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(signed) “Grant Ballantyne”

Director

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

2

TERAGO INC.
Consolidated Statements of Comprehensive Earnings
(In thousands, except per share amounts)

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

3

TERAGO INC.
Consolidated Statements of Cash Flows
(In thousands)

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

4

TERAGO INC.
Consolidated Statements of Changes in Equity
(In thousands)

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

5

TERAGO INC.
Notes to Consolidated Financial Statements
(In thousands, except for per share amounts)

1.

Reporting Entity
TeraGo Inc. (the “Company)” is a leading broadband communications and data center service provider to businesses in
Canada. The Company is located in Canada and the address of its registered office is Suite 800 – 55 Commerce Valley
Drive West, Thornhill, Ontario. The Company was incorporated under the Canada Business Corporations Act on
December 21, 2000 and owns and operates a carrier-grade, fixed wireless, fibre-based, IP communications network and
data center facilities in Canada targeting small to medium-sized businesses that require broadband Internet, data
connectivity, voice and data center services. The Company’s common shares are listed on the Toronto Stock Exchange
(TSX) under the symbol TGO.

2.

Basis of Preparation and Presentation
(a) Basis of preparation
These unaudited condensed interim consolidated financial statements (“interim financial statements”) were prepared
using the same accounting policies and methods as those used in the Company’s consolidated financial statements for
the year ended December 31, 2013 (the “2013 Consolidated Financial Statements”), with the exception of those new
accounting pronouncements that were adopted on January 1, 2014 as more fully described in note 3. These interim
financial statements are in compliance with International Accounting Standard 34, Interim Financial Reporting (“IAS 34”).
Accordingly, certain information and footnote disclosure normally included in annual financial statements prepared in
accordance with International Financial Reporting Standards (“IFRS”), as issued by the International Accounting
Standards Board ("IASB"), have been omitted or condensed.
The preparation of financial statements in accordance with IAS 34 requires the use of certain critical accounting
estimates. It also requires management to exercise judgment in applying the Company’s accounting policies. The areas
involving a higher degree of judgment or complexity, or areas where assumptions and estimates are significant to the
financial statements have been set out in note 2 of the Company’s 2013 Consolidated Financial Statements. These
interim financial statements should be read in conjunction with the Company’s 2013 Consolidated Financial Statements.
The Company's operating results are subject to seasonal fluctuations that may materially impact quarter-to-quarter
operating results and, thus, one quarter's operating results are not necessarily indicative of a subsequent quarter's
operating results.
The policies applied in these interim financial statements are based on IFRS issued and outstanding as at September 30,
2014. The Board of Directors authorized the interim financial statements for issue on November 5, 2014.
(b) Basis of presentation
These interim financial statements include the accounts of TeraGo Inc. and its wholly-owned subsidiaries, TeraGo
Networks Inc. and 2000682 Ontario Inc. (collectively, the Company). The notes presented in these interim financial
statements include only significant changes and transactions that have occurred since the last fiscal year end.
During the preparation of the interim financial statements, the Company determined that the utilities costs associated with
its Data Centers should be reclassified from Other Operating expenses to Direct cost of services. For the nine months
ended September 30, 2014, $277 was reclassified for the correction of this immaterial adjustment related to amounts
incurred in the first three months of fiscal 2014. For the three and nine months ended September 30, 2013, $194 and
$224, respectively, was reclassified.
(c) Functional and Presentation Currency
These consolidated financial statements are presented in Canadian dollars, which is the Company’s functional currency.

3.

Significant Accounting Policies
These interim financial statements were prepared using the same accounting policies and methods as those used in the
2013 Consolidated Financial Statements, except for the adoption of new accounting policies as at January 1, 2014 that
are described below:
(a) Levies
In May 2013, the IASB issued IFRIC 21, Levies, which provides guidance on when to recognize a liability for a levy
imposed by a government, both for levies that are accounted for in accordance with IAS 37, Provisions, Contingent
Liabilities and Contingent Assets and those where the timing and amount of the levy is certain. The Interpretation
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identifies the obligating event for the recognition of a liability as the activity that triggers the payment of the levy in
accordance with the relevant legislation. It provides the following guidance on recognition of a liability to pay levies:

The liability is recognized progressively if the obligating event occurs over a period of time

If an obligation is triggered on reaching a minimum threshold, the liability is recognized when that minimum
threshold is reached.
The Company has assessed the impact of this standard and determined there is no impact on its consolidated financial
statements.
Upcoming Accounting Pronouncement not yet Adopted
(b) Revenue from Contracts with Customers
In May 2014, the IASB issued IFRS 15, Revenue from Contracts with Customers, which provides guidance on a revenue
recognition model that applies to contracts with customers and two approaches to recognizing revenue: at a point in time
or over time. New estimates and judgmental thresholds have been introduced, which may affect the amount and/or timing
of revenue recognized. The Company intends to adopt IFRS 15 in its financial statements for the annual period beginning
on January 1, 2017. The extent of the impact of adoption of the standard has not yet been determined.
(c) Financial Instruments
In November 2009, the IASB issued IFRS 9, Financial Instruments ("IFRS 9") and in October 2010, the IASB published
amendments to IFRS 9. IFRS 9, which replaces IAS 39, Financial Instruments: Recognition and Measurement,
establishes principles for the financial reporting of financial assets and financial liabilities that will present relevant and
useful information to users of financial statements for their assessment of the amounts, timing and uncertainty of an
entity's future cash flows. In November 2013, the IASB issued a new general hedge accounting standard, which forms
part of IFRS 9. The new standard removes the January 1, 2015 effective date of IFRS 9. The new mandatory effective
date will be January 1, 2018. The extent of the impact of adoption of the standard has not yet been determined.
4.

Current Assets
Details of selected current asset balances are as follows:
(a) Cash and cash equivalents
The Company’s cash and cash equivalents are comprised of bank balances at major Canadian financial institutions.
(b) Short-term investments
The Company’s short-term investments are as follows:

Interest earned on short-term investments is included in finance income.
(c) Accounts receivable
The Company’s accounts receivable is comprised of the following:
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5.

Network Assets, Property and Equipment

6.

Intangibles Assets and Goodwill

7.

Restricted Cash
The restricted cash is segregated for the period of a tax indemnity to a former officer in connection with the Company’s
initial public offering on June 18, 2007, and is invested in a guaranteed investment certificate. The related accrued
interest is included in short-term investments. The indemnity is described in note 9 of the 2013 Consolidated Financial
Statements and the indemnity period expires in June 2015. In 2014, the Company received a notice of a claim against the
tax indemnity from the former officer relating to the sale of 189 Common Shares. The Company estimated the cost of the
indemnity to be paid from the $821 maximum allocated to the former officer and recorded stock-based compensation
expense of $630 related to this claim in the first quarter of 2014. The Company is awaiting a final settlement of claim with
the former officer. The balance of $821 is held as restricted cash and $630 is recorded in accounts payable and accrued
liabilities as at September 30, 2014.
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8.

Long-term Debt

(a) Long-term Debt Facility
In June 2014, TeraGo entered into an agreement with a syndicate led by the National Bank of Canada (“NBC”) to provide
a $50,000 credit facility that is principally secured by a general security agreement over the Company’s assets.
The total $50,000 facility that matures June 6, 2017 is made up of the following:





$5,000 revolving facility which bears interest at prime plus a margin percent. As of September 2014, $4,000 of this
facility remains undrawn;
$20,000 term facility which bears interest at prime plus a margin percent and is repayable in quarterly principal
installments of $500 starting June 30, 2014. On September 30, 2014, the Company converted, in accordance with the
agreement, the outstanding $19,000 balance into a Banker’s Acceptance for proceeds, after interest and stamping fee
paid, of $18,843. The Company also entered into an interest rate swap contract on September 30, 2014 to fix the
interest rate on the term facility at 3.79%. This interest rate swap contract has not been designated as a hedge and will
be marked-to-market each period; and
$25,000 available for funding acquisitions and will bear interest at prime plus a margin percent and is repayable in
quarterly principal installments of 2.5% of the aggregate amount outstanding. As of September 30, 2014, this facility
remains undrawn.

The Company incurred financing fees of $357 which have been deferred and amortized using the effective interest
method over the term of the debt. The NBC facility is subject to certain financial and non-financial covenants which the
Company is in compliance with at September 30, 2014. Under this facility, the Company is also subject to a cash flow
sweep based on a detailed calculation outlined by NBC not later than 120 days after the end of each fiscal year
commencing with the year ending December 31, 2014.
As at December 31, 2013, the Company had a credit facility agreement with the Royal Bank of Canada (“RBC”) that
consisted of an operating line of credit and certain term facilities, of which $18,454 was drawn at December 31, 2013. The
RBC facility was repaid in the second quarter of 2014 with the proceeds received from the NBC facility. The Company
recorded total finance costs of $624 related to the write-off of unamortized deferred finance costs and unwinding fees.
(b) Equipment loans
The Company has certain equipment loans with financing companies that are secured by the underlying equipment.
These debt facilities, which bear interest at fixed rates ranging from 5.97% to 6.23% over the respective terms, have total
monthly installments of $29.
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9.

Other Long-Term Liabilities

10. Stock-Based Compensation
(a) Stock Options
For the three and nine months ended September 30, 2014, the Company recorded stock-based compensation related to
stock options of $228 and $658 respectively. On March 3, 2014, the Company granted 262 Options under the 2007
Option Plan to an officer of the Company at an exercise price of $5.77 per share.
On January 9, 2014, the Toronto Stock Exchange (the “TSX”) approved the Company to allocate 229 options which were
to fall outside of the 2007 Option Plan subject to certain pre-conditions. On March 3, 2014, the Company granted 229
Options from this reserve to an officer of the Company at an exercise price of $5.77 per share. On March 6, 2014, the
Company secured confirmation from the TSX that the pre-conditions had been satisfied and the option grant approved.
A summary of the status of the Company’s stock option plan as at September 30, 2014 is presented below.

(b) Restricted Share Units (RSUs)
On March 12, 2009, the Company established a RSU Plan which is available to our directors, officers, and full-time
employees approved by the Board. In the first quarter of 2014, the Company granted 150 RSUs to an officer of the
Company. The share price at the date of grant was $5.35 and will be marked to market on a quarterly basis. The value of
one RSU is equal to the value of one Common Share. Plan participants are granted a specific number of RSUs for a given
period based on their position and level of contribution. At the end of the three-year vesting period, the RSUs vest if the plan
participant is employed by the Company. Vested RSUs are expected to be paid in cash or Common Shares purchased on
the open market, or a combination of both, as the Company chooses. All RSUs under this Plan will vest immediately on a
change of control of the Company.
For the three and nine months ended September 30, 2014, the Company recorded compensation expense of $57 and
$135 (2013 - $nil and $nil), respectively, related to the RSUs granted. As of September 30, 2014, a liability of $135 related
to the RSUs granted is included in other long-term liabilities.

10

TERAGO INC.
Notes to Consolidated Financial Statements
(In thousands, except for per share amounts)
The following table is a summary of the number of outstanding RSUs as at:

(c)

Performance-based Share Units (PSUs)

Plan participants are granted a specific number of PSUs for a given period based on their role within the Company and
level of performance. At the end of the three-year vesting period, the PSUs vest if the plan participant is employed by the
Company and certain non-market performance criteria are met. Vested PSUs are expected to be paid in cash or
Common Shares purchased on the open market, or a combination of both, as the Company chooses. All PSUs under this
Plan will vest immediately on a change of control of the Company. The PSUs are re-measured to fair value each reporting
period. The value of one PSU is equal to the value of one Common Share.
On March 2, 2014, 36 PSUs vested and the Company paid cash of $220 to settle the awards based on a weighted share
price of $6.29 per award. In May 2014 and August 2014, the Company granted 98 and 20 PSUs respectively to certain
key executives.
For the three and nine months ended September 30, 2014, the Company recorded stock-based compensation expense
(recovery) of $28 and $(6), respectively, related to the PSUs outstanding. For the three and nine months ended
September 30, 2013, the Company recorded stock-based compensation recovery of $(136) and $(324), respectively,
related to the PSUs outstanding. As at September 30, 2014, a liability of $28 related to the PSUs granted is included in
Current liabilities and Other long-term liabilities (Note 6).
The following table is a summary of the number of outstanding PSUs as at:
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(d)

Stock-Based Compensation Summary

The following table is a summary of the stock-based compensation:

1

The Company’s stock price decreased from $6.61 at December 31, 2013 to $4.99 at September 30, 2014 resulting in a recovery related
to the re-measurement of Performance-based share units that are recorded at fair value each period end, in addition to the reversal of
previous recognized compensation for awards forfeited prior to vesting.

11. Earnings (loss) Per Share
The following table sets forth the calculation of basic and diluted earnings (loss) per share.

For the three and nine months ended September 30, 2014, the impact of all options, RSUs and PSUs totaling 1,240 and
1,146 respectively, were excluded from the calculation of diluted earnings per share because they were antidilutive.
For the three and nine months ended September 30, 2013, the effect of stock options totaling 410 and 410, respectively,
were excluded in the calculation of diluted earnings per share because they were antidilutive.
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12. Fair value of financial instruments
The Company has determined the estimated fair values of its financial instruments based on appropriate valuation
methodologies. These methodologies are described in note 20 of the 2013 Consolidated Financial Statements.
The Company has classified its financial instruments as follows:

13. Related Party Transactions
The Company provides services to one customer whose Chairman of the Board of Directors is one of the Directors of the
Company. Revenue from this customer for the three and nine months ended September 30, 2014 was $18 (2013 - $15)
and $50 (2013 - $43), respectively. Accounts receivable from this customer as at September 30, 2014 was $2 (2013 - $6).
The terms governing these related party transactions are consistent with those negotiated on an arm’s length basis with
non-related parties.
14. Subsequent Events
On May 31, 2013, the Company completed the purchase of 100% of the shares of Data Centers Canada Inc. (“DCC”) for
cash consideration of $9,187 (DCC has since been amalgamated with TeraGo Networks Inc., a wholly-owned subsidiary of
the Company). Of the total consideration paid, $500 remained in escrow pending settlement of ongoing disputes with the
vendors of DCC and their related parties. In October 2014, the Company settled all outstanding disputes and $420 of the
funds held in escrow were released to the vendors. The remaining escrow funds including interest totaling $90 were
released to the Company on October 6, 2014.
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