 to October 1, 2020, all interest on outstanding borrowings under the Crown Credit

Agreement will be deferred and will be capitalized on each date on which payment of such interest would otherwise be

due by adding the amount of the interest due to DCM’s then outstanding principal and interest obligations under the

Crown Credit Agreement.

Holders of an aggregate of $1.0 million in promissory notes, which were entered into by DCM in July 2019 with certain

parties, including related parties of DCM, have agreed to defer repayment of those notes.  It had been intended that

these promissory notes would be repaid out of the net proceeds of the rights offering completed by the Company in

December 2019.

On March 30, 2020, in reaction to anticipated COVID-19 (as defined below) impacts on its business, DCM entered into

a seventh amendment to its Bank Credit Facility (the “Bank Seventh Amendment”). This amendment permits DCM to

amend the definition of borrowing base by adding into the margining calculations 75% of BAR Products, without

duplication, for the period from April 1, 2020 to June 30, 2020.  BAR Products means Bill-as-Released finished goods

products that are produced and held for future delivery based on specified contracts and billing procedures with DCM's

customers.  During the aforementioned period, finished goods consisting of BAR Product shall be removed from the

definition of "Eligible Inventory" when calculating DCM's borrowing base.  The Bank Fifth Amendment covenant requiring

DCM to collect an agreed minimum percentage of its outstanding accounts receivable each month has been waived in

respect of the months March 2020, April 2020, May 2020 and June 2020, respectively.  In addition, the covenant requiring

DCM to attain revenue in a minimum amount equal to not less than 90% of its forecasted revenue on a quarterly and

on a cumulative basis commencing with the fourth quarter of 2019 and ending with the quarter ending June 30, 2020

was waived starting in the fourth quarter of 2019.
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On March 30, 2020, DCM also entered into an agreement with each of FPD III, FPD IV and FPD V, to waive the financial

covenant to maintain a minimum monthly EBITDA of $1.0 million in respect of the months of March 2020, April 2020,

May 2020 and June 2020 respectively.  In addition, FPD also waived the Total Funded Debt to EBTDA Ratio covenant

for the quarter ending June 30, 2020. 

On March 30, 2020, DCM also entered into a sixth amendment (the “Crown Sixth Amendment”) to the Crown Credit

Agreement.  This amendment waives the Net Debt to EBITDA Ratio covenant requirements for the quarters ending

March 31, 2020 and June 30, 2020, respectively and also removes the new financial covenant requiring DCM to have

EBITDA of not less than $4.0 million for the quarter ending March 31, 2020 and cumulative EBITDA of not less than

$8.0 million for the six-month period ending June 30, 2020.

PROGRESS ON ERP TRANSITION 

As a result of the significant disruption in DCM’s business caused by the implementation of a new ERP system since

June 3, 2019, the Company’s liquidity has been constrained by delays in production, shipments and billings to its

customers.  Significant progress continued to be made throughout the fourth quarter and system issues and data quality

were substantively remediated during the fourth quarter.  Production and shipping volumes returned to more normal

levels commensurate with activity prior to the implementation of the new ERP system and DCM continues to work on

invoice corrections and accounts receivable collection efforts.  Management continues to receive support from its lenders

(see "Liquidity" below).

Management of DCM has diagnosed the issues that impacted 2019 and is working to strengthen its system processes

and financial controls in 2020.  DCM has shifted its focus to achieving post-implementation efficiencies, including providing

additional training to employees in each business area, simplifying business processes and improving efficiencies in the

system as designed.  Management is also creating a detailed business process improvement plan to reduce some of

the complexities that were designed into the configuration of the system. 

COVID-19 GLOBAL PANDEMIC 

On March 11, 2020, the World Health Organization declared the outbreak of a strain of novel coronavirus disease,

(“COVID-19”), a global pandemic.  Governments in affected areas in which the Company operates have imposed a

number of measures designed to contain the outbreak, including business closures, travel restrictions, quarantines and

cancellations of gatherings and events.  The impacts on the global economy have been far-reaching, however, due to

the speed with which the situation developed and the uncertainty of its magnitude, outcome and duration it is not possible

to quantify the impact this pandemic may have on the financial results and condition of DCM in future periods.

Management of DCM has been closely monitoring developments related to COVID-19, including the current and potential

impact on global and local economies in the jurisdictions where it operates.  While safeguarding the well-being of

individuals is the Company’s principal concern, it remains focused on continuity plans and preparedness measures at

each of its locations.  Several measures designed to ensure continued operation have been implemented to date,

including temporary layoffs, wage rollbacks for senior executives and director level employees, shift reductions,

reductions in non-essential spending and deferral of other expenses and payments where practical and the Company

continues to evaluate and assess further actions.  Despite these efforts it is possible that during an extended pandemic
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the operation of one or more of DCM’s production facilities could be disrupted.  In these circumstances DCM may need

to limit operations or be temporarily shut down.  Although many of DCM customers’ products serve essential everyday

needs, it is likely that the customer demand for these customer products could continue to deteriorate due to the slowing

economy.

Despite DCM’s business continuing to operate as an essential provider to a number of industries, including the healthcare,

financial services and supply chain sectors, the Company has experienced a reduction in demand from certain clients

and sectors due to the pandemic, particularly in its retail related business.  It is not currently possible to accurately

quantify the impact of the pandemic on the Company’s operations or financial results.  These possible impacts can be

caused by both the pandemic itself as well as by the extensive public restrictions to continue limiting the spread of the

virus and may differ in various business areas and DCM’s operating locations and timing of the loosening of various

restrictions on businesses and the general public.

To date, DCM has not experienced any material disruptions in its supply chain due to COVID-19.  Nor has DCM

experienced any material credit collection delinquencies related to COVID-19, although certain customers have stretched

their payment terms.

DCM's impairment tests for property, plant and equipment and goodwill are generally based on fair value less costs of

disposal.  Accordingly, as required by IFRS, DCM has not reflected these subsequent conditions in the measurement

of its assets at December 31, 2019.  For example, revenue assumptions used in DCM's impairment indicators/testing

were based on expectations at the end of 2019.  Impairment indicators for DCM's assets could exist at March 31, 2020

if current conditions persist.  Management of DCM continues to work on revisions to the Company's forecasts and to

develop plans in light of the current conditions and will use updated assumptions/forecasts in its impairment indicator

analysis and for impairment tests, if such tests are required, including estimates for  government assistance including

tax rebates, holidays, grants and subsidies introduced in response to the impact of the ongoing COVID-19 pandemic.

However, the full financial impact of these events on the Company’s financial statements cannot be quantified at this

time.

GOVERNMENT GRANTS

On April 11, 2020, the Canadian government launched the Canada Emergency Wage Subsidy (the “CEWS”), an

emergency economic relief program to lessen the financial fallout on Canadian businesses from the effects of COVID-19.

The CEWS program is designed to help businesses struggling with the economic effects of the coronavirus retain and/

or rehire their employees. The CEWS program provides a salary subsidy of 75% of an employee’s wages (up to a weekly

cap of $847) for up to 12 weeks, retroactive from March 15, 2020 and ending on June 6, 2020. The subsidy is intended

to make it easier for eligible employers to avoid laying off or terminating employees, as well as to bring back staff that

were laid-off due to COVID-19 by significantly lessening the organization’s payroll costs.

• Period 1: To be eligible for CEWS for this period (which covers the employee pay period of March 15 to April 11,

2020), employers must have had at least a 15% reduction in revenue in March 2020. The lower threshold of 15%
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recognizes that the negative economic effects of COVID-19 did not begin until mid-March.  Revenue, under this

program, can be calculated using the accrual method of accounting or the cash method.

• Period 2: To be eligible for CEWS for this period (which covers the employee pay period of April 12 to May 9, 2020),

employers must show a reduction of at least 30% in revenue in April 2020.

• Period 3: To be eligible for CEWS for this period (which covers the employee pay period of May 10 to June 6, 2020

pay period), employers must show a reduction of at least 30% in revenues in May of 2020.

If eligible employers determine that they qualify for the CEWS for one claim period, they will automatically qualify for the

following claim period. On May 15, 2020, the Canadian government announced that it would be extending the CEWS

by an additional 12 weeks to August 29, 2020 and will be working on potential adjustments to this program, including

the 30 per cent revenue decline threshold.

DCM met the eligibility criteria using the cash method to calculate its revenue decline for CEWS for Period 1, and

accordingly also qualified for Period 2 of this program.  Under the cash revenue method, DCM’s revenue was more than

15% lower in March 2020 than in March 2019.  However, under the accrual method, DCM’s revenue for the month of

March was comparable to that in the prior year.  At this time, DCM does not expect to meet the eligibility criteria for

Period 3, as its cash revenue has improved considerably on a relative month over month comparison.  DCM has to date

qualified for, and received, approximately $6.1 million under the CEWS with $1.6 million of that amount attributable to

the first quarter of 2020.

CEO TEMPORARY MEDICAL LEAVE OF ABSENCE

On May 25, 2020, DCM announced that Gregory Cochrane, DCM’s Chief Executive Officer, is taking a temporary medical

leave of absence, effective immediately.  In Mr. Cochrane’s absence, Michael Coté, President of DCM, will assume Mr.

Cochrane’s responsibilities and will be supported by the Company’s existing senior executive and management team,

all of whom have extensive tenures with DCM under Mr. Cochrane’s leadership.

REVENUE RECOGNITION POLICY

DCM recognizes revenue when control of the products or services it provides to its customers has been transferred.

The following is a description of principal activities from which DCM generates its revenue, along with the corresponding

revenue recognition accounting policies.

PRODUCT SALES

DCM manufactures customized products based on specifications pre-approved by its customers. At its customers’

request, DCM will also purchase stock product from third-party vendors and resell that to its customers. DCM recognizes

revenue upon the completion of production or when stock product is purchased from a third-party vendor and inducted

into DCM's warehouses. Given manufactured products are customized or purchased specifically at the customer’s

request, product returns are insignificant.

In some instances, DCM customers obtain the product directly from DCM following completion of production. In other

instances, DCM’s contracts involve the provision of warehousing and shipment services, in addition to manufacturing

or purchasing of third-party products. Based on DCM’s contractual arrangements with such customers, DCM has identified
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three key distinct performance obligations related to the sale of product: product, warehousing services and shipment

services. DCM stores customized or purchased product at the request of the customer; the product is identifiable as the

customer’s product; the product is ready for transfer to the customer upon the customer’s request; and DCM cannot

redirect the product nor use the product to fulfill another customer’s product order under the contract. Where control has

transferred over the product upon product manufacture by DCM or upon receipt of third-party product into DCM's

warehouses, DCM recognizes revenue for product and allocates an amount of the consideration received or receivable

from the customer for the remaining warehousing and shipping performance obligations based on their relative standalone

selling prices, where applicable.

WAREHOUSING SERVICES

DCM provides custodial services to store customer product in its warehouse over a specified agreed upon period of

time. Warehousing services represent a distinct performance obligation and accordingly, revenues are recognized over

the period that warehousing services are provided to the customer.

FREIGHT SERVICES

DCM provides services to ship customer product from its warehouse to a location specified by the customer. This

represents a distinct performance obligation and revenue is recognized when performance of the shipping service has

occurred.

MARKETING SERVICES

DCM generates revenue from providing marketing solutions to its customers which include business and brand strategy,

consumer insights, strategic marketing and design services. Typically, these services are contracted with fixed-fees and

are provided over a period of time equal to one year or less. Revenue is measured based on the consideration DCM

expects to be entitled to in exchange for providing services. Most of DCM’s marketing contracts include a single

performance obligation because the promise to transfer the individual services are not separately identifiable from other

promises in the contract and therefore are not distinct. DCM transfers control of the services it provides to its customers

over time and therefore recognizes revenue progressively as the services are performed based on the percentage of

completion method. Under this method, the stage of completion is measured using costs incurred to date as a percentage

of total estimated costs for each contract and the percentage of completion is applied to the total estimated revenue.

COST OF REVENUES AND OTHER EXPENSES

DCM’s cost of revenues primarily consists of raw materials, manufacturing salaries and benefits, occupancy costs,

depreciation of owned equipment, and depreciation of the right-of-use asset ("ROU Asset") for property leases and

equipment leases.  DCM’s raw material costs consist primarily of paper, carbon and ink.  Manufacturing salaries and

benefits costs primarily consist of employee salaries and health benefits at DCM’s printing and warehousing facilities.

Occupancy costs consist primarily of depreciation of the ROU Asset for property leases, and costs related to utilities,

insurance and building maintenance. DCM’s expenses consist of selling, depreciation and amortization, and general

and administration expenses.  Selling expenses consist primarily of employee salaries, health benefits and commissions,

and include related costs for travel, corporate communications, trade shows, and marketing programs.  Depreciation

and amortization represent the allocation to income of the cost of property, plant and equipment, the ROU Asset, and

intangible assets over their estimated useful lives.  General and administration expenses consist primarily of employee
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salaries, health benefits, and other personnel related expenses for executive, financial and administrative personnel,

as well as depreciation of the ROU Asset for property leases, telecommunications, pension plan expenses and

professional service fees.

DCM has incurred restructuring expenses in each of the last five fiscal years, which primarily consisted of severance

costs associated with headcount reductions and costs related to the closure of certain facilities.
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Selected Consolidated Financial Information
The following tables set out summary consolidated financial information and supplemental information for the periods

indicated.  The summary annual financial information for each of Fiscal 2019, Fiscal 2018 and Fiscal 2017 has been

derived from consolidated financial statements, prepared in accordance with IFRS.  The unaudited financial information

presented has been prepared on a basis consistent with our audited consolidated financial statements.  Due to the

adoption of new IFRS standards at January 1, 2019 and at January 1, 2018, these periods do not reflect consistent

accounting policies, particularly in relation to leases and revenue recognition, and therefore are not directly comparable.

In the opinion of management, such unaudited financial data reflects all adjustments, consisting of normal and non-

recurring adjustments, necessary for a fair presentation of the results for those periods.



TABLE 1 The following table sets out selected historical consolidated financial information for the periods noted.

For the years ended December 31,
2019, 2018 and 2017 January 1 to December 31, 2019

January 1 to
December 31,

2018

January 1 to
December 31,

2017(in thousands of Canadian dollars, except
share and per share amounts, unaudited)

Proforma
without IFRS

16 adjustment
IFRS 16

adjustments As reported As reported As reported
Revenues $ 282,876 $ — $ 282,876 $ 322,769 $ 289,529

Cost of revenues 215,322 (1,711) 213,611 244,571 220,138

Gross profit 67,554 1,711 69,265 78,198 69,391

Selling, general and administrative
expenses 67,335 (245) 67,090 66,216 61,371

Restructuring expenses 7,489 — 7,489 2,654 9,457

Acquisition costs — — — 348 1,368

74,824 (245) 74,579 69,218 72,196

(Loss) income before finance costs
and income taxes (7,270) 1,956 (5,314) 8,980 (2,805)

Finance costs

Interest expense, net 5,307 3,609 8,916 4,985 4,409

Debt modification losses 3,858 — 3,858 — —

Amortization of transaction costs 465 — 465 623 701
9,630 3,609 13,239 5,608 5,110

(Loss) income before income taxes (16,900) (1,653) (18,553) 3,372 (7,915)

Income tax (recovery) expense

Current (105) — (105) 1,407 725

Deferred (4,461) — (4,461) (284) (2,435)

(4,566) — (4,566) 1,123 (1,710)

Net (loss) income for the year $ (12,334) $ (1,653) $ (13,987) $ 2,249 $ (6,205)

Basic (loss) earnings per share $ (0.57) $ (0.08) $ (0.65) $ 0.11 $ (0.38)

Diluted (loss) earnings per share $ (0.57) $ (0.08) $ (0.65) $ 0.11 $ (0.38)

Weighted average number of common
shares outstanding, basic 21,757,467 21,757,467 21,757,467 20,998,703 16,330,837

Weighted average number of common
shares outstanding, diluted 21,757,467 21,757,467 21,757,467 21,055,460 16,330,837

As at December 31, 2019, 2018 and
2017

As at December 31, 2019
As at

December 31,
2018

As at
December 31,

2017(in thousands of Canadian dollars,
unaudited)

Proforma
without IFRS

16 adjustment
IFRS 16

adjustments As reported As reported As reported
Current assets $ 101,638 $ 4 $ 101,642 $ 85,455 $ 82,804

Current liabilities 65,541 8,013 $ 73,554 64,716 68,648

Total assets 157,767 56,605 $ 214,372 142,231 131,859

Total non-current liabilities 91,614 50,245 $ 141,859 70,003 68,610

Shareholders’ equity (deficit) $ 612 $ (1,653) $ (1,041) $ 7,512 (5,399)
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DCM adopted IFRS 16 Leases (“IFRS 16”) on January 1, 2019.  The adoption of IFRS 16 resulted in a lower net income

by $1.7 million for the year ended December 31, 2019 versus on a pre IFRS 16 basis. Lease payments were previously

expensed directly through the statement of operations as cost of sales or Selling, general and administrative (“SG&A”)

expenses for a total of $10.9 million. Under IFRS 16, (i) the $10.9 million lease payments are recognized as a reduction

of lease liabilities in the consolidated statement of financial position and are presented as finance lease payments on

the consolidated statement of cash flow, (ii) which offsets the depreciation expense of the right-of-use asset ("ROU

Asset") recognized in cost of sales and SG&A for an aggregate amount of $8.9 million for a net operating income effect

of $2.0 million, and (iii) finance charges on the lease liabilities were recognized as interest expense of $3.6 million.

DCM adopted IFRS 15 Revenue from Contracts with Customers (“IFRS 15”) effective January 1, 2018.  2018 revenues

included the impact of the adoption of new accounting standard IFRS 15.  Refer to note 3 of the consolidated financial

statements for the year ended December 31, 2018 for further details on the impact of the adoption of this accounting

standard.

TABLE 2 The following table sets out selected historical consolidated financial information for the periods noted.

See “Non-IFRS Measures” section above for more details.

For the years ended December 31,
2019, 2018 and 2017

January 1 to December 31, 2019
January 1 to

December 31,
2018

January 1 to
December 31,

2017(in thousands of Canadian dollars, except
percentage amounts, unaudited)

Proforma
without IFRS

16 adjustment
IFRS 16

adjustments As reported As reported As reported

Revenues (1) $ 282,876 $ — $ 282,876 $ 322,769 $ 289,529

Gross profit $ 67,554 $ 1,711 $ 69,265 $ 78,198 $ 69,391

Gross profit, as a percentage of
revenues 23.9% 24.5% 24.2% 24.0%

Selling, general and administrative
expenses $ 67,335 $ (245) $ 67,090 $ 66,216 $ 61,371

   As a percentage of revenues 23.8% 23.7% 20.5% 21.2%

Adjusted EBITDA (see Table 3) $ 9,160 $ 10,896 $ 20,056 $ 22,218 $ 16,104

   As a percentage of revenues 3.2% 7.1% 6.9% 5.6%

Net (loss) income for the year $ (12,334) $ (1,653) $ (13,987) $ 2,249 $ (6,205)

Adjusted (loss) net income (see
Table 4) $ (5,768) $ (1,653) $ (7,421) $ 5,584 $ 2,580

   As a percentage of revenues -2.0% -2.6% 1.7% 0.9%

(1)  2018 revenues included the impact of the adoption of a new accounting standard, IFRS 15.  Refer to note 3 of the consolidated
financial statements for the year ended December 31, 2018 for further details on the impact of the adoption of this accounting
standard.
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TABLE 3 The following table provides reconciliations of net (loss) income to EBITDA and of net (loss) income to

Adjusted EBITDA for the periods noted.  See “Non-IFRS Measures” section above for more details.

EBITDA and Adjusted EBITDA reconciliation

For the years ended December 31,
2019, 2018 and 2017

January 1 to December 31, 2019
January 1 to

December 31,
2018

January 1 to
December 31,

2017(in thousands of Canadian dollars,
unaudited)

Proforma
without IFRS

16 adjustment
IFRS 16

adjustments As reported As reported As reported
Net (loss) income for the year (1), (2) $ (12,334) $ (1,653) $ (13,987) $ 2,249 $ (6,205)

Interest expense, net (1) 5,307 3,609 8,916 4,985 4,409

Debt modification losses 3,858 — 3,858 — —

Amortization of transaction costs 465 — 465 623 701

Current income tax (recovery) expense (105) — (105) 1,407 725
Deferred income tax (recovery) (4,461) — (4,461) (284) (2,435)

Depreciation of property, plant and
equipment 3,959 — 3,959 4,678 4,143

Amortization of intangible assets 3,962 — 3,962 4,173 3,509

Depreciation of the ROU Asset (2) — 8,940 8,940 — —

EBITDA $ 651 $ 10,896 $ 11,547 $ 17,831 $ 4,847

Restructuring expenses 7,489 — 7,489 2,654 9,457

One-time business reorganization
costs (3) 1,020 — 1,020 1,385 432

Acquisition costs — — — 348 1,368

Adjusted EBITDA $ 9,160 $ 10,896 $ 20,056 $ 22,218 $ 16,104

(1) 2018 revenues included the impact of the adoption of a new accounting standard, IFRS 15.  Refer to note 3 of the consolidated
financial statements for the year ended December 31, 2018 for further details on the impact of the adoption of this accounting
standard.

(2) 2019 results include the impact of the adoption of a new accounting standard, IFRS 16.  Refer to note 3 of the consolidated
financial statements for the year ended December 31, 2019 and related management's discussion & analysis for further details
of the impact of the adoption of new accounting standards.  

(3) One-time business reorganization costs include non-recurring headcount reduction expenses for employees that did not qualify
as restructuring costs. This also includes one-time expenses for the JV that was dissolved on July 12, 2019.

DATA Communications Management Corp. Annual Report 2019 MD&A

13



TABLE 4 The following table provides reconciliations of net (loss) income to Adjusted net (loss) income and a

presentation of Adjusted net income per share for the periods noted.  See “Non-IFRS Measures” section

above for more details.

Adjusted net (loss) income reconciliation

For the years ended December 31,
2019, 2018 and 2017

January 1 to December 31, 2019
January 1 to

December 31,
2018

January 1 to
December 31,

2017(in thousands of Canadian dollars, except
share and per share amounts, unaudited)

Proforma
without IFRS

16 adjustment
IFRS 16

adjustments As reported As reported As reported
Net (loss) income for the year (1), (2) $ (12,334) $ (1,653) $ (13,987) $ 2,249 $ (6,205)

Restructuring expenses 7,489 — 7,489 2,654 9,457

One-time business reorganization
costs (3) 1,020 — 1,020 1,385 432

Acquisition costs — — — 348 1,368

Tax effect of the above adjustments (1,943) — (1,943) (1,052) (2,580)
Adjusted net (loss) income $ (5,768) $ (1,653) $ (7,421) $ 5,584 $ 2,472

Adjusted net loss per share, basic
and diluted $ (0.27) $ (0.08) $ (0.34) $ 0.27 $ 0.15

Weighted average number of
common shares outstanding,
basic

21,582,483 21,582,483 21,582,483 20,998,703 16,330,837

Weighted average number of
common shares outstanding,
diluted

21,582,483 21,582,483 21,582,483 21,055,460 16,445,831

Number of common shares
outstanding, basic 43,047,030 43,047,030 43,047,030 21,523,515 20,039,159

Number of common shares
outstanding, diluted 43,047,030 43,047,030 43,047,030 21,580,272 20,154,153

(1) 2018 revenues included the impact of the adoption of a new accounting standard, IFRS 15.  Refer to note 3 of the consolidated
financial statements for the year ended December 31, 2018 for further details on the impact of the adoption of this accounting
standard.

(2) 2019 results include the impact of the adoption of a new accounting standard, IFRS 16. Refer to note 3 of the consolidated financial
statements for the year ended December 31, 2019 and related management's discussion & analysis for further details of the
impact of the adoption of new accounting standards.

(3) One-time business reorganization costs include non-recurring headcount reduction expenses for employees that did not qualify
as restructuring costs. This also includes one-time expenses for the JV that was dissolved on July 12, 2019.

Results of operations

REVENUES

For the year ended December 31, 2019, DCM recorded revenues of $282.9 million, a decrease of $39.9 million or 12.4%

compared with the same period in 2018.  In the first quarter of 2019, DCM experienced a planned reduction in the scope

of work versus the prior year by approximately $4.9 million for a specific customer, which was a one-time non-recurring

win in 2018. The remaining decrease in revenue year over year is attributable to (i) a disruption of production and

shipments to customers caused by DCM’s transition to a new ERP system resulting in a reduction of revenue by $7.5

million year over year; (ii) $28.7 million lower sales due to reduced customer demand, volume decline, production

slowdowns and timing of production; (iii) a reduction in spend by certain retailers to better manage their inventory levels
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and/or move to other solutions not offered by DCM of $4.0 million; (iv) the loss of a lower margin, limited product line

customer resulting in a $3.1 million decrease; (v) $2.1 million due to the deferral of certain work including direct marketing

campaigns; (vi) a $1.3 million charge to revenue to account for the possibility that aged receivables may not be collectible,

and (vii) $1.0 million for other non-recurring work.  The reduction in revenue was partially offset due to (i) onboarding of

a new offering to a large provincial healthcare services customer which began to ramp up in the second and third quarter

of 2019 for $3.6 million; (ii) new sales from customers in the Cannabis sector of $8.1 million, and (iii) $1.0 million in new

wins and existing customer growth.  Revenue in the year was also negatively impacted by much of the sales team's

focus being redirected from new business development efforts towards customer service to support ERP remediation

efforts.  As well, credit constraints with vendors led to production shortfalls, particularly in the month of December 2019,

and dampened what was expected to be a stronger finish to the year. 

COST OF REVENUES AND GROSS PROFIT

For the year ended December 31, 2019, cost of revenues decreased to $213.6 million from $244.6 million for the same

period in 2018, resulting in a $31.0 million or 12.7% decrease over the same period last year.  Excluding the effects of

adopting IFRS 16, cost of revenues decreased by $29.2 million or 12.0% relative to the same period last year.

Gross profit for the year ended December 31, 2019 was $69.3 million, which represented a decrease of $8.9 million or

11.4% from $78.2 million for the same period in 2018. Gross profit as a percentage of revenues increased to 24.5% for

the year ended December 31, 2019, compared to 24.2% for the same period in 2018. Excluding the effects of adopting

IFRS 16, gross profit for the year ended December 31, 2019 was $67.6 million or 23.9% as a percentage of revenues.

Gross profit as a percentage of revenues for the year ended December 31, 2019 was negatively impacted by (i) production

inefficiencies caused by disruptions arising from the implementation of the ERP system; (ii) lower revenue thereby

resulting in weaker absorption of fixed overhead costs, and, (iii) impact of paper and other raw material price increases

leading to somewhat compressed margins on contracts with certain customers.  Gross profit as a percentage of revenues

was, however, positively impacted due to continued discipline to improve pricing with customers, loss of low margin

customers, and cost reductions realized from ongoing cost savings initiatives implemented in 2019 and the last quarter

of 2018.

SELLING, GENERAL AND ADMINISTRATIVE EXPENSES

Selling, general and administrative (“SG&A”) expenses for the year ended December 31, 2019 increased $0.9 million

or 1.3% to $67.1 million, or 23.7% of total revenues, compared to $66.2 million, or 20.5% of total revenues, for the same

period of 2018.  After deducting one-time business reorganization costs, SG&A expenses were $66.1 million, or 23.4%

of total revenues compared to $64.8 million or 20.1% of revenues in the prior period. The increase in SG&A expenses

for the year ended December 31, 2019 is due to an increase in general and administrative expenses of $4.2 million,

whereas selling, commissions and expenses decreased by $3.3 million.  The decrease in selling, commissions and

expenses was primarily attributable to (i) lower sales commission costs commensurate with the decrease in revenues,

and (ii) benefits from the cost saving initiatives implemented in 2019 and the last quarter of 2018, and was partially offset

by costs incurred for the strategic ideation and marketing expertise contributed by Perennial for in-house support to the

DCM Sales team.  The increase in general and administrative expenses was primarily attributable to (i) an increase in

amortization costs related to the ERP intangible asset which commenced in June 2019 accounting for $1.4 million of

the increase; (ii) increased salaries and wages for employees that have resumed normal responsibilities following the
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launch of the ERP system and no longer have their salaries and wages capitalized; (iii) overtime and temporary labour

required to action remediation efforts related to the new ERP system, in addition to catching up on production of the

sales order backlog, and (iv) professional fees surrounding the ERP system. 

RESTRUCTURING EXPENSES

Cost reductions and enhancement of operating efficiencies have been an area of focus for DCM over the past five years

in order to improve margins and better align costs with the declining revenues experienced by the Company in its

traditional business, a trend being faced by the traditional printing industry for several years now.

For the year ended December 31, 2019, DCM incurred restructuring expenses of $7.5 million compared to $2.7 million

in the same period in 2018.  In 2019, the restructuring costs related to headcount reductions from (i) the closure of its

Brossard, Quebec facility which was announced in March 2019, (ii) the sale of its loose-leaf binders and index tab

business in May 2019, (iii) process improvements in manufacturing to improve efficiencies and gross margins leading

to lower labour requirements, and (iv) process improvements in its SG&A functions to reduce labour costs and enhance

productivity.  In 2018, DCM incurred $3.8 million of restructuring costs related to (i) headcount reductions in indirect

labour due to plant consolidations completed during the year, as well as reductions in the sales and administrative

functions, and (ii) costs incurred to facilitate the closure and consolidation of Multiple Pakfold, BOLDER Graphics and

the Granby, Québec facilities into DCM's Brampton, Ontario, Calgary, Alberta and Drummondville, Quebec facilities,

respectively.  Total restructuring costs in 2018 were offset by a recovery of $1.1 million related to the termination of

DCM's lease agreement for its Granby, Québec facility. 

DCM will continue to evaluate its operating costs for further efficiencies as part of its commitment to improving its gross

margins and lowering its selling, general and administration expenses.

GOODWILL ANALYSIS

During the fourth quarter of 2019, DCM performed its annual review of impairment of goodwill by comparing the fair

value of each cash generating unit ("CGU") to the CGU's carrying value.  The CGUs were defined as follows: DCM,

DCM Burlington, Thistle and Perennial.

The recoverable amounts of all CGU’s were determined based on their respective fair value less cost to sell.  DCM used

the income approach to estimate the recoverable value of each CGU which is predicated on the value of the future cash

flows that a business will generate going forward and converting them into a present value through discounting.

Discounting uses a rate of return that is commensurate with the risk associated with the business and the time value of

money.  This approach requires assumptions about revenue growth rates, operating margins, tax rates and discount

rates.

Revenue growth rates and operating margins were based on the 2020 budget internally approved and presented to the

Board and further projected over a five-year period.  For the DCM Burlington, Thistle and Perennial CGUs, a conservative

growth rate of 1% (2018 – 1%), and 0% (2018 – 0%) for DCM CGU was applied to revenue for 2020 to 2024, in

consideration of the current economic conditions that existed as at December 31, 2019 (pre-COVID-19) and the specific

trends of the business services and marketing solutions industries, and a perpetual long-term growth rate of 0% (2018

 
DATA Communications Management Corp. Annual Report 2019 MD&A

16



– 0%) was used thereafter to derive the recoverable amount of these CGUs.  Furthermore, a discount rate of 14.25%

(2018 – 14.0%) was used for all of the CGUs.

As a result of this annual test, it was concluded that there was no impairment of goodwill for the DCM, DCM Burlington,

Thistle and Perennial CGUs. The estimated recoverable amount of the DCM, DCM Burlington, Thistle and Perennial

CGUs exceeded their carrying values by approximately $33.1 million (2018 - $53.0 million), $15.5 million (2018 - $14.3

million), $14.3 million (2018 - $11.3 million) and $3.9 million (2018 - $6.4 million) respectively. The recoverable amount

of the DCM, DCM Burlington, Thistle and Perennial CGUs would equal their carrying values if the discount rate was

increased to 22.1% (2018 - 31.8%), 41% (2018 - 38.6%), 31.6% (2018 - 30.7%) and 19.7% (2018 - 22.5%), respectively.

ADJUSTED EBITDA

For the year ended December 31, 2019, Adjusted EBITDA was $20.1 million or 7.1% of revenues, after adjusting EBITDA

for the $7.5 million in restructuring charges and $1.0 million of one-time business reorganization costs.  Excluding the

effects of adopting IFRS 16, Adjusted EBITDA for the year ended December 31, 2019 was $9.2 million, or 3.2% of

revenues compared with an Adjusted EBITDA of $22.2 million or 6.9% of revenues for the same period last year.

The decrease in Adjusted EBITDA, excluding the effect of IFRS 16, for the year ended December 31, 2019 over the

prior year comparative periods was primarily attributable to the launch of the ERP system resulting in (i) the deferral of

revenues and compressed margins, as discussed above; (ii) an increase in SG&A as the cost for salaries and wages

for those employees working on the ERP system implementation can no longer be capitalized post go-live; (iii) an increase

in overtime costs and temporary labour to help resolve ERP issues post go-live and catch up on production from the

sales order backlog caused by delays in the ERP transition, and additional professional fees incurred as a direct result

of the new ERP system.  Furthermore, there were additional reductions in revenues and margins in the normal course

of operations.  However, the decline was partially offset due to cost reductions realized from ongoing cost savings

initiatives implemented in 2019 and the last quarter of 2018. 

FINANCE COSTS

Finance costs include interest on debt outstanding under DCM’s credit facilities, interest accretion expense related to

certain debt obligations discounts / premiums, interest on pension obligations, debt modification losses, amortization of

debt transaction costs and interest expense on lease liabilities under IFRS 16 was $8.9 million for the year ended

December 31, 2019 compared to $5.0 million for the same period in 2018.  Excluding the effects of adopting IFRS 16,

interest expense for the year ended December 31, 2019 was $5.3 million.  Interest expense for the year ended December

31, 2019 was relatively consistent with the same period in the prior year excluding IFRS 16. The slight change was

primarily due to the Crown Facility, secured in 2018 to fund the acquisition of Perennial and to repay the outstanding

balance on its subordinated debt facility with Bridging Finance Inc. ("Bridging Credit Facility"), which was partially reflected

in the year ended December 31, 2018 as the facility was obtained in May 2018.  In addition, total debt increased as at

December 31, 2019 due to an additional $7.0 million loan obtained from Crown in the third quarter of 2019 and increases

in the Bank Credit Facility during 2019 resulting in additional interest expense.  The increase was offset by a reduction

in the unwinding of discount which was included in interest expense of the DCM Burlington and Thistle VTBs that were

repaid during the first quarter of 2019, and reduction of FPD Credit Facilities through principal payments resulting in

DATA Communications Management Corp. Annual Report 2019 MD&A

17



lower interest expense.  In addition, for the year ended December 31, 2019, DCM incurred debt modification losses

totaling $3.9 million as a result of the amendments to its senior credit facilities.

INCOME TAXES

DCM reported a loss before income taxes of $18.6 million and a net income tax recovery of $4.6 million for the year

ended December 31, 2019 compared to income before income taxes of $3.4 million and a net income tax expense of

$1.1 million for the year ended December 31, 2018. The change from a net income tax expense to a recovery position

was due to the reduction of DCM's estimated taxable income to a loss for the year ended December 31, 2019.  The

deferred income tax recovery for the year ended December 31, 2019 was adjusted for any changes in estimates of

future reversals of temporary differences. 

NET LOSS

Net loss for the year ended December 31, 2019 was $14.0 million compared to a net income of $2.2 million for the same

period in 2018.  Excluding the effects of adopting IFRS 16, net loss for the year ended December 31, 2019 was $12.3

million.

The decrease in comparable profitability for the year ended December 31, 2019 was primarily due to (i) the launch of

the ERP system which resulted in both a reduction in revenues and margins, and increase in SG&A as discussed above,

(ii) the decrease in revenues in the normal course of operations, and (iii) an increase in restructuring expenses. This

was partially offset by improved pricing discipline and cost savings from restructuring efforts carried out in 2019 and the

last quarter of 2018 which helped reduce cost of sales and lower selling, commissions and expenses. 

ADJUSTED NET LOSS

Adjusted net loss for the year ended December 31, 2019 was $7.4 million compared to Adjusted net income of $5.6

million for the same period in 2018. Excluding the effects of adopting IFRS 16, Adjusted net loss for the year ended

December 31, 2019 was $5.8 million.

The decrease in comparable profitability for the year ended December 31, 2019 was primarily due to (i) the launch of

the ERP system resulting in both the reduction in revenues and margins, and increase in SG&A as discussed above,

and (ii) the decrease in revenues in the normal course of operations. This was partially offset by improved pricing discipline

and cost savings from restructuring efforts carried out in 2019 and the last quarter of 2018 in cost of sales and selling,

commissions and expenses.
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Liquidity and capital resources

CREDIT AGREEMENTS
BANK AND FPD CREDIT FACILITIES

DCM has established a revolving credit facility (as amended, the “Bank Credit Facility”) with a Canadian chartered bank

(the “Bank”) and an amortizing term loan facility (the “FPD IV Credit Facility”) with Fiera Private Debt Fund IV L.P. ("FPD

IV") (formerly, Integrated Private Debt Fund IV LP) a fund managed by Fiera Private Debt Fund GP Inc. ("FPD") (formerly,

Integrated Asset Management Corp.) pursuant to separate amended and restated credit agreements between DCM and



the Bank (as amended, the “Bank Credit Agreement”) and FPD (as amended, the “FPD IV Credit Agreement”),

respectively.  Upon closing of the Thistle acquisition in 2017, DCM became a co-borrower with Thistle under an existing

credit agreement (the “FPD III Credit Agreement”) between Thistle and Fiera Private Debt Fund III L.P. ("FPD III")

(formerly, Integrated Private Debt Fund III LP), another fund managed by FPD, pursuant to which FPD III has advanced

to Thistle a term loan facility (the “FPD III Credit Facility”).  On November 10, 2017, DCM established a $5.0 million

secured, non-revolving senior credit facility (the "FPD V Credit Facility") with Fiera Private Debt V L.P. ("FPD V") (formerly,

Integrated Private Debt Fund V LP), a fund managed by FPD (the "FPD V Credit Agreement" and, together with the

FPD III Credit Agreement and the FPD IV Credit Agreement, the “FPD Credit Agreements”) to fund the acquisition of

BOLDER Graphics and to repay a portion of DCM's outstanding principal under the Bank Credit Facility.  The FPD III

Credit Facility and the FPD V Credit Facility are subject to the same covenants stipulated under the FPD IV Credit

Agreement and are reported on a consolidated basis. 

Under the terms of the Bank Credit Agreement, the maximum principal amount available under the Bank Credit Facility

is $50.0 million (see Amendments to Credit Facilities) and the Bank Credit Facility matures on January 31, 2023.  Advances

under the Bank Credit Facility may not, at any time, exceed the lesser of $50.0 million and a fixed percentage of DCM’s

aggregate accounts receivable and inventory (less certain amounts).  Advances under the amended Bank Credit Facility

are subject to floating interest rates based upon the Canadian prime rate plus an applicable margin of 2.1%.  For the

year ended December 31, 2019, DCM capitalized transaction costs of $0.3 million related to the Bank Credit Facility.

The unamortized balance of the transaction costs are being amortized over the remaining term of the Bank Credit Facility.

As at December 31, 2019, the unamortized transaction costs related to the Bank Credit Facility was $0.5 million. As at

December 31, 2019, there were outstanding borrowings of $34.7 million under the revolving facilities portion of the Bank

Credit Facility and letters of credit granted of $0.7 million. As at December 31, 2019, all of DCM’s indebtedness outstanding

under the Bank Credit Facility was subject to a floating interest rate of 5.55% per annum.  As at December 31, 2019,

DCM had access to $2.0 million of available credit under the Bank Credit Facility. The bank overdraft of $1.1 million

shown on the consolidated statement of financial position as at December 31, 2019 represents outstanding cheques,

which when cashed, would be a draw on the Bank Credit Facility.  As at December 31, 2019, the carrying value of the

debt instrument was $37.0 million.  The carrying value includes the outstanding borrowings of $34.7 million, unamortized

premium of $2.8 million less the unamortized transaction cost of $0.5 million.

Under the terms of the FPD Credit Agreements, the maximum aggregate principal amount which may be outstanding

under the FPD III Credit Facility, FPD IV Credit Facility, the FPD V Credit Facility, the Bank Credit Facility and Crown

Facility (as defined below), calculated on a consolidated basis in accordance with generally accepted accounting

principles (“Total Funded Debt”), cannot exceed $93.0 million.

The principal amount of the amended FPD III Credit Facility amortizes in blended equal monthly repayments of principal

and interest of $0.1 million over a nine year term ending October 15, 2022.  The principal amount of the FPD IV Credit

Facility amortizes in blended equal monthly repayments of principal and interest of $0.4 million over a seven year term

ending March 10, 2023.  The principal amount of the FPD V Credit Facility amortizes in blended equal monthly repayments

of principal and interest of $0.1 million over a sixty six month term ending May 15, 2023. The FPD III Credit Facility, FPD

IV Credit Facility and FPD IV Credit Facility were amended on July 25, 2019 to defer principal payments for the months

of August through December 2019 (see Amendments to Credit Facilities).  As at December 31, 2019, all of DCM’s
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indebtedness outstanding under the FPD III Credit Facility was subject to a fixed interest rate equal to 6.10% per annum

and all of DCM’s indebtedness outstanding under the amended FPD IV Credit Facility and under the FPD V Credit

Facility were subject to a fixed interest rate equal to 6.95% per annum, respectively. 

As at December 31, 2019, the unamortized transaction costs and outstanding borrowings related to the FPD III Credit

Facility were $19 thousand and $3.4 million, respectively. As at December 31, 2019, the unamortized transaction costs

and outstanding borrowings related to the FPD IV Credit Facility were $0.3 million and $16.4 million, respectively. As at

December 31, 2019, the unamortized transaction costs and outstanding borrowings related to the FPD V Credit Facility

were $0.1 million and $3.7 million, respectively. The unamortized balance of the transaction costs for FPD III Credit

Facility, FPD IV Credit Facility and the FPD V Credit Facility are being amortized over the remaining term of each

respective facility. 

CROWN FACILITY

On May 8, 2018, DCM established a $12.0 million non-revolving term loan facility ("Crown Tranche One Loan") with

Crown Capital Partner Funding, LP (previously Crown Capital Fund IV, LP) (the "Crown Facility"), a fund managed by

Crown Capital LP Partner Funding Inc. (previously Crown Capital Fund IV Management Inc.) ("Crown"), of which $8.2

million was used to fund the up-front cash component of the Perennial acquisition and $3.5 million was used to repay

in full the outstanding balance on DCM's subordinated debt facility with Bridging Finance Inc. ("Bridging Credit Facility").

The balance of the Crown Facility was used for general working capital purposes. 

The Crown Facility was made available in one advance on the funding date of May 8, 2018 and bears interest at a fixed

rate of 10% per annum, payable quarterly, and the principal amount of the loan is due at maturity, which is 60 months

from closing.  DCM’s obligations under the Crown Facility are subordinated to its other senior credit facilities and secured

by a conventional security on all of the assets of DCM and its subsidiaries.  In addition, a total of 960,000 warrants have

been issued to Crown in connection with the Crown Facility.  Each warrant entitles the holder to acquire one DCM

common share at an exercise price of $1.75 for a period of five years, commencing on May 8, 2018. The Crown Facility

of $12.0 million was apportioned to $11.5 million to the debt instrument and $0.5 million to the warrant option based on

their relative fair values.  The fair value of the warrant option was then bifurcated and recorded separately within equity

while the fair value of the debt host will be accreted from $11.5 million to $12.0 million over the term of the loan. 

On August 16, 2019, DCM entered into a third amendment to its Crown Facility whereby Crown advanced a second

non-revolving term loan in the principal amount of $7.0 million ("Crown Tranche Two Loan"), for total advances in the

principal amount of $19.0 million. The terms are consistent with the provisions of the Crown Tranche One Loan. In

addition, a total of 550,000 warrants have been issued to Crown in connection with the Crown Tranche Two Loan. Each

warrant entitles the holder to acquire one DCM common share at an exercise price of $1.08 for a period of 3.7 years,

commencing on August 16, 2019. The Crown Facility was apportioned to $6.9 million to the debt instrument and $0.1

million to the warrant option based on the relative fair values.  The fair value of the warrant option was then bifurcated

and recorded separately within equity while the fair value of the debt host will be accreted from $6.9 million to $7.0 million

over the term of the loan. In connection with this amendment, DCM recognized a loss on modification of debt of $0.1

million, which is included in finance costs in the consolidated statement of operations. 
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As at December 31, 2019, the carrying value of debt instrument was $18.7 million.  This carrying value includes the loan

principal balance of $19.0 million, unamortized premiums/discounts of $0.4 million less unamortized transaction costs

of $0.7 million.

The Crown Facility can be prepaid in full at any time after twenty-four (24) months from the date of the funding anniversary.

The penalties attached to each option are: (a) 3% prepayment penalty fee on the principal loan outstanding if the

prepayment option is exercised during or after the 24th month but before the 36th month following the date of the funding

anniversary, (b) 2% prepayment penalty fee on the principal loan outstanding if the prepayment option is exercised

during or after the 36th month but before the 48th month following the date of the funding anniversary, or (c) 1%

prepayment penalty fee on the principal loan outstanding if the prepayment option is exercised during or after the 48th

month but before the 60th month following the date of the funding anniversary. 

For the year ended December 31, 2019, DCM capitalized transaction costs of $0.2 million related to the Crown Facility.

The unamortized transaction costs of $0.7 million is being amortized over the remaining term of this facility. 

AMENDMENTS TO CREDIT FACILITIES

Effective May 7, 2018, DCM entered into an amended and restated bank credit agreement (the "A&R Bank Credit

Facility") with regards to its Bank Credit Facility, as amended, which incorporated conforming updates to the original

Bank Credit Facility dated March 16, 2016 to consolidate the subsequent series of amendments previously made to that

facility, including to provide for the addition of the Crown Facility together with the repayment of the Bridging Credit

Facility into the A&R Bank Credit Facility and the acquisition of Perennial.  No material changes were otherwise

incorporated into the A&R Bank Credit Facility.

Effective May 7, 2018, DCM also entered into amended and restated credit agreements with regards to its FPD III Credit

Facility (the "FPD III A&R Credit Facility"), its FPD IV Credit Facility (the "FPD IV A&R Credit Facility") and its FPD V

Credit Facility (the "FPD V A&R Credit Facility" and, together with the FPD III A&R Credit Facility and the FPD IV A&R

Credit Facility, the “FPD A&R Credit Facilities”), which, among other things incorporated conforming updates to each of

those respective original credit agreements, to consolidate the subsequent series of amendments previously made to

those agreements, including to provide for the addition of the Crown Facility together with the repayment of the Bridging

Credit Facility and the acquisition of Perennial.  No material changes were otherwise incorporated into the various credit

facilities managed by FPD.

On September 30, 2018, DCM received a waiver on the Crown Facility regarding the requirement to meet the fixed

charge coverage ratio of 1.4 to 1.0 for the quarters ending December 31, 2018 and March 31, 2019. On February 8,

2019, DCM received an extension of the previous waiver in relation to meeting the fixed charge coverage ratio requirement

for the quarter ending June 30, 2019. 

On October 26, 2018, DCM received a waiver with regards to the FPD A&R Credit Facilities, and for the purposes of

determining DCM's Excess Cash Flow (as defined under "Covenant Requirements" below), the FPD A&R Credit Facilities

were waived to reduce the requirement to maintain a debt service coverage ratio of 2.0 times so long as DCM maintains

a debt service coverage ratio of at least 1.85 times for the next four fiscal quarters beginning October 1, 2018 and ending
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on September 30, 2019. DCM was required to maintain the requirement in order to make payments in respect to the

vendor take-back promissory notes issued in connection with the DCM Burlington, Thistle, BOLDER Graphics and

Perennial acquisitions. 

On March 5, 2019, DCM entered into a second amendment to its' A&R Bank Credit Facility. Significant terms of the

amendment made to the credit facility include an extension of the maturity date to January 31, 2023, from its original

maturity date of March 31, 2020; and a reduction in the prime rate margin on advances by 15 basis points from 0.75%

per annum to 0.60% per annum.

On June 21, 2019, DCM received a waiver on the Crown Facility regarding the requirement to meet the fixed charge

coverage ratio of 1.4 to 1.0 for the quarter ended September 30, 2019. 

On June 21, 2019, DCM received an amendment regarding the FPD A&R Credit Facilities for the requirement to maintain

a Total Funded Debt to EBITDA Ratio of no greater than 3:0 to 1:0, which was amended to no greater than 3.25 to 1:0

for the quarters ended June 30, 2019, September 30, 2019, and December 31, 2019, respectively. Subsequently, on

June 30, 2019, DCM received a waiver regarding the requirement to maintain a Total Funded Debt to EBITDA Ratio of

no greater than 3:25 to 1:0 for the quarter ended June 30, 2019. 

On June 24, 2019, DCM received an amendment regarding the A&R Bank Credit Facility for the requirement to meet

the fixed charge coverage ratio of 1.1 to 1.0, which was amended to 0.90 to 1.0 for May and June 2019, and 1.0 to 1.0

for July and August 2019. 

On July 25, 2019, FPD III, FPD IV and FPD V agreed to amend the credit agreements between DCM and FPD III, FPD

IV and FPD V for the FPD A&R Credit Facilities (“Amended FPD A&R Credit Facilities”). For each of the FPD A&R Credit

Facilities, principal payments for the months of August 2019 through December 2019 were deferred and are to be paid

out as bullet payments on each FPD A&R Credit Facility's respective maturity date. During this period, the interest rate

on each of the FPD III, FPD IV and FPD V A&R Credit Facilities was increased to 7.25% per annum. The increase in

the interest rates is treated as a payment in kind ("PIK") with the interest premium calculated and accrued on a monthly

basis for each of the three credit facilities.  The PIK was repaid in cash on January 15, 2020 when the regularly scheduled

principal and interest payments on each credit facility resumed. 

As a condition to those amendments, DCM agreed to defer any payments on its vendor take-back promissory notes

effective as of the date of the Amended FPD A&R Credit Facilities. In addition, the waiver obtained on October 26, 2018

to reduce the requirement to maintain a debt service coverage ratio from 2.0 to 1.85 times for the purposes of determining

its Excess Cash Flow, and permit payments on its vendor take-back promissory notes, was revoked. Resumption of

payments on vendor take-back promissory notes will require prior approval by FPD. 

On July 31, 2019, DCM entered into a third amendment to increase the revolving commitment on its Bank A&R Credit

Facility from an aggregate outstanding principal amount of up to $35 million to up to $42 million between July 31 and

December 31, 2019. In addition, the amendment includes the Bank's consent to the amendments to the FPD A&R Credit

Facilities on July 25, 2019. 
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On September 30, 2019, DCM received a waiver regarding the Crown Facility for the requirement to maintain the Net

Debt to EBITDA of 4.0 to 1.0 for the quarter ended September 30, 2019. 

On September 30, 2019, DCM received a waiver regarding the A&R Bank Credit Facility for the requirement to meet

the fixed charge coverage ratio of 1.1 to 1.0 for the quarter ended September 30, 2019 and the months ending October

31 and November 30, 2019. 

On September 30, 2019, DCM received a waiver regarding the FPD A&R Credit Facilities for the requirement to maintain

a Total Funded Debt to EBITDA Ratio of no greater than 3:25 to 1:0 and Debt Service Coverage Ratio of no less than

1:5 to 1:0 and total funded debt of less than $80.0 million for the quarter ended September 30, 2019. 

On November 14, 2019, DCM entered into a fourth amendment to its Bank Credit Facility (the “Bank Fourth Amendment”).

This amendment increased the maximum principal amount of the Bank Credit Facility from $35.0 million to $45.0 million

until December 31, 2019.

On December 19, 2019, DCM entered into a fifth amendment to its Bank Credit Facility (the “Bank Fifth Amendment”).

This amendment increased the maximum principal amount of the Bank Credit Facility to a maximum of $50.0 million,

subject to successful completion of a rights offering and receipt of net proceeds from that rights offering of at least

$3.0 million, after giving effect to any repayment of the related party promissory notes. The maximum principal amount

available under the Bank Credit Facility will decrease by $1.5 million each month commencing April 2020 until it has

been reduced to $35.0 million in January 2021. The Bank Fifth Amendment suspended the requirement for DCM to

comply with its Fixed Charge Coverage Ratio (the “FCCR”) until July 31, 2020. DCM will be required to maintain a FCCR

of not less than 1.0 to 1.0 for the twelve month period ended July 31, 2020, a FCCR of not less than 1.05 to 1.0 for the

twelve month period ended August 31, 2020 and a FCCR of not less than 1.1 to 1.0 for each twelve month period ending

thereafter, commencing with the month ending September 30, 2020. The Bank Fifth Amendment introduced a new

covenant requiring DCM to collect an agreed minimum percentage of its outstanding accounts receivable each month

and a covenant requiring DCM to attain revenue in a minimum amount equal to not less than 90% of its forecasted

revenue on a quarterly and on a cumulative basis commencing with the fourth quarter of 2019 and ending with the

quarter ending June 30, 2020. The Bank Fifth Amendment also increased the interest rate payable by DCM on its prime

rate loans by 100 basis points per annum, at least until such time as DCM demonstrates its achievement of at least a

FCCR of greater than 1.1 to 1.0.  In connection with this amendment, DCM recognized a loss on modification of debt

of $2.8 million, which is included in finance costs in the consolidated statement of operations.

On December 19, 2019 DCM entered into a waiver and amendment agreement (the “FPD Amendment”) with respect

to the FPD Credit Agreements. The FPD Amendment suspends DCM’s obligation to comply with its Total Funded Debt

to EBITDA Ratio covenant for the quarter ending December 31, 2019 and establishes a new Total Funded Debt to

EBITDA Ratio covenant of no more than 4.5 to 1.0 that will apply for the second quarter of 2020, after which the original

covenant of no greater than 3.0 to 1.0 will apply. In addition, during this period EBITDA for the purposes of such covenant

will be calculated on an annualized basis starting with actual EBITDA achieved for the quarter ending December 31,

2019. The FPD Amendment also revised DCM’s Debt Service Coverage Ratio (“DSCR”) covenant, such that DCM’s

minimum DSCR will be 0.75 to 1.0 for the quarters ending December 31, 2019 and March 31, 2020 and 1.00 to 1.0 for
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the quarter ending June 30, 2020. Thereafter, the original DSCR covenant of at least 1.50 to 1.0 will apply. The FPD

Amendment also confirms that the monthly principal payments of the loans under the FPD Credit Agreements will

recommence at the originally scheduled rate in January 2020. The FPD Amendment also increased DCM’s maximum

Total Funded Debt to $93.0 million.  The FPD Amendment also added a new financial covenant requiring DCM to maintain

a minimum monthly EBITDA of $1.0 million during for the first seven months of 2020.

On December 19, 2019 DCM entered into a fourth amending agreement (the “Crown Fourth Amendment”) in connection

with the Crown Credit Agreement. Under the Crown Fourth Amendment, the calculation of DCM’s Net Debt to EBITDA

Ratio covenant was modified such that EBITDA is calculated on an annualized basis for the first three quarters of 2020,

commencing with EBITDA for the quarter ending March 31, 2020. The Net Debt to EBITDA Ratio covenant was further

modified such that DCM is required to maintain a maximum Net Debt to EBITDA Ratio of 5.0 to 1.0 for the quarters

ending March 31, 2020 and June 30, 2020, a maximum of 4.5 to 1.0 for the quarters ending September 30, 2020 and

December 31, 2020 and a maximum of 3.0 to 1.0 for each quarter thereafter. The FCCR covenant under the Crown

Credit Agreement was also modified such that DCM must maintain an FCCR of at least 1.1 to 1.0 for the quarter ending

September 30, 2020, at least 1.15 to 1.0 for the quarter ending December 31, 2020 and at least 1.25 to 1.0 for each

quarter thereafter.  The FCCR will not apply for the quarters ending December 31, 2019, March 31, 2020 and June 30,

2020. The Crown Fourth Amendment also added a new financial covenant requiring DCM to have EBITDA of not less

than $4.0 million for the quarter ending March 31, 2020 and cumulative EBITDA of not less than $8.0 million for the six-

month period ending June 30, 2020. The Crown Fourth Amendment increased the interest rate on the Crown Credit

Agreement from 10% per annum to 12% per annum on January 1, 2020, with the incremental 200 basis points per

annum being accrued and payable at the earlier of maturity of the Crown Credit Agreement or, pursuant to its prepayment

terms, prepayment in full.  In connection with this amendment, DCM recognized a loss on modification of debt of $1.0

million, which is included in finance costs in the consolidated statement of operations.

In connection with the Crown Fourth Amendment, the Company has agreed to amend the exercise price of (A) the

960,000 common share purchase warrants of the Company issued to Crown in May 2018 from $1.75 to $0.26, and (B)

the 550,000 common share purchase warrants of the Company issued to Crown in August 2019 from $1.08 to $0.26.

In accordance with the rules of the Toronto Stock Exchange, these amendments became effective on January 8, 2020.

COVENANT REQUIREMENTS

Each of the Bank Credit Agreement, the FPD Credit Agreements and the Crown Facility contain customary

representations and warranties, as well as restrictive covenants which limit the discretion of the Board and management

with respect to certain business matters including the declaration or payment of dividends on the common shares of

DCM without the consent of the Bank, FPD III, FPD IV, FPD V and Crown, as applicable.  Under the terms of the FPD

Credit Agreements, DCM has agreed that it will not, without the prior written consent of FPD III, FPD IV and FPD V,

change (or permit any change) in its Chief Executive Officer, President or Chief Financial Officer, provided that, if he or

she voluntarily resigns as an officer of DCM, or if any such person has either died or is disabled and can therefore no

longer carry on his or her duties of such office, DCM will have 60 days to replace such officer, such replacement officer

to be satisfactory to FPD III, FPD IV and FPD V, acting reasonably.  The A&R Bank Credit Facility, FPD A&R Credit

Facilities and the Crown Facility limit spending on capital expenditures by DCM to an aggregate amount not to exceed

$5.5 million, $5 million and $5 million, respectively during any fiscal year. 
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Under the terms of the Bank Credit Agreement, DCM is required to maintain a fixed charge coverage ratio of no less

than 1.10 to 1, calculated on a consolidated basis, in respect of any particular trailing 12 month period, as EBITDA for

such period less cash taxes, cash distributions (including dividends paid) and non-financed capital expenditures paid in

such period, divided by the total amount required by DCM to service its outstanding debt for such period. Each covenant

is calculated and reported on a monthly basis.  The Bank amended the requirements for this covenant for the months

of May 2019 to August 2019 as noted above.  In addition, the Bank waived the requirements to comply with this covenant

for the months of September 2019 through to June 2020.  As at December 31, 2019, the fixed charge coverage ratio

was 0.60.  Absent the waiver, the Company would have been in breach of this covenant as at December 31, 2019. 

Under the terms of the FPD Credit Agreements, DCM is required to maintain (i) a ratio of Total Funded Debt to EBITDA

no greater than 3.0 to 1.0 (except for the quarters ended June 30, 2019, September 30, 2019 and December 31, 2019,

respectively when the covenant was revised to be no greater than 3.25 to 1.0.  The covenant was amended to be no

greater than 4.5 to:1.0 for the second quarter of 2020 and 3.0 to 1.0 thereafter.  FPD waived the requirement to comply

with this covenant for the quarters ended June 2019 through June 2020); (ii) a debt service coverage ratio of not less

than 1.50 to 1.0, reducing to 0.75 to 1.0 for the quarters ended December 31, 2019 and March 31, 2020, respectively,

increasing to 1.00 to 1.0 for the quarter ended June 30, 2020 and thereafter the original ratio of 1.50 to 1.0 will apply.

FPD waived the requirement to comply with this covenant for the quarter ended September 30, 2019 (as noted above),

(iii) a working capital current ratio of not less than 1.10 to 1, and (iv) total funded debt of not more than $72.0 million up

until the quarter ended June 30, 2019, $80.0 million for the quarter ended September 30, 2019 (which FPD waived) and

$93.0 million commencing with the quarter ended December 31, 2019.  Each covenant is calculated and reported on a

quarterly basis.  Monthly EBITDA levels must be greater than $1.0 million during each month of the waived period through

to July 31, 2020.  As of December 31, 2019, the ratio of Total Funded Debt to EBITDA was 8.64, the debt service coverage

ratio was 1.95 and the working capital current ratio was 1.56. At December 31, 2019, the Company was in compliance

with the debt service coverage ratio and the working capital current ratio.  Absent the waivers, the Company would have

been in breach of the remaining covenants as at December 31, 2019.

In addition, the FPD Credit Agreements permit cash payments in respect to the vendor take-back promissory notes

issued in connection with DCM's acquisitions, as well as consulting fees or distributions in cash to shareholders and/or

related parties, in an amount equal to the Excess Cash Flow (as defined below), provided that the debt service coverage

ratio for the four most recently completed quarters is greater than 2.00 to 1, which was subsequently amended to 1.85

to 1.00 from October 1, 2018 to September 30, 2019, and provided that there is no default or event of default. The excess

cash flow is calculated by taking the EBITDA less payments for (i) cash taxes, (ii) capital expenditures, (iii) principal and

interest payments on the A&R Bank Credit Facility, the FPD A&R Credit Facilities and the Crown Facility and (iv) interest

on leases for the two most recently completed quarters ("Excess Cash Flow"). The Excess Cash Flow is required to be

calculated as at March 31 and September 30 of each calendar year ("The Excess Cash Flow Determination Date") which

determines the quantum of payments that can be made for the following six-month period until the next Excess Cash

Flow Determination Date. As at December 31, 2019, DCM has agreed to defer any payments on its vendor take-back

promissory notes effective as of the date of the Amended FPD A&R Credit Facilities. In addition, the waiver obtained on

October 26, 2018 to reduce the requirement to maintain a debt service coverage ratio from 2.0 to 1.85 times for the

purposes of determining its Excess Cash Flow, and permit payments on its vendor take-back promissory notes, was

revoked. Resumption of payments on vendor take-back promissory notes will require prior approval by FPD.
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Under the terms of the Crown Facility agreement, DCM is required to maintain (i) Net Debt to EBITDA of no greater than

4.0 to 1.0 until December 31, 2019 and 3.0 to 1.0 thereafter.  Crown waived the requirement to comply with this covenant

for the quarters ended September 30, 2019 and December 31, 2019, respectively and modified this covenant ratio to

be a maximum of 5.0 to 1:0 for the quarters ending March 31, 2020 and June 30, 2020, respectively, a maximum of 4.5

to 1.0 for the quarters ended September 30, 2020 and December 31, 2020, respectively, and a maximum of 3.0 to 1.0

thereafter. In addition EBITDA for the first three quarters of 2020 is to be calculated on an annualized basis instead of

a trailing twelve months basis; (ii) a fixed charge coverage ratio no less than 1.40 to 1.0, for which waivers were obtained

for the quarters ended March 31, 2019 through to June 30, 2020.  Crown amended this covenant ratio to be at least 1.1

to 1.0 for the quarter ended September 30, 2020, at least 1.15 to 1.0 for the quarter ended December 31, 2020 and at

least 1.25 to 1.0 for each quarter thereafter; and (iii) EBITDA of not less than $4.0 million for the quarter ending March

31, 2020 and cumulative EBITDA of not less than $8.0 million for the six-month period ending June 30, 2020.  Each

covenant is calculated and reported on a quarterly basis.  As at December 31, 2019, the fixed charge coverage ratio

was 0.60 and the net debt to EBITDA ratio was 9.06.  Absent the waivers, the Company would have been in breach of

these covenants as at December 31, 2019.

A failure by DCM to comply with its obligations under the Bank Credit Agreement, the FPD Credit Agreements or the

Crown Facility, together with certain other events, including a change of control of DCM and a change in DCM's Chief

Executive Officer, President or Chief Financial Officer (unless a replacement officer acceptable to FPD, acting reasonably,

is appointed within 60 days of the effective date of such officer's resignation), could result in an event of default which,

if not cured or waived, could permit acceleration of the indebtedness outstanding under each of those agreements.  DCM

anticipates it will be in compliance with the covenants in its credit facilities for the next twelve months or that it shall be

able to receive waivers from its lenders to the extent required; however there can be no assurance that DCM will be

successful in achieving the results targeted in its operating plans or in complying with its covenants, or obtaining waivers

from its lenders over the next twelve months.

In addition, under the terms of the FPD IV Credit Agreement and the FPD V Credit Agreement, DCM is required to

deposit and hold cash in a blocked account of $0.4 million and of $0.1 million to be used for repayments of principal and

interest of indebtedness outstanding under the FPD IV A&R Credit Facility and indebtedness outstanding under the FPD

V A&R Credit Facility, respectively.  As at December 31, 2019, there was a balance of $0.5 million in the blocked account

related to the FPD IV A&R Credit Facility and FPD V A&R Credit Facility which is recognized as restricted cash on the

consolidated statement of financial position. 

INTER-CREDITOR AGREEMENT

DCM's obligations under the A&R Bank Credit Facility, the FPD V A&R Credit facility, the FPD IV A&R Credit Facility

and the FPD III A&R Credit Facility are secured by conventional security charging all of the property and assets of DCM

and its subsidiaries.  On February 22, 2017, DCM entered into an amended Inter-creditor Agreement (the "Inter-creditor

Agreement") between the Bank, FPD III, FPD IV, and the parties to the vendor take-back promissory notes (the “VTB

Noteholders”) issued in connection with the acquisitions of DCM Burlington and Thistle, respectively, which, among other

things, establishes the rights and priorities of the respective liens of the Bank, FPD III, FPD IV and the VTB Noteholders

on the present and after-acquired property of DCM, DCM Burlington and Thistle (the "Original Inter-Creditor Agreement").
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On November 10, 2017, the Original Inter-Creditor Agreement was amended in connection with the BOLDER Graphics

acquisition to include FPD V as a party to the agreement and to establish the rights and priorities of the respective liens

of the Bank, FPD III, FPD IV, FPD V and the VTB Noteholders on the present and after-acquired property of BOLDER

Graphics. 

Effective May 7, 2018, DCM entered into a second amended and restated inter-creditor agreement between the Bank,

FPD III, FPD IV, FPD V, Crown and the VTB Noteholders, respectively, which, among other things, establishes the rights

and priorities of the respective liens of the Bank, FPD III, FPD IV, FPD V, Crown and the VTB Noteholders on the present

and after-acquired property of DCM and its subsidiaries. 

LIQUIDITY

In assessing DCM’s liquidity requirements, DCM takes into account its level of cash, together with currently projected

cash to be provided by operating activities, cash available from its unused credit facilities, cash from investing activities

such as sales of redundant assets, access to the capital markets and anticipated reductions in operating costs projected

to result from existing restructuring activities, as well as its ongoing cash needs for its existing operations.

Market conditions and DCM's financial condition and capital structure could affect the availability and terms of any

replacement credit facilities or other funding sought by DCM from time to time or upon the maturity of the amended Bank

Credit Facility, the Amended FPD A&R Credit Facilities, the Crown Facility, as amended, or other indebtedness of DCM.

In June 2019, DCM implemented a new cloud-based Enterprise Resource Planning (“ERP”) system company-wide

(other than its DCM Burlington, Thistle and Perennial sites) which replaced a number of disparate, legacy systems.  As

part of its transition to the new ERP system, DCM encountered various migration issues which affected both production

revenue and its ability to generate accurate and timely billings to its customers.  This issue resulted in a deterioration in

operating results in the third quarter of 2019 caused by a backlog of production orders and the issuance of inaccurate

invoices which has resulted in delays in the collection of cash from customer trade receivables outstanding. These factors

have created a constraint on DCM’s financial liquidity.

Net working capital (current assets less current liabilities) has grown to $28.1 million as at December 31, 2019 from

$20.7 million as at December 31, 2018, primarily due to an increase in trade receivables over this period.  Trade

receivables were $86.5 million as at December 31, 2019 compared with $73.1 million as at December 31, 2018.  The

significant growth in trade receivables and delays in collecting on those trade receivables required DCM to increase its

borrowings under its Bank Credit Facility, a key source of liquidity for the Company's operations and to stretch its vendor

payable terms.  The Company's Bank Credit was reduced by the completion of a rights offering in December 2019,

which raised gross proceeds of $5.0 million of equity capital.  The Company’s borrowings under the Bank Credit Facility

increased from $20.8 million as at December 31, 2018 to $34.7 million as at December 31, 2019.  Although the Bank

agreed to a temporary increase in the Bank Credit Facility to a maximum principal amount of $50.0 million, the growth

in trade receivables amounts outstanding over 90 days, which are deemed ineligibles for the purposes of the borrowings

under the Bank Credit Facility, reduced the Company's eligible borrowing base such that DCM had access to $2.0 million

of available credit as at December 31, 2019.
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In order to further assist the Company with its financial liquidity challenges, on February 21,2020, the Bank agreed to

temporarily increase the eligible borrowing base under this facility by providing an additional $6.0 million unmargined

facility within the $50.0 million. Further, on March 30, 2020, the Bank agreed to temporarily increase the fixed percentage

of the cost of unbilled receivables eligible for inclusion in the Company's borrowing base to provide access to additional

borrowing capacity under this facility  (See "Recent Developments - Amendment to Credit Facilities" above).  In connection

with these recent amendments, the Company’s other lenders, FPD and Crown also agreed to defer the payment of

certain scheduled principal payments and interest and the holders of an aggregate of $1.0 million in promissory notes

issued by DCM to certain insiders in July 2019 also agreed to defer repayment of those notes. It had been intended that

these promissory notes would be repaid out of the net proceeds of the rights offering completed by the Company in

December 2019. 

On June 1, 2020, the Company had $6.6 million in available credit pursuant to its revolving Bank Credit Facility, as

amended.  The Company’s ability to pay its liabilities as they come due is dependent on the collection of outstanding

aged billed trade receivables and its ability to generate positive cash flows from operations.  While management is

currently executing on its plans to collect aged trade receivables, there can be no assurance that it will be successful,

which could result in the Company requiring additional sources of financing.

In connection with the December 2019 amendments to the Company’s credit facilities, DCM’s senior lenders temporarily

amended a number of financial covenants to align with an agreed budget for the next twelve months to enable the

Company to resolve the issues it has encountered in connection with the implementation of the ERP system such that

the related adverse effects on the Company’s financial results no longer impact the Company’s ability to comply with its

financial covenants on a trailing twelve month basis.  While the Company was compliant with the amended financial

covenants as at December 31, 2019, management obtained certain waivers from its senior lenders for the first and

second quarters of fiscal 2020 during the first quarter of 2020, as it anticipated being in breach of certain financial

covenants in connection with the rapidly developing impact of the COVID-19 pandemic (See "Recent Developments -

COVID-19 Global Pandemic" above).

The continued ability to comply with financial covenants for at least the next twelve months is contingent on management’s

ability to meet budgeted revenue and profitability targets and take actions to address operating and financial challenges

resulting from COVID-19.  The estimate of future cash flows in the Company’s 2020 budget include a number of key

assumptions to support the financial covenant calculations, specifically related to revenues and gross margins, which

in turn impact earnings before interest, income taxes, depreciation and amortization (EBITDA).  The estimates of

forecasted compliance with financial covenants are sensitive to those assumptions (for example, if EBITDA, applicable

to those financial covenants, realized over the next nine months falls short of DCM’s forecast by more than approximately

3.6%, the Company will be offside with certain of its existing financial covenants in the third quarter of 2020) and

particularly to the ongoing impact of the COVID-19 pandemic, the effects of which are difficult to project with respect to

the Company’s business and financial results and its financial liquidity.

CASH FLOW FROM OPERATIONS

During the year ended December 31, 2019, cash flows used for operating activities were $0.8 million compared to cash

flows generated by operating activities of $17.3 million during the same period in 2018. Current period cash flow from
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operations, before adjusting for changes in working capital, generated a total of $6.3 million compared with $9.4 million

for the same period last year. As a result of the adoption of IFRS 16, $10.9 million in lease payments are now presented

as cash used for financing activities in the consolidated statement of cash flow whereby in the prior year comparative

period, this was classified as a reduction of operating activities. Excluding the effects of IFRS 16, cash flow used for

operating activities, before adjusting for changes in working capital, was $4.6 million, a decrease of $14.0 million, over

the same period last year.  Current period cash flows from operations were negatively impacted primarily due to an

increase in the net loss which stems from the decrease in revenues and increase in general and administration expense,

particularly in the second, third and fourth quarters this year as a direct result of the new ERP system, alongside other

reductions in revenue due to softness in customer spend.  This was offset by further improvements in DCM's pricing

discipline and cost reductions realized from ongoing cost savings initiatives implemented in 2019 and the last quarter

of 2018.  Contributions to defined benefit pension plans and income taxes payments were relatively consistent with the

comparative period.  Current year payments for severances and lease termination related to DCM's restructuring

initiatives increased $1.7 million compared to the same period last year as result of the additional restructuring initiatives

during 2019 and the last quarter of 2018. 

Changes in working capital during the year ended December 31, 2019 used $7.1 million in cash compared with $7.8

million of cash generated in the prior year. In the prior year comparable period DCM’s focus was to better align payments

to its vendors with cash receipts from its customers given many of its customers opt to store their finished goods product

in DCM’s warehouses and pay upon taking shipment of product which extends the time to collection.  In the current year,

DCM continues to manage cash flow consistent with the comparative period.  There was a significant increase in trade

receivables of $13.4 million given the challenges encountered with issuing accurate and timely billings as a result of the

ERP transition in June 2019. In the third quarter of 2019, billing volumes progressively increased throughout the quarter

as the Company began catching up on its backlog of orders.  However, DCM continued to experience issues with issuing

accurate billings to its customers thereby resulting in a deterioration of collections and an increase in trade receivables.

This resulted in liquidity constraints whereby the Company was required to obtain additional financing and manage

payments to suppliers to maintain cash for working capital requirements resulting in an increase in trade and accrued

liabilities of $8.8 million.

INVESTING ACTIVITIES

For the year ended December 31, 2019, $3.9 million in cash flows were used for investing activities compared with $14.9

million during the same period in 2018. This represents a reduction of $11.0 million over the same period last year, of

which $7.3 million was used in the comparable period for the acquisition of Perennial.  In the current period, $1.0 million

of cash was primarily used to invest in IT equipment related to the implementation of the new ERP system and costs

related to leasehold improvements to set up new production equipment, including the Gallus/Heidelberg hybrid digital

label press at its Brampton, Ontario facility and the Heidelberg six-colour press at its Toronto, Ontario facility, compared

with $2.7 million of capital expenditures incurred in 2018 related to investments in IT equipment and costs related to

leasehold improvements, which were incurred as part of DCM's consolidation of certain facilities.  Furthermore, $3.9

million of cash was used to further invest in the development of DCM's new ERP system compared with $5.1 million for

the same period last year.  DCM continued to capitalize costs for the ERP system in the third quarter of 2019 related to

further development of the system.  $0.7 million in cash proceeds were received upon the sale of its loose-leaf and index

tab business in May 2019.
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FINANCING ACTIVITIES

For the year ended December 31, 2019, cash flow generated by financing activities was $7.7 million compared with $3.5

million paid during the same period in 2018.  During the year DCM completed a rights offering and received cash net of

expenses of $4.8 million.  As noted under "Cash Flow From Operations", as a result of the adoption of IFRS 16, $10.9

million in lease payments are now presented as cash used for financing activities whereas this is presented as a reduction

of cash from operations in the prior year comparative period, thereby contributing to the overall variance in cash used

for financing activities.  Excluding the effects of IFRS 16, cash flow generated for financing activities was $18.6 million,

increasing the variance to $22.0 million from the comparative period.  A total of $8.5 million in outstanding principal

amounts under its various credit facilities were repaid during the current period compared with $11.2 million during the

same period last year.  DCM amended its FPD Credit Facilities on July 25, 2019 to defer principal amounts for the months

of August to December 2019 which explains the reduction of the repayments on the credit facilities from the comparative

period.  In addition, $3.9 million was repaid during the period related to the vendor take-back promissory notes issued

in connection with the acquisitions of DCM Burlington, Thistle and BOLDER Graphics compared with $4.6 million in the

prior year comparative period.  The DCM Burlington and Thistle VTBs were fully repaid in the first quarter of 2019, and

$1.0 million was paid for the Perennial VTB.  The slight decrease from the comparative period relates to the deferral of

payments for the Bolder VTB.  Lastly, proceeds of $26.1 million was received in the current period, of which $7.0 million

represents additional proceeds received from the Crown Facility and the remaining $19.1 million represents the draw

on DCM's revolving credit facility with the Bank compared with $13.0 million during the same period last year to fund its

working capital requirements, and manage cash flow to compensate for the slow down in the collection process as a

result of the ERP disruptions. 

PENSION FUNDING OBLIGATIONS

DCM maintains a defined benefit and defined contribution pension plan (the “DATA Communications Management

Pension Plan”) for some of its employees.

During the year ended December 31, 2018, DCM engaged actuaries to complete an updated actuarial valuation of the

defined benefit provision of the DATA Communications Management Pension Plan, which confirmed that, as at January 1,

2018, the solvency position of the defined benefit provision of the DATA Communications Management Pension Plan

had improved since the previous valuation.  Based upon the January 1, 2018 actuarial report, DCM's annual minimum

funding obligation for the defined benefit provision of the DATA Communications Management Pension Plan for 2019

and 2020 are $0.5 million.

As of December 31, 2017, DCM had exceeded its minimum required funding requirements for the defined benefit provision

of the DATA Communications Management Pension Plan for 2017 by $227 thousand.  During the year ended December

31, 2018, DCM applied $216 thousand of the excess funding from 2017 to its 2018 funding requirements for the defined

benefit provision of the DATA Communications Management Pension Plan.  During the year ended December 31, 2019,

DCM required payments related to its 2019 funding requirements for the defined benefit provision of the DATA

Communications Management Pension Plan after applying the remaining excess funding from 2017 of $11 thousand

was $516 thousand.  The December 2019 payment of $44 thousand, related to DCM's 2019 funding requirement, was

received by the DATA Communications Management Pension Plan during the first week of January 2020.
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DCM makes contributions to the Québec Graphic Communication Pension Plan (the “GCPP”), based on a percentage

of the wages of its unionized employees covered by the respective collective bargaining agreements, all of whom are

employed at DCM facilities located in the Province of Québec.  Prior to 2018 contributions were made to a similar plan,

the Québec Graphics Communications Supplemental Retirement and Disability Fund (the "SRDF").  Effective December

31, 2017, the SRDF was merged into the GCPP and this merger was approved by the Québec pension authorities in

October 2019.

The GCPP is a negotiated contribution defined benefit multi-employer pension plan which provides retirement benefits

to unionized employees in the printing industry.  The GCPP is administered by a joint Board of Trustees composed of

representatives of participating employers and of the unions representing plan members in collective bargaining.  Based

upon the terms of those applicable collective agreements, DCM’s estimated annual negotiated contribution to the GCPP

for 2020 is $0.5 million.

The GCPP’s most recent funding actuarial report (as at December 31, 2018) disclosed a small going concern surplus

and that negotiated contributions are in excess of the current service cost of the plan. On a solvency basis (or wind up

basis) the valuation shows a deficit and a solvency ratio of 75%.

Bill 34 was adopted by Québec in April 2015 to clarify Québec pension legislation for negotiated contribution defined

benefit multi-employer pension plans to, among other things:

• limit required employer contributions only to those amounts specified in the applicable collective agreements

negotiated with the relevant unions;

• eliminate the employer's obligation to fund deficiencies;

• require the board of trustees to develop and implement a recovery plan when the negotiated contributions are

not sufficient to fund the plan, including the reduction of accrued benefits of all members; and

• remove the responsibility of participating employers to fund their share of the solvency deficit upon withdrawal

from the plan or termination of the plan, except in certain circumstances when withdrawal from the plan or

termination of the plan occurs prior to April 3, 2020.

A “Recovery Plan” was implemented by the board of trustees in 2016 and received the approval of Québec pension

authorities in late 2018.  During the year ended December 31, 2019, DCM did not receive any other information on the

GCPP.
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Outstanding share data

At June 8, 2020 and December 31, 2019, there were 43,047,030 common shares of DCM (“Common Shares”)

outstanding.  At December 31, 2018, there were 21,523,515 Common Shares outstanding.

On December 31, 2019, DCM completed a rights offering (“Rights Offering”) which was conducted by way of a rights

offering circular (“Circular”).  Under the offering, DCM issued 21,523,515 Common Shares at a price of $0.23 per share

for gross proceeds of $5.0 million.  Among this, 11,341,310 Common Shares were issued to directors, officers and related



parties of DCM for total gross proceeds of $2.6 million.  The gross proceeds were used to reduce DCM outstanding

indebtedness, by repaying amounts drawn under the revolving facilities portion of its Bank Credit Facility.  Under the

terms of the Rights Offering, each eligible shareholder (“Eligible Holder”) on record as of December 3, 2019 (the “Record

Date”) received one right (“Right”) for each Common Share held as of the Record Date.  Every Right entitled the Eligible

Holder to subscribe for one Common Share upon payment of the subscription price of $0.23 per share.  The Rights were

transferable and were represented by rights certificates.  Total transaction costs were $0.2 million which were classified

net of the Common Shares issued under the Rights Offering.  The value of the Common Shares were increased by a

deferred income tax asset of $42.9 thousand.

At June 8, 2020 and December 31, 2019, there were options outstanding to purchase up to 1,587,486 Common Shares

and up to 1,456,409 Common Shares, respectively.  At December 31, 2018, there were options outstanding to purchase

up to 1,991,957 Common Shares.  During the year ended December 31, 2019, the Board approved awards of options

to purchase up to 40,000 Common Shares for a member of DCM's Board.  Once vested, the options are exercisable

for a period of seven years from the grant date at an exercise price of $1.41 per share, representing the fair value of the

Common Shares on March 28, 2019.  The options vest at a rate of 1/36th per month beginning on March 28, 2019.  The

fair value of the options issued was estimated to be $22.8 thousand using the Black-Scholes option-pricing model,

assuming a risk-free interest of 1.45%, a weighted average life of seven years, a dividend yield of nil, an expected

volatility of 40% and a forfeiture rate of 10%.  During the year ended December 31, 2019, there were 575,548 forfeitures

of options to purchase Common Shares.

Subsequent to the year end, the Board approved the anti-dilution adjustments pursuant to the provisions of DCM's LTIP

that affect DCM's share-based compensation grants outstanding at December 31, 2019, in connection with the Rights

Offering completed by the Company on December 31, 2019.  The option exercise prices were adjusted by a factor of

1:0.917 and the number of options, restricted share unit ("RSUs") and deferred share unit ("DSUs") were adjusted by a

factor of 1:1.09.  Note 19 of the Notes to the consolidated financial statements of DCM for the year ended December

31, 2019 contains more details on DCM's share-based compensation.

Options outstanding to purchase up to 616,409 Common Shares with an exercise price of $1.50 were adjusted to options

outstanding to purchase up to 671,886 Common Shares with an exercise price of $1.38.  Options outstanding to purchase

up to 840,000 Common Shares with an exercise price of $1.41 were adjusted to options outstanding to purchase up to

915,600 Common Shares with an exercise price of $1.29.

The 705,225 RSUs outstanding and affected by those anti-dilution adjustments at December 31, 2019 were adjusted

to 768,691 RSUs.  The 239,849 DSUs outstanding at December 31, 2019 were adjusted to 261,437 DSUs.

At June 8, 2020 and at December 31, 2019, there were warrants outstanding to purchase up to 2,204,642 Common

Shares and 1,688,571 Common Shares, respectively.  At December 31, 2018, there were warrants outstanding to

purchase up to 2,251,550 Common Shares.

During the year ended December 31, 2019, there were a total of 728,571 warrants issued.  On July 31, 2019, DCM

issued 78,571 warrants in connection with the issuance of the Related Party Promissory Notes.  Each warrant entitles
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the holder to acquire one Common Share at an exercise price of $1.08 for a period of 3.8 years, commencing on July

31, 2019.  The fair value of the warrants issued was estimated to be $39 thousand using the Black-Scholes option-

pricing model, assuming a risk-free interest of 1.49%, a weighted average life of 3.8 years, a dividend yield of nil and

an expected volatility of 40% based on comparable companies.  The transaction costs totaling $1 thousand was increased

by a deferred income tax asset of $1 thousand.  On August 16, 2019, DCM entered into an amendment with Crown and

issued 550,000 warrants as part of this financing.  Each warrant entitles the holder to acquire one Common Share at

an exercise price of $1.08 for a period of 3.7 years, commencing on August 16, 2019.  The fair value of the warrants

issued was estimated to be $145 thousand using the Black-Scholes option-pricing model, assuming a risk-free interest

of 1.24%%, a weighted average life of 3.7 years, a dividend yield of nil and an expected volatility of 40% based on

comparable companies.  This was adjusted using a discount rate of 5% for the statutory hold period and net of transaction

costs totaling $5 thousand (increased by a deferred income tax asset of $1 thousand).  As at December 31, 2019, the

value allocated to the warrant options outstanding for this issue was $261 thousand, net of transaction costs and after

the increase in value arising from the debt modification during the year.  On August 31, 2019, DCM issued 100,000

warrants in connection with an agreement for advisory services.  Each warrant entitles the holder to acquire one DCM

common share at an exercise price of $1.08 for a period of 2.0 years, commencing on August 31, 2019. The fair value

of the warrants issued was estimated to be $18 thousand using the Black-Scholes option-pricing model, assuming a

risk-free interest of 1.35%, a weighted average life of 2.0 years, a dividend yield of nil and an expected volatility of 40%

based on comparable companies.  This was adjusted using a discount rate of 5% for the statutory hold period and net

of transaction costs totaling $5 thousand (increased by a deferred income tax asset of $1 thousand).  DCM recorded

$18 thousand as consulting expense related to this issuance.  As at December 31, 2019, the value allocated to the

warrants outstanding for this issue was $13 thousand, net of transaction costs.

During the year ended December 31, 2019, 1,291,550 warrants to purchase Common Shares expired.

In addition, in February 2020, DCM has agreed to issue to the Bank warrants to purchase, for a period of 24 months,

up to 500,000 common shares of the Company at a price to be determined in accordance with the rules of, and approved

by, the Toronto Stock Exchange.

Subsequent to the year end, the Board approved the anti-dilution adjustments that affect certain DCM warrants

outstanding at December 31, 2019, pursuant to the anti-dilution provisions of DCM's LTIP, in connection with the Rights

Offering completed by the Company on December 31, 2019.  The warrant exercise prices were adjusted by a factor of

1:0.917 and the number of warrants were adjusted by a factor of 1:1.09.  178,571 warrants outstanding with an exercise

price of $1.08 were adjusted to 194,642 warrants outstanding with an exercise price of $0.99.
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Financial instruments and Risk management

DCM’s financial instruments consist of cash, restricted cash, trade receivables, bank overdraft, trade payables and

accrued liabilities, bonuses payable, credit facilities, promissory notes, and restricted share units, as indicated in DCM’s

statements of consolidated financial position as at December 31, 2019 and December 31, 2018, respectively. All of

DCM's financial instruments are non-derivative in nature.  DCM does not enter into financial instruments for trading or

speculative purposes.



FAIR VALUE

Non-derivative financial instruments are recognized initially at fair value plus, for instruments not at fair value through

profit or loss, any directly attributable transaction costs. Subsequent to initial recognition non-derivative financial

instruments are measured as described below.

The fair value for other non-derivative financial instruments such as cash, trade receivables, bank overdraft, trade

payables and accrued liabilities approximates their carrying value because of the short-term maturity of these instruments.

The fair value of restricted cash approximates its carrying value because it is a deposit held with a Canadian chartered

bank. Credit facilities, bonuses payable and promissory notes are initially recognized as the amount required to be paid

less a discount to derive its fair value and are then measured at amortized costs using the effective interest method,

less any impairment losses. 

CREDIT RISK

Credit risk is the risk of an unexpected loss if a customer or counterparty to a financial instrument fails to meet its

contractual obligations.  Financial instruments that potentially subjected DCM to credit risk consisted of cash and trade

receivables. The carrying amount of assets included in the consolidated statements of financial position represents the

maximum credit exposure.

DCM grants credit to customers in the normal course of business.  DCM typically does not require collateral or other

security from customers; however, credit evaluations are performed prior to the initial granting of credit terms when

warranted and periodically thereafter.  Normal credit terms for amounts due from customers call for payment within 0 to

60 days.

DCM has trade receivables from clients engaged in various industries including financial institutions, insurance,

healthcare, lottery and gaming, retailing, not-for-profit, energy and governmental agencies that are not concentrated in

any specific geographic area.  DCM does not believe that any single industry or geographic region represents significant

credit risk.  Credit risk concentration with respect to trade receivables is mitigated by DCM’s large client base.

To measure the ECLs, trade receivables, including unbilled receivables, have been grouped based on similar credit risk

characteristics, past due status and other relevant factors. The expected default rates are calculated based on

management’s estimate as well as historical credit losses. The historical loss rates are adjusted to reflect current and

forward-looking information on economic factors affecting the ability of the customers to settle the trade receivable.

On that basis, the loss allowance as at December 31, 2019 was determined using default rates under the provision

matrix for an amount of $1.8 million (2018 – $0.8 million), of which $0.4 million (2018 – $0.5 million) relates to unbilled

receivables.  The following tables represents the provision matrix as at December 31, 2019 and December 31, 2018,

respectively: 
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The following default rates are used to calculate the ECLs on billed receivables as at December 31, 2019 and

December 31, 2018, respectively:

December 31, 2019 (in thousands of
Canadian dollars, except percentage
amounts) Total

Current
period

Over 30
days

Over 60
days

Over 90
days

Default rates 1.32% 1.31% 2.19% 6.24%
Billed receivables balance $55,504 $16,603 $16,736 $9,978 $12,187
Billed receivables ECL $1,417 $219 $219 $219 $760

December 31, 2018 (in thousands of
Canadian dollars, except percentage
amounts) Total

Current
period

Over 30
days

Over 60
days

Over 90
days

Default rates 0.01% 0.03% 0.06% 22.24%
Billed receivables balance $44,352 $23,243 $14,246 $5,370 $1,493
Billed receivables ECL $342 $3 $4 $3 $332

The following default rates are used to calculate the ECLs on unbilled receivables as at December 31, 2019 and

December 31, 2018, respectively:

December 31, 2019 (in
thousands of Canadian
dollars, except percentage
amounts) Total

Current
period

Over 30
days

Over 60
days

Over 90
days

Over 120
days

Unbilled receivables 0.16% 0.31% 0.78% 1.42% 2.74%
Unbilled receivables

balance 32,754 11,317 4,835 3,464 2,254 10,884
Unbilled receivables ECL $390 $18 $15 $27 $32 $298

December 31, 2018 (in
thousands of Canadian
dollars, except percentage
amounts) Total

Current
period

Over 30
days

Over 60
days

Over 90
days

Over 120
days

Default rates 0.20% 0.38% 0.98% 1.50% 2.93%
Unbilled receivables

balance $29,567 $5,427 $5,928 $3,912 $2,672 $11,628
Unbilled receivables ECL $453 $11 $23 $38 $40 $341

At the end of each reporting period, management re-assesses the default rates. Default rates are applied to the billed

and unbilled receivable balances to calculate the credit default reserve. Management assesses the adequacy of this

reserve quarterly, taking into account historical experience, current collection trends, the age of receivables and, when

warranted and available, the financial condition of specific counterparties. When collection efforts have been reasonably

exhausted, specific balances are written off.  At December 31, 2019, the aging profile of DCM billed receivables had

deteriorated.  As a result, DCM increased its ECLs on billed receivables to account for amounts that may be become

uncollectible and for concessions that may need to be given to encourage customers to settle older amounts promptly.

LIQUIDITY RISK

Liquidity risk is the risk that DCM may encounter difficulties in meeting obligations associated with financial liabilities as

they become due.  DCM believes that the currently projected cash flow from operations, cash on hand and anticipated

lower operating costs resulting from existing restructuring initiatives will be sufficient to fund its currently projected
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operating requirements, including expenditures related to its growth strategy, payments associated with provisions as

a result of on-going productivity improvement initiatives, payment of income tax liabilities, contributions to its pension

plans, maintenance or investment in new capital expenditures, and interest and scheduled repayments of borrowings

under its credit facilities and scheduled repayments of promissory notes.  See “Contractual obligations” section below

which contains additional information on the contractual undiscounted cash flows of DCM’s significant financial liabilities

and the future commitments of the Company.

As at December 31, 2019, DCM had access to $2.0 million of available credit under the Bank Credit Facility which is

comprised of $2.7 million of additional available credit less letters of credit granted of $0.7 million.

MARKET RISK

INTEREST RATE RISK

Interest rate risk refers to the risk that the value of a financial instrument or cash flows associated with the financial

instrument will fluctuate due to changes in market interest rates.  Interest rate risk arises from interest bearing financial

assets and liabilities.  DCM’s interest rate risk arises from credit facilities issuances at floating interest rates.  As at

December 31, 2019, $34.7 million of DCM’s indebtedness outstanding was subject to floating interest rates of 5.55%

per annum, $42.4 million of DCM’s indebtedness outstanding was subject to a fixed interest rate of 6.1% per annum,

6.95% per annum, and 10.00% per annum.  The Related Party Promissory Notes, in the aggregate principal amount of

1.0 million was subject to a fixed rate of 10% per annum.

CURRENCY RISK

Currency risk is the risk that the fair value of future cash flows arising from a financial instrument will fluctuate because

of changes in foreign currency exchange rates.  In the normal course of business, DCM does not have significant foreign

exchange transactions and, accordingly, the amounts and currency risk are not expected to have adverse material impact

on the operations of DCM.  Management considers the currency risk to be low and does not hedge its currency risk and

therefore sensitivity analysis is not presented.

Note 24 to the audited consolidated financial statements of DCM for the year ended December 31, 2019 contains

additional information on DCM’s financial instruments.
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Contractual obligations

DCM believes it will have sufficient resources from its operating cash flow, existing cash resources and borrowing under

available credit facilities to meet its contractual obligations as they become due.  Contractual obligations have been

defined as contractual commitments in existence but not paid for as at December 31, 2019.  Short-term commitments

such as month-to-month office leases, which are easily cancelled, are excluded from this definition.

DCM believes that its existing cash resources and projected cash flows from operations will be sufficient to fund its

currently projected operating requirements and that it will continue to remain compliant with its covenants and other

obligations under its credit facilities.



TABLE 5 The following table sets out DCM's significant contractual obligations and commitments as of December 31,

2019.

(in thousands of Canadian dollars,
unaudited) Total 2020 2021 2022 2023 2024 2025 and

thereafter
Pension funding contributions (1) $ 6,341 $ 1,055 $ 1,068 $ 1,063 $ 1,058 $ 1,052 $ 1,045
Bonuses payable (2) $ 333 333 — — — — —
Lease liabilities (3) $ 87,720 11,267 10,620 8,069 7,776 6,077 43,911
Long-term debt (4) $ 98,625 9,840 11,778 12,511 64,496 — —
Promissory notes (5) $ 3,017 782 1,100 100 1,035 — —
Total $ 196,036 $ 23,277 $ 24,566 $ 21,743 $ 74,365 $ 7,129 $ 44,956

(1) DCM is required under applicable pension legislation to make monthly, annual and/or one-time cash contributions
to the DATA Communications Management Pension Plan to fund current or future funding deficiencies which may
emerge in the defined benefit provision of the DATA Communications Management Pension Plan.  See “Liquidity
and capital resources – Pension funding obligations” above.  The table above includes amounts payable under the
SERP.  DCM's obligations under the SERP consist of benefits payable as a single life annuity with a five year
guarantee.  The duration of these payments is dependent on the length of each participant's life and, in certain
cases, that of their designated beneficiary, and their age in any given year.

(2) Bonuses payable to former employees of Thistle assumed in connection with DCM's acquisition of Thistle on
February 22, 2017.  Monthly principal payments of $33 thousand ending October 31, 2020.

(3) Lease liabilities were recognized upon adoption of IFRS 16, effective January 1, 2019 and represents the present
value of remaining lease payments discounted using DCM's weighted average incremental borrowing rate.  DCM
makes lease payments to landlords for the rental of facilities and lease payments to vendors for the rental of
equipment.

(4) Long-term debt at December 31, 2019 subject to floating interest rates consists of the Bank Credit Facility, expiring
on January 31, 2023.  As at December 31, 2019, the outstanding balances totaled $34.7 million and bore interest
at an average floating rate of 5.55% per annum.  The amounts at December 31, 2019 include estimated interest
totaling $2.1 million for 2020, $1.9 million for 2021, $1.9 million for 2022 and $0.2 million for 2023.  The estimated
interest was calculated based on the total borrowings outstanding during the period and the average annual floating
interest rate in effect as at December 31, 2019.  Long-term debt at December 31, 2019 subject to fixed interest
rates consisting of the FPD III Credit Facility, expiring on October 15, 2022, the FPD IV Credit Facility, expiring on
March 10, 2023, FPD V Credit Facility expiring on May 15, 2023 and the Crown Facility expiring May 7, 2023.  As
at December 31, 2019, the outstanding balances totaled $42.4 million and bore interest at a fixed rate of 6.1% per
annum, of 6.95% per annum, 6.95% per annum and 10.00%, respectively.  Monthly blended principal and interest
payments of $96.0 thousand, of $0.4 million and of $0.1 million, are made for the FPD III Credit Facility, the FPD
IV Credit Facility and the FPD V Credit Facility, respectively.  Annual interest payment on the Crown Facility totals
$0.5 million for 2020 and annual interest payment on the Crown Facility totals $1.9 million, thereafter.  The incremental
200 basis points per annum interest rate on the Crown Facility being accrued and payable at the earlier of maturity
of the Crown Credit Agreement, treated as a payment in kind, totals $3.5 million.

(5) Promissory notes related to loans provided by related parties of DCM and related to the acquisitions completed
during prior years.  On July 31, 2019, DCM issued promissory notes (“Related Party Promissory Notes”) to certain
parties, including related parties of DCM, in the aggregate principal amount of $1.0 million.  The Related Party
Promissory Notes bear interest at the rate of 10% per annum, payable quarterly on the first business day of each
fiscal quarter beginning September 3, 2019, with principal repayable on or before the May 7, 2023 maturity date.
Non interest bearing promissory note related to the Perennial acquisition totaling $2.5 million payable in three
installments of $1.0 million, $1.0 million and $0.5 million due on May 8, 2019, May 8, 2020 and May 8, 2021,
respectively.  Interest bearing promissory notes related to the acquisition of BOLDER totaling $1.2 million and bore
interest at a fixed rate of 6.0% per annum.  Monthly blended principal and interest payments of $0.1 million, beginning
February 28, 2018 and ending September 30, 2019.  As a result of amendments to its credit agreements, DCM
suspended its payments on vendor take-back promissory notes on June 30, 2019.  Resumption of payments on
vendor take-back promissory notes will require prior approval from its lenders.  DCM received approval from its
lenders and made a $0.5 million payment towards the promissory note related to the Perennial acquisition on
February 28, 2020.
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Transactions with related parties

During the year ended December 31, 2019, there were regular intercompany activities between DCM and its subsidiaries

during the normal course of business.  These transactions and balances are eliminated in the consolidated financial

statements of DCM.  Related parties are defined as individuals who can influence the direction or management of DCM

or any of its subsidiaries and therefore, the directors and officers of DCM’s subsidiaries are considered related parties.

On July 31, 2019, DCM issued Related Party Promissory Notes to certain parties, including related parties of DCM, in

the aggregate principal amount of $1.0 million.  In addition, a total of 78,571 warrants have been issued in connection

with the issuance of the Related Party Promissory Notes.  See "Outstanding share data" above for subsequent changes

to these outstanding warrants.

Effective July 1, 2018, Perennial entered into a new agreement with Perennial Designs International Private Limited, a

company 100% owned by a key management personnel for creative design and development of technology.  During

the year ended December 31, 2019, total consulting fees totaled $0.7 million (2018 - $0.3 million).

On March 15, 2018, DCM entered into a 5-year loan agreement with a key member of management for a total of $0.1

million to finance the purchase of Common Shares. Interest will accrue at a rate of 3% per annum on the unpaid balance.

As at December 31, 2019, the balance owing $0.1 million (2018 - $0.1 million) and was included within other non-current

assets in the statement of financial position.

These transactions are provided in the normal course of operations and were measured at the exchange amount, which

represents the amount of consideration established and agreed to by the related parties.
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Operating results for the fourth quarter of 2019 and 2018

TABLE 6 The following table sets out selected consolidated quarterly financial information for the periods noted.

(in thousands of Canadian dollars, except share and
per share amounts, unaudited)

Proforma
without IFRS

16 adjustment
IFRS 16

adjustments

October 1 to
December 31,

2019

October 1 to
December

31, 2018

Revenues $ 71,489 $ — $ 71,489 $ 81,152

Cost of revenues 54,356 (397) 53,959 61,279
Gross profit 17,133 397 17,530 19,873

Selling, general and administrative expenses 16,722 (57) 16,665 15,247

Restructuring expenses (139) — (139) 1,845

Acquisition costs — — — 29

16,583 (57) 16,526 17,121

Income before finance costs and income taxes 550 454 1,004 2,752

Finance costs

Interest expense, net 1,559 890 2,449 1,321

Debt modification losses 3,789 — 3,789 —

Amortization of transaction costs 117 — 117 154

5,465 890 6,355 1,475

(Loss) income before income taxes (4,915) (436) (5,351) 1,277

Income tax (recovery) expense

Current (26) — (26) 422

Deferred (1,312) — (1,312) 13

(1,338) — (1,338) 435

Net (loss) income for the period $ (3,577 ) $ (436 ) $ (4,013 ) $ 842

Adjusted EBITDA (see Table 7) $ 2,693 $ 2,831 $ 5,524 $ 6,538

Adjusted net income (see Table 8) $ (3,264) $ (436) $ (3,700) $ 2,280

Adjusted net income per share, basic and diluted $ (0.17) $ 0.00 $ (0.17) $ 0.11
Weighted average number of common shares

outstanding, basic and diluted 21,757,467 21,757,467 21,757,467 21,523,515
Number of common shares outstanding, basic

and diluted 43,047,030 43,047,030 43,047,030 21,523,515
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TABLE 7 The following table provides a reconciliation of net income (loss) to Adjusted EBITDA for the periods

noted.  See “Non-IFRS Measures”.

(in thousands of Canadian dollars, unaudited) Proforma
without IFRS

16 adjustment
IFRS 16

adjustments

October 1 to
December 31,

2019

October 1 to
December

31, 2018

Net (loss) income for the period $ (3,577 ) (436) $ (4,013 ) $ 842

Interest expense, net (1) 1,559 890 2,449 1,321

Debt modification losses 3,789 — 3,789 —

Amortization of transaction costs 117 — 117 154

Current income tax (recovery) (26) — (26) 422

Deferred income tax (recovery) (1,312) — (1,312) 13
Depreciation of property, plant and

equipment 956 — 956 1,192

Amortization of intangible assets 1,184 — 1,184 659

Depreciation of the ROU Asset (1) — 2,377 2,377 —

EBITDA $ 2,690 $ 2,831 $ 5,521 $ 4,603

Restructuring expenses (139) — (139) 1,845

One-time business reorganization costs 142 — 142 61

Acquisition costs — — — 29

Adjusted EBITDA $ 2,693 $ 2,831 $ 5,524 $ 6,538

(1) 2019 results include the impact of the adoption of new accounting standard IFRS 16.  Refer to note 3 of the consolidated financial
statements for the year ended December 31, 2019 and related management's discussion & analysis for further details of the
impact of the adoption of new accounting standards.

(2) One-time business reorganization costs include non-recurring headcount reduction expenses for employees that did not qualify
as restructuring costs.

TABLE 8 The following table provides a reconciliation of net income (loss) to Adjusted net income (loss) for the

periods noted.  See “Non-IFRS Measures”.

(in thousands of Canadian dollars, unaudited) Proforma
without IFRS 16

adjustment
IFRS 16

adjustments

October 1 to
December 31,

2019

October 1 to
December 31,

2018
Net (loss) income for the period $ (3,577 ) $ (436 ) $ (4,013 ) $ 842

Restructuring expenses (139) — (139) 1,845
One-time business reorganization costs (2) 142 — 142 61
Acquisition costs — — — 29
Tax effect of above adjustments 310 — 310 (497)
Adjusted net income (loss) (1) $ (3,264 ) $ (436 ) $ (3,700 ) $ 2,280

(1)  2019 results include the impact of the adoption of new accounting standard IFRS 16.  Refer to note 3 of the consolidated financial
statements for the year ended December 31, 2019 and related management's discussion & analysis for further details on the
impact of the adoption of new accounting standards.

(2) One-time business reorganization costs include non-recurring headcount reduction expenses for employees that did not qualify
as restructuring costs.
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REVENUES

For the quarter ended December 31, 2019, DCM recorded revenues of $71.5 million, a decrease of $9.7 million or 11.9%

compared with the same period in 2018.  The decrease in revenues for the quarter ended December 31, 2019 was due

to a number of factors in the quarter, including lower customer demand, volume declines in certain products and production

slowdowns related to vendor credit constraints associated with DCM's financial liquidity challenges, especially in the

month of December.  Revenues in the quarter were also impacted by a $1.3 million charge to revenue to account for

the possibility that aged receivables may not be collectible.  The decrease in revenue was partially offset by revenue

from the onboarding of a new offering to a large provincial healthcare services customer of $0.8 million and new sales

from customers in the Cannabis sector of $2.5 million.  In addition, the fourth quarter of 2018 was particularly strong,

benefiting from timing of certain customer orders which otherwise would have been produced in the first quarter of 2019,

given customer inventory planning and timing of production.

COST OF REVENUES AND GROSS PROFIT

For the quarter ended December 31, 2019, cost of revenues decreased to $54.0 million from $61.3 million for the same

period in 2018.  Excluding the effects of adopting IFRS 16, cost of revenues decreased by $6.9 million or 11.3% relative

to the same period last year.

Gross profit for the quarter ended December 31, 2019 was $17.5 million, which represented a decrease of $2.3 million

or 11.8% from $19.9 million for the same period in 2018.  Excluding the effects of adopting IFRS 16, gross profit decreased

by $2.7 million or 13.8% relative to the same period last year.  Gross profit as a percentage of revenues for the quarter

ended December 31, 2019 remained largely unchanged from the prior year at 24.5%, however, excluding the effects of

adopting IFRS 16, gross profit as a percentage of revenues was 24.0% for the three months ended December 31, 2019.

The decrease in gross profit as a percentage of revenues for the quarter ended December 31, 2019 was primarily due

to softness in sales thereby resulting in weaker absorption of fixed overhead costs, especially in the month of December

and the above noted charge to revenue which adversely impacted gross profit.  Gross profit as a percentage of revenues

was, however, positively impacted due to continued discipline to improve pricing with customers, loss of low margin

customers, higher gross margins attributed to Perennial and cost reductions realized from ongoing cost savings initiatives

implemented in 2019 and the last quarter of 2018.

SELLING, GENERAL AND ADMINISTRATIVE EXPENSES

SG&A expenses for the quarter ended December 31, 2019 increased $1.4 million or 9.3% to $16.7 million or 23.3% of

total revenues, compared to $15.2 million, or 18.8% of total revenues, in the same period in 2018.  The increase in SG&A

expenses for the quarter ended December 31, 2019, is due to an increase in general and administrative expenses of

$2.4 million, whereas selling, commissions and expenses decreased by $1.0 million.  The decrease in selling,

commissions and expenses was primarily attributable to lower sales commission costs commensurate with the decrease

in revenues and benefits from the cost saving initiatives implemented in 2019 and the last quarter of 2018 and was

partially offset by costs incurred for the strategic ideation and marketing expertise contributed by Perennial for in-house

support to the DCM Sales team.  The increase in general and administrative expenses was attributable to (i) an increase

in amortization costs related to the ERP intangible asset which commenced in June 2019 accounting for $0.6 million of

the increase; (ii) increase in salaries and wages for employees that have resumed normal responsibilities following the

launch of the ERP system and no longer have their salaries and wages capitalized; (iii) overtime and temporary labour
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required to action remediation efforts related to the new ERP system, in addition to catching up on production of the

sales order backlog and (iv) professional fees surrounding the ERP system. 

RESTRUCTURING EXPENSES

For the quarter ended December 31, 2019, DCM incurred a net restructuring recovery of $0.1 million compared to

restructuring expenses of $1.8 million in the same period in 2018.  For the quarter ended December 31, 2019, DCM

incurred a net restructuring recovery of $0.1 million primarily related to a recovery of a previous restructuring charges

and partially offset by a charge to headcount reductions in certain SG&A functions.  For the quarter ended December

31, 2018, DCM incurred restructuring expenses of $1.8 million primarily related to headcount reductions across DCM's

operations.

GOODWILL ANALYSIS

During the fourth quarter of 2019, DCM performed its annual review for impairment of goodwill by comparing the fair

value of its CGUs to their respective carrying values.  As a result of this review, no impairment charges were recorded.

Similarly, during the fourth quarter of 2018, DCM performed its annual review for impairment of goodwill, which resulted

in no impairment charge.

ADJUSTED EBITDA

For the quarter ended December 31, 2019, Adjusted EBITDA was $5.5 million, or 7.7% of revenues, after adjusting

EBITDA for the $0.1 million in net restructuring recovery, adding back $0.1 million of one-time business reorganization

costs.  Excluding the effects of adopting IFRS 16, Adjusted EBITDA was $2.7 million or 3.7% of revenues for the quarter

ended December 31, 2019 compared with an Adjusted EBITDA of $6.5 million or 8.1% of revenues for the same period

last year. The decrease in Adjusted EBITDA, excluding the effect of IFRS 16, for the quarter ended December 31, 2019

was primarily attributable to higher SG&A expenses during the current year.

FINANCE COSTS

Finance costs include interest on debt outstanding under DCM’s credit facilities, interest accretion expense related to

certain debt obligations discounts / premiums, interest on pension obligations, debt modification losses, amortization of

debt transaction costs and interest expense on lease liabilities under IFRS 16 was $2.4 million for the quarter ended

December 31, 2019 compared to $1.3 million for the same period in 2018.  Excluding the effects of adopting IFRS 16,

interest expense for the quarter ended December 31, 2019 was $1.6 million.  Interest expense for the quarter ended

December 31, 2019 was relatively consistent with the same period in the prior year excluding IFRS 16.  The slight change

was primarily due to total debt increasing as at December 31, 2019 due to an additional $7.0 million loan obtained from

Crown, and an increase in the Bank Credit Facility resulting in additional interest expense.  The increase was offset by

a reduction in the unwinding of discount which was included in interest expense of the DCM Burlington and Thistle VTBs

that were repaid during the first quarter of 2019, and reduction of FPD Credit Facilities through principal payments

resulting in lower interest expense.  In addition, for the quarter ended December 31, 2019 DCM incurred debt modification

losses totaling $3.8 million as a result of the amendments to its senior credit facilities.
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INCOME TAXES

DCM reported a loss before income taxes of $5.4 million and a net income tax recovery of $1.3 million for the quarter

ended December 31, 2019 compared to income before income taxes of $1.3 million and a net income tax expense of

$0.4 million for the quarter ended December 31, 2018.  The change from a net income tax expense to a recovery position

was due to the reduction of DCM's estimated taxable income to a loss for the quarter ended December 31, 2019.  The

deferred income tax expense for the quarter ended December 31, 2019 was adjusted for any changes in estimates of

future reversals of temporary differences.

NET (LOSS) INCOME

Net loss for the quarter ended December 31, 2019 was $4.0 million compared to net income of $0.8 million for the quarter

ended December 31, 2018.  Excluding the effects of adopting IFRS 16, net loss for the quarter ended December 31,

2019 was $3.6 million.  The decrease in comparable profitability for the quarter ended December 31, 2019 was primarily

due to higher finance costs during the current year.

ADJUSTED NET LOSS

Adjusted net loss for the quarter ended December 31, 2019 was $3.7 million compared to Adjusted net income of $2.3

million for the same period in 2018.  Excluding the effects of adopting IFRS 16, Adjusted net loss for the quarter ended

December 31, 2019 was $3.3 million.  The decrease in comparable profitability for the quarter ended December 31,

2019 was primarily due to higher SG&A and finance costs during the current year.
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Summary of eight quarter results

TABLE 9 The following table summarizes quarterly financial information for the past eight quarters.

(in thousands of Canadian dollars, except per share amounts, unaudited)

2019 2018
Q4 Q3 Q2 Q1 Q4 Q3 Q2 Q1

Revenues $ 71,489 $ 63,215 $ 69,623 $ 78,549 $ 81,152 $ 74,925 $ 78,176 $ 88,516
Net income (loss)

attributable to
shareholders

(4,013) (5,897) (3,754) (323) 842 838 (1,194) 1,763

Basic earnings (loss)
per share (0.18) (0.27) (0.17) (0.02) 0.04 0.04 (0.06) 0.09

Diluted earnings (loss)
per share (0.18) (0.27) (0.17) (0.02) 0.04 0.04 (0.06) 0.09

The variations in DCM’s quarterly revenues and net income (loss) over the eight quarters ended December 31, 2019

can be attributed to several principal factors: the adoption of IFRS 16 on January 1, 2019, the launch and implementation

of the new ERP system, the adoption of IFRS 9 and 15 on January 1, 2018, the acquisition of Perennial, revenue declines

in DCM’s traditional print business due to production volume declines largely related to technological change, price

concessions and competitive activity, seasonal variations in customer spending, refinement of DCM's pricing discipline,

the impact of paper and other raw materials price increases and compressed margins on contracts with certain existing

customers, debt modification losses and restructuring expenses and business reorganization costs related to DCM’s

ongoing productivity improvement and cost reduction initiatives.



DCM’s net loss for the fourth quarter of 2019 included the impact on adoption of IFRS 16, reduction in revenue and

higher costs due to disruptions caused by the transition to the new ERP system, restructuring recovery of $0.1 million

related to its cost reduction initiatives and debt modification losses totaling $3.8 million as a result of the amendments

to its senior credit facilities.  DCM's net income for the fourth quarter of 2018 included the impact on adoption of IFRS

9 and 15, restructuring expenses of $1.8 million related to its cost reduction initiatives, and $0.1 million of one-time

business reorganization costs related to its cost reduction initiatives.

DCM’s net loss for the third quarter of 2019 included the impact on adoption of IFRS 16, reduction in revenue and higher

costs due to disruptions caused by the transition to the new ERP system and restructuring expenses of $2.8 million

related to its cost reduction initiatives.  DCM’s net income for the third quarter of 2018 included higher revenue at more

normalized levels, lower SG&A, restructuring expenses of a nominal amount, and $0.2 million of one-time business

reorganization costs related to its cost reduction initiatives.

DCM’s net loss for the second quarter of 2019 included the impact on adoption of IFRS 16, reduction in revenue due to

a disruption of production and shipments to customers caused by DCM’s transition to a new ERP and softness in spend

from certain retailers, which is offset by an increase related to operating results of Perennial for the full quarter of 2019,

restructuring expenses of $3.2 million related to its cost reduction initiatives, and $0.5 million of one-time business

reorganization costs that did not qualify as a restructuring expense. DCM’s net loss for the second quarter of 2018

included partial operating results of Perennial, restructuring expenses of $0.7 million related to its cost reduction initiatives,

$0.8 million of one-time business reorganization costs related to its cost reduction initiatives and business acquisition

costs of $0.3 million.

DCM's net loss for the first quarter of 2019 included the impact on adoption of IFRS 16, in addition to the operating

results of Perennial for the full quarter of 2019, restructuring expenses of $1.7 million related to its cost reduction initiatives,

and $0.4 million of one-time business reorganization costs that did not qualify as a restructuring expense. DCM's net

income for the first quarter of 2018 included higher revenues due to large, non-recurring work for a government contract,

restructuring expenses of $0.1 million related to its cost reduction initiatives, and $0.3 million of one-time business

reorganization costs that did not qualify as a restructuring expense.
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Accounting policies

CHANGES IN ACCOUNTING POLICIES

The accounting policies and critical accounting estimates and judgments as disclosed in DCM's audited annual

consolidated financial statements have been applied consistently in the preparation of its unaudited condensed interim

consolidated financial statements, with the exception of the accounting standards implemented in 2019 which are outlined

in notes 2 and 3 of the Notes to the consolidated financial statements of DCM for the year ended December 31, 2019.

On January 1, 2019, DCM implemented the following new and revised standards, along with any consequential

amendments, in accordance with IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors. The impact

of the implementation of these standards on DCM’s consolidated financial statements are described below.



IFRS 16 - LEASES 

IFRS 16 Leases was issued in January 2016.  It supersedes the International Accounting Standard Board's ("IASB")

prior lease standard, IAS 17 Leases, which required lessees and lessors to classify their leases as either finance leases

or operating leases and to account for them according to the respective classification.

IFRS 16 sets out the principles for the recognition, measurement, presentation and disclosure of leases. It introduces

a single lessee accounting model and requires a lessee to recognize a right-of-use asset and a lease liability for all

leases but can elect to exclude those with a term of less than twelve months and for which the underlying asset is of

low value. IFRS 16 is effective for annual periods beginning on or after January 1, 2019. 

DCM elected to adopt IFRS 16 using the modified retrospective approach, and therefore the comparative information

has not been restated and continues to be reported under IAS 17 and IFRIC 4, Determining whether an Arrangement

contains a Lease.  

IFRS 16 provides for certain practical expedients and exemptions, including those related to the initial adoption of the

standard. DCM applied the following practical expedients, permitted by the standard, upon adoption of IFRS 16: 

• the use of a single discount rate to a portfolio of equipment leases with reasonably similar characteristics; 

• reliance on previous assessments under IAS 37 Provisions, Contingent Liabilities and Contingent Assets, on

whether leases are onerous; 

• the accounting for operating leases with a remaining lease term of less than twelve months as at January 1,

2019 as short-term leases; 

• the accounting for operating leases (on a lease-by-lease basis) with underlying value of assets being less than

$5 thousand CAD; 

• the exclusion of initial direct costs for the measurement of the ROU Asset at the date of initial application; 

• the use of hindsight in determining the lease term where the contract contains options to extend or terminate

the lease; and 

• election, by class of underlying asset, not to separate non-lease components from lease components.

DCM has also elected not to reassess whether a contract is, or contains, a lease at the date of initial application. Instead,

for contracts entered into before the transition date DCM relied on its assessment made applying IAS 17 and IFRIC 4.  

The details of DCM's leasing activities, new significant accounting policies and the impact of the changes from the

previous significant accounting policies are set out below.

AS A LESSEE 

DCM leases various offices, warehouses and machinery and office equipment. Rental contracts are typically made for

fixed periods of 1 to 13 years but may have extension options. Lease terms are negotiated on an individual basis and

contain a wide range of different terms and conditions. The lease agreements do not impose any covenants, but leased

assets may not be used as security for borrowing purposes. DCM has options to purchase certain manufacturing

equipment for a nominal amount or the then fair market value, to extend the term, or return the equipment at the end of

the lease term. The obligations are secured by the lessors’ title to the leased asset for such leases.  DCM also enters

into sub-leases as an intermediate lessor.
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DCM assesses, at the inception of a contract, whether a contract is, or contains, a lease.  A lease is a contract in which

the right to control the use of an identified asset is granted for an agreed upon period of time in exchange for consideration.

DCM assesses whether a contract conveys the right to control the use of an identified asset when there is both the right

to direct the use of the asset and obtain substantially all the economic benefits from that use.  

At the commencement of a lease contract:

(i) a lease liability is initially measured at the present value of the non-cancellable lease payments over the lease term

and discounted at DCM's incremental borrowing rate. Lease payments include fixed payments and such variable

payments that depend on an index or a rate; less any lease incentives receivable, and

(ii) a right-of-use asset ("ROU Asset") is initially measured at cost, which comprises the initial lease liability, lease

payments made at or before the lease commencement date, initial direct costs and restoration obligations less lease

incentives.

The ROU Asset is depreciated in subsequent periods over the shorter of the asset's useful life and the lease term on a

straight-line basis. The lease term includes periods covered by an option to extend if DCM is reasonably certain to

exercise that option. The ROU Asset is assessed for impairment in accordance with the requirements of IAS 36 Impairment

of Assets.

The lease liability is measured in subsequent periods at amortized cost using the effective interest method. The lease

liability is remeasured when there is a change in future lease payments arising from a change in an index or rate, if there

is a change in DCM’s estimate of the amount expected to be payable under a residual value guarantee, or if DCM

changes its assessment of whether it will exercise a purchase, extension or termination option. When the lease liability

is remeasured, a corresponding adjustment is made to the carrying amount of the ROU Asset, with any difference

recorded in the consolidated statement of operations.

On a lease by lease basis, DCM also exercises the option available for contracts comprising lease components as well

as non-lease components, not to separate these components. Payments to the lessor for variable costs associated with

the lease, including variable payments to the lessor related to non-lease components, are not included in the measurement

of the lease liability, and are expensed as incurred in the consolidated statement of operations.

Extension and termination options exist for DCM’s property leases. DCM re-measures the lease liability, when there is

a change in the assessment of the inclusion of the extension option in the lease term, resulting from a change in facts

and circumstances.

Payments associated with short-term leases and leases of low-value assets are recognized on a straight-line basis as

an expense in the condensed interim consolidated statement of operations. Short-term leases are leases with a lease

term of twelve months or less. Low value assets comprise IT equipment and small items of office furniture.

AS AN INTERMEDIATE LESSOR 

IFRS 16 does not change lessor accounting compared to IAS 17.  For sub-leases where DCM is an intermediate lessor,

the interest in the head lease and sub-lease are accounted for separately.  DCM assesses the lease classification of a
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sub-lease as either an operating lease or a finance lease with reference to the ROU Asset arising from the head lease.If

a head lease is a short-term lease to which DCM applies the exemption described above, then the sub-lease is classified

as an operating lease. 

IMPACT OF ADOPTION OF IFRS 16: 

The following table summarizes the impact of adopting IFRS 16 on DCM’s consolidated statement of financial position

as at January 1, 2019: 

(in thousands of Canadian dollars)

December 31, 2018
prior to the adoption

of IFRS 16

Impact of
adopting
IFRS 16

January 1, 2019
after the adoption

of IFRS 16
Prepaid expenses and other current assets (c) $ 3,519 $ 31 $ 3,550
Other non-current assets (c) 827 257 1,084
Right-of-use assets (a) (b) (c) — 56,879 56,879
Property, plant and equipment (a) 16,804 (29) 16,775
Trade payables and accrued liabilities (a)(b) 43,497 (239) 43,258
Provisions (current portion) (c) 2,908 (105) 2,803
Provisions (non-current portion) (c) 540 (211) 329
Lease liabilities (a) — 60,645 60,645
Other non-current liabilities (b) 3,272 (2,952) 320

(a) Previously under IAS 17, leases were classified as financing or operating leases depending on the terms and

conditions of the contracts. 

Leases previously classified as finance leases under IAS 17, where DCM assumed substantially all the risks and

rewards of ownership, were initially measured at an amount equal to the lower of its fair value and the present value

of the minimum lease payments. On adoption of IFRS 16, for such leases previously classified as finance leases,

DCM recognized the carrying amount of the lease asset and lease liability immediately before transition in the

amount of $29 thousand as the carrying amount of the ROU Asset and the lease liability at the date of initial

application. The application of IFRS 16 to these leases as at January 1, 2019 resulted in the equipment held under

finance lease arrangements previously presented within property, plant, and equipment, and the obligation previously

presented under trade payables and accrued liabilities on the statement of financial position, to be presented as a

ROU Asset and a lease liability. 

Payments made under leases previously classified as operating leases were charged to the statement of operations

on a straight-line basis over the period of the lease. On adoption of IFRS 16, DCM recognized a lease liability and

a ROU Asset in relation to substantially all leases which had previously been classified as ‘operating leases’ under

the principles of IAS 17. These liabilities were measured at the present value of the remaining lease payments,

discounted using the lessee’s incremental borrowing rate as of January 1, 2019, which amounted to $60.6 million.

The ROU Asset was measured at the amount equal to the lease liability, adjusted by the amount of prepaid and

accrued lease payments relating to that lease (as noted below) recognized on the statement of financial position

as at January 1, 2019.
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(b) Deferred lease inducements and lease escalation liabilities previously recognized with respect to operating leases

in accordance with SIC-15, Operating leases- Incentives ("SIC-15"), have been derecognized, and the balance as

of January 1, 2019 has been adjusted as a reduction to the ROU Asset as at that date for a total of $3.2 million.

Under SIC-15, payments made under operating leases net of lease inducements were recognized in the statement

of operations on a straight-line basis over the term of the lease. Previously deferred lease inducements and lease

escalation liabilities were included within other non-current liabilities and trade payables and accrued liabilities on

the statement of financial position.

(c) Provisions for onerous operating lease contracts and unfavourable lease obligations have been derecognized and

the balance as of January 1, 2019 has been adjusted as a reduction to the ROU Asset for a total of $0.3 million.

This results in a reduction to the onerous lease provision and the unfavourable lease obligation included within

“Provisions” on the statement of financial position. With respect to an onerous lease where DCM entered into a

sublease whereby the rent payments received were lower than the rent payments paid for the head lease, DCM

has classified the sublease as a finance lease receivable for $0.5 million, which is included in prepaid expenses

and other current assets, and other non-current assets on the statement of financial position.

Prepaid lease payments previously recognized for operating leases have been derecognized from prepaid expenses

and other current assets on the statement of financial position, and the balance as of January 1, 2019 has been

adjusted to increase the ROU Asset as at that date for a total of $0.2 million. 

RECONCILIATION TO THE OPENING BALANCE: 
The following reconciliation to the opening balance for the lease liability as at January 1, 2019 is based upon the operating
lease obligations as at December 31, 2018: 

(in thousands of Canadian dollars) January 1, 2019
Operating lease commitment at December 31, 2018 as disclosed in the consolidated
financial statements $ 59,925
Undiscounted cash flows for lease commitments related to leases not yet commenced (8,591)
Undiscounted cash flows for extension options reasonably certain to be exercised 38,932
Recognition exemption for short-term and low dollar value leases (519)

89,747
Leases previously classified as finance leases under IAS 17 29
Discounted using the incremental borrowing rate at January 1, 2019 (29,131)
Lease liabilities recognized at January 1, 2019 $ 60,645

Current $ 6,762
Non-current $ 53,883

When measuring lease liabilities, DCM discounted lease payments using its incremental borrowing rate as at January

1, 2019. The weighted-average lessee's incremental borrowing rate applied to the lease liabilities on January 1, 2019

was 5.70%.
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The recognized ROU Asset relates to the following types of assets: 

(in thousands of Canadian dollars) January 1, 2019 
Property $ 48,720
Office equipment 419
Production equipment 7,740

$ 56,879

IFRIC 23 - UNCERTAINTY OVER INCOME TAX TREATMENTS 

In June 2017, the IASB issued IFRIC 23, Uncertainty over Income Tax Treatments. The interpretation clarifies 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 consider whether it is probable that a taxation authority will accept

an uncertain tax treatment. If the entity considers it to be not probable that a taxation authority will accept an uncertain

tax provision the interpretation requires the entity to use the most likely amount or the expected value. DCM adopted

the amendments to IFRIC 23 in its condensed interim consolidated financial statements effective January 1, 2019. The

adoption of this amendment did not have a significant impact on DCM’s consolidated financial statements.

IAS 19 EMPLOYEE BENEFITS (AMENDMENT) 

In February 2018, the IASB issued amendments to IAS 19 Employee Benefits with a mandatory effective date of January

1, 2019. The amendment clarifies the effect of a plan amendment, curtailment and settlement on the requirements

regarding the asset ceiling. In addition, if a plan amendment, curtailment or settlement occurs, it is mandatory under the

amended standard that the current service cost and the net interest for the period after the remeasurement are determined

using the assumptions used for the remeasurement. This amendment is to be applied prospectively. DCM adopted the

amendment to IAS 19 in its consolidated financial statements effective January 1, 2019.  The adoption of this amendment

did not have a significant impact on DCM’s consolidated financial statements. 

FUTURE ACCOUNTING STANDARDS NOT YET ADOPTED

IFRS 3 BUSINESS COMBINATIONS (AMENDMENT) 

In October 2018, the IASB issued Definition of a Business (Amendments to IFRS 3) aimed at resolving the difficulties

that arise when an entity determines whether it has acquired a business or a group of assets. The amendments are

effective for business combinations for which the acquisition date is on or after the first annual reporting period beginning

January 1, 2020. DCM is currently evaluating the new guidance and does not expect it to have a significant impact on

its consolidated financial statements. 

IAS 1 PRESENTATION OF FINANCIAL STATEMENTS AND IAS 8 ACCOUNTING POLICIES, CHANGES IN

ACCOUNTING ESTIMATES AND ERRORS (AMENDMENT) 

In October 2012, the IASB issued Definition of Material (Amendments to IAS 1 and IAS 8) to clarify the definition of

‘material’ and to align the definition used in the Conceptual Framework and the standards themselves. The amendments

are effective annual reporting periods beginning on or after January 1, 2020. DCM does not expect it to have a significant

impact on its consolidated financial statements. 
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CONCEPTUAL FRAMEWORK FOR FINANCIAL REPORTING 

Together with the revised Conceptual Framework published in March 2018, the IASB also issued Amendments to

References to the Conceptual Framework in IFRS Standards. The amendments are effective for annual periods beginning

on or after January 1, 2020. DCM is currently evaluating the new guidance and does not expect it to have a significant

impact on its consolidated financial statements. 

There are no other IFRS or International Financial Reporting Interpretations Committee (‘IFRIC’) interpretations that are

not yet effective that would be expected to have a material impact on DCM.
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Critical accounting estimates

The preparation of the financial statements requires management to make judgments, estimates and assumptions that

are not readily apparent from other sources about the carrying amounts of assets and liabilities, and reporting of income

and expenses.  The estimates and associated assumptions are based on historical experience and other factors that

are considered to be relevant.  Actual results may differ materially from these estimates.  The estimates and underlying

assumptions are reviewed on an ongoing basis.

Revisions to accounting estimates are recognized during the period in which the estimate is revised if the revision affects

only that period or in the period of the revision and future periods if the revision affects both current and future periods.

IMPAIRMENT OF GOODWILL, INTANGIBLE AND NON-CURRENT ASSETS

Goodwill, intangible and non-current assets are tested for impairment if there is an indicator of impairment, and in the

case of goodwill, annually at the end of each fiscal year.  The determination of the impairment of goodwill, intangible

and non-current assets are impacted by estimates of the recoverable value of CGUs, assumptions of future cash flows,

and achieving forecasted business results.  These assumptions can be impacted by economic conditions and also

require considerable judgment by management.  Declines in business results or declines in the fair value of CGUs could

result in impairments in future periods.  Changing the assumptions selected by management, in particular the discount

rate and growth assumptions used in the cash flow projections, could significantly affect the result of DCM's impairment

analysis.

INCOME TAXES

In assessing the probability of realizing deferred income tax assets, management has made estimates related to

expectations of future taxable income, applicable tax planning opportunities, expected timing of reversals of existing

temporary differences and the likelihood that tax positions taken will be sustained upon examination by applicable tax

authorities.  Deferred tax assets also reflect the benefit of unused tax losses that can be carried forward to reduce income

taxes in future years.  In making its assessments, management gives additional weight to positive and negative evidence

that can be objectively verified.

UNCERTAIN TAX POSITIONS

DCM maintains provisions for uncertain tax positions using the best estimate of the amount expected to be paid based

on a qualitative assessment of all relevant factors.  DCM reviews the adequacy of these provisions at the end of the



reporting period.  It is possible that at some future date, liabilities in excess of the DCM’s provisions could result from

audits by, or litigation with, relevant taxing authorities.  Where the final outcome of these tax-related matters is different

from the amounts that were initially recorded, such differences will affect the tax provisions in the period in which such

determination is made.

LEASES

(i) DCM uses significant judgment when determining whether a contract contains an identified asset, and whether DCM

has the right to control the use of the identified asset.

(ii) DCM also makes significant judgment in determining the incremental borrowing rate used to measure the lease

liability for each lease contract. The incremental borrowing rate represents the rate DCM would pay to borrow funds to

obtain the underlying asset over a similar term and with similar security. This requires judgment to determine the financing

spread adjustment based on existing credit facilities and a lease-specific adjustment based on the underlying asset. 

(iii) In determining the lease term, management considers all facts and circumstances that create an economic incentive

to exercise an extension option or not exercise a termination option. Extension options (or periods after termination

options) are only included in the lease term if the lease is reasonably certain to be extended (or not terminated). The

assessment is reviewed if a significant event or a significant change in circumstances occurs which affects this

assessment and that is within the control of the lessee.

PENSION OBLIGATIONS

Management estimates the pension obligations annually using a number of assumptions and with the assistance of

independent actuaries; however, the actual outcome may vary due to estimation uncertainties.  The estimates of its

pension obligations are based on rates of inflation and mortality that management considers to be reasonable.  It also

takes into account DCM's specific anticipation of future salary increases, retirement ages of employees and other actuarial

factors.  Discount factors are determined close to each fiscal year end by reference to high quality corporate bonds that

are denominated in the currency in which the benefits will be paid and that have terms to maturity approximating to the

terms of the related pension liability.  Estimation uncertainties exist, which may vary significantly in future actuarial

valuations and the carrying amount of DCM's defined benefit obligations.

PROVISIONS

Provisions are liabilities of uncertain timing or amount. The amount recognized as a provision is DCM's best estimate

of the present obligation at the end of the reporting period. The determination of DCM's provisions, which includes

restructuring costs and onerous contracts, involves judgment about the outcome of future events, and estimates on the

timing and amount of expected future cash flows. When the effect of discounting is significant, the amount of the provision

is determined by discounting the expected cash flows at a pre-tax rate that reflects current market assessments of the

time value of money and the risks specific to the liability.  Provisions are reviewed at each reporting date and any changes

to estimates are reflected in the statement of operations.
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AGGREGATION OF OPERATING SEGMENTS

Management applies judgment in aggregating operating segments into a reportable segment.  Aggregation occurs when

the operating segments have similar economic characteristics and have similar products, production processes, types

of customers, and distribution methods.

REVENUE RECOGNITION 

a) Product sales 

DCM uses significant judgment, which is inherent in its revenue generating activities, as to when control is transferred

to its customers on the completion of the manufacture or purchase and induction of third-party product into DCM's

warehouses.  As an integral part of the judgment on the transfer of control of product, DCM typically has a right of

payment for all customized product produced or purchased from third-party vendors notwithstanding that invoicing of

the product for some contracts does not occur until the product is dispatched from the warehouse at the customers'

request.  Due to the custom nature of the product, it does not have an alternative use to DCM, such that DCM is entitled

to payment once the quantity of product pursuant to an individual purchase order is produced or purchased from a third-

party vendor and inducted into its warehouses. Where a customer has an arrangement to be invoiced on dispatch from

one of DCM's warehouses, DCM closely monitors the customer’s product and the agreed upon term of warehousing to

manage any related business risks. 

b) Marketing services 

DCM accounts for its revenue from fixed-fee contracts using the percentage of completion method, which requires

estimates to be made for contract costs and revenues. Contract costs include direct labor, direct costs for subcontractors

and other expenditures that are recoverable directly from its customers. Progress on jobs is regularly reviewed by

management and estimated costs to complete are revised based on the information available at the end of each reporting

period. Contract costs estimates are based on various assumptions that can result in a change to contract profitability

from one financial reporting period to another, including labor productivity and availability, the complexity of the work to

be performed and the performance of subcontractors. Estimating total costs is subjective and requires management’s

best judgments based on the information available at that time. 

Changes in estimates are reflected in the period in which the circumstances that gave rise to the change became known.
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Management’s report on internal controls over financial reporting

DISCLOSURE CONTROLS AND PROCEDURES

DCM maintains a set of disclosure controls and procedures (as defined in Multilateral Instrument 52-109) designed to

provide reasonable assurance that information required to be disclosed in its public filings or otherwise under securities

legislation is recorded, processed, summarized and reported on a timely basis and that such controls and procedures

are designed to ensure that information required to be so disclosed is accumulated and communicated to its management,

including its certifying officers, as appropriate to allow timely decisions regarding required disclosure.   With the supervision

and participation of DCM’s senior management team, the President of DCM (who assumed the responsibilities of DCM

Chief Executive Officer, Gregory J. Cochrane, in late May 2020 following Mr. Cochrane's decision to take a temporary

medical leave of absence from DCM) ("CEO") and the Chief Financial Officer ("CFO") of DCM have evaluated the



effectiveness of disclosure controls and procedures of DCM as of December 31, 2019.  Based on that evaluation, those

officers have concluded that, as of December 31, 2019, such disclosure controls and procedures were not sufficiently

effective to provide reasonable assurance that (i) material information relating to DCM was made known to management

and (ii) information required to be disclosed by DCM in its annual filings, interim filings or other reports filed or submitted

by it under securities legislation is recorded, processed, summarized and reported within the time periods specified in

the securities legislation, due to the material weakness in DCM's internal control over financial reporting as set forth

below.

MANAGEMENT'S ANNUAL REPORT ON INTERNAL CONTROLS OVER FINANCIAL REPORTING

Multilateral Instrument 52-109 requires the CEO and CFO to certify they are responsible for establishing and maintaining

internal control over financial reporting (“ICFR”) for the Company and that ICFR has been designed and is effective in

providing reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements

in accordance with IFRS.  The CEO and CFO are also responsible for disclosing any changes to the Company’s internal

controls during the most recent period that have materially affected, or are reasonably likely to materially affect, its

internal controls over financial reporting.

DCM’s internal control over financial reporting is a process designed by, or under the supervision of, the CEO and CFO,

or persons performing similar functions, and effected by DCM's Board of Directors, management and other personnel.

DCM’s internal control over financial reporting includes those policies and procedures that pertain to the maintenance

of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the assets of the

Company; provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial

statements in accordance with IFRS, and that receipts and expenditures of the Company are being made only in

accordance with authorizations of management and directors; and provide reasonable assurance regarding prevention

or timely detection of unauthorized acquisition, use, or disposition of the Company’s assets that could have a material

effect on the financial statements.  Because of its inherent limitations, internal control over financial reporting may not

prevent or detect misstatements.  Furthermore, projections of any evaluation of effectiveness for future periods are

subject to the risk that controls may become inadequate because of changes in conditions, or that the degree of

compliance with the policies or procedures may deteriorate.  A material weakness is a deficiency, or a combination of

deficiencies, in internal control over financial reporting, such that there is a reasonable possibility that a material

misstatement of DCM's annual or interim financial statements will not be prevented or detected on a timely basis.

As previously reported, the Company launched a new, cloud-based, end to end Enterprise Resource Planning (“ERP”)

system to standardize and automate business processes and controls in June 2019.  The project was a major initiative

that utilized third party consultants and is expected to provide scalability, facilitate improved reporting and oversight and

enhance internal control over financial reporting.  As part of the transition to the new ERP system, DCM encountered

various data migration issues coupled with numerous data accuracy and other system issues post go live.  These issues

affected DCM's production and its ability to generate accurate and timely billings to its customers which resulted in a

deterioration in its operating results and a backlog of production orders.  The recording of inaccurate invoices also

resulted in errors in the recognition of production revenue and the accuracy of accounts receivable, contributed to

complications in completing pricing adjustments for customers and caused delays in the timely issuance of customer

billings and the collection of cash from customers. These inaccuracies have been corrected in DCM's consolidated

DATA Communications Management Corp. Annual Report 2019 MD&A

53



financial statements for the year ended December 31, 2019 prior to their release.  There were no changes to DCM's

previously released interim financial results.

The Company’s management, under the supervision of and with the participation of its CEO and CFO, assessed the

effectiveness of DCM's internal control over financial reporting as of December 31, 2019 using the criteria set forth by

the Committee of Sponsoring Organizations (“COSO”) of the Treadway Commission in Internal Control-Integrated

Framework (2013).  Based on that evaluation, management concluded that control deficiencies related to invoicing and

production revenue recognition represented a material weakness, and that the Company’s internal control over financial

reporting was not effective as of December 31, 2019.  Additionally, there is a reasonable possibility that this material

weakness, could, if uncorrected, result in a future misstatement of revenues that may result in a material misstatement

of DCM's annual or interim consolidated financial statements if not prevented or detected on a timely basis. 

DCM believes that these control deficiencies were the result of: 

(i) a continuous risk assessment process that inadequately identified and assessed risks affecting DCM’s internal

controls over financial reporting associated with the implementation of its new ERP system;

(ii) a complex configuration of the system, which included custom modifications to accommodate highly

specialized customer billing and finished goods reporting, as well as complex internal and external revenue

reporting requirements;

(iii) insufficient business scenario testing prior to go-live;

(iv) improper mapping of legacy business processes and controls to those in the new ERP environment prior to

go-live and insufficient training of Company employees to ensure the system and business process design

was clearly understood and followed by the business; and, as a result, 

(v) the Company did not design, implement and consistently operate effective process-level controls to ensure

that it appropriately (a) recorded and accounted for revenue, billed and unbilled trade receivables, (b) reconciled

revenue and accounts receivable balance sheet accounts, (c) reviewed and approved the complete population

of manual journal entries, and (d) used complete and accurate information in performing manual controls.

Following identification of the material weakness and prior to filing DCM's consolidated financial statements, management

completed substantive procedures for the year ended December 31, 2019.  Based on these procedures, DCM's CEO

and CFO have certified that, based on their knowledge, the financial statements fairly present in all material respects

the financial condition, results of operations and cash flows of the Company as of, and for, the year ended December

31, 2019.  PricewaterhouseCoopers LLP has issued an unqualified opinion on the financial statements in their report

dated June 8, 2020.

REMEDIATION PLAN AND ACTIVITIES

Management has made substantial progress implementing measures designed to ensure that control deficiencies

contributing to the material weakness are remediated, such that these controls are designed, implemented, and operating

effectively.
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DCM management has evaluated the impact of these changes and has updated its process and control documentation

in DCM's new ERP environment to assist in the evaluation of the design and effectiveness of controls.  This documentation

was completed in May 2020.

Additional remediation actions taken by DCM in the fourth quarter of 2019 and the first quarter of 2020 include:

(i) continued enhancements to DCM's company-wide risk assessment processes;

(ii) additional training of responsible staff; supplemented with third-party consultants as needed; 

(iii) implementation of additional business processes and system controls to ensure invoice accuracy, particularly

with regards to oversight of order entry, including verification of pricing to customer trade agreements and

purchase orders, and appropriate units of measure related to pricing and quantity; 

(iv) reinforcing policies around customer purchase order review, retention and accessibility, credit and rebilling

procedures, production revenue reconciliations, and monthly cut-off processes; 

(v) clearly identifying and communicating individual employees their responsibilities; and

(vi) implementing new reporting tools to ensure the completeness and accuracy of customer invoicing including

additional manual controls.

DCM believes that these actions have substantially remediated the material weakness.  The weakness will not be

considered remediated, however, until the applicable controls operate for a sufficient period of time and management

has concluded, through testing, that these controls are operating effectively.  DCM expects that the remediation of this

material weakness will be completed prior to the end of 2020.

CHANGES IN INTERNAL CONTROL OVER FINANCIAL REPORTING

Except for the actions taken to address the material weakness identified during the fourth quarter of 2019 and the first

quarter of 2020, as of December 31, 2019 there were no changes in the Company’s internal control over financial

reporting that occurred during the fourth quarter ended December 31, 2019 that have materially affected, or are

reasonably likely to materially affect, DCM's internal control over financial reporting.
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Outlook

Despite the challenges faced by the Company in 2019 with ERP, and in 2020 to date with COVID-19, DCM remains

focused on the key strategic priorities it laid out in early 2019, namely: 

• Focus on its core enterprise customers - particularly those customers for whom DCM provides value-added

marketing solutions with enhanced margins, not simply product-related features 

• Improve gross margins - by realizing the benefits of price increases as appropriate, improved operating efficiencies,

additional potential headcount reductions and a stabilized ERP system

• Reduce SG&A expenses - through streamlining the overhead required to serve our customers

• Pay down debt - return to paying down amounts drawn on our revolving line of credit towards more historical levels,

along with repayment of DCM's other fixed term debt obligations, and prudent working capital management 



• Make strategic investments to support DCM's future growth - enhancing our DATAOnline platform, development

of new technology applications, including customer-specific apps, all of which are intended to better serve our

enterprise customers 

DCM’s client base is well diversified and includes many essential services providers in industries including the healthcare,

financial services and supply chain sectors.  Nonetheless, the Company has experienced a reduction in demand from

other clients and sectors due to the COVID-19 pandemic, particularly in its retail-related product offerings.  DCM remains

focused on serving its enterprise clients with value-added services and is experiencing a high level of engagement with

those customers during this period. 

The Company has initiated a number of actions to manage costs through this period, including temporary layoffs, shift

reductions, rollbacks of management and senior executive salaries, reductions in non-essential spending and deferral

of other expenses and payments where practical.  DCM continues to evaluate the COVID-19 situation closely and assess

further actions that may be required in the event of a prolonged disruption.  At this point in time, DCM believes that these

actions have adequately positioned the Company for the current environment, although it continues to assess

opportunities for further cost reduction. 

It is not currently possible to accurately quantify the impact of the pandemic on the Company’s operations or financial

results or the length of time over which this impact may continue.  These possible impacts may include; changes in our

customer’s needs and their buying behavior; ongoing public restrictions that could continue to limit the spreading of the

virus and may impact DCM’s operating locations; and, the timing of the loosening of various restrictions on businesses

and the general public.  However, DCM is working closely with its customers to assist in this transition. 

Management of DCM continues to assess the impact of COVID-19 on the Company’s business, as well as government

responses and assistance that may benefit the Company, in the form of tax rebates, holidays, grants and subsidies

introduced in response to the impact of the ongoing COVID-19 pandemic. 

As at June 1, 2020, there were outstanding borrowings of $28.5 million under the revolving facilities portion of the Bank

Credit Facility, compared to $34.7 million as at December 31, 2019, an improvement of approximately $6.1 million.  And

on June 1, 2020, the Company had $6.6 million in available credit pursuant to its revolving Bank Credit Facility, compared

to $2.0 million as at December 31, 2019.  The Company has to date qualified for and received approximately $6.1 million

under the Canadian Emergency Wage Subsidy relief program with $1.6 million of that amount attributable to the first

quarter of 2020.  At this time DCM does not expect to meet the eligibility criteria for pay period 3 of this program.

Working capital improvement will be a significant focus of the business in 2020 and a critical component to the theme

of paying down debt.  Substantial progress has been made in remediating the ERP issues from 2019, including a reduction

in production backlog, improved invoice accuracy, appropriate revenue recognition, and more-timely customer billing

and collection of accounts receivable.  These initiatives are expected to return the working capital levels of the Company

to more normal levels by the end of 2020 as the Company focuses on achieving post-implementation ERP efficiencies. 
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In addition, DCM is in advanced stages of implementing a significant change in its billing practices, whereby it is eliminating

a legacy practice of not invoicing certain clients for finished goods products until they have been shipped from DCM's

warehouse, and converting these clients to “invoice on production.”  Under this legacy "bill as released", or BAR, practice,

and pursuant to long-term contracts, DCM has historically incurred the costs of producing customer-specific finished

goods products up-front, warehoused these products for a period of time, and not been able to invoice these clients until

product is ultimately shipped to a specific client site.  In late March 2020, in conjunction with the impending potential

financial impact from COVID-19, the Company implemented a project to initially focus on converting its top 15 BAR

accounts to invoice on production.  These accounts represent approximately two-thirds of the value of BAR finished

goods inventory.  The Company ultimately intends to convert all of its BAR clients to invoice on production.  The conversion

of these BAR clients to invoice on production is well advanced, with conversions of a number of accounts either completed

or planned, and represents a significant potential opportunity for the Company to improve its working capital position

and better align billings with the costs which DCM incurs to produce these products. 

Due to the impact of COVID-19, the Company has deferred most of its planned spending in the first half of 2020 on

capital expenditures and technology development initiatives. It is expected this spending will re-commence once better

visibility in the balance of the year is available.  Digital innovation investment remains a priority for capital spending

initiatives for DCM in 2020 and the coming years. 
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Risks and uncertainties

An investment in DCM’s securities involves risks.  In addition to the other information contained in this report, investors

should carefully consider the risks described in DCM’s most recent Annual Information Form and other continuous

disclosure filings made by DCM with Canadian securities regulatory authorities before investing in securities of DCM.

The risks described in this report, the Annual Information Form and those other filings are not the only ones facing DCM.

Additional risks not currently known to DCM, or that DCM currently believes are immaterial, may also impair the business,

results of operations, financial condition and liquidity of DCM.




