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NOTICE OF NO AUDITOR REVIEW OF  
INTERIM FINANCIAL STATEMENTS  

 
The accompanying unaudited interim consolidated financial statements of Capha Pharmaceuticals Inc. 
(formerly FPS Pharma Inc.) for the nine months ended September 30, 2017 have been prepared by the 
management of the Company and approved by the Company’s Audit Committee and the Company’s Board 
of Directors.  
 
Under National Instrument 51-102, Part 4, subsection 4.3 (3) (a), if an auditor has not performed a review 
of the interim financial statements, they must be accompanied by a notice indicating that an auditor has not 
reviewed the financial statements.  
 
The accompanying unaudited interim financial statements of the Company have been prepared by and are 
the responsibility of the Company’s management.  
 
The Company’s independent auditor has not performed a review of these financial statements in accordance 
with standards established by the Canadian Institute of Chartered Accountants for a review of interim 
financial statements by an entity’s auditor. 
  



 

Capha Pharmaceuticals Inc. (formerly FPS Pharma Inc.) 
Consolidated Statements of Financial Position 
(Expressed in Canadian Dollars) 
(Unaudited – Prepared by Management) 
 
   September 30,  December 31, 
    2017   2016 
    $   $ 
 
Assets 
Current assets 
 Cash   1,691   4,013 
 Amounts receivable (Note 6)   768   - 
    2,459   4,013 
 
Equipment (Note 7)   4,726   1,541 
 
    7,185   5,554 
 
Liabilities 
Current liabilities 
 Accounts payable and accrued liabilities (Note 11)   141,608   100,742 
 Loan payable (Note 11)   306,119   154,149 
 Warrant liability (Note 9)   -   467 
    447,727   255,358 
 
Shareholders’ equity 
Share capital (Note 8)   10,954,455   10,954,455 
 
Share-based payment reserve   3,564,621   3,564,621 
 
Currency translation reserve   133,062   133,062 
 
Deficit  (15,092,680)   (14,901,942)
  
    (440,542)   (249,804) 
 
    7,185   5,554 
 
Nature of operations and going concern (Note 1) 
 
Litigation (Note 13) 
 
 
The accompanying notes and schedule are an integral part of these consolidated financial statements 
 
 
 
 
These consolidated financial statements were approved for issue by the Board of Directors on November 29, 2017 
and are signed on its behalf by: 
 
 
/s/ James R. Brown , Director /s/ Janice Brown , Director 
James R. Brown  Janice Brown



 

Capha Pharmaceuticals Inc. (formerly FPS Pharma Inc.) 
Consolidated Statements of Comprehensive Loss 
For the nine months ended September 30 
(Expressed in Canadian Dollars) 
(Unaudited – Prepared by Management) 
 
  

   9 months 
2017 

 9 months 
 2016 

 3 months 
2017 

 3 months  
2016 

   $  $  $  $ 
Expenses         
 Depreciation of equipment  720  3,091  533  1,016 
 Investor relations  -  66,980  -  6,667 
 Management fees  84,000  212,197  -  54,798 
 Office and miscellaneous  33,436  109,541  4,071  32,511 
 Office Services  -  176,120  -  34,575 
 Professional fees  12,381  70,247  4,031  16,751 
 Transfer agent fees and regulatory fees  14,946  14,570  2,919  3,630 
 Travel and meals  59,165  115,655  11,644  43,622 
 
Loss before other items 

  
(204,648) 

  
(768,400) 

  
(23,198) 

  
(193,569) 

 
Other items 

        

 Change in fair value of warrant liability  467  48,182  -  5,720 
 Gain on the sale of assets  -  1,251  -  1,251 
 Foreign exchange gain/(loss)  13,443  (8,935)  7,068  220 
 
Net loss for the period 

  
(190,738) 

  
(727,902) 

  
(16,130) 

  
(186,377) 

 
Other comprehensive income/(loss) for the 
period 

        

 Foreign currency translation  -  68,000  -  471 
 
Net loss and comprehensive loss for the 
period 

  
 

(190,738) 

  
 

(659,902) 

  
 

(16,130) 

  
 

(186,848) 
 
Loss per common shares 

  
($0.00) 

  
($0.01) 

  
($0.00) 

  
($0.00) 

 
Weighted average number of common 
     Shares outstanding 

  
 

54,431,030 

  
 

54,431,030 

  
 

54,431,030 

  
 

54,431,030 
          

 
 
 
 

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



 

Capha Pharmaceuticals Inc. (formerly FPS Pharma Inc.) 
Consolidated Statements of Changes in Equity 
For the nine months ended September 30 
(Expressed in Canadian Dollars) 
(Unaudited – Prepared by Management) 
 
 
     Common shares 
         Share-based   Currency        
          payment   translation      Total 
    Number of   Amount   reserve   reserve   Deficit   equity 
    shares   $   $   $   $   $ 
 
Balance at December 31, 2015   54,431,030   10,954,455   3,564,621   70,051  (14,011,848)   577,279 
 
Net income (loss) for the period   -   -   -   -   (727,902)   (727,902) 
Other comprehensive income   -   -   -   68,000   -  _ 68,000 
                    
Balance at September 30, 2016   54,431,030   10,954,455   3,564,621   138,051  (14,739,750)   (132,623) 
                    
Balance at December 31, 2016   54,431,030   10,954,455   3,564,621   133,062   (14,901,942)   (249,804) 
 
Net income (loss) for the period   -   -   -   -   (190,738)   (190,738) 
 
Balance at September 30, 2017   54,431,030   10,954,455   3,564,621   133,062  (15,092,680)   (440,542) 

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

 



 

Capha Pharmaceuticals Inc. (formerly FPS Pharma Inc.) 
Consolidated Statements of Cash Flows 
For the nine months ended September 30 
(Expressed in Canadian Dollars) 
(Unaudited – Prepared by Management) 
 
      2017   2016 
      $   $ 
 
Cash flows from (used in) operating activities 
 Net income (loss) for the period   (190,738)   (541,524) 
 Items not affecting cash 
  Depreciation of equipment   720   2,075 
  Change in warrant liability   (467)   (42,462)
 Changes in non-cash working capital 
  Decrease (increase) in 
   Amounts receivable   (768)   32,554 
   Prepaid expenses   -   (18,931) 
  Increase (decrease) in 
   Accounts payable and accrued liabilities   40,866   53,323 
      (150,387)   (514,965) 
 
Cash flows used in investing activities 
 Purchase of equipment   (3,905)   - 
      (3,905)   - 
 
Cash flows from (used in) financing activities 
 Loan from shareholder   151,970   28,577 
      151,970   28,577 
 
Increase (decrease) in cash during the period   (2,322)   (486,388) 
 
Effect of exchange rate   -   (94,902) 
 
Cash, beginning of year   4,013   641,447 
 
Cash, end of period   1,691   60,157 
 
 
 
The accompanying notes and schedule are an integral part of these consolidated financial statements 
 



 

Capha Pharmaceuticals Inc. (formerly FPS Pharma Inc.) 
Notes to the Interim Consolidated Financial Statements 
Nine months ended September 30, 2017 
(Expressed in Canadian Dollars) 
(Unaudited – Prepared by Management) 
 
 
1. Nature of operations and going concern 

 
Capha Pharmaceuticals Inc. (hereafter referred to as the “Company” or “Capha”) is incorporated under the 
laws of the Province of British Columbia and was formed as a result of an amalgamation on September 1, 2004.  
On January 16, 2017, the Company changed its name from FPS Pharma Inc. to Capha Pharmaceuticals Inc. 
 
The Company’s corporate office is located at: 
 
Suite 324 - 4205 Gellatly Road 
West Kelowna, BC V4T 2K2 
Canada  
 
During 2015, the Company incorporated a subsidiary in Hong Kong, called FPS Pharma Asia Limited, and set 
up offices in Asia.  All offices in Asia were closed in December 2016 and the Company recognized a write-off of 
$ 56,792 relating to prepaid expenses and equipment. 
 
In June 2017, the Company signed a Letter of Intent to purchase all of the shares of AgriForest Bio-Technologies 
Ltd. After a period of due diligence, the Company decided not to proceed with the transaction. 
 
As at September 30, 2017, the Company had a working capital deficiency of $ 445,268 and an accumulated 
deficit of $ 15,092,680. The Company’s ability to pursue opportunities in the cannabis sector is dependent 
upon its ability to obtain additional financing, in the immediate term.  There is material uncertainty about 
whether the Company will be able to obtain the required financing.  This material uncertainty casts significant 
doubt about the Company’s ability to continue as a going concern. Should the Company be unable to obtain 
additional financing, it may have no alternative but to significantly curtail, or cease to carry on, business 
operations.  These financial statements have been prepared on a going concern basis, which assumes the 
realization of assets and discharge of liabilities in the normal course of business.  These interim financial 
statements do not include any adjustment for the recoverability and classification of assets and classification 
of liabilities that might be necessary, should the Company be unable to continue as a going concern. 

 
2. Basis of presentation  
 

Statement of compliance 
These unaudited consolidated interim financial statements have been prepared in accordance with 
International Accounting Standard 34 “Interim Financial Reporting” (“IAS 34”) using accounting policies 
consistent with the International Financial Reporting Standards (“IFRS”) issued by the International Accounting 
Standards Board (“IASB”) and Interpretations of the IFRS Interpretations Committee. 
 

 Details of the group 
In addition to the Company, the consolidated interim financial statements include a subsidiary which was 
closed as at December 31, 2016.  Subsidiaries are corporations over which the Company is able, directly or 
indirectly, to control financial and operating policies, which is the authority usually connected with holding 
majority voting rights.  Subsidiaries are fully consolidated from the date on which control is acquired by the 
Company.  Inter-company transactions and balances are eliminated upon consolidation.  From January 1, 2017, 
the consolidated interim financial statements are de-consolidated as the Company ceased to control the 
subsidiary. 

 
 

 
 



 

Capha Pharmaceuticals Inc. (formerly FPS Pharma Inc.) 
Notes to the Interim Consolidated Financial Statements 
Nine months ended September 30, 2017 
 (Expressed in Canadian Dollars) 
(Unaudited – Prepared by Management) 
 
2. Basis of presentation - continued 
 
 Foreign currency translation 

Functional and presentation currency  
Historically, the Company’s functional currency and its financial statements had been presented in Canadian 
dollars.  In August 2015, its functional currency changed to United States dollars and its financial statements 
were presented in United States dollars. In December 2016, the company closed all operations that were based 
on United States dollars and its financial statements are now presented in Canadian dollars for the following 
reasons: 

i) Functional currency is defined in International Accounting Standard 21 The Effects of Changes in Foreign 
Exchange Rates (“IAS 21”) as the “currency of the primary economic environment in which the entity 
operates.”  In determining functional currency, the more Canadian dollar-related exposure an entity 
has, the more likely the Canadian dollar is the entity’s functional currency; 

 
ii) A major factor that venture companies use to access their functional currency under IAS 21, where they 

don’t have the factors referred to in paragraph 9 of IAS 21, is their sources of financing as noted in 
paragraph 10a of IAS 21.  Where there aren’t “operations” in the sense of revenue and expenses, other 
factors such as financing are considered.  At the end of the period ended September 30, 2017, the 
Company’s financing was comprised solely of the Canadian dollar denominated loans from a 
shareholder; 

 
iii) Other factors in determining the Company’s functional currency include the fact that: 

 
a. the vast majority of the Company’s expenses are denominated in Canadian dollars.  The 

Company’s only expenses denominated in United States dollars are its management fees; and 
 

b. The Company notes that the proceeds from shareholder loans continue to be held in Canadian 
dollars and have not been converted to United States dollars other than as necessary to pay for 
United States dollar denominated expenses noted in subparagraph (a) above.  The Company is of 
the view that the Canadian dollar will continue to be the appropriate functional currency given 
management’s current plans and intentions. 

 
The Company’s financial statements have accordingly been converted to Canadian dollars on a retrospective 
basis using historical exchange rates. Foreign exchange gains and losses resulting from the conversion are 
recognized in comprehensive loss. 

 
Foreign currency transactions 
Foreign currency transactions are translated into the functional currency using the exchange rates published 
by the Bank of Canada and prevailing on the dates of the transactions. Foreign exchange gains and losses 
resulting from the settlement of such transactions and from the translation, at year end exchange rates, of 
monetary assets and liabilities dominated in foreign currencies are recognized in comprehensive loss.  



 

Capha Pharmaceuticals Inc. (formerly FPS Pharma Inc.) 
Notes to the Interim Consolidated Financial Statements 
Nine months ended September 30, 2017 
(Expressed in Canadian Dollars) 
(Unaudited – Prepared by Management) 
 
3. Summary of significant accounting policies 

 
Basis of Measurement 
The Company’s financial statements have been prepared on the historical cost basis except for the revaluation 
of certain financial assets and financial liabilities to fair value. 

 
Critical judgments and sources of estimation uncertainty 
The preparation of these financial statements requires management to make certain estimates, judgments 
and assumptions that affect the reported amounts of assets and liabilities at the date of the financial 
statements and reported amounts of expenses during the reporting period. Actual outcomes could differ from 
these estimates. These financial statements include estimates which, by their nature, are uncertain. The 
impacts of such estimates are pervasive throughout the financial statements, and may require accounting 
adjustments based on future occurrences. Revisions to accounting estimates are recognized in the period in 
which the estimate is revised and future periods if the revision affects both current and future periods. These 
estimates are based on historical experience, current and future economic conditions and other factors, 
including expectations of future events that are believed to be reasonable under the circumstances. 
 
Critical judgments 
The following are critical judgments that management has made in the process of applying accounting policies 
and that have the most significant effect on the amounts recognized in the financial statements: 

 
i) The determination of categories of financial assets and financial liabilities has been identified as an 

accounting policy which involves judgments or assessments made by management. 
 

ii) The assessment of the probability of future taxable income in which deferred tax assets can be utilized 
is based on the Company’s estimates of future profits or losses adjusted for significant non-taxable 
income and expenses and specific limits to the use of any unused tax loss or credit. If a positive forecast 
of taxable income indicates the probable use of a deferred tax asset, especially when it can be utilized 
without a time limit, that deferred tax asset is usually recognized in full. The recognition of deferred tax 
assets that are subject to certain legal or economic limits or uncertainties is assessed individually by 
management based on the specific facts and circumstances. 
 

iii) Management is required to assess the functional currency of each entity of the Company. (See Note 2). 
 
Estimation uncertainty 
 
The following are key assumptions concerning the future and other key sources of estimation uncertainty that 
have a significant risk of resulting in a material adjustment to the carrying amount of assets and liabilities 
within the next financial year: 
 
i) Provisions for income taxes are made using the best estimate of the amount expected to be paid based 

on a qualitative assessment of all relevant factors.  The Company reviews the adequacy of these 
provisions at the end of the reporting period; however, it is possible that at some future date an 
additional liability could result from audits by taxing authorities.  Where the final outcome of these 
tax-related matters is different from the amounts that were originally recorded, such differences will 
affect the tax provisions in the period in which such determination is made. 

ii) Depreciation expense is allocated based on assumed asset lives.  Should the asset life differ from the 
initial estimate, an adjustment would be made in the consolidated statements of comprehensive loss.  



 

Capha Pharmaceuticals Inc. (formerly FPS Pharma Inc.) 
Notes to the Interim Consolidated Financial Statements 
Nine months ended September 30, 2017 
(Expressed in Canadian Dollars) 
(Unaudited – Prepared by Management) 
 
3. Summary of significant accounting policies - continued 

 
iii) Warrants issued with exercise prices denominated in currency other than the Company’s functional 

currency meet the definition of derivatives and are therefore classified as derivative liabilities 
measured at fair value with adjustments to fair value recognized through net income (loss).  The fair 
value of the warrants is estimated using the Black-Scholes option pricing model at the end of each 
reporting period.  Such estimates are subject to change each period and the differences will affect 
the warrant liability provision in the period in which the estimate is made. 

 
Cash 
Cash includes cash in bank and demand deposits. 
 
Amounts receivable 
Receivables are recognized initially at fair value and are subsequently measured at amortized cost using the 
effective interest method, less provision for impairment.  A provision for impairment of receivables is 
established when there is objective evidence that the Company will not be able to collect all amounts due 
according to the original terms of the receivables. 
 
Accounts payable and accrued liabilities 
Payables are obligations to pay for materials or services that have been acquired in the ordinary course of 
business from suppliers.  Payables are classified as current liabilities if payment is due within one year or less. 
If not, they are presented as non-current liabilities.  Payables are classified as other financial liabilities and are 
initially measured at fair value and are subsequently measured at amortized cost using the effective interest 
method. 
 
Equipment 
Equipment is recorded at historical cost less depreciation and, where necessary, write-downs for impairment.  
Depreciation is calculated using the declining-balance method at the following annual rates: 

 
 Office equipment - 20% 
 Computer equipment - 30% 
 

Impairment of long-lived assets 
Impairment tests for long-lived assets are performed when there is an indication of impairment.  At each 
reporting date, an assessment is made to determine whether there are any indications of impairment.  If any 
indication of impairment exists, an estimate of the long-lived assets recoverable amount is calculated.  The 
recoverable amount is determined as the higher of the fair value less direct costs to sell and the asset’s value 
in use.  If the carrying value of a long-lived assets exceeds its recoverable amount, the asset is impaired and 
an impairment loss is charged to profit and loss so as to reduce the carrying amount of the long-lived asset 
to its recoverable amount. 
 
Revenue recognition 
Interest income is recognized as earned, provided that collection is assessed as being reasonably assured.  



 

Capha Pharmaceuticals Inc. (formerly FPS Pharma Inc.) 
Notes to the Interim Consolidated Financial Statements 
Nine months ended September 30, 2017 
(Expressed in Canadian Dollars) 
(Unaudited – Prepared by Management) 
 
3. Summary of significant accounting policies - continued 

 
Financial instruments 
Financial assets 
All financial assets are initially recorded at fair value and designated upon inception into one of the following 
four categories: held to maturity, available for sale, loans and receivables or at fair value through profit or loss. 
 
Financial assets classified as fair value through profit or loss are measured at fair value with unrealized gains 
and losses recognized through comprehensive loss.  Cash is classified as fair value through profit and loss. 
 
Financial assets classified as loans and receivables and held to maturity are measured at amortized cost. 
Amounts receivable are classified as loans and receivables. 
 
Financial assets classified as available for sale are measured at fair value with unrealized gains and losses 
recognized in other comprehensive loss except for losses in value that are considered other than temporary.  
At September 30, 2017, the Company has not classified any financial assets as available for sale. 

 
Transaction costs associated with financial assets at fair value through profit or loss are expensed as incurred, 
while transaction costs associated with all other financial assets are included in the initial carrying amount of 
the asset. 
 
Financial liabilities 
All financial liabilities are initially recorded at fair value and designated upon inception as fair value through 
profit or loss or other financial liabilities. 
 
Financial liabilities classified as other financial liabilities are measured at amortized cost.  Accounts payable 
and accrued liabilities and loan payable are classified as other financial liabilities. 
 
Financial liabilities classified as fair value through profit or loss are measured at fair value with unrealized gains 
and losses recognized through comprehensive loss.  Warrant liability is classified as fair value through profit or 
loss. 
 
Share capital 
Common shares issued by the Company are classified as equity.  Costs directly attributable to the issue of 
common shares, share purchase warrants and share options are recognized as a deduction from equity, net of 
any related income tax effects. 
 
Private placements  
The Company engages in equity financing transactions to obtain the funds necessary to continue operations 
and explore and evaluate exploration and evaluation assets.  These equity financing transactions may involve 
issuance of common shares or units.  Units are typically comprised of common shares and share purchase 
warrants.  Depending on the terms and conditions of each equity financing transaction, the warrants are 
exercisable into additional common shares at a price prior to expiry as stipulated by the terms of the 
transaction.  The Company has adopted a residual value method with respect to the measurement of common 
shares and share purchase warrants issued as private placement units.  The fair value of the common shares 
issued in the private placements is determined by the closing quoted bid price on the announcement date.  
The balance, if any, is allocated to the attached share purchase warrants. 

  



 

Capha Pharmaceuticals Inc. (formerly FPS Pharma Inc.) 
Notes to the Interim Consolidated Financial Statements 
Nine months ended September 30, 2017 
(Expressed in Canadian Dollars) 
(Unaudited – Prepared by Management) 
 
3. Summary of significant accounting policies - continued 

 
Share-based payments 
The fair value, at the grant date, of equity-settled share-based awards is charged to comprehensive loss over 
the period for which the benefits of employee and others providing similar services are expected to be 
received.  The corresponding accrued entitlement is recorded in the share-based payment reserve.  The fair 
value of awards is calculated using an option pricing model which considers the following factors: 
 

 - Exercise price - Expected life of the award 
 - Expected volatility - Current market price of the underlying shares 

- Risk-free interest rate - Expected forfeitures 
 
For employees the fair value is measured at grant date and each tranche is recognized separately on a straight 
line basis over the period during which the share options vest.  The fair value of the share options granted is 
measured using the Black-Scholes option pricing model taking into account the terms and conditions upon 
which the share options were granted.  At the end of each reporting period, the amount recognized as an 
expense is adjusted to reflect the actual number of share options that are expected to vest. 
 
Share-based payment transactions with non-employees are measured at the fair value of the goods or services 
received.  However, if the fair value cannot be estimated reliably, the share-based payment transaction is 
measured at the fair value of the equity instruments granted at the date the non-employee provides the goods 
or the services. 
 
Income taxes 
Income tax expense is comprised of current and deferred income taxes.  Current and deferred income taxes 
are recognized in comprehensive loss, except to the extent that it relates to items recognized directly in equity 
or other comprehensive income. 
 
Current income taxes, if any, is the expected amount payable or receivable on the taxable income or loss for 
the year, calculated in accordance with applicable taxation laws and regulations, using income tax rates 
enacted or substantively enacted at the end of the reporting year, and any adjustments to amounts payable 
or receivable relating to previous years.  
 
Deferred income taxes are provided using the liability method based on temporary differences arising between 
the income tax bases of assets and liabilities and their carrying amounts in the financial statements.  
 
Deferred income taxes are determined using income tax rates and income tax laws that have been enacted or 
substantially enacted at the end of the reporting period and are expected to apply when the related deferred 
income tax asset is realized or the deferred income tax liability is settled.  
 
Deferred income tax assets are recognized to the extent that it is probable that future taxable income will be 
available against which the temporary differences can be utilized. 
 
Loss per share 
Basic and diluted loss per share is determined by dividing the loss attributable to common shareholders by the 
weighted average number of common shares outstanding during the reporting period.  Diluted loss per share 
is not separately presented, as the effect of securities exercisable into common shares would reduce the 
amount presented as loss per share.



 

Capha Pharmaceuticals Inc. (formerly FPS Pharma Inc.) 
Notes to the Interim Consolidated Financial Statements 
Nine months ended September 30, 2017 
(Expressed in Canadian Dollars) 
(Unaudited – Prepared by Management) 
 
3. Summary of significant accounting policies - continued 

 
New standards and interpretations not yet adopted 
The following is an overview of accounting standard changes that the Company will be required to adopt in 
future years.  The Company does not expect to adopt any of these standards before their effective dates. The 
Company continues to evaluate the impact of these standards on its financial statements.   
 
IFRS 9 - Financial Instruments.  This standard partially replaces IAS 39 - Financial Instruments: Recognition and 
Measurement.  IFRS 9 measures financial assets, after initial recognition, at either amortized cost or fair value.  
Existing IAS 39 classifies financial assets into four measurement categories.  The standard is effective for annual 
periods beginning on or after January 1, 2018.  In the year of adoption, the Company is required to provide 
additional disclosures relating to the reclassified financial assets and liabilities.  The Company may, but is not 
required to, apply the standard retroactively.  In and after the year of adoption, certain disclosures relating to 
financial assets will change to conform to the new categories. 
 
IFRS 15 - Revenue from Contracts with Customers.  The standard is effective for annual periods beginning on 
or after January 1, 2018.  IFRS 15 specifies how and when to recognize revenue as well as requires entities to 
provide users of financial statements with more informative, relevant disclosures.  The standard supersedes 
IAS 18 - Revenue, IAS 11 - Construction Contracts, and a number of revenue-related interpretations.  The new 
standard will apply to nearly all contracts with customers; the main exceptions are leases, financial instruments 
and insurance contracts. 

 
IFRS 16 - Leases.  This standard is effective for annual periods beginning on or after January 1, 2019.  IFRS 16 
specifies how and when to recognize, measure, present, and disclose leases.  The standard provides a single 
lessee accounting model, requiring lessees to recognize assets and liabilities for all leases unless the lease term 
is 12 months or less or the underlying asset has a low value.  Lessors continue to classify leases as operating or 
finance.  The standard supersedes IAS 17 - Leases. 

 
4. Capital risk management 
 

The Company manages, as capital, the components of shareholders’ equity.  The Company’s objectives, when 
managing capital, are to safeguard its ability to continue as a going concern in order to continue developing its 
medical marijuana business. 
 
The Company manages its capital structure, and makes adjustments to it, in light of changes in economic 
conditions and the risk of characteristics of the underlying assets.  To maintain or adjust its capital structure, 
the Company may attempt to issue common shares, borrow and acquire or dispose of assets. 
 
In order to maximize its ongoing medical marijuana business, the Company does not pay out dividends.  The 
Company’s policy is to invest its excess cash, if any, in highly liquid, short-term, interest-bearing investments 
with maturities of one year or less from the date of acquisition. 

 



 

Capha Pharmaceuticals Inc. (formerly FPS Pharma Inc.) 
Notes to the Interim Consolidated Financial Statements 
Nine months ended September 30, 2017 
(Expressed in Canadian Dollars) 
(Unaudited – Prepared by Management) 
 
5. Financial instruments 

 
Fair value 
IFRS 7 establishes a fair value hierarchy, for financial instruments measured at fair value that reflects the 
significance of inputs in making fair value measurement as follows: 
 
Level 1 - quoted prices in active markets for identical assets or liabilities 
Level 2 - inputs other than quoted prices included in Level 1 that are observable for the assets or liabilities, 

either directly (i.e. as prices) or indirectly (i.e. from derived prices); and 
Level 3 - inputs for the asset or liability that are not based upon observable market data 
   
The recorded amounts for amounts receivable and accounts payable and accrued liabilities and loan payable 
approximate their fair value due to their short-term natures.  The fair value of cash and warrant liability under 
the fair value hierarchy is determined using Level 1 and Level 2 inputs respectively.   
 
Financial risk management objectives and policies 
The Company’s financial instruments include cash, amounts receivable, accounts payable and accrued 
liabilities, warrant liability and loan payable.  The risk associated with these financial instruments and the 
policies regarding their management are discussed below.  Management monitors these risk exposures to 
ensure appropriate measures are implemented in a timely and effective manner. 
 
Interest rate risk 

 The Company is not exposed to significant interest rate risk. 
 
 Credit risk 

Credit risk is the risk of an unexpected loss if a counterparty to a financial instrument fails to meet its 
contractual obligations.  The Company’s credit risk is primarily attributable to cash and amounts receivable.  
Management believes that the credit risk concentration with respect to financial instruments included in cash 
and amounts receivable is remote. 

 
6. Amounts receivable  September 30,  December 31, 
    2017   2016 

   $   $ 
 
 Canadian Goods & Services Tax   768   - 
   

     768   - 
 
  



 

Capha Pharmaceuticals Inc. (formerly FPS Pharma Inc.) 
Notes to the Interim Consolidated Financial Statements 
Nine months ended September 30, 2017 
 (Expressed in Canadian Dollars) 
(Unaudited – Prepared by Management) 
 
7. Equipment 

    September 30, 2017 
      $ 
  Computer 

Equipment 
 Office 

Equipment 
  

Total 
       
Cost:       
Balance, December 31, 2016 and Sept. 30, 2017  25,793  6,128  31,921 
Purchase of equipment  3,905  -  3,905 
       
Balance at September 30, 2017  29,698  6,128  35,826 
       
Depreciation and cumulative impairment loss:       
Balance, December 31, 2016  25,128  5,252  30,380 
Depreciation  589  131  720 
       
Balance at September 30, 2017  25,717  5,383  31,100 
       
Carrying value at September 30, 2017  3,981  745  4,726 

 
    December 31, 2016 
      $ 
  Computer 

Equipment 
 Office 

Equipment 
  

Total 
       
Cost:       
Balance, December 31, 2015  29,015  21,189  50,204 
Sale of equipment  (3,222)  (5,371)  (8,593) 
Write-off  -  (9,690)  (9,690) 
       
Balance, December 31, 2016  25,793  6,128  31,921 
       
Depreciation and cumulative impairment loss:       
Balance, December 31, 2015  25,222  6,493  31,715 
Sale of equipment  (1,100)  (1,262)  (2,362) 
Write-off  -  (2,688)  (2,688) 
Depreciation  1,006  2,709  3,715 
       
Balance at December 31, 2016  25,128  5,252  30,380 
       
Carrying value at December 31, 2016  665  876  1,541 

 
 
  



 

Capha Pharmaceuticals Inc. (formerly FPS Pharma Inc.) 
Notes to the Interim Consolidated Financial Statements 
Nine months ended September 30, 2017 
(Expressed in Canadian Dollars) 
(Unaudited – Prepared by Management) 
 
8. Share capital 

 
At September 30, 2017, the Company’s authorized share capital consisted of an unlimited number of voting 
common shares without par value, an unlimited number of first preferred shares, and an unlimited number of 
second preferred shares.  No first preferred shares or second preferred shares have been issued.  All issued 
common shares are fully paid. No common shares were issued during the year ended December 31, 2016 or 
the nine months ended September 30, 2017. 
 
Details of share purchase warrant transactions during the nine months ended September 30, 2017 and the  
year ended December 31, 2016 are as follows: 

            September 30, 2017    2016 
 
Outstanding, beginning of year      705,884   705,884 
Expired      (705,884)   - 
 
Balance, end of period      -   705,884 
 

9. Warrant liability 
 
Equity offerings were completed in previous years whereby warrants were issued with exercise prices 
denominated in Canadian dollars.  Effective August 2015, the Company’s functional currency was the U.S. 
dollar.  As a result of having exercise prices denominated in other than the Company’s functional currency, 
these warrants meet the definition of derivatives and are therefore classified as derivative liabilities measured 
at fair value with adjustments to fair value recognized through net income.  The liability has been recognized 
prospectively in accordance with IAS 21. All of the outstanding warrants expired in March 2017. 
 
The fair value of warrants outstanding at September 30, 2017 and December 31, 2016 was determined using 
the Black-Scholes option pricing model, using the following assumptions: 
 
      2017   2016 
 
Rick-free interest rate      -   0.52% 
Expected volatility      -   175% 
Expected life (years)      -   0.25 
 
Option pricing models require the input of highly subjective assumptions regarding volatility.  The Company 
has used historical volatility to estimate the volatility of the share price. 
 
10.  Share-based compensation 
 
The Company has an incentive share option plan (the “plan”).  Under the plan, the Company may issue options 
to directors, officers, employees and consultants for up to 20% of the Company’s issued common shares to 
purchase common shares at a price determined by the Board of Directors on the date of award for a period of 
not more than five years.  The Board of Directors may determine and impose terms upon which each option 
shall become vested. 
 
The weighted average exercise price, as at September 30, 2017, of share options outstanding is CDN$ 0.29 and 
the weighted average remaining contractual life is 1.43 years. 
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10. Share-based compensation - continued 

 
No options were issued in the year ended December 31, 2016 nor the nine months ended September 30, 2017. 
 
A summary of the Company’s share options as at December 31, 2016 and September 30, 2017 and the 
changes to those dates are as follows: 
 
       Weighted 
    Number of   average 
    options  exercise price 
    outstanding   CDN $ 
 
Outstanding, December 31, 2015   3,429,412   0.37 
 
 Expired   (482,354)   1.16 
 
Outstanding, December 31, 2016   2,947,058   0.24 
 
 Expired   (1,000,000)   0.15 
 
Outstanding, September 30, 2017   1,947,058   0.29 
 
The following summarizes information about share options outstanding at September 30, 2017: 
        -----         Weighted 
        -----         average 
   Exercise price   Number -----   Number   Expiry   remaining 
    CDN $   outstanding -----   exercisable   date   life 
 

    0.85   447,058 -----   447,058  October 2017   0.00 years 
    *0.10   800,000 -----   800,000  November 2018   1.15 years 
    0.145   700,000 -----   700,000   May 2020   2.62 years 
        -----          
       1,947,058 -----   1,947,058      1.43 years 

 
 11. Related party disclosures 
 
  Transactions with key management personnel  

 
a) In January 2017, the Company added a new President and Chief Operating Officer. Management fees of 

$ 84,000 (2016 - $ 41,246) and rent of $ Nil (2016 - $ 3,437) were paid to the Chairman and Chief 
Executive Officer, the President and Chief Operating Officer, and the Chief Financial Officer during the 
nine months ended September 30, 2017. 
 

  Included in accounts payable and accrued liabilities at September 30, 2017 is $ 133,292 (2016 - $ 
105,337) due to directors. 

 
During the nine months ended September 30, 2017, management fees of Nil (2016 - $ 166,660) were 
paid to the Chief Executive Officer of the Company’s former wholly owned subsidiary FPS Pharma Asia 
Limited.  

 
b) As at September 30, 2017, loans payable of $ 306,119 (2016 - $ 94,709) were due to a director. The 

loans do not bear interest.  
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12. Segmented information 
 
 The Company operated in two geographic segments from September 2015 to December 2016. From January 

1, 2017 to September 30, 2017, the Company has operated in one geographic segment.  
 
 Geographic distribution of operating results in the two geographic segments is as follows: 
 

       Nine months ended September 
30, 2016 

           $ 
    North America   Asia   Total 
 
 Total assets   7,637   61,835           69,472   
 Net income (loss)   (241,974)        (549,404)       (791,378) 
 Depreciation of equipment   466   2,625              3,091 

 Sale of equipment   -   8,593   8,593 
 
13. Litigation 
 
 In fiscal 2016 the Company was named as a defendant in an action initiated by a staffing company in Alabama.  

The staffing company was seeking damages in the amount of US $ 30,000 plus additional costs.  In May 2017, 
the action was settled and the Company paid US $ 7,500. 
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