Legend Power Systems Inc.
MANAGEMENT’S DISCUSSION AND ANALYSIS
Nine months ended June 30, 2018 and 2017

Dated August 22, 2018

Management’s Discussion and Analysis
For the nine months ended June 30, 2018 and 2017
Dated August 22, 2018

!

ABOUT THIS MD&A
This discussion and analysis of ﬁnancial posi1on and results of opera1on of Legend Power Systems Inc. (“Legend” or the
“Company”), is prepared as at August 22, 2018, and should be read in conjunc1on with the Company’s condensed interim
consolidated ﬁnancial statements and the accompanying notes for the nine months ended June 30, 2018 and 2017, the
audited consolidated ﬁnancial statements and accompanying notes for the year ended September 30, 2017, as well as
Management’s Discussion and Analysis and Annual Informa1on Form for the year ended September 30, 2017. The
following disclosure and associated ﬁnancial statements are presented in accordance with IFRS. Except as otherwise
disclosed, all dollar ﬁgures included therein and in the following Management’s Discussion and Analysis (“MD&A”) are
quoted in Canadian Dollars. Unless indicated otherwise, informa1on in this MD&A is current as of August 22, 2018.
The Company’s cer1fying oﬃcers, based on their knowledge, having exercised reasonable diligence, are also responsible to
ensure that these ﬁlings do not contain any untrue statement of a material fact or omit to state a material fact required to
be stated or that is necessary to make a statement not misleading in light of the circumstances under which it was made,
with respect to the period covered by these ﬁlings, and these ﬁnancial statements together with the other ﬁnancial
informa1on included in these ﬁlings. The Board of Directors approve the ﬁnancial statements and MD&A and ensures that
management has discharged its ﬁnancial responsibili1es. The Board’s review is accomplished principally through the Audit
Commi[ee, which meets periodically to review all ﬁnancial reports, prior to ﬁling.
Addi1onal informa1on relevant to the Company can be found on the SEDAR website at www.sedar.com and the Company’s
website at www.legendpower.com.

CAUTION REGARDING FORWARD LOOKING STATEMENTS
This MD&A may contain statements which cons1tute “forward-looking informa1on”, including statements regarding the
plans, inten1ons, beliefs and current expecta1ons of the Company, its directors, or its oﬃcers with respect to the future
business ac1vi1es and opera1ng performance of the Company. The words “may”, “would”, “could”, “will”, “intend”, “plan”,
“an1cipate”, “believe”, “es1mate”, “expect” and similar expressions, as they relate to the Company, or its management, are
intended to iden1fy such forward-looking statements. Investors are cau1oned that any such forward-looking statements
are not guarantees of future business ac1vi1es or performance and involve risks and uncertain1es, and that the
Company’s future business ac1vi1es may diﬀer materially from those in the forward-looking statements as a result of
various factors. Such risks, uncertain1es and factors are described in the periodic ﬁlings with the Canadian securi1es
regulatory authori1es, including the Company’s quarterly and annual Management’s Discussion & Analysis, which may be
viewed on SEDAR at www.sedar.com. Should one or more of these risks or uncertain1es materialize, or should
assump1ons underlying the forward-looking statements prove incorrect, actual results may vary materially from those
described herein as intended, planned, an1cipated, believed, es1mated or expected. Although the Company has
a[empted to iden1fy important risks, uncertain1es and factors which could cause actual results to diﬀer materially, there
may be others that cause results not be as an1cipated, es1mated or intended. The Company does not intend, and does not
assume any obliga1on, to update these forward-looking statements other than as may be required by applicable law.

OUR BUSINESS
_
Legend Power Systems Inc. and its wholly owned subsidiaries, 0809882 B.C. Ltd. - (Canada), Legend Power Systems Corp. (USA) and LPSI (Barbados) Limited - (Barbados), (collec1vely, the “Company” or “Legend”) is an electrical energy
conserva1on company that markets a patented device designed to provide energy savings through Conserva1on Voltage
Reduc1on (CVR) to owners of commercial and industrial buildings. Most buildings on a power grid receive a higher
electrical voltage than required from their power u1li1es as a counterac1ng measure to mi1gate the challenges of line loss
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across a feeder length, and the variable nature of power demand. Voltage higher than a building’s equipment
speciﬁca1ons nega1vely impacts the lifespan of electrical equipment and unnecessarily increases power consump1on. This
results in higher monthly u1lity bills, premature equipment failure, and a larger than necessary environmental footprint for
the aﬀected building. Legend u1lizes a proprietary and patented technology to apply the principles of CVR to a building in
order to regulate its voltage and lower its total power consump1on. By ensuring a consistent and op1mized voltage level
across all loads, the Electrical Harmonizer helps its customers reduce their electricity bills and maintenance costs while
increasing the life of their electrical equipment.
Vision and Strategy
The Company’s vision statement is - “To be recognized as a leading global supplier of innova1ve electrical energy
conserva1on solu1ons”. The Company’s product, the Harmonizer, delivers 4% to 8% energy savings for buildings in North
America, which is a propor1onately signiﬁcant reduc1on for companies with large format real estate such as property
management companies, big box retail, oﬃce buildings, schools, hospitals, mul1-unit residen1al, hotels, etc. The typical
payback period on an average system is between 3 to 4 years, making it a highly compe11ve energy saving op1on,
especially with the cost of energy increasing in most jurisdic1ons.
A core element of Legend’s business plan is to leverage both direct and distribu1on sales channels to aggressively expand
key recommender product adop1on and market share in mul1ple geographic loca1ons. Direct sales in the Province of
Ontario is a notable revenue stream that addi1onally serves as a test bed for sales best prac1ces and intelligence
gathering. Expansion into the United States has begun with the establishment of a presence in New York City and the
iden1ﬁca1on of up to six other highly prospec1ve regions across the U.S. Each region will include a team comprised of
business development, sales, and marke1ng professionals. It is management’s view that successful expansion into the
United States (or any other new market) is dependent on three primary criteria: 1) a high cost of electrical energy in the
region; 2) local government incen1ves for customers to purchase Legend’s technology; and 3) technology endorsement by
“Key Inﬂuencers”, such as local u1li1es and electrical contractors. Key Inﬂuencers are deﬁned as individuals or
organiza1ons in a target market with whom Legend has proven its solu1on to be eﬀec1ve, and has developed a
rela1onship that supplies ac1ve endorsement of the product’s performances, value, and applicability to other poten1al
customers within their sphere of inﬂuence.
Legend’s research and development programs are focused on the crea1on, rapid development, and delivery of unique
feature sets driven by customer feedback. It is an1cipated that these feature sets will amongst other beneﬁts, oﬀer greater
energy savings in all geographic territories and market ver1cals along with improved margins for the Company.

BUSINESS AND OPERATIONAL HIGHLIGHTS
!
Business Highlights (for the three months ended June 30, 2018)
•
•

Record quarterly revenue of $2.1 million;
Blended gross proﬁt margin of 49%;

•
•

39% revenue growth over Q3 of previous year;
23 units recognized in revenue.

OperaHonal Highlights
New York
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Exis1ng, experienced members of Legend’s senior sales staﬀ have been relocated to New York to leverage the groundwork
established over the last 6-months by the Company’s business development team. Since the beginning of early 2018,
business development ac1vi1es in New York that include educa1on, marke1ng and adver1sing, have resulted in
rela1onships with electrical ﬁrms, energy consultants, resellers, u1lity representa1ves, key inﬂuencers and prospec1ve
customers. The Company has seen meaningful growth in its New York sales funnel and is ac1vely responding to an
increasing number of customer requests for site assessments and project implementa1on proposals.
U.S. Expansion
The Company has iden1ﬁed and is targe1ng expansion to addi1onal regions in the U.S. including: Maryland / DC, New
England, southern California, northern California, the mid-west and the paciﬁc northwest. The new regions were iden1ﬁed
based on: u1lity rates, incen1ve programs, state-wide energy eﬃciency resource standards, growth forecasts, and energy
eﬃciency programs. The Company has ini1ated the hiring of business development and sales personnel for each of the
new targeted regions. To further support the U.S. expansion, Legend has engaged a corporate growth consultant to design
the Company’s channel growth programs with a focus on development of a complete “personalized reseller program” for
the Company’s planned U.S. reseller network.
Canada Sales and Opera1ons
The Ontario region con1nued to exhibit meaningful sales growth and yielded strong ac1vity in the Company’s sales funnel
across mul1ple ver1cals. During ﬁscal Q3 the Company received purchase orders for follow-on orders from three exis1ng
customers for a total of 12 units. One of the follow-on orders for 10 units totalled $931,000, bringing the customer’s total
purchase of Harmonizers to 19 units. The Company also recorded sales to three ﬁrst-1me customers for a total of 9 units.
Two exis1ng customers also placed orders for the Company’s new remote metering / analy1cs feature.
Sales in ﬁscal Q3 featured purchases by colleges and universi1es including ﬁve Harmonizer systems by an Ontario-based
college, totalling $597,585. This is the Company’s seventh sale in the post secondary subset of its Ontario educa1on
market ver1cal, and its third sale in ﬁscal 2018. Year-to-date, Legend Power’s three contracts in this ver1cal have averaged
4.5 systems and $520,000. Compared to contracts typically seen in the ﬁrst half of ﬁscal 2018, these three contracts
generally reﬂect a greater number of units sold, as well as higher margins.
Product Development
The Company recently completed the installa1on of remote metering / analy1cs capability in 30 Harmonizer installa1ons.
The test market installs are providing valued insight to the Company’s ability to provide its customers with enhanced, real1me data on power performance in their commercial proper1es and do so on any device with a web browser. The already
‘smart’ controller is at the core of the Harmonizer’s™ ability to assess, then manage incoming voltage levels more costeﬀec1vely in real 1me. It can now send the data captured from it’s power meter, to a central Legend database. The
system’s simple, intui1ve user interface then displays key customer metrics including consump1on, savings, maintenance
status, opera1onal and other parameters directly to their-web enabled device via simple log-in. The remote metering /
analy1cs system refreshes the database in real-1me and updates the user interface every minute. Once tes1ng and
customer feedback gathering from the 30 test loca1ons is completed, Legend plans to commercialize remote monitoring as
an op1onal, high-margin, add-on feature set available with all new product purchases and as a retroﬁt for any of the
Company’s 250+ installa1ons to date.
The Company also recently completed the design of a new 4000 Amp system, which signiﬁcantly exceeds the capacity of
the previously largest system rated at 2500 Amp. The ﬁrst 4000 Amp system was installed as a spec’d component in the
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overall electrical infrastructure per the construc1on of a major Canadian retailer’s newest loca1on. This represents the ﬁrst
1me that one of Legend’s Harmonizers was engineered into the construc1on of a mul1-million-dollar energy unit. The
enhanced capacity of the 4000 Amp system provides the Company a strong value proposi1on for the many prospec1ve
customers with buildings exhibi1ng signiﬁcantly higher power demand, which Legend was not previously able to oﬀer a
solu1on for.
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Marke1ng
In May 2018, the Company enhanced its marke1ng depth with the hire of seasoned marke1ng professional, Michael Davis.
Mr. Davis is leading aspects of various sales-oriented campaigns as well as brand enhancement, and updates for Legend’s
website, trademark portolio and sales collateral library. He has facilitated the Company’s admission to various key trade
associa1ons including NESEA and others aligned with target ver1cals. He is also playing a leading role in the US Expansion
ini1a1ve with support in the macro strategy, ini1al reseller program, and overall business support elements.
Working Capital
As at June 30, 2018 the Company had working capital totaling $14.5 million, up from $4.1 million at September 30, 2017.
The increase in 2018 was due in large part to the $10.5 million private placement closed in April (see “Private Placement”),
exercise of 4,464,382 warrants at a price of $0.40 each for total proceeds of $1.8 million, and exercise of 611,993 op1ons
at prices ranging from $0.20 to $0.30 each for total proceeds of $180,332. As of June 30, 2018, the Company had $10.9
million of cash and cash equivalents.

FINANCIAL RESULTS
C
Financial summary for the three and nine-month periods ended June 30, 2018 and 2017
Three months ended June 30,
2018

2017

Change

Revenue

2,112,341

1,516,813

39%

Cost of sales

1,068,469

799,219

34%

Gross margin1

1,043,872

717,594

45%

49%

47%

2%

(1,222,809)

(886,511)

38%

(33,359)

(21,912)

(52)%

(187,847)

(161,510)

16%

(Cdn$, unless noted otherwise)

Gross margin %1
OperaIng expenses
Adjusted EBITDA2
Net loss
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Nine months ended June 30,
(Cdn$, unless noted otherwise)

2018

2017

Change

Revenue

5,311,630

3,163,042

68%

Cost of sales

3,035,259

1,658,365

83%

Gross margin1

2,276,371

1,504,677

51%

43%

48%

(5)%

(3,643,112)

(2,395,580)

52%

(924,521)

(530,973)

(74)%

(1,377,489)

(881,244)

56%

Gross margin %1
OperaIng expenses
Adjusted EBITDA2
Net (loss)
1
2

Gross margin is based on a blend of both equipment and installaIon revenue.
Adjusted EBITDA is a non-IFRS ﬁnancial measure. See EBDITA ReconciliaIon for discussion.

Revenue for the third quarter of 2018 was $2,112,341, a 39% increase from $1,516,813 in the same period of ﬁscal 2017.
Revenue for the ﬁrst nine months of ﬁscal 2018 was $5,311,630, an increase of 68% from $3,163,042 in the same period in
2017. The revenue increase in 2018 is due primarily to building awareness of, and interest in, the Company’s technology
across several market ver1cals as well as consistently demonstra1ng reliability and strong energy savings in a growing
number of commercial buildings.
Gross margin in the third quarter of ﬁscal 2018 was 49%, an increase from 47% in the third quarter of ﬁscal 2017. The
improvement in Q3 2018 margin was due to a rela1ve increase in the average system size recognized in revenue as well as
a rela1vely higher system revenue to install services revenue ra1o. In the nine months ended June 30, 2018 the Company
recorded gross margin of 43%, a decrease from 48% in the nine months ended June 30, 2017. The decrease in the 2018
year-to-date period was due primarily to the compara1vely higher rela1ve amount of lower margin installa1on revenue
realized (38% of total revenue compared to 13% in the same period of 2017) and a compara1vely higher rela1ve amount
of sales in the Company’s smaller, lower margin units. We expect that as sales and produc1on volumes increase, average
size of systems sold moves closer to the middle of our product line and the impact of our installa1on margin improvement
program con1nues, gross margin will con1nue to improve.
Adjusted EBITDA for the third quarter of ﬁscal 2018 was nega1ve $33,359, a decrease of 52% from $21,912 in the third
quarter of ﬁscal 2017. For the nine months ended June 30, 2018 Adjusted EBITDA was nega1ve $924,521, a decrease of
74% from $530,973 in the nine months ended June 30, 2017. The decrease in adjusted EBITDA for the compara1ve periods
is the result of lower gross proﬁt margins as discussed above and higher opera1ng expenses as discussed below in
Opera1ng Expenses and Other Items.
Net loss for the third quarter of ﬁscal 2018 was $187,847, an increase from $161,510 in the third quarter of 2017. Net loss
for the nine months ended June 30, 2018 was $1,377,489, an increase from $881,244 in the nine months ended June 30,
2017.
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OperaHng Expenses and Other Items
Three-months ended June 30,
(Cdn$, unless noted otherwise)

2018

2017

Change

Salaries and consulIng fees

718,675

497,275

44%

General and overhead

165,053

156,231

6%

Professional fees

88,795

25,000

255%

Warranty provision

88,510

61,000

45%

Share-based compensaIon

79,152

95,573

(17)%

Bad debt

48,943

-

n/a

AmorIzaIon and depreciaIon

17,483

51,432

(66)%

Product development

16,198

-

n/a

1,222,809

886,511

38%

Total opera7ng expenses

Nine-months ended June 30,
2018

2017

Change

2,203,916

1,359,933

62%

General and overhead

685,339

479,452

43%

Share-based compensaIon

349,765

210,180

66%

Professional fees

141,702

99,265

43%

Warranty provision

86,829

97,000

(10)%

Product development

83,106

-

n/a

Bad debt

48,943

-

n/a

AmorIzaIon and depreciaIon

43,512

149,750

(71)%

3,643,112

2,395,580

52%

(Cdn$, unless noted otherwise)
Salaries and consulIng fees

Total opera7ng expenses

Total opera1ng expenses for the quarter ended June 30, 2018 increased to $1,222,809 up from $886,511 in same period of
2017. Total opera1ng expenses for the nine months ended June 30, 2018 increased to $3,643,112 up from $2,395,580 in
the nine months ended June 30, 2017. The increase in opera1ng expenses experienced in both compara1ve periods is
par1ally due to the signiﬁcant investments the Company is making to support its U.S. expansion plan, the costs of which
impact several of the expense categories below. Details of the primary components of opera1ng expenses are as follows:
•

Signiﬁcant Increases in salaries and consul1ng fees is associated with the addi1on of 10 net new staﬀ members
since the prior year period. The expansion of our team is the result of the Company’s growth in both exis1ng and
new geographical markets. In the ﬁscal year-to-date the Company has added personnel as to; Sales 4; Opera1ons
4; Marke1ng 1; and General and Admin 1. The Company also incurred recrui1ng and severance costs which added
to the increase in the current ﬁscal year. In the previous year compara1ve periods, certain salaries were
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capitalized to development costs, which added to the year over year increases reported. Salaries and consul1ng
fees for the third quarter of 2018 were $718,675, up from $497,275 in the same period of 2017, and year to date
costs were $2,203,916 up from $1,359,933 in the same period of 2017.
•

General and overhead costs for the third quarter of 2018 were $165,053, up from $156,231 in the same period of
2017, and year to date costs were $685,339 up from $479,452 in the same period of 2017. The increase in costs in
the both periods of ﬁscal 2018 was due primarily to higher oﬃce related costs and growth in costs associated with
sales and business development focused travel, with the Company’s expansion in Toronto and New York.

•

Professional fees for the third quarter of 2018 were $88,795 a signiﬁcant increase from $25,000 in the third
quarter of 2017, and year to date professional fees were $141,702 a 43% increase from $99,265 in the same
period of 2017. The increased professional costs experienced in ﬁscal 2018 were due to higher audit and legal fees
from increased opera1ons and US expansion compared to the compara1ve period of ﬁscal 2017.

•

Share-based compensa1on expense for the third quarter of 2018 was $79,152, a decrease from $95,573 in the
quarter of 2017, and year to date expense was $349,765 up from $210,180 in the same period of ﬁscal 2017.
Share-based compensa1on expense is a[ributable to grants of incen1ve stock op1ons to employees, oﬃcers,
directors and consultants, and is expensed in rela1on to the Fair Value and ves1ng periods associated with the
op1ons granted, including past years grants. Varia1ons in the compara1ve periods is due to the number of
op1ons ves1ng in each period and the Fair Value of op1ons granted. During the three and nine months ended
June 30, 2018, a total of 420,000 (2017 - nil) and 720,000 (2017 – 2,335,000) stock op1ons, respec1vely, were
granted to directors and employees.

•

The increase in total opera1ng expense was also impacted by development costs of $16,198 for the third quarter
of ﬁscal 2018 (2017 - $nil), and $83,106 for the nine months ended June 30, 2018 compared to $Nil in the nine
months ended June 30, 2017 when certain of these costs were capitalized.

•

Warranty provision of $86,829 for the nine months ended June 30, 2018 (2017 - $97,000) is due to addi1onal 63
units sold in the period. For the three months ended June 30, 2018, the addi1onal warranty provision was
$88,510, and $61,000 for the three months ended June 30, 2017. The Company provides a 10-year warranty with
the sale of its Harmonizers. The Company’s calcula1on of warranty provision is based on es1ma1ons and
assump1ons related to the need for replacement of certain parts of the Harmonizers in the future.

•

Amor1za1on and deprecia1on costs for the third quarter of 2018 were $17,483, down from $51,432 in the third
quarter of 2017, and year to date 2018 amor1za1on and deprecia1on costs were $43,512 down from $149,750 in
2017. The decrease is due to the fact that no amor1za1on of patent costs was recorded during ﬁscal 2018 as they
were fully amor1zed in ﬁscal 2017, which was oﬀset slightly by addi1onal deprecia1on on recent equipment
purchases and product development amor1za1on which started in the third quarter of ﬁscal 2018.

Page 9
& of &18

Management’s Discussion and Analysis
For the nine months ended June 30, 2018 and 2017
Dated August 22, 2018

!

Quarterly Trends
(Cdn$, unless noted otherwise)
2016
Q4

2017
Q1

Q2

2018
Q3

Q4

Q1

Q2

Q3

42,344

644,847

1,001,382

1,516,813

1,065,714

1,282,707

1,916,582

2,112,341

(172,443)

275,159

511,924

717,594

150,661

433,507

798,992

1,043,872

790,080

748,947

760,122

886,511

1,127,367

1,178,176

1,242,127

1,222,809

Loss before
other items

(668,784)

(473,788)

(248,198)

(168,917)

(976,706)

(744,669)

(443,135)

(178,937)

Net loss

(860,925)

(477,755)

(241,979)

(161,510)

(965,443)

(747,328)

(442,314)

(187,847)

(0.015)

(0.006)

(0.003)

(0.002)

(0.012)

(0.009)

(0.005)

(0.002)

Revenue
Gross margin1
OperaIng
expenses

Loss per
common
share2
1 Gross
2 Basic

margin is based on a blend of both equipment and installaOon revenue.
and diluted.

While the Company again in the most recent quarter recorded the highest quarterly revenue to date and rela1vely low net
loss and loss per share, net income did not increase propor1onately due to increased personnel and general and overhead
costs. The increased costs were primarily the result of investments in US expansion ini1a1ves, internal installa1on team
capacity, as well marke1ng ini1a1ves.
While in Q2 F2018 the Company recorded its highest quarterly revenue to date, revenue, gross margin, loss before other
items and net loss results, reﬂect signiﬁcant variability, which management deems consistent with a technology company
perfec1ng the execu1on of its business model. One source of variability has been a seasonal aﬀect which in recent history
has had a downward impact on revenue. We an1cipate future quarterly ﬁscal results to demonstrate a more consistent
trend for revenue, gross margin and eventually overall proﬁtability.
As an1cipated, cost of sales and opera1ng costs did also signiﬁcantly increase in Q2 2018 and were higher than all previous
quarters as unit sales increased and the company incurred addi1onal personnel and overhead costs associated with
building out its team.
Q1 2018 revenue, and gross margin were roughly in line with the average of the prior three ﬁscal quarters. Opera1ng costs
however were higher in Q1 2018 than all previous quarters as the company incurred addi1onal personnel and overhead
costs associated with establishing a presence in New York.
Q4 2017 revenue was lower than Q3 due in most part to the seasonality eﬀects associated with our top ver1cal. Gross
margin was also generally lower during Q4 2017 due to adjustments applied to inventory which nega1vely impacted cost
of goods sold as well as a propor1onately larger amount of lower margin install revenue recognized during the period.
Q3 2017 results showed solid improvement over Q2 2017 and were far superior in all respects to those of the six ﬁscal
quarters prior to Q1 2017, which was due to strong revenue growth combined with the Company’s success in controlling
opera1ng expenses.
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Q4 2016 revenue was signiﬁcantly lower than the trend that had been established in prior quarters of 2016 which was due
in part to sales tradi1onally being slower in Q4 and the fact that orders were received later during the quarter such that
installa1ons and the associated revenue could not be completed and recognized in the period.
Gross margin recorded in Q4 2016 was nega1vely impacted by an inventory write-down totaling $179,081 and an
accumula1on of installa1on costs associated with several projects.

FINANCIAL CONDITION, CAPITAL RESOURCES AND OTHER DISCLOSURES
_
Summary of Consolidated Statement of Cash Flows
Nine months ended June 30,
(Cdn$, unless noted otherwise)

2018

2017

Cash used in operaIng acIviIes

(1,681,350)

(2,441,400)

(31)%

Cash used in invesIng acIviIes

(89,494)

(303,024)

(70)%

11,549,530

2,453,549

371%

9,778,686

(290,875)

3,462%

Cash provided by ﬁnancing acIviIes
Total change in cash

Change

Cash used in operaHng acHviHes
During the nine months ended June 30, 2018, cash used in opera1ng ac1vi1es was $1,681,350, down from $2,441,400 for
the nine months ended June 30, 2017. The decrease in cash used in opera1ng ac1vi1es is due primarily to changes in
working capital items which required cash expenditures of $843,635 for 2018 year to date period compared to $2,017,087
in the same period of 2017.
Cash used in invesHng acHviHes
During the nine months ended June 30, 2018, cash used for inves1ng ac1vi1es was $89,494, down from $303,024 in the
same period of ﬁscal 2017. The decrease is due to fact that during the ﬁscal 2017 year to date a total of $243,082 of
product development costs were capitalized and therefore included in inves1ng ac1vi1es versus all being expensed in the
same period of current ﬁscal year.
Cash provided by ﬁnancing acHviHes
During the nine months ended June 30, 2018, cash provided from ﬁnancing ac1vi1es was $11,549,530, a 371% increase
from $2,453,549 in the same period of ﬁscal 2017. The signiﬁcant increase was due to proceeds from the Oﬀering and
over-allotment op1on completed in April 2018 (see “Working Capital - Private Placement”).
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Working Capital Items
(Cdn$, unless noted otherwise)

at June 30,
2018

at September 30,
2017

Change

10,916,910

1,160,127

841%

Accounts receivable

1,307,744

1,745,030

(25)%

Due from customers on contract

1,736,590

892,062

95%

Inventory

1,366,580

1,010,276

35%

163,969

84,693

94%

15,491,793

4,892,188

217%

Trade payables

634,578

592,760

7%

Accrued LiabiliIes

292,039

184,942

58%

Due to related parIes

19,642

-

n/a

Total current liabili7es

946,259

777,702

22%

14,545,534

4,114,486

253%

Cash

Prepaids and deposits
Total current assets

Working capital

Liquidity and capital resources measures
As at June 30, 2018, the Company had cash and cash equivalents of $10,916,910 (September 30, 2017 - $1,160,127), total
current assets of $15,491,793 (September 30, 2017 - $4,892,188) and current liabili1es of $946,259 (September 30, 2017 $777,702). As at June 30, 2018, the Company had working capital of $14,545,534 (September 30, 2017 - $4,114,486). An
increase of over $10.4 million which is due primarily to the net proceeds of $9,583,445 from the Oﬀering and overallotment op1on closed in April 2018 (see “Working Capital – Private Placement”).
Based on working capital as at June 30, 2018, es1mated cash requirements for the next twelve months and the Company’s
ability to 1mely collect accounts receivable, management believes the Company has suﬃcient working capital to con1nue
business opera1ons over the ensuing year.
The Company has historically relied on equity ﬁnancing to raise the requisite ﬁnancial resources. There is no assurance that
proﬁtability will be achieved or that management will be successful in obtaining ﬁnancing when and if required on terms
acceptable to the Company.
Accounts Receivable
Accounts receivable at June 30, 2018 was $1,307,744 compared with $1,745,030 at September 30, 2017, a decrease of
$437,286. The Company’s cash collec1on cycle is typically longer than most due to the varying nature of customer
scheduling constraints, and the mul1-step process associated with installa1on and commissioning of our technology; all of
which is completed prior to ﬁnal invoicing of a customer.
Due from Customers on contract
Due from customers on contract amounts of $1,736,590 at June 30, 2018 and $892,062 at September 30, 2017, relates to
work performed on product sales where revenue has been recognized, however the amounts are s1ll to be invoiced to the
customers on comple1on of installa1on based on contract terms. The 95% increase due from customers is due to
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increased sales in the nine months ended June 30, 2018 of 79 harmonizers sold compared to 56 in the same period of last
year.
Inventory
At June 30, 2018 inventory was $1,366,580 compared with $1,010,276 at September 30, 2017. The 35% increase in
inventory is primarily due to the need to carry suﬃcient materials to meet higher projected unit sales in 2018 and the
Company’s strategy to advance the purchase suﬃcient materials to fulﬁll at least 3-months of projected orders. The
Company’s ability to fulﬁll customer orders on a 1mely basis is dependent on carrying an inventory of various components,
in par1cular those components with lengthy lead 1mes for delivery.
Prepaids
At June 30, 2018 prepaid items were $163,969 compared with $84,693 at September 30, 2017. This increase of 94% is due
primarily to rent deposits for the oﬃces in Vancouver, Toronto and New York, pursuant to new lease agreements discussed
below in “Contractual Obliga1ons and Commitment” sec1on; as well as prepaid commercial and director’s liability
insurance.
Current LiabiliHes
Trade payables and accrued liabili1es at June 30, 2018 were $634,578 and $292,039 respec1vely, compared with $592,760
and $184,942 at September 30, 2017. The increase in trade payables is due primarily to amounts owing to a third-party
contractor for par1ally completed installa1ons, inventory purchases and a generally higher level of ac1vity in the Company.
The increase in accrued liabili1es is primarily due to an increase in accrued year-end audit and ﬁling fees and commission
accrued to a public sector sourcing partner for product sales.
Contractual ObligaHons and Commitments
On December 4, 2017 the Company entered into an agreement to lease premises in Toronto, Ontario. On March 22, 2018
the Company entered into an agreement to lease premises in Vancouver, B.C. The lease agreements require the following
total remaining payments in each of the below ﬁscal years:
2018
2019
2020
2021

$42,717
$145,539
$139,879
$70,775

The lease payments are subject to changes or increases in addi1onal opera1ng costs generally described as the Company’s
por1on of the landlord’s common area charges and property taxes.
The Company has an employment agreement with the President and CEO of the Company that contains severance
provisions whereby termina1on without cause could result in addi1onal costs to the Company unless re-nego1ated or
se[led otherwise.
Proposed TransacHons
None.
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Outstanding Share Data

Number outstanding
at September 30,
2017

Net issued (private
placement, grants,
cancellaIons,
exercises)

Number
outstanding at June
30, 2018

Shares1

82,786,258

18,232,375

101,018,633

444,170

101,462,803

OpIons

8,259,496

(411,160)

7,848,336

(806,669)

7,041,667

Warrants

4,464,382

(4,464,382)

-

-

-

-

703,410

703,410

-

703,410

Class of Security

Broker Warrants
1

Net issued (grants,
cancellaIons,
exercises)

Number
outstanding at
August 22, 2018

The Company’s authorized share capital is an unlimited number of common shares without par value. All issued common shares are fully paid.

IncenHve stock opHons
During the nine months ended June 30, 2018, the Company: granted 720,000 op1ons with an average
exercise price ranging from $0.68 to $0.92 each; 611,993 op1ons were exercised for proceeds of $180,332; and 519,167
op1ons were forfeited. Subsequent to June 30, 2018 and to the date of this report: 444,170 op1ons were exercised for
proceeds of $119,251; and 362,499 op1ons expired or were forfeited.
Warrant exercises
During the nine months ended June 30, 2018, 4,464,382 warrants with an exercise price of $0.40 each, were exercised for
total proceeds of $1,785,754, leaving no warrants outstanding.
Broker warrants
During April 2018, as part of the Oﬀering the Company issued 703,410 Broker Warrants (see “Working Capital – Private
Placement”). Each Broker Warrant en1tles the holder to purchase one Share at $0.80 per share to April 2020.
Oﬀ-Balance Sheet Arrangements
The Company does not have any oﬀ-balance sheet arrangements.

RISKS AND UNCERTAINTIES
_
In the course of our opera1ons, we are exposed to various business risks and uncertain1es that can aﬀect our ﬁnancial
condi1on. While some ﬁnancial exposures are reduced through insurance, and other risk management measures we have
in place, there are certain cases where the market and opera1ng risks are driven by external factors beyond our inﬂuence
and control. The risks and uncertain1es discussed in the Company’s Annual Informa1on Form dated February 15, 2018 and
MD&A dated January 24, 2018, remain unchanged.
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RELATED PARTY DISCLOSURES
_
The Company entered into the following related party transac1ons during the three and nine months ended June 30, 2018
and 2017. The terms and condi1ons of the transac1ons with key management personnel and non-execu1ve directors and/
or their related par1es were no more favorable than those available, or which might reasonably be expected to be
available, on similar transac1ons with non-related en11es on an arm’s length basis.
TransacHons with Key Management Personnel
During the three and nine months ended June 30, 2018 and 2017, the following amounts were incurred with respect to the
Company’s CEO (Mr. Randy Buchamer), and CFO (Mr. Steve Vanry):
Three months ended June 30,
(Cdn$, unless noted otherwise)

2018

2017

Nine months ended June 30,
2018

2017

Salaries – R. Buchamer

56,250

50,000

168,750

150,000

ConsulIng fees – S. Vanry

40,696

35,028

116,585

100,479

Share based compensaIon – R. Buchamer

96,777

30,553

133,481

98,836

6,688

7,688

25,041

13,336

200,411

123,269

443,857

362,651

Share based compensaIon – S. Vanry
Total

TransacHons with Other Related ParHes
During the three and nine months ended June 30, 2018 and 2017, the following amounts were incurred with respect to the
Company’s non-execu1ve directors (Messrs. Michael Atkinson, Jamie Blundell, Ma[ Walker and Dave Guebert, Cosimo La
Porta(1), Michael Harcourt(2):

Three months ended June 30,
(Cdn$, unless noted otherwise)

2018

2017

Nine months ended June 30,
2018

2017

Share-based compensaIon

18,000

19,287

53,526

47,413

Total

18,000

19,287

53,526

47,413

1) Cosimo La Porta was appointed director of the Company on April 12, 2018.
2) Michael Harcourt ceased to be a director on April 9, 2018.
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NEW ACCOUNTING STANDARDS NOT YET ADOPTED
_
The following is an overview of new accoun1ng standards that the Company will be required to adopt in future years. The
Company does not expect to adopt any of these standards before their eﬀec1ve dates. The Company is currently assessing
the impact of adop1ng the new standards.
(i) IFRS 9 - Financial Instruments. This standard par1ally replaces IAS 39 - Financial Instruments: RecogniBon and
Measurement. IFRS 9 measures ﬁnancial assets, axer ini1al recogni1on, at either amor1zed cost or fair value.
Exis1ng IAS 39 classiﬁes ﬁnancial assets into four measurement categories. The standard is eﬀec1ve for annual
periods beginning on or axer January 1, 2018. In the year of adop1on, the Company is required to provide addi1onal
disclosures rela1ng to the reclassiﬁed ﬁnancial assets and liabili1es.

(ii) IFRS 15 - Revenue from contracts with customers. IFRS 15 is eﬀec1ve for annual periods beginning on or axer January
1, 2018. IFRS 15 speciﬁes how and when to recognize revenue as well as requires en11es to provide users of ﬁnancial
statements with more informa1ve, relevant disclosures. The standard supersedes IAS 18, Revenue, IAS 11,
Construc1on Contracts, and a number of revenue-related interpreta1ons. The new standard will apply to nearly all
contracts with customers: the main excep1ons are leases, ﬁnancial instruments and insurance contracts.
(iii) IFRS 16 – Leases, was issued which requires, among other things, lessees to recognize leases tradi1onally recorded as
opera1ng leases in the same manner as ﬁnancing leases. The standard replaces IAS 17, Leases, and is eﬀec1ve for
annual periods beginning of axer January 1, 2019 with earlier applica1on permi[ed.

FINANCIAL INSTRUMENTS AND RISK MANAGEMENT
Financial instruments
The Company’s ﬁnancial instruments consist of cash and cash equivalents, trade receivables, accounts payable and
amounts due to related par1es. The carrying values of these ﬁnancial instruments approximate their fair values because of
their short term nature. A number of the Company’s accoun1ng policies and disclosures require the measurement of fair
values, for both ﬁnancial and non-ﬁnancial non-ﬁnancial assets and liabili1es. When measuring the fair value of an asset or
liability, the Company uses market data as far possible. Fair values are categorized into diﬀerent levels in a fair value
hierarchy, based on the inputs used in the valua1on techniques, as follows:
• Level 1: quoted prices (unadjusted) in ac1ve markets for iden1cal assets or liabili1es;
• Level 2: inputs other than quoted prices included in Level 1 that are observable for the asset or liability, either
directly or indirectly;
• Level 3: inputs for the asset or liability that are not based on observable market data.
Risk management
The risks 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 1mely and eﬀec1ve
manner.
Foreign currency risk
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The Company is exposed to the US foreign exchange ﬂuctua1on risks through its US subsidiary opera1ons and expenses
incurred in US dollars. As at June 30, 2018 all of Company’s liquid assets and liabili1es were held in Canadian dollars and
US dollars. A signiﬁcant change in the USD exchange rate rela1ve to the Canadian dollar could aﬀect the Company’s results
of opera1ons. A change in the value of US dollar by 10% rela1ve to the Canadian dollar would aﬀect the Company’s net
loss for the nine months ended June 30, 2018 by $27,998 (2017 - $nil).
Interest rate risk
Interest rate risk refers to the risk that the value of a ﬁnancial instrument or cash ﬂows associated with the instrument will
ﬂuctuate due to changes in market interest rates. The Company is exposed to interest risk from the interest rate impact on
cash and cash equivalents. The Company earns interest on deposits based on current market interest rates, which during
the nine months ended June 30, 2018 ranged from 0.5% to 1.6% (2017 – 0.5% to 1.4%). A 1% change in interest rates
would aﬀect the Company’s results of opera1ons for the nine months ended June 30, 2018 by approximately $55,876
(2017 - $9,871). The Company does not have any interest-bearing liabili1es.
Credit risk
Credit risk is the risk of an unexpected loss if the counterparty to a ﬁnancial instrument fails to meet its
contractual obliga1ons. The credit risk associated with cash is believed to be minimal as cash is on deposit with Canadian
and foreign banks that are believed to be creditworthy. Receivables are comprised primarily of amounts due from various
customers. The Company does not believe it is exposed to signiﬁcant concentra1on of credit risk. At June 30, 2018,
receivables from four customers accounted for 34%, 26%, 13% and 11%, respec1vely of the Company’s receivable balance
for a total of 84% in aggregate. Receivables from three customers accounted for 11%, 13%, and 16%, respec1vely of the
Company’s receivable balance for a total of 40% in aggregate at September 30, 2017.
Liquidity risk
Liquidity risk is managed by ensuring suﬃcient ﬁnancial resources are available to meet obliga1ons associated
with ﬁnancial liabili1es. As at June 30, 2018 the Company had cash and cash equivalents of $10,916,910 to se[le its
current liabili1es of $946,259.

EBDITA RECONCILATION
_
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We are disclosing Adjusted EBITDA as a supplementary indicator of opera1ng performance. We deﬁne Adjusted EBITDA as
net income or loss before; interest, income taxes, amor1za1on, non-cash stock-based compensa1on and foreign exchange
gains and losses, as well as unusual non-opera1ng items such as bad debt. Warranty expense is no longer included in the
Adjusted EBITDA calcula1on, as such historical amounts have been updated.
Nine months ended June 30,

Three months ended June 30,
(Cdn$, unless noted otherwise)

2018

2017

2018

2017

(187,847)

(161,510)

(1,377,489)

(881,244)

21,308

(5,169)

31,705

492

(12,398)

(2,238)

(20,957)

(10,151)

AmorIzaIon and depreciaIon

17,483

51,432

43,512

149,750

Share based compensaIon

79,152

95,573

349,765

210,180

Bad debt

48,943

-

48,943

-

(33,359)

(21,912)

(924,521)

(530,973)

Net loss
Add / (deduct):
Foreign exchange
Interest income

Adjusted EBITDA

OTHER MD&A REQUIREMENTS
_
Addi1onal informa1on rela1ng to the Company may be found on or in:
· SEDAR at www.sedar.com;
· the Company’s website at www.legendpower.com;
· the Company’s condensed interim consolidated ﬁnancial statements for the nine-month periods ended June 30, 2018 and
2017;
· the Company’s consolidated ﬁnancial statements for the years ended September 30, 2017 and Annual Informa1on Form
for the year ended September 30, 2017.
Approval
The Board of Directors of the Company has approved the disclosure contained in this Management’s Discussion and
Analysis.
On Behalf of the Board of Directors,
“Randy Buchamer”
Randy Buchamer
President, CEO and Director
August 22, 2018
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