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SAVARIA CORPORATION 

 
FORM 51-102F4 

 
BUSINESS ACQUISITION REPORT 

 
 
 
 
ITEM 1 IDENTITY OF COMPANY 
 
 
1.1 Name and Address of Company 
 

Savaria Corporation (« Savaria ») 
4350 highway 13 
Laval, Quebec 
H7R 6E9 

 
1.2 Executive Officer 
 

For further information: 

Helene Bernier 
Vice President Finance 
450-624-1851 
heleneb@savaria.com 

 
 
 

ITEM 2  DETAILS OF ACQUISITION 
 
 
2.1 Nature of Business Acquired 

 
On June 16, 2017, Savaria acquired Span-America Medical Systems Inc. (Span) by way 
of a public offering for all outstanding shares of the company, which is listed on NASDAQ.  

Span manufactures and markets the most comprehensive line of therapeutic support 
surfaces and other pressure management products for the medical market, medical beds 
for the long-term care market as well as foam mattress overlays and pillows for the 
consumer market and certain products for the industrial market, mainly foam products. 
 

2.2 Acquisition Date 
 

The acquisition date of Span is June 16, 2017. 
 

2.3 Consideration 
 

The acquisition of Span was completed by way of a payment of an all-cash consideration 
of US$29 per Span share. The total consideration paid amounted to $107.2 million 
(US$81 million) paid from Savaria’s cash on hand and through a withdrawal from a new 
revolving credit facility set up during the second quarter of 2017 and also by the issuance 
of 2,760,000 common shares of Savaria at a price of $13.90 per share, by way of a 
bought-deal private placement. 
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2.4 Effect on Financial Position 
 

Savaria does not currently have any plans or proposals for material changes in its 
business affairs or the affairs of the acquired business which may have a significant 
effect on the financial performance or financial position of Savaria. 

 
2.5 Prior Valuations  
 

Not applicable. 
 

2.6 Parties to Transaction 
 

The transaction described herein was not with an informed person, associate or affiliate 
of Savaria. 
 

2.7 Date of Report 
 

August 30, 2017. 
 
 
 

ITEM 3 FINANCIAL STATEMENTS 
 
 
The following financial statements are annexed to this Business Acquisition Report and form an 
integral part hereof: 

 
Appendix A Audited consolidated balance sheets of Span as of October 1, 2016 and 

October 3, 2015 (in US dollars) and the related consolidated statements of 
comprehensive income, changes in shareholders’ equity and cash flows for each 
of the years in the three year period ended October 1, 2016 and the notes 
thereto;  

  
Appendix B Unaudited fiscal 2017 second quarter consolidated financial statements of Span 

consisting of the consolidated balance sheets as of April 1, 2017 and October 1, 
2016, the consolidated statements of comprehensive income for the three and six 
months ended April 1, 2017 and April 2, 2016, the consolidated statements of 
cash flows for the six months ended April 1, 2017 and April 2, 2016 and the notes 
thereto; 

 
Appendix C (i) Unaudited proforma statements of net income for Savaria for the six-month 

period ended June 30, 2017 and for the year ended December 31, 2016 together 
with the notes thereto, prepared as if the acquisition had taken place on 
January 1, 2016 (ii) Proforma earnings per share based on the pro forma 
financial statements referred to in (i) above. 

 
The auditors of Span have not given their consent to include their audit report contained in Span’s 
audited consolidated financial statements included as Appendix A in this Business Acquisition 
Report.  
 



APPENDIX A 
 

 

 

 

 

 

 

 

 

SPAN-AMERICA MEDICAL SYSTEMS INC. 

AUDITED CONSOLIDATED FINANCIAL STATEMENTS 

For the periods ended October 1, 2016 and Octobre 3, 2015 

 



SPAN-AMERICA MEDICAL SYSTEMS, INC.                                                                       

   CONSOLIDATED FINANCIAL STATEMENTS 
As at October 1, 2016 
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Span-America Medical Systems, Inc.

Consolidated Statements of Comprehensive Income

(Unaudited)

April 1, April 2, April 1, April 2,

2017 2016 2017 2016

Net sales 15,225,876$     14,852,629$     30,448,505$      36,304,811$    

Cost of goods sold 9,365,049         9,661,793         19,021,175        25,630,674      

Gross profit 5,860,827         5,190,836         11,427,330        10,674,137      

Selling and marketing expenses 2,729,712         2,618,800         5,363,018          5,146,132        

Research and development expenses 282,551            275,220            538,381             569,164           

General and administrative expenses 1,445,499         1,136,626         2,731,626          2,242,196        

Total operating expenses 4,457,762         4,030,646         8,633,025          7,957,492        

    

Operating income 1,403,065         1,160,190         2,794,305          2,716,645        

 28,093               67,435             

  Interest expense -                       (60)                   -                        (5,144)             

  Gain from insurance policies 731,623            -                       731,623             -                      

  Other 12,853               (3,464)               11,346                (7,435)             

Net non-operating income (expense) 737,410            (53,441)             771,062             54,856             

Income before income taxes 2,140,475         1,106,749         3,565,367          2,771,501        

Provision for income taxes 427,000            349,000            889,000             871,000           

Net income 1,713,475         757,749            2,676,367          1,900,501        

Other comprehensive income (loss), after tax:

  Foreign currency translation gain (loss) 94,212              585,187            (134,616)           123,561           

Comprehensive income 1,807,687$       1,342,936$       2,541,751$        2,024,062$      

    

Net income per share of common stock - Note 12:

  Basic 0.62$                0.28$                0.97$                 0.70$              

  Diluted 0.62                  0.28                  0.97                   0.69                

    

Dividends per common share 0.16$                0.16$                0.32$                 0.32$              

    

Weighted average shares outstanding:

  Basic 2,755,625         2,728,633         2,755,625          2,727,380        

  Diluted 2,774,408         2,755,109         2,772,477          2,753,490        

    

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

Three Months Ended Six Months Ended

2



Span-America Medical Systems, Inc. 

Consolidated Balance Sheets

April 1, October 1,

2017 2016

(Unaudited) (Note)

ASSETS

Current assets:

   Cash and cash equivalents 7,273,691$           3,752,945$          

   Accounts receivable, net of allowances of $125,000 

    (Apr. 1, 2017) and $140,000 (Oct. 1, 2016) 7,434,230             8,079,500            

   Inventories - Note 4 7,370,775             7,437,442            

   Deferred income taxes - Note 11 -                           459,159               

   Prepaid expenses 1,482,097             879,108               

Total current assets 23,560,793           20,608,154          

Property and equipment, net - Note 5 4,058,844             4,116,070            

Goodwill 3,909,945             3,937,676            

Intangibles, net - Note 6 1,862,297             1,989,899            

Other assets - Note 7 266,026                2,909,740            

Deferred tax asset - Note 11 242,000                -                          

Total assets 33,899,905$         33,561,539$        

LIABILITIES AND SHAREHOLDERS' EQUITY

Current liabilities:

   Accounts payable 2,497,838$           2,410,376$          

   Accrued and sundry liabilities 2,436,472             3,583,457            

Total current liabilities 4,934,310             5,993,833            

Deferred tax liability - Note 11 48,873                  266,715               

Deferred compensation 245,174                289,394               

Total long-term liabilities 294,047                556,109               

Total liabilities 5,228,357             6,549,942            

Commitments and contingencies - Note 14

Shareholders' equity:

   Common stock, no par value, 20,000,000 shares

     authorized; issued and outstanding shares

    2,755,625 (Apr. 1, 2017 and Oct. 1, 2016) 373,803                373,803               

   Additional paid-in capital 6,025                    6,025                   

   Retained earnings 30,928,313           29,133,746          

   Accumulated other comprehensive loss (2,636,593)           (2,501,977)          

Total shareholders' equity 28,671,548           27,011,597          

Total liabilities and shareholders' equity 33,899,905$         33,561,539$        

Note:  The Balance Sheet at October 1, 2016, has been derived from the audited financial

          statements at that date.

The accompanying notes are an integral part of these consolidated financial statements. 
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Span-America Medical Systems, Inc.

Consolidated Statements of Cash Flows

(Unaudited)

 

April 1, April 2,

2017 2016

Operating activities:

Net income 2,676,367$        1,900,501$       

Adjustments to reconcile net income to net

   cash provided by operating activities:

     Depreciation and amortization 524,810             586,422            

     Provision for losses on accounts receivable 22,492               -                       

     Loss on disposal of equipment 1,569                 7,658               

     Increase in cash value of life insurance (72,383)             (79,715)            

     Deferred compensation (45,941)             (42,769)            

     Gain on life insurance proceeds (731,623)            -                       

     Changes in operating assets and liabilities:  

        Accounts receivable 600,057             1,342,115         

        Inventories 32,164               1,024,721         

        Prepaid expenses and other assets (294,377)            (237,074)          

        Accounts payable and accrued expenses (1,254,613)         (2,591,084)       

Net cash provided by operating activities 1,458,522          1,910,775         

Investing activities:

Purchases of property and equipment (317,495)            (275,384)          

Insurance proceeds 3,353,851          -                       

Payments for other assets (69,483)             (57,067)            

Net cash provided by (used for) investing activities 2,966,873          (332,451)          

Financing activities:

Dividends paid (881,800)            (873,590)          

Proceeds of revolving credit line -                        2,900,000         

Repayment of revolving credit line -                        (2,900,000)       

Purchase and retirement of common stock -                        (209,880)          

Net cash used for financing activities (881,800)            (1,083,470)       

Effect of exchange rates on cash (22,849)             14,500             

Increase in cash and cash equivalents 3,520,746          509,354            

Cash and cash equivalents at beginning of period 3,752,945          1,224,026         

Cash and cash equivalents at end of period 7,273,691$        1,733,380$       

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

Six Months Ended
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

April 1, 2017 

 

1.   SIGNIFICANT ACCOUNTING POLICIES 

 

 Span-America Medical Systems, Inc. (the “Company,” “we,” or “Span-America”), 

located in Greenville, SC, has prepared the accompanying unaudited Consolidated Financial 

Statements in accordance with accounting principles generally accepted in the United States of 

America for interim financial information and with the instructions to Form 10-Q and Article 10 

of Regulation S-X.  Accordingly, they do not include all of the information and footnotes 

required by accounting principles generally accepted in the United States of America for 

complete financial statements.  In our opinion, all adjustments (consisting only of normal 

recurring accruals) considered necessary for a fair presentation have been included.  Operating 

results for the six-month period ended April 1, 2017 are not necessarily indicative of the results 

that may be expected for the fiscal year ending September 30, 2017.  The unaudited 

Consolidated Financial Statements appearing in this Quarterly Report should be read in 

conjunction with the audited Consolidated Financial Statements and notes thereto included in the 

Company’s Annual Report on Form 10-K for the fiscal year ended October 1, 2016.  Except as 

stated in Notes 4 and 11, our accounting policies are consistent with those described in our 

Significant Accounting Policies in the Form 10-K, including but not limited to those set forth 

below. 

 

 Our wholly-owned subsidiary, Span Medical Products Canada Inc. (“Span-Canada”), a 

British Columbia corporation, located in Beamsville, Ontario, Canada, is operated under the 

registered business name M.C. Healthcare Products (“M.C. Healthcare”).   

 

Principles of Consolidation 

 The consolidated financial statements include the accounts of the Company and Span-

Canada, its wholly-owned subsidiary. Significant inter-entity accounts and transactions have 

been eliminated. 

 

Foreign Currency Translation 

 Span-Canada uses the Canadian dollar as its functional currency.  The assets and 

liabilities of Span-Canada are translated into U.S. dollars at the quarter-end exchange rate.  

Revenues and expenses are translated at weighted average exchange rates.  The resulting 

translation adjustments are recorded as a separate component of shareholders’ equity in 

“Accumulated Other Comprehensive Loss.” 

 

Inventories 

Inventory is valued at the lower of cost (first-in, first-out method) or net realizable value. 

 

Revenue Recognition 
 We recognize revenue when title and risk of loss pass to the customer and collection is 

reasonably assured. Our sales prices are fixed at the time revenue is recognized. 
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Recently Issued Accounting Standards 

 The Financial Accounting Standards Board (“FASB”) has issued a standard on revenue 

recognition.  This standard provides a five-step approach to be applied to all contracts with 

customers and requires expanded disclosures about the nature, amount, timing and uncertainty of 

revenue (and the related cash flows) arising from customer contracts, significant judgments and 

changes in judgments used in applying the revenue model and the assets recognized from costs 

incurred to obtain or fulfill a contract.  The standard is effective for us beginning in the first 

quarter of fiscal 2019.  Early adoption is permitted.  We are currently assessing the impact this 

standard will have on our consolidated financial statements as well as the method by which we 

will adopt the new standard. 

 

 The FASB has issued ASU 2016-02, Leases (Topic 842).  ASU 2016-02 requires the 

lessee to recognize assets and liabilities for leases with lease terms of more than twelve months.  

For leases with a term of twelve months or less, the Company is permitted to make an accounting 

policy election by class of underlying asset not to recognize lease assets and lease liabilities.  

Further, the standard also requires a finance lease to recognize both an interest expense and an 

amortization of the associated expense.  Operating leases generally recognize the associated 

expense on a straight line basis.  ASU 2016-02 requires that we adopt the standard using a 

modified retrospective approach and adoption for reporting periods beginning after December 

15, 2018. We are currently evaluating the impact that ASU 2016-02 will have on our financial 

position, results of operations and cash flows. 

 

 The FASB has issued ASU 2016-13, “Financial Instruments — Credit Losses (Topic 

326): Measurement of Credit Losses on Financial Instruments,” which provides guidance for the 

accounting for credit losses on instruments within its scope.  The amendments provide guidance 

on reporting credit losses for assets held at amortized cost basis and available-for-sale debt 

securities. The amendments require a financial asset measured at amortized cost basis to be 

presented at the net amount expected to be collected.  The amendments also require that credit 

losses on available-for-sale debt securities be presented as an allowance.  The amendments 

should be applied on either a prospective transition or modified-retrospective approach 

depending on the subtopic.  The amendments in this update are effective for fiscal years 

beginning after December 15, 2019, including interim periods within those annual periods.  We 

are currently evaluating the impact of the adoption of this standard on our consolidated financial 

statements. 

 

 The FASB has issued ASU 2016-15, “Statement of Cash Flows (Topic 230): 

Classification of Certain Cash Receipts and Cash Payments (a consensus of the Emerging Issues 

Task Force),” which is intended to reduce diversity in practice in how certain transactions are 

classified in the statement of cash flows.  The amendments in this update are effective for public 

entities for fiscal years, and interim periods within those fiscal years, beginning after December 

15, 2017.  Early adoption is permitted, including adoption in an interim period.  We are currently 

assessing the impact of the future adoption of this standard on our consolidated Statements of 

Cash Flows. 
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 Other accounting standards that have been issued or proposed by the FASB or other 

standards-setting bodies that do not require adoption until a future date are not expected to have a 

material impact on our financial statements upon adoption. 

 

Stock-Based Compensation 

 We measure and recognize compensation expense for all stock-based payments at fair 

value.  Stock-based payments include stock option grants.  We grant options to purchase 

common stock to some of our employees under various plans at prices equal to the market value 

of the stock on the dates the options are granted.  New shares of common stock are issued upon 

share option exercise.  We do not have treasury stock.  We have not made any stock option 

grants since fiscal year 2011. 

 

2.   SUBSEQUENT EVENT – TENDER OFFER FOR SPAN-AMERICA MEDICAL 

SYSTEMS, INC. BY SAVARIA CORPORATION AND MERGER 

 

We announced on May 1, 2017 that we have entered into an agreement and plan of 

merger (the “Merger Agreement”) to be acquired by Savaria Corporation, an Alberta, Canada 

corporation ("Savaria") (TSX:SIS).  The Merger Agreement calls for an indirect wholly-owned 

subsidiary of Savaria to acquire Span-America by way of an all-cash tender offer for $29 per 

share, or approximately $80.2 million, followed by a merger in which such subsidiary will 

acquire all of the remaining shares not purchased in the tender offer (other than shares owned by 

us, Savaria or any stockholder who validly exercises any applicable dissenters’ rights).  The 

transaction is expected to close in the second calendar quarter of 2017.  The Board of Directors 

of Span-America unanimously approved the Merger Agreement and the transactions 

contemplated thereby.  The transaction is subject to customary closing conditions, including 

receipt of two-thirds of Span-America's shares on a fully diluted basis in a tender offer to Span-

America's shareholders.  All of the members of Span-America's board of directors and its senior 

officers have entered into tender support agreements with Savaria committing, subject to certain 

conditions and exceptions, to tender (without a right of withdrawal) all of their Span-America 

shares, constituting in aggregate approximately 15.9% of its outstanding shares (excluding shares 

receivable upon the exercise of vested and exercisable options).  Following the successful 

completion of the tender offer, the Merger Agreement requires Savaria to cause to be acquired all 

remaining shares not tendered in the tender offer (other than shares owned by us, Savaria or any 

stockholder who validly exercises any applicable dissenters’ rights) through a second-step 

merger at the same price per share as that payable under the offer.  
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3.   FAIR VALUE OF FINANCIAL INSTRUMENTS 
 

The following table summarizes information on the fair value measurement of certain 

Company assets as of April 1, 2017 and October 1, 2016 grouped by the categories prescribed by 

the FASB.  See also Note 9 - Gain on Life Insurance Proceeds. 

 

   

 

 

 

Total 

Quoted 

prices in 

active 

markets 

(Level 1) 

Significant 

other 

observable 

inputs 

(Level 2) 

 

Significant 

unobservable 

inputs  

(Level 3) 
 

Cash value of life insurance policies: 
 

 

    

April 1, 2017 

October 1, 2016 

 $    149,206 

2,697,465 

          - 

          -     

$    149,206 

   2,697,465 
         - 

         - 

 

 

4.  INVENTORIES

April 1, October 1,

2017 2016

Raw materials 5,845,272$    5,476,393$    

Work in process 397,188         678,753         

Finished goods 1,642,315      1,807,296      

Reserve for obsolescence (514,000)         (525,000)        
Inventories, net 7,370,775$    7,437,442$    

 
At the beginning of the second quarter of fiscal 2017, we prospectively adopted FASB 

Accounting Standards Update 2015-11, "Inventory (Topic 330)" which simplifies the 

measurement of inventory by measuring inventory at the lower of cost and net realizable 

value.  The adoption did not result in an adjustment in the second quarter of fiscal 2017.  As 

required by the standard, prior periods were not retrospectively adjusted. 
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5.  PROPERTY AND EQUIPMENT 

April 1, October 1,

2017 2016

Land 469,718$       469,718$       

Land improvements 486,698         486,698         

Buildings 7,018,079      7,003,652      

Machinery and equipment 9,828,208      9,563,061      

Furniture and fixtures 526,149         506,277         

Construction in process 32,788           36,637           

Automobiles 14,136           23,853           

Property and equipment, cost 18,375,776    18,089,896    

Less accumulated depreciation 14,316,932    13,973,826    

Property and equipment, net 4,058,844$    4,116,070$    

 
6.  INTANGIBLES 

April 1, October 1,

2017 2016

Patents and trademarks 2,307,428$    2,268,402$    

Trade names 338,945         343,678         

Non-competition agreements -                     150,601         

Customer relationships 2,491,438      2,526,230      

Intangibles, cost 5,137,811      5,288,911      

Less accumulated amortization (3,275,514)     (3,299,012)     

Intangibles, net 1,862,297$    1,989,899$    

 
 Changes in the balances shown for trade names and customer relationships result solely 

from foreign currency fluctuations.  The last remaining non-competition agreement expired in 

November 2016. 

 

7.  OTHER ASSETS 
 

April 1, October 1,

2017 2016

Cash value of life insurance policies - Note 3 149,206$       2,697,465$    

Other 116,820         212,275         
Other assets 266,026$       2,909,740$    

 

 See Note 9 - Gain on Life Insurance Proceeds. 

 

8.  PRODUCT WARRANTIES 

 

 We offer warranties of various lengths to our customers, depending on the specific 

product sold.  The warranties require us to repair or replace non-performing products during the 

warranty period at no cost to the customer.  At the time revenue is recognized for products 
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covered by warranties, we record a liability for estimated costs that may be incurred under our 

warranties.  The costs are estimated based on historical experience, any specific warranty 

problems that have been identified and recovery of secondary warranty cost from component 

suppliers.  The amounts shown below are presented net of any expected cost recovery from 

suppliers.  Although historical warranty costs have been within our expectations, there can be no 

assurance that future warranty costs will not exceed historical amounts.  We regularly evaluate 

the adequacy of the warranty liability and adjust the balance as necessary. 

 

Changes in our product warranty liability for the six months ended April 1, 2017 and April 

2, 2016 are as follows: 

 

April 1, April 2,

2017 2016

Accrued liability at beginning of period 306,488$        291,980$       

Increase in reserve 83,629            144,857         

Repairs and replacements (77,370)          (122,763)        
Accrued liability at end of period 312,747$        314,074$       

Six Months Ended

 

9.  GAIN ON LIFE INSURANCE PROCEEDS 

 

 In February 2017, we received approximately $3.4 million in life insurance proceeds 

upon the passing of our founder and former chief executive officer, Donald C. Spann.  We had 

retirement and resignation agreements with Mr. Spann in place since 1993 when he retired from 

the Company.  These agreements provided for payments of $113,561 per year to Mr. Spann and 

his former wife.  Mr. Spann’s former wife survives him, so in accordance with these agreements, 

we will continue to make the retirement payments to Ms. Spann for the remainder of her life.  To 

help fund our payment obligations under the retirement arrangement, the Company owned and 

was the beneficiary of three life insurance policies on Mr. Spann that were put in place from 

1981 through 1993.  These policies had a total cash value of approximately $2.6 million recorded 

in “Other assets” on our balance sheet.  The difference between the total life insurance proceeds 

and the total cash values of the policies was approximately $732,000, or $0.26 per diluted share 

after taxes, which was recorded as non-operating income.  The life insurance proceeds are not 

subject to federal or state income taxes. 

 

 As of April 1, 2017, we had a liability balance of approximately $357,000, which 

represents the present value of the expected future retirement payments to be made to Ms. Spann.  

This liability is recorded in “Accrued and sundry liabilities” and “Deferred compensation” on the 

Company’s balance sheet.  

 

 See Notes 3 - Fair Value of Financial Instruments, 7 - Other Assets and 11- Income 

Taxes.  
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10.  REVOLVING CREDIT FACILITY 
 

The credit facility includes financial covenants relating to tangible net worth and leverage 

ratios, and restricts mergers and acquisitions, assets sales, indebtedness, liens and capital 

expenditures without prior written consent of or waiver by the lending bank. 

 

 No amounts were outstanding under the credit facility at April 1, 2017. 

 

11.  INCOME TAXES 

 

 At the beginning of the second quarter of fiscal 2017, we prospectively adopted FASB 

Accounting Standards Update ("ASU") 2015-17, "Balance Sheet Classification of Deferred 

Taxes (Topic 740)" which requires that deferred tax liabilities and assets be netted for each tax-

paying component and classified as noncurrent in a classified statement of financial position.  

Prior periods were not retrospectively adjusted. 

 

 Income tax expense differs from the amounts computed by applying the statutory U.S. 

federal tax rate to income before income taxes as a result of state income taxes, net of federal tax 

benefit, differences between U.S. and foreign tax rates, the domestic production deduction and 

the $732,000 gain on life insurance proceeds discussed in Note 9. 

 

12.  EARNINGS PER SHARE OF COMMON STOCK 

 

 The following table sets forth the computation of basic and diluted earnings per share of 

our common stock. 

April 1, April 2, April 1, April 2,

2017 2016 2017 2016

Numerator for basic and diluted earnings per share:

Net income 1,713,475$ 757,749$  2,676,367$ 1,900,501$ 

Denominator:

Denominator for basic earnings per share:

   Weighted average shares 2,755,625   2,728,633 2,755,625   2,727,380   

Effect of dilutive securities:

   Employee stock options 18,783       26,476      16,852       26,110       

Denominator for diluted earnings per share:

   Adjusted weighted average shares

     and assumed conversions 2,774,408   2,755,109 2,772,477   2,753,490   

Net income per share:

   Basic 0.62$         0.28$       0.97$         0.70$         

   Diluted 0.62$         0.28$       0.97$         0.69$         

Three Months Ended Six Months Ended
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13.  OPERATIONS AND INDUSTRY SEGMENTS  
 

 For management and reporting purposes, we divide our business into two segments:  

medical and custom products.  This industry segment information corresponds to the markets in 

the United States, Canada and other countries for which we manufacture and distribute our 

various products.   

 

 The following table summarizes certain information on industry segments: 

 

April 1, April 2, April 1, April 2,

2017  2016  2017  2016

Net sales:

  Medical 12,927,831$  10,972,017$  25,445,982$  22,364,814$  

  Custom products 2,298,045      3,880,612      5,002,523      13,939,997    
15,225,876$  14,852,629$  30,448,505$  36,304,811$  

Operating profit (loss):

  Medical 1,781,601$    1,229,251$    3,388,046$    2,731,102$    

  Custom products (76,908)          154,420         (90,089)          359,220         

1,704,693      1,383,671      3,297,957      3,090,322      

Corporate expense (301,628)        (223,481)        (503,652)        (373,677)        

Other income (expense) 737,410         (53,441)          771,062         54,856           
Income before income taxes 2,140,475$    1,106,749$    3,565,367$    2,771,501$    

Three Months Ended Six Months Ended

 Total sales by industry segment include sales to unaffiliated customers as reported in our 

consolidated statements of comprehensive income.  In calculating operating profit, non-allocable 

general corporate expenses, interest expense, other income and income taxes are not included, 

but certain corporate operating expenses incurred for the benefit of both segments are included 

on an allocated basis. 

 

14.  COMMITMENTS AND CONTINGENCIES 

 

 From time to time we are defendants in legal actions involving claims arising in the 

normal course of business.  We believe that, as a result of legal defenses and insurance 

arrangements with parties we believe to be financially capable, none of these actions, if 

determined adversely, should have a material adverse effect on our operations or financial 

condition. 
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APPENDIX C

SAVARIA CORPORATION
PRO FORMA CONSOLIDATED STATEMENTS OF NET INCOME, Unaudited

For the periods ended June 30, 2017 and December 31, 2016



SAVARIA CORPORATION
PRO FORMA CONSOLIDATED STATEMENT OF NET INCOME
For the period of six months ended June 30, 2017
(in thousands of dollars, except per share amounts - Unaudited)

Savaria Pro forma
June 30, Span Pro forma consolidated

2017 April 1, adjustments June 30,
Notes (see note 4) 2017 2017

Revenue 66,879  $     40,512  $     -$             107,391  $   

Cost of sales (43,670)        (26,644)        -               (70,314)        
Gross margin 23,209         13,868         -               37,077         

Operating expenses
      Administrative (5,515)          (3,457)          -               (8,972)          
      Selling (5,600)          (5,808)          -               (11,408)        
      Engineering (1,237)          (639)             -               (1,876)          
      Research and development (516)             (78)               -               (594)             

(12,868)        (9,982)          -               (22,850)        

      Other expenses 2 (c) (14)               (174)             175              (13)               
Operating income 10,327         3,712           175              14,214         

      Finance income 2 (d) 263              1,025           -               1,288           
      Finance costs 2 (e) (611)             -               (603)             (1,214)          
Net finance costs (348)             1,025           (603)             74                

Income before income tax 9,979           4,737           (428)             14,288         

      Income tax expense 2 (f) (2,541)          (1,200)          146              (3,595)          

Net income 7,438  $       3,537  $       (282)  $         10,693  $     

Earnings per share:
     Basic 5 0.19  $         0.27  $         
     Diluted 5 0.19  $         0.26  $         

The notes on pages 4 to 9 are an integral part of these unaudited consolidated pro forma statements of net
income.
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SAVARIA CORPORATION
PRO FORMA CONSOLIDATED STATEMENT OF NET INCOME
For the year ended December 31, 2016
(in thousands of dollars, except per share amounts - Unaudited)

Pro forma
Savaria Span Pro forma consolidated

December 31, October 1, adjustments December 31,
Notes 2016 2016 2016

Revenue 119,728  $   89,761  $     -$             209,489  $   

Cost of sales 2 (b) (79,159)        (63,023)        (447)             (142,629)      
Gross margin 40,569         26,738         (447)             66,860         

Operating expenses
      Administrative (9,550)          (6,042)          -               (15,592)        
      Selling (9,478)          (11,133)        -               (20,611)        
      Engineering (2,516)          (1,227)          -               (3,743)          
      Research and development (935)             (90)               -               (1,025)          

(22,479)        (18,492)        -               (40,971)        

      Other expenses (641)             (9)                 -               (650)             
Operating income 17,449         8,237           (447)             25,239         

      Finance income 630              5                  -               635              
      Finance costs 2 (e) (825)             (7)                 (1,196)          (2,028)          
Net finance costs (195)             (2)                 (1,196)          (1,393)          

Income before income tax 17,254         8,235           (1,643)          23,846         

      Income tax expense 2 (f) (4,953)          (2,471)          469              (6,955)          

Net income 12,301  $     5,764  $       (1,174)  $      16,891  $     

Earnings per share:
     Basic 5 0.36  $         0.46  $         
     Diluted 5 0.34  $         0.44  $         

The notes on pages 4 to 9 are an integral part of these unaudited consolidated pro forma statements of net
income.
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1 . Basis of Presentation

(a)

(b)

(c)

(d)

2 . Pro forma Significant Assumptions and Adjustments

(a)

(b)

The acquisition of Span will be accounted for as if it had taken place on January 1, 2016 using the
acquisition method of accounting in accordance with IFRS 3 Business Combinations . All
identifiable assets acquired and liabilities assumed will be recognized at their acquisition-date fair
value. Operating results, including actual depreciation and amortization expense, could differ
significantly from those reflected in these financial statements since management has not finalized
the purchase price allocation due to the limited time period since the acquisition and the estimates
to be determined with respect to the measurement of the fair value amounts. The Corporation
expects that a portion of the purchase price will be allocated to intangible assets, which could result
in additional amortization expense.

A pro forma adjustment has been made to take into account the impact on the cost of sales of a
value adjustment on acquired inventories in the amount of $447,000 for the for the year ended
December 31, 2016. 

SAVARIA CORPORATION

NOTES TO THE PRO FORMA CONSOLIDATED STATEMENTS OF NET INCOME

Savaria Corporation's ("Savaria" or the "Corporation") unaudited pro forma consolidated statements of net
income have been prepared by management in connection with the acquisition of all of the outstanding
shares of Span-America Medical Systems Inc. ("Span") dated June 16, 2017.

(Tabular amounts are expressed in thousands of dollars, except share and per share amounts - Unaudited)

The information provided in these pro forma financial statements was derived from the documents listed
below and they must be read in conjunction with these documents:

the unaudited consolidated financial statements of Savaria as at and for the period ended on
June 30, 2017;

the unaudited consolidated financial statements of Span as at and for the period ended on April 1,
2017;

the audited consolidated financial statements of Span as at and for the year ended on October 1,
2016.

In the opinion of management, the unaudited pro forma consolidated statements of net income for the six-
month period ended June 30, 2017 and the year ended on December 31, 2016 include all significant
adjustments necessary for the presentation of the transaction on a basis consistent with the Corporation's
accounting policies applied in its audited consolidated financial statements as at and for the year ended on
December 31, 2016.

The pro forma adjustments are based upon available information, estimates and certain assumptions that
management believes are reasonable and are described in the accompanying notes to the unaudited pro
forma consolidated financial statements. The unaudited pro forma consolidated statements of net income do
not take into account any synergies or cost savings which may, or are expected to, occur as a result of the
transaction. These financial statements are provided for information purposes only and do not purport to
represent what the combined corporation's actual performance would have been had the transaction occurred
on the date indicated and do not purport to indicate results of operations for any future period.

For the preparation of the unaudited pro forma consolidated statements of net income, the following
significant assumptions were used and the following adjustments were made:

the audited consolidated financial statements of Savaria as at and for the year ended on December
31, 2016;
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SAVARIA CORPORATION

NOTES TO THE PRO FORMA CONSOLIDATED STATEMENTS OF NET INCOME
(Tabular amounts are expressed in thousands of dollars, except share and per share amounts - Unaudited)

2 . Pro forma Significant Assumptions and Adjustments (continued)

(c)

(d)

(e)

(f)

(g)

3 .

On June 16, 2017, the Corporation acquired the shares of Span. Span manufactures and markets the most
comprehensive line of therapeutic support surfaces and other pressure management products for the medical
market, medical beds for the long-term care market as well as foam mattress overlays and pillows for the
consumer market and certain products for the industrial market, mainly foam products. This acquisition
delivers three key benefits that will help Savaria achieve its long-term strategic growth objectives. Firstly, it
adds a complementary product line to its accessibility portfolio. Secondly, it provides it with a new distribution
channel into the institutional and government markets, which will complement its existing dealer network and
Silver Cross retail outlets. Finally, it increases its US presence, allowing it to be closer to 50% of its current
business. 

The total consideration amounts to $107,204,000 ($81,019,000 US) paid on the date of acquisition. In
addition to its cash on hand, the Corporation drew from a new revolving credit facility and a private placement
to finance the purchase price payable under this transaction.

As at June 30, 2017, the Corporation hadn't finalized the allocation of the consideration paid between the
identifiable net assets and the goodwill of the above business acquisitions. The information required to
confirm the fair value of certain assets and liabilities has not been obtained yet. The Corporation will finalize
the allocation of the consideration paid as it obtains further information. The following table presents the
preliminary allocation of the consideration paid according to the information gathered to date assuming that
the acquisition took place on January 1, 2016. 

An adjustment has been made to income tax expense relating to the various pro forma items
described above. 
Span's results which are presented in US dollars have been converted to Canadian dollars using
the average exchange rate for the relevant period (see tables in note 3). 

Business Acquisition

A pro forma adjustment has been made to add the interest expense related to the long-term debt
incurred when Span was acquired, totaling $603,000 for the six-month period ended June 30, 2017
and $1,196,000 for the year ended December 31, 2016.

Span's results for the period ended on June 30, 2017 include a finance income in the amount of
$959,000 related to an adjustment to the cash value of life insurance policies held by Span
following the death of its founder. This item is non-recurring.

The purchased assets are mainly cash, accounts receivable, inventories, fixed and intangible assets, and
goodwill; the latter arising from the synergies between Savaria and Span and the additional sales of
accessibility products that will result from them. The goodwill has been allocated to the Span operating
segment. 

A pro forma adjustment has been made to eliminate acquisition related costs during the six-month
period ended June 30, 2017 totaling $175,000 as such costs are non-recurring and are directly
attributable to the acquisition.
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SAVARIA CORPORATION

NOTES TO THE PRO FORMA CONSOLIDATED STATEMENTS OF NET INCOME
(Tabular amounts are expressed in thousands of dollars, except share and per share amounts - Unaudited)

3 .

Span
Assets acquired
Current assets 31,571  $       
Fixed assets 12,411           
Other long-term assets 282                
Intangible assets and goodwill 74,869           

119,133  $     
Liability assumed
Current liabilities 9,020             
Other long-term liabilities 2,909             

11,929  $       
Fair value of net assets acquired and cash flows related to the acquisition 107,204  $     
Less: Cash in acquired business 8,865             
Cash flows related to the acquisition 98,339  $       

The following tables outline reconciling items to Span's consolidated statements of net income as a result of
presentation adjustments, the alignment of accounting policies with those of Savaria and IFRS standards,
and the conversion of results to Canadian dollars.

Business Acquisition (continued)
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SAVARIA CORPORATION

NOTES TO THE PRO FORMA CONSOLIDATED STATEMENTS OF NET INCOME
(Tabular amounts are expressed in thousands of dollars, except share and per share amounts - Unaudited)

Period of six months ended April 1, 2017 Span - historical data Adjustments Span - in accordance

in accordance with Presentation related to with IFRS 

US GAAP Adjustments foreign currency consolidated

in US dollars in US dollars (1) conversion (3) In CA dollars

Revenue 30,448  $     33  $            -$            10,031  $     40,512  $     

Cost of sales (19,021)        (1,026)          -              (6,597)          (26,644)        
Gross margin 11,427         (993)             -              3,434           13,868         

Operating expenses
      Administrative (2,732)          131              -              (856)             (3,457)          
      Selling (5,363)          993              -              (1,438)          (5,808)          
      Engineering -              (538)             57                (a) (158)             (639)             
      Research and development (538)             538              (59)               (b) (19)               (78)               

(8,633)          1,124           (2)                 (2,471)          (9,982)          

      Other expenses -              (131)             -              (43)               (174)             
Operating income 2,794           -              (2)                 920              3,712           

      Finance income 771              -              -              254              1,025           
      Finance costs -              -              -              -              -              
Net finance costs 771              -              -              254              1,025           

Income before income tax 3,565           -              (2)                 1,174           4,737           

      Income tax expense (889)             -              (14)               (c) (297)             (1,200)          

Net income 2,676  $       -$            (16)  $           877  $          3,537  $       

(1) Adjustments of Span's historical data to conform to Savaria's presentation.
(2) Span does not capitalize development costs and tax credits for research and development activities are recorded against income tax

(3) Span's statement of net income has been converted to Canadian dollars at the average exchange rate of 1.3291.

    expense. Appropriate adjustments have been made in order to capitalize expenses that meet IFRS criteria and to record related tax 
    credits in reduction of the capitalized costs.  

IFRS

Adjustments

in US dollars (2)

       (a) Adjustment to reflect the capitalization of research and development expenses.
       (b) Amortization of research and development expenses that would have been capitalized in the past.
       (c) Adjustment for tax credits received and tax impact on the other items mentioned above.
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SAVARIA CORPORATION

NOTES TO THE PRO FORMA CONSOLIDATED STATEMENTS OF NET INCOME
(Tabular amounts are expressed in thousands of dollars, except share and per share amounts - Unaudited)

Period of twelve months ended October 1, 2016 Span - historical data Adjustments Span - in accordance

in accordance with Presentation related to with IFRS 

US GAAP Adjustments foreign currency consolidated

in US dollars in US dollars (1) conversion (3) In CA dollars

Revenue 67,627  $     112  $          -$            22,022  $     89,761  $     

Cost of sales (45,346)        (2,215)          -              (15,462)        (63,023)        
Gross margin 22,281         (2,103)          -              6,560           26,738         

Operating expenses
      Administrative (4,560)          -              -              (1,482)          (6,042)          
      Selling (10,505)        2,103           -              (2,731)          (11,133)        
      Engineering -              (1,134)          208              (a) (301)             (1,227)          
      Research and development (1,134)          1,134           (68)               (b) (22)               (90)               

(16,199)        2,103           140              (4,536)          (18,492)        

      Other expenses (7)                 -              -              (2)                 (9)                 
Operating income 6,075           -              140              2,022           8,237           

      Finance income 4                  -              -              1                  5                  
      Finance costs (5)                 -              -              (2)                 (7)                 
Net finance costs (1)                 -              -              (1)                 (2)                 

Income before income tax 6,074           -              140              2,021           8,235           

      Income tax expense (1,827)          -              (38)               (c) (606)             (2,471)          

Net income 4,247  $       -$            102  $          1,415  $       5,764  $       

       (a) Adjustment to reflect the capitalization of research and development expenses.
       (b) Amortization of research and development expenses that would have been capitalized in the past.
       (c) Adjustment for tax credits received and tax impact on the other items mentioned above.

IFRS

Adjustments

in US dollars (2)

(1) Adjustments of Span's historical data to conform to Savaria's presentation.

(3) Span's statement of net income has been converted to Canadian dollars at the average exchange rate of 1.3251.

(2) Span does not capitalize development costs and tax credits for research and development activities are recorded against income tax
    expense. Appropriate adjustments have been made in order to capitalize expenses that meet IFRS criteria and to record related tax 
    credits in reduction of the capitalized costs.  
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4 . Savaria's Pro forma Consolidated Statement of Net Income

Span portion

from June 17

to June 30 2017

Revenue 70,260  $           3,381  $             -$                   66,879  $           

Cost of sales (46,292)              (2,287)                (335)                   (43,670)              

Gross margin 23,968               1,094                 (335)                   23,209               

Operating expenses
      Administrative (5,736)                (221)                   -                     (5,515)                
      Selling (6,028)                (428)                   -                     (5,600)                
      Engineering (1,296)                (59)                     -                     (1,237)                
      Research and development (516)                   -                     -                     (516)                   

(13,576)              (708)                   -                     (12,868)              

      Other expenses (1,277)                (1,263)                -                     (14)                     

Operating income 9,115                 (877)                   (335)                   10,327               

      Finance income 263                    -                     -                     263                    
      Finance costs (620)                   (9)                       -                     (611)                   

Net finance costs (357)                   (9)                       -                     (348)                   

Income before income tax 8,758                 (886)                   (335)                   9,979                 

      Income tax expense (2,657)                (230)                   114                    (2,541)                

Net income 6,101  $             (1,116)  $            (221)  $               7,438  $             

5 . Pro forma Earnings per Share

June 30, December 31,

2017 2016

Pro forma net income 10,693  $           16,891  $           

Basic pro forma earnings per share:
  Basic weighted average number of comon shares outstanding 40,317,656        37,030,454        
Basic pro forma earnings per share 0.27  $               0.46  $               

June 30, December 31,
2017 2016

Pro forma net income 10,693  $           16,891  $           

Diluted pro forma earnings per share:
  Diluted weighted average number of comon shares outstanding 41,210,256        38,675,514        
Diluted pro forma earnings per share 0.26  $               0.44  $               

The following table presents a reconciliation of basic pro forma earnings per share:

The following table presents a reconciliation of diluted pro forma earnings per share:

SAVARIA CORPORATION

NOTES TO THE PRO FORMA CONSOLIDATED STATEMENTS OF NET INCOME
(Tabular amounts are expressed in thousands of dollars, except share and per share amounts - Unaudited)

The following table outlines the adjustments made to Savaria's statement on net income for the period ended on

June 30, 2017 in order to exclude Span's results for the period of June 17th to the 30th for the purposes of the pro forma
statement of net income for this period. 

Total                        
Savaria 

Consolidation 
adjustments

Savaria             
excluding Span
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