
FORM 51-102F4 

BUSINESS ACQUISITION REPORT 

 

Item 1 Identity of Company 

 

1.1 Name and Address of Company 

 

Clearwater Seafoods Incorporated ("Clearwater") 

757 Bedford Highway 

Bedford, Nova Scotia 

B4A 3Z7 

 

1.2 Executive Officer 

 

For further information, please contact Tyrone Cotie, Treasurer at (902) 457-8181. 

 

Item 2 Details of Acquisition 

 

2.1 Nature of Business Acquired 

 

On October 30, 2015, Clearwater acquired all of the outstanding shares of Macduff Shellfish 
Group Limited ("Macduff"), a United Kingdom-based vertically integrated shellfish company (the 
"Acquisition"). Macduff is a private company limited by shares incorporated in Scotland. 
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2.2  Acquisition Date 

 

October 30, 2015.   

 

2.3 Consideration 

The total fair value of the consideration paid or payable by Clearwater in connection with the 
Acquisition as of the closing was £81 million plus the repayment of Macduff outstanding debt 
facilities of £19 million and management fees of £1.6 million for a total of £102 million (CDN 
$206 million). 

The fair value of the consideration of approximately £81 million is comprised of: 

 cash paid on closing of £54 million (CDN $109 million);  
 an unsecured deferred consideration obligation (“Deferred Obligation”) with a fair value 

of £20.9 million (CDN $42 million); and  
 unsecured additional consideration to be paid in the future dependent upon the future 

financial performance of Macduff (“Earnout”) with an estimated fair value of £6.1 million 
(CDN $12 million). 

Deferred Obligation 

The Deferred Obligation applies to 33.75% of the shares acquired by Clearwater (the "Earn Out 
Shares") and will be paid over the next five to six years with a fair value of £20.9 million (CDN 
$42 million) as of the acquisition date.  

In each year, the former holders of the Earn Out Shares can elect to be paid up to 20% of the 
Deferred Obligation.  Clearwater has the right to exercise the payout of 20% of the Deferred 
Obligation annually commencing two years after the date of closing.  The percentage of the 
Deferred Obligation remaining unpaid will impact the fair value of the future performance 
component of the additional consideration, the Earnout.   

The Earnout 

The Earnout is unsecured additional consideration to be paid dependent upon the future 
financial performance of Macduff and the percentage of Deferred Obligation remaining unpaid 
(refer to Deferred Obligation above).  The estimated fair value of the Earnout is £6.1 million 
(CDN $12 million) and is assumed to be paid over the next five years. 

The amount of the total Earnout is calculated as follows:  

The greater of:  

(i) £3.8 million; OR 
(ii) up to 33.75% (dependent upon the percentage of Deferred obligation remaining 

unpaid each year) of the increase in equity value of the business over five years 
calculated as 7.5x adjusted EBITDA less the outstanding debt of MacDuff; and    
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(iii) 10% of adjusted EBITDA above £10 million (dependent upon the percentage of 
Deferred obligation remaining unpaid each year) 

Clearwater financed the cash portion of the acquisition, the repayment of Macduff’s outstanding 
debt facilities and the payment of management fees from existing cash resources and existing 
loan facilities, including a CDN $75 million increase in its Term Loan B facility, a CDN $25 
million increase in its Revolving Loan Facility and CDN $23 million borrowing on its existing 
Revolving Loan Facility.  

 

2.4 Effect on Financial Position 

 

The effect of the Acquisition on Clearwater’s financial position is outlined in the pro forma 
financial statements attached hereto as Schedule "A". Pro forma leverage is expected to 
decrease to below 4.0x by December 31, 2016. Clearwater expects to operate above its 
leverage target of 3.0x with the intention of returning to this goal over the course of two to three 
years. 

 

Clearwater presently has no plans for material changes in the business or affairs of Macduff that 
may have a significant effect on the financial performance or financial position of Clearwater.  

 

2.5 Prior Valuations 

 

Not applicable.  

 

2.6 Parties to Transaction 

 

The Acquisition was not a transaction with an informed person, associate or affiliate of 
Clearwater.  

 

2.7 Date of Report 

 

February 5, 2016 
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Item 3  Financial Statements and Other Information 

 

The following financial statements required by Part 8 of National Instrument 51-102 Continuous 
Disclosure Obligations are included in this report: 

1. Unaudited pro forma consolidated financial statements of Clearwater that give effect to 
the Acquisition, comprised of the unaudited pro forma condensed consolidated 
statement of financial position as at October 3, 2015, and the unaudited pro forma 
condensed consolidated statements of earnings (including earnings per share) for the 
financial year ended December 31, 2014 and for the 39 weeks ended October 3, 2015, 
together with the notes thereto, which are attached as Schedule "A" to this report. 
 

2. Audited consolidated financial statements of Macduff as at September 30, 2015 and 
2014, and for the years ended September 30, 2015 and 2014, together with the notes 
thereto, which are attached as Schedule "B" to this report. Johnston Carmichael LLP 
have not given their consent to the inclusion of their auditors’ report on the financial 
statements in this report. 
 

The following financial statements are incorporated by reference, and form part of this business 
acquisition report.  These financial statements have been filed under Clearwater’s SEDAR 
profile at www. sedar.com: 

1. The audited annual consolidated financial statements of Clearwater as at and for the 
years ended December 31, 2014 and 2013.  KPMG LLP have not given their consent to 
the inclusion of their auditors’ report on the financial statements in this report. 
 

2. The unaudited interim condensed financial statements of Clearwater as at and for the 13 
week and 39 week periods ended October 3, 2015 and September 27, 2014. 

 
Non IFRS Measures 

This report makes reference to several non-IFRS measures.  These measures are provided to 
enhance the reader’s understanding of Clearwater’s financial performance and explain the 
calculation of Deferred Consideration payments.  They are included to provide investors and 
management with an alternative method for assessing our operating results in a manner that is 
focused on the performance of our ongoing operations and to provide a consistent basis for 
comparison between periods.  These non-IFRS measures are not recognized measures under 
IFRS, and therefore they are unlikely to be comparable to similar measures presented by other 
companies.  Management believes that in addition to sales, earnings and cash provided by 
operating activities, non-IFRS measures are useful terms from which to determine Clearwater’s 
ability to generate cash for investment in working capital, capital expenditures, debt service, 
income tax and dividends. 
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The non-IFRS measures referred to in this report include EBITDA, adjusted EBITDA and 
leverage. Refer to non-IFRS measures, definitions and reconciliations in Clearwater’s 
Management Discussion and Analysis for further information. 

Macduff’s adjusted EBITDA for purposes of the Deferred Consideration payments will be 
calculated as set out in the instrument constituting earn out consideration loan notes dated 
October 30, 2015, a copy of which is filed on SEDAR under Clearwater’s profile.  

 

Adjusted EBITDA is defined as EBITDA excluding items such as severance charges, gains or 
losses on property, plant and equipment, gains or losses on quota sales, refinancing and 
reorganization costs.  In addition recurring accounting gains and losses on foreign exchange 
(other than realized gains and losses on forward exchange contracts), have been excluded from 
the calculation of adjusted EBITDA.  Unrealized gains and losses on forward exchange 
contracts relate to economic hedging on future operational transactions and by adjusting for 
them, the results more closely reflect the economic effect of the hedging relationships in the 
period to which they relate.  In addition adjustments to stock based compensation have been 
excluded from adjusted EBITDA as they do not relate to the operations of the business. 

Clearwater’s leverage measure is based on Clearwater’s share of adjusted EBITDA, debt and 
cash balances. 

 

Commentary Regarding Forward-Looking Statements  

This report contains "forward-looking information" as defined in applicable Canadian securities 
legislation. All statements other than statements of historical fact, included in this report, 
including, without limitation, statements relating to future payments of Deferred Consideration, 
financing of future payments, the impact of the Acquisition on Clearwater’s financial position and 
financial performance, as well as expectations regarding leverage, constitute forward-looking 
information that involve various known and unknown risks, uncertainties, and other factors 
outside management's control.   Forward-looking information is based on a number of factors 
and assumptions which have been used to develop such information but which may prove to be 
incorrect including, but not limited to, Clearwater’s ability to successfully integrate the business 
of Macduff as planned, total allowable catch levels, selling prices, weather, exchange rates, fuel 
and other input costs.  There can be no assurance that such information will prove to be 
accurate and actual results and future events could differ materially from those anticipated in 
such forward-looking information.  Risk factors that could cause actual results to differ materially 
from those indicated by forward-looking information contained in this report include risks and 
uncertainties related to: (i) diversion of management time and attention on the Acquisition, (iii) 
any disruption from the Acquisition affecting relationships with customers, employees or 
suppliers, (iv) the timing and extent of changes in interest rates, prices and demand, and (iv) 
general worldwide economic conditions and related uncertainties.  For additional information 
with respect to risk factors applicable to Clearwater, reference should be made to Clearwater's 
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continuous disclosure materials filed from time to time with securities regulators, including, but 
not limited to, Clearwater's Annual Information Form.  

The forward-looking information contained in this report was made as of the date of this report 
and Clearwater does not undertake to update publicly or revise the forward-looking information 
contained in this report, whether as a result of new information, future events or otherwise, 
except as required by applicable securities laws. 
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SCHEDULE "A" 

 

Pro Forma Financial Statements of Clearwater 
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Clearwater 
as reported

as at October 3, 
2015

Macduff 
as at September 

30, 2015
Proforma 

adjustments 
Additional 

debt assumed
Proforma

Consolidated
NOTE 3(b) NOTE 3(b), 5 & 6 NOTE 7

Cash 46,043$               4,264$                (146,663)                 6(b)(i) 122,085$        25,729$          
Trade and other receivables 80,893                19,659                100,552          
Inventories 62,817                17,343                2,425                      6(b)(ii) 82,585           
Prepaids and other 4,382                  -                     4,382             
Derivative financial instruments 2,840                  111                     2,951             

196,975               41,376                (144,238)                 122,085          216,198          

Long-term receivables 7,407                  -                     7,407             
Other assets 429                     2,943                  12,381                    6(b)(ii) 15,753           
Property, plant and equipment 226,471               37,789                (3,715)                     6(b)(iii) 260,545          
Licenses and fishing rights 100,050               5,869                  83,263                    6(b)(ii) 189,182          
Investment in equity investee 8,166                  -                     8,166             
Deferred tax assets 15,413                -                     15,413           
Goodwill 5,638                  54,487                (3,518)                     6(b)(ii) 56,607           

363,574               101,088               88,411                    -                553,073          

560,549$           142,464$           (55,827)                 122,085$      769,271$      

Trade and other payables 59,790$               13,685$               (2,680)                     6(b)(iv) 70,795$          
Income tax payable 1,235                  157                     1,392             
Current portion of long-term debt 19,117                105,398               (105,398)                 6(b)(iv) 19,117           
Derivative financial instruments 19,425                -                     19,425           

99,567                119,241               (108,078)                 -                110,730          

Long-term debt 305,971               54,283                    6(b)(v) 122,085          482,339          
Other long-term liabilities 667                     1,791                  2,458             

Deferred tax liabilities 994                     2,193                  17,206                    6(b)(vi) 20,393           
307,632               3,985                  71,489                    122,085          505,191          

-                
Share capital 155,895               29,484                (29,484)                   155,895          
Contributed surplus 363                     -                     363                
Retained earnings (26,262)               (10,246)               10,246                    (26,262)          
Cumulative translation account (5,064)                 -                     (5,064)            

124,932               19,238                (19,238)                   -                124,932          
Non-controlling interest 28,418                -                     28,418           

153,350               19,238                (19,238)                   -                153,350          

 $          560,549  $          142,464                   (55,827)  $     122,085  $     769,271 

SHAREHOLDERS' EQUITY

TOTAL SHAREHOLDERS' EQUITY 
AND LIABILITIES

See the accompanying notes to the proforma financials

Current assets

Non-current assets

TOTAL ASSETS

LIABILITIES 

Current liabilities

Non-current liabilities 

ASSETS

CLEARWATER SEAFOODS INCORPORATED
Unaudited Pro forma Condensed Consolidated Statements of Financial Position
(In thousands of Canadian dollars)
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Clearwater 
As reported

for the 39 weeks 
ended October 3, 2015 

Macduff 
for the 39 weeks 

ended September 30, 
2015 

 Proforma 
adjustments 

 Proforma
Consolidated 

NOTE 1
NOTE 3(b)

NOTE 6

339,442$                       75,720$                         (4,407)                   6(a)(ii) 410,755$               
250,354                         60,157                          (3,725)                   6(a)(i),(ii) 306,786                
89,088                          15,564                          (682)                     103,970                

34,511                          13,060                          47,571                  
43,102                          4,862                            166                      6(a)(iii) 48,130                  
24,077                          -                               24,077                  

591                               (236)                             355                      
1,159                            -                               1,159                    

103,440                         17,686                          166                      121,292                

(14,352)                         (2,122)                           (848)                     (17,322)                 

2,527                            267                               (605)                     6(a)(iv) 2,189                    

(16,879)                         (2,389)                           (243)                     (19,511)                 

Non-controlling interest 13,670                         13,670                
Shareholders of Clearwater (30,549)                        (2,389)                         (243)                    (33,181)               

(16,879)                         (2,389)                           (243)                     (19,511)                 

Basic earnings (loss) per share Note 6(a)(v) (0.54)                            (0.59)                    
Diluted earnings (loss) per share Note 6(a)(v) (0.54)                            (0.59)                    

Research and development 

 See the accompanying notes to the proforma financials

Sales

CLEARWATER SEAFOODS INCORPORATED
Unaudited Pro forma condensed consolidated statement of Earnings
(In thousands of Canadian dollars)

Earnings (loss) before income taxes

Income tax expense

Earnings (loss) for the period

Earnings (loss) attributable to:

Cost of goods sold

Administrative and selling costs
Net finance costs 
Losses on contract derivatives 
Other income
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 Clearwater
as reported

December 31, 2014 
Macduff 

September 30, 2014 
Proforma 

adjustments 
 Proforma

Consolidated 
NOTE 3(b) NOTE 6

444,742$                    82,985$                      (6,872)                   6(a)(ii) 520,855$               
341,908                     61,644                       (6,531)                   6(a)(i),(ii) 397,021                
102,834                     21,341                       (341)                     123,834                

48,252                       11,636                       59,888                  
37,829                       4,257                         1,216                    6(a)(iii) 43,302                  
4,047                         -                            4,047                    

(5,031)                        (454)                          (5,485)                   
1,991                         -                            1,991                    

87,088                       15,439                       1,216                    103,743                

15,746                       5,901                         (1,557)                   20,090                  

5,949                         1,358                         (911)                     6(a)(iv) 6,396                    

9,797                         4,543                         (646)                     13,694                  

Non-controlling interest 12,702                       12,702                  
Shareholders of Clearwater (2,905)                        4,543                         (646)                     992                      

9,797                         4,543                         (646)                     13,694                  

Basic earnings (loss) per share Note 6(a)(v) (0.05)                         0.02                     
Diluted earnings (loss) per share Note 6(a)(v) (0.05)                         0.02                     

 See the accompanying notes to the proforma financials

Research and development 

Sales

CLEARWATER SEAFOODS INCORPORATED
Unaudited Pro forma condensed consolidated statement of Earnings
(In thousands of Canadian dollars)

Earnings (loss) before income taxes

Income tax expense

Earnings (loss) for the period

Earnings (loss) attributable to:

Cost of goods sold

Administrative and selling costs
Net finance costs
Losses on contract derivatives
Other income



CLEARWATER SEAFOODS INCORPORATED 
Notes to the Unaudited Condensed Consolidated Pro forma Statements 
 (Amounts are in thousands of Canadian dollars unless otherwise stated) 
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1. Basis of Presentation 
The accompanying unaudited pro forma condensed consolidated financial statements (“financial 
statements”) of Clearwater Seafoods Incorporated (“Company” or “Clearwater”) have been 
prepared to give effect to the acquisition of 100% of the shares of Macduff Shellfish Group 
Limited (“Macduff”) by Clearwater which closed on October 30, 2015 (“Macduff Acquisition”). 
 
The unaudited pro forma condensed consolidated statements of earnings for the year ended 
December 31, 2014 and for the 39 week period ended October 3, 2015 combine the historical 
consolidated statements of earnings of Clearwater and Macduff to give effect to the acquisition as 
if it had occurred on January 1, 2014.  The unaudited pro forma condensed consolidated balance 
sheet as at October 3rd, 2015 combines the historical consolidated balance sheets of Clearwater 
and Macduff to give effect to the acquisition as if it had occurred on October 3, 2015. 
 
These financial statements also reflect the effect of CDN $123 million of additional borrowings 
by Clearwater on existing loan facilities to finance the Macduff acquisition. 
 
In the opinion of management, the accounting policies used in the preparation of the unaudited 
pro forma consolidated balance sheet as at October 3rd, 2015, the unaudited pro forma 
consolidated statement of earnings for the 39 weeks ended October 3rd, 2015 and for the year 
ended December 31, 2014, include all the adjustments necessary for the fair presentation of the 
transaction in accordance with the recognition and measurement principles of International 
Financial Reporting Standards (“IFRS”) as issued by the International Accounting Standards 
Board (“IASB”) and incorporate the significant accounting policies expected to be used to 
prepare the Company’s consolidated financial statements. 
 
The unaudited pro forma consolidated financial statements may not be indicative of the financial 
position that would have prevailed and operating results that would have been obtained if the 
transactions had taken place on the dates indicated or of the financial position or operating results 
which may be obtained in the future. The unaudited pro forma consolidated financial statements 
are not a forecast or projection of future results.  The actual financial position and results of 
operations of Clearwater for any period following the closing of the Macduff acquisition will vary 
from the amounts set forth in the unaudited pro forma consolidated financial statements and such 
variation may be material.   
 
The unaudited pro forma statement of earnings of Macduff for the 39 weeks ended September 30, 
2015 has been constructed from the audited consolidated statement of profit and loss of Macduff 
for the year ended September 30, 2015 and removing the results of operations of Macduff for the 
13 weeks ended December 31, 2014.  The constructed statement of earnings has been prepared 
for the purpose of these pro forma financial statements and does not conform with the reporting 
period of the financial statements of Macduff included in this report.  
 



CLEARWATER SEAFOODS INCORPORATED 
Notes to the Unaudited Condensed Consolidated Pro forma Statements 
 (Amounts are in thousands of Canadian dollars unless otherwise stated) 
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These financial statements were based on and should be read in conjunction with the: 
 Audited consolidated financial statements of Clearwater as at and for the year ended 

December 31, 2014 and the related notes; 
 Audited consolidated financial statements of Macduff as at and for the year ended 

September 30, 2015 and the related notes; and 
 Unaudited interim period condensed consolidated financial statements of Clearwater as at 

and for the 39 weeks ended October 3rd, 2015 and the related notes. 

These financial statements have been prepared using the acquisition method of accounting in 
accordance with IFRS 3 – Business combinations.  The purchase price calculation and the 
purchase price allocation are dependent upon finalization of the fair value estimates and 
assumptions as at the acquisition date and therefore, certain valuations are provisional and are 
subject to change. The purchase price allocation will reflect the fair value, at the purchase date, of 
the assets acquired and liabilities assumed based on Clearwater’s evaluation of such assets and 
liabilities following the close of the transaction and, accordingly, the final purchase price 
allocation may differ significantly from the result herein.  

The financial statements do not reflect any cost savings, operating synergies or revenue 
enhancements that the combined company may achieve, the costs to integrate the operations of 
Clearwater and Macduff or any costs necessary to achieve these cost savings, operating synergies 
and revenue enhancements. 

2. Description of Transaction 
On October 30, 2015 Clearwater successfully completed the acquisition of the outstanding shares 
of Macduff Shellfish Group Limited (“Macduff”) pursuant to the terms and conditions set forth in 
the share purchase agreement announced on October 9, 2015. 
 
The fair value of total consideration on closing was £81 million plus the repayment of Macduff 
outstanding debt facilities of £19 million and management fees of £1.6 million for a total of £102 
million (CDN $206 million).   
 
The fair value of the consideration of approximately £81 million is comprised of: 

 cash paid on closing of £54 million (CDN $109 million);  
 an unsecured deferred consideration obligation (“Deferred Obligation”) with a fair value 

of £20.9 million (CDN $42 million); and  
 unsecured additional consideration to be paid in the future dependent upon the future 

financial performance of Macduff (“Earnout”) with an estimated fair value of £6.1 
million (CDN $12 million). 
 

Refer to note 6(b)(v) for further information on the repayment of outstanding debt and the fair 
value of the Deferred Obligation and the Earnout.  
 



CLEARWATER SEAFOODS INCORPORATED 
Notes to the Unaudited Condensed Consolidated Pro forma Statements 
 (Amounts are in thousands of Canadian dollars unless otherwise stated) 
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The cash consideration of £54 million (CDN $109 million) and the repayment of the outstanding 
debt facilities and management fees of £1.6 million that were accrued and settled on closing for at 
total of £21 million (CDN $42 million) was financed with existing cash resources of CDN $29 
million and the net proceeds of CDN $122 million from drawings on existing debt facilities.  
Refer to Note 7 for further information on existing debt facilities. 

The amounts included in the pro forma adjustments in Note 4, 5 & 6 have been calculated as of 
October 3, 2015 and therefore will differ from the amounts noted at the acquisition date of 
October 30, 2015 due to additional debt assumed in the time period from October 3, 2015 to 
closing.  The differences are as follows: 

Transaction Bridge  

 
 

3.  Preparation of Pro forma statements 
 
(a)  Accounting Policies  

 
The accounting policies used in the preparation of these financial statements are consistent 
with those described in the unaudited interim period condensed consolidated financial 
statements for Clearwater for the 39 week period ended October 3, 2015 and the audited 
consolidated financial statements for the year ended December 31, 2014. 
 
Management has conducted a review of Macduff’s accounting policies and has identified no 
material differences in the significant accounting policies adopted by Macduff during the 

Cash paid to settle outstanding shareholder loans 28,228                             (486)                27,742                              
Cash paid to settle preferred shares 13,650                             -                  13,650                              
Cash paid to settle dividends on preferred shares 6,494                              -                  6,494                                
Cash  paid to acquire common shares 5,542                              -                  5,542                                

53,914                             (486)                53,428                              
Repayment of loans:
Repayment of Macduff bank loans and revolver 19,275                             (1,087)              18,188                              
Payment of Management fees Note 2 1,599                              (266)                1,333                                

20,874                             (1,353)              19,521                              
Deferred Obligation:
Fair value of unsecured Deferred obligation Note 6(b)(v) 20,900                             -                  20,900                              
Fair value of unsecured Earnout Note 6(b)(v) 6,100                              -                  6,100                                

27,000                             -                  27,000                              

Total purchase price 101,788                           (1,839)              99,949                              

Estimated Preliminary 
Fair value

as of 
October 30, 2015

in Sterling (£) 

Estimated Preliminary 
Fair value

As of 
October 3, 2015

in Sterling (£)
As per pro forma 

financials 
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Notes to the Unaudited Condensed Consolidated Pro forma Statements 
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transition to IFRS from United Kingdom GAAP (“UK GAAP”) for the year ended September 
30, 2015, and from the accounting policies of Clearwater.  For the purposes of these pro 
forma financial statements no material reclassifications were required to be been made to 
Macduff’s historical financial statements to conform to the presentation policies adopted by 
Clearwater. 
 

(b)  Foreign currency translation 
 
The following foreign exchange rates were used to translate the Macduff financial statements 
and the Macduff acquisition: 
 

(i) For the year ended September 30, 2014 the statement of profit and loss for Macduff 
and the pro forma adjustments were translated at the average rate for the year of CDN 
$1.80 to £1.00. 

(ii) For the 39 weeks ended October 3, 2015 the statement of profit and loss for Macduff 
and the pro forma adjustments were translated at the average rate for the year to date 
period of CDN $2.03 to £1.00. 

(iii) The October 3, 2015 statement of financial position was translated at a rate of CDN 
$2.01 to £1.00. 

(iv) A foreign exchange rate of CDN $2.01 to £1.00 was used in the preparation of the 
preliminary pro forma purchase price allocations on the pro forma statement of 
financial position for October 3, 2015. 
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Notes to the Unaudited Condensed Consolidated Pro forma Statements 
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4.  Fair value of Consideration Transferred 

 
The following table summarizes the estimated purchase price for the Macduff acquisition as of 
September 30, 2015 (refer to note 2): 
 

 
Refer to Note 7 for further information on financing of the cash consideration. 
 
 

5.  Assets acquired and liabilities assumed in the Macduff acquisition 
The following is a preliminary fair value estimate of the assets acquired and the liabilities 
assumed by Clearwater in connection with the Macduff acquisition, reconciled to the estimated 
total consideration as of October 3, 2015 (refer to note 2).  Clearwater is in the process of 
conducting a detailed valuation of all assets acquired and liabilities assumed as of the acquisition 
date.  As a result, the fair value of the assets acquired and liabilities assumed may differ 
materially from those presented below: 
 

Cash paid to settle outstanding shareholder loans 27,742               55,775            
Cash paid to settle preferred shares 13,650               27,443            
Cash paid to settle dividends on preferred shares 6,494                13,056            
Cash  paid to acquire common shares 5,542                11,142            

53,428               107,416          
Repayment of loans:
Repayment of Macduff bank loans and revolver 18,188               36,567            
Payment of Management fees Note 2 1,333                2,680             

19,521               39,247            
Deferred Obligation:
Fair value of unsecured Deferred obligation Note 6(b)(v) 20,900               42,019            
Fair value of unsecured Earnout Note 6(b)(v) 6,100                12,264            

27,000               54,283            

Total purchase price 99,949               200,946          

Preliminary 
Fair value

in Sterling (£) 

Preliminary 
Fair value

in CDN ($) 



CLEARWATER SEAFOODS INCORPORATED 
Notes to the Unaudited Condensed Consolidated Pro forma Statements 
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(a) Clearwater has preliminarily assessed that the carrying value for all assets acquired and 

liabilities assumed that are not discussed below to approximate fair value based on the 
nature of those assets and liabilities. 

(b) A preliminary fair value increase of $2.4 million has been allocated to inventories 
acquired.  The fair value of inventories of $19.8 million is estimated based on the sales 
price less the sum of expected costs to sell and a reasonable profit allowance for the 
selling effort of a market participant.  Clearwater has estimated the preliminary fair value 
by using historical financial information from Macduff including selling costs and profit 
margins.  The fair value has been determined based on inventory by species as of the 
acquisition date. 

(c) A preliminary fair value estimate of $12.4 million has been attributed to the Macduff 
brand.  The fair value for the Macduff brand is estimated based on consolidated expected 
discounted future cash flows to be generated from the assets acquired.  The useful life of 
the brand is expected to be indefinite.  All other assets have been preliminarily assessed 
that the carrying value for the assets acquired approximate fair value and the total 
estimated fair value is $15.3 million.   

(d) A preliminary fair value estimate of $34.1 million has been attributed to the property 
plant and equipment, primarily related to vessels.  The preliminary fair value adjustment 
resulted in a reduction of $3.7 million to Macduff’s net carrying value for vessels.  

(e) A preliminary fair value increase of $83.3 million has been attributed to licenses and 
quota primarily consisting of scallop licenses.  Clearwater estimated the fair value of the 
licenses and quota of $89.1 million based on discounted expected future cash flows to be 
generated from the assets acquired. 

  

Cash(a) 4,264$             
Trade and other receivables(a) 19,659             
Inventories(b) 19,767             
Prepaids and other(a) 111                 
Other assets(c) 15,322             
Property, plant and equipment(d) 34,078             
Licences and fishing rights(e) 89,131             
Trade and other payables(a) (12,799)           
Income tax payable(a) (2,350)             
Deferred tax liabilities (17,206)           
Total identifiable net assets acquired 149,977$         

Total purchase price 200,946           

Goodwill 50,969$           
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6.  Pro forma adjustments in connection with the Macduff acquisition 
 
The following summarizes the pro forma adjustments in connection with the Macduff acquisition 
to give effect to the acquisition as if it has occurred on January 1, 2014 for purposes of the pro 
forma condensed consolidated statements of earnings for the 39 weeks ended October 3, 2015 
and the year ended December 31, 2014 and on October 3, 2015 for the purposes of the pro forma 
condensed consolidated statement of financial position. 
 
(a) Adjustments to the condensed consolidated statement of earnings for the year ended 

December 31, 2014 and 39 weeks ended October 3, 2015 
 

(i)  To adjust depreciation expense on property, plant and equipment (primarily vessels) for 
the fair value incremental reduction in the carrying amount using a weighted average 
expected life of 11 years as follows: 
 

 
 

(ii) To adjust for intercompany profit in inventory from sales of sea scallops purchase from 
Clearwater by Macduff that were recognized by Clearwater for the year ended December 
31, 2014 and the 39 weeks ended October 3, 2015.  Macduff has historically purchased 
sea scallops from Clearwater for resale and these intercompany transactions have been 
eliminated.  The intercompany profit was determined based upon the margin recognized 
on the related sales and the estimated inventory turnover for the related period.   
 

 
(iii) To adjust for additional interest expense estimated to be incurred with the increase in the 

debt facilities by Clearwater and reversal of Macduff interest on the revolver and bank 
and shareholder loans that were repaid by Clearwater on acquisition.  Refer to note 7 for 
further details on the change to existing debt facilities as of the Macduff acquisition.   
 

Year ended 
December 31, 2014 

 39 weeks ended
October 3, 2015 

Depreciation of fair value adjustment to vessels (304)                           (254)                           

Year ended 
December 31, 2014 

 39 weeks ended
October 3, 2015 

Pro forma intercompany profit elimination to sales                        (6,872)                         (4,407)
Pro forma intercompany profit elimination to cost of goods sold (6,227)                        (3,471)                        

(645)                           (936)                           
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The net pro forma interest expense adjustment as follows: 
 

 
(1) Pro forma adjustment to exclude interest on debt and shareholder loans that were repaid with the Macduff acquisition. 

(iv)  To adjust for the following deferred tax asset and liabilities: 
 

 

  

Year ended 
December 31, 2014 

 39 weeks ended
October 3, 2015 

Revolver Note 7 48,000                        48,000                        
Estimated weighted average interest rate 4.47% 4.10%
Estimated interest expense 2,144                         1,475                         

Term Loan B Note 7 75,000                        75,000                        
Estimated weighted average interest rate 4.75% 4.75%
Estimated interest expense 3,563                         2,672                         

Total pro forma interest expense 5,707                         4,147                         

Year ended 
December 31, 2014 

 39 weeks ended
October 3, 2015 

Pro forma adjustment for interest expense 5,707                         4,147                         
Pro forma adjustment for interest expense on debt repaid(1) (4,491)                       (3,981)                       

1,216                         166                            

Year ended 
December 31, 2014 

 39 weeks ended
October 3, 2015 

Pro forma income impact for Macduff (4,150)                        (3,299)                        
Pro forma income tax rate for Macduff 0.20                           0.20                           
Deferred tax liability (830)                           (660)                           
Pro forma income impact for Clearwater 5,707                         4,147                         
Pro forma income tax rate for Clearwater 0.305                         0.305                         
Deferred tax asset 1,741                         1,265                         
Net Deferred tax asset 911                            605                            
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(v) To reflect the pro forma earnings adjustments on basic and diluted earnings (loss) per 

share: 

 

(b)  Adjustments to the condensed consolidated statement of financial position as at 
October 3, 2015 
 
(i) To adjust cash for cash consideration paid for common shares, preferred shares and 

repayment of outstanding bank and shareholder loans and repayment of Macduff 
management fees as follows: 
 

 
(ii) To adjust assets assumed to the preliminary estimate of fair value attributable to the 

assets acquired.  Refer to Note 5 for a breakdown of the preliminary fair value 
attributable. 

 

 Year ended 
December 31, 2014 

 39 weeks ended
October 3, 2015 

Basic EPS:

Earnings (loss) as reported by Clearwater (2,905)                        (30,549)                      
Pro forma earnings adjustment 3,897                         (2,632)                        
Pro forma consolidated earnings 992                            (33,181)                      

Weighted average number of shares outstanding 54,786,510                  56,692,538                  

Basic Earnings (loss) per share as reported by Clearwater (0.05)                          (0.54)                          

Basic Earnings (loss) per share as per pro forma consolidated earnings 0.02                           (0.59)                          

Diluted EPS:

Earnings (loss) as reported by Clearwater (2,905)                        (30,549)                      
Pro forma earnings adjustment 3,897                         (2,632)                        
Pro forma consolidated earnings 992                            (33,181)                      

Weighted average number of shares outstanding 54,786,510                  56,692,538                  

Diulted Earnings (loss) per share as reported by Clearwater (0.05)                          (0.54)                          

Diluted Earnings (loss) per share as per pro forma consolidated earnings 0.02                           (0.59)                          

Cash consideration paid to Maduff shareholders (note 4) (107,416)                     
Repayment of Macduff bank loans and revolver (note 4) (36,567)                      
Payment of Management fees (note 2) (2,680)                        

(146,663)                     
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(iii) To adjust property, plant and equipment to the preliminary estimate of fair value 
attributable to the assets acquired.  The pro forma condensed consolidated statement of 
profit and loss for the year ended December 31, 2014 and the 39 weeks ended October 
3, 2015 will reflect the adjustment to cost of goods sold related to the impact on 
depreciation from the fair value adjustment to fixed assets.   

 
(iv) To adjust debt and trade payables for repayment of outstanding shareholder and bank 

loans and management fees as follows: 

 

(v) To adjust long term debt for the fair value of the unsecured (i) deferred obligation 
(“Deferred Obligation”) and the (ii) unsecured additional consideration to be paid in the 
future dependent upon the future performance of Macduff (“Earnout”) components of 
the purchase price.  Refer to the breakdown of the purchase price in Note 4.   

Deferred Obligation 

The Deferred Obligation applies to 33.75% of the shares acquired by Clearwater (the 
"Earn Out Shares") and will be paid over the next five to six years with a fair value of 
£20.9 million (CDN $42 million) as of the acquisition date.  

In each year, the former holders of the Earn Out Shares can elect to be paid up to 20% of 
the Deferred Obligation.  Clearwater has the right to exercise the payout of 20% of the 
Deferred Obligation annually commencing two years after the date of closing.  The 
percentage of the Deferred Obligation remaining unpaid will impact the fair value of the 
future performance component of the additional consideration, the Earnout.   

The fair value of the Deferred Obligation is estimated as of the acquisition date based 
on, discounting the projected future cash out flows.  Key assumptions that were used 
included discount rates ranging from 6.6% to 8.8% to represent changes in sensitivity 
for the payout periods, and an estimated fixed annual payment over the next five years.  
The estimated fair value of the Deferred Obligation ranged from £20 million to £22 
million.      

Earnout 

The Earnout is unsecured additional consideration to be paid dependent upon the future 
financial performance of Macduff and the percentage of Deferred Obligation remaining 

Repayment of bank loans and revolver (note 4) (36,567)                      
Repayment of dividends on preferred shares (note 4) (13,056)                      
Repayment of shareholder loans (note 4) (55,775)                      

(105,398)                     
Payment of Management fees (note 2) (2,680)                        

(108,078)                     



CLEARWATER SEAFOODS INCORPORATED 
Notes to the Unaudited Condensed Consolidated Pro forma Statements 
 (Amounts are in thousands of Canadian dollars unless otherwise stated) 
 

21 | P a g e  
 

unpaid (refer to Deferred Obligation above).  The estimated fair value of the Earnout is 
£6.1 million (CDN $12 million) and is assumed to be paid over the next five years. 
The amount of the total Earnout is calculated as follows:  
 
The greater of:  

(i) £3.8 million; OR 
(ii) up to 33.75% (dependent upon the percentage of Deferred obligation 

remaining unpaid each year) of the increase in equity value of the business 
over five years calculated as 7.5x adjusted EBITDA less the outstanding 
debt of MacDuff; and    

(iii) 10% of adjusted EBITDA above £10 million (dependent upon the 
percentage of Deferred obligation remaining unpaid each year) 

To determine the fair value of the Earnout three primary sources of risk are assessed (i) 
the risk associated with the underlying performance of Macduff’s EBITDA (“Earnings 
before interest, taxes, depreciation and amortization”), the risk associated with the 
functional form of the Earnout payments; and the credit risk associated with the future 
Earnout payments.   
 
The fair value of the Earnout payments is estimated based on a Monte Carlo simulation 
under a risk-neutral framework.  The preliminary fair value of the Earnout is estimated 
based on discounted expected future EBITDA cash flows for Macduff for the next five 
years using a Geometric Brownian Motion model.   
 
The following inputs and assumptions were used in calculating the fair value of the 
Earnout including: 

 Payments dates: The Earnout will be payable for the periods ending December 
31, 2016 through December 31, 2020, based on the expected pattern of the 
Deferred Obligation and the expected outstanding amount of Deferred 
Obligation at the end of each year. 

 Forecasted EBITDA: Management’s five year forecast 
 Risk free rate: 1.5% 
 Risk adjusted discount rates: 8%-10.5% 
 Asset volatility:  The estimated asset volatility of Macduff is based on the 

Merton option pricing model.   In the context of calculating the asset volatility, 
the following inputs to derive the asset volatility were used: 

 
 Debt value: £19 million  
 Enterprise Value: £100 million 
 Equity value: £81 million  
 Equity volatility: 39%  
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A risk adjusted payout is calculated at each time period and discounted at the risk-free 
rate to the valuation date. This process is simulated 100,000 times and the expected 
value of the Earnout is retrieved.  Based on the range of risk adjusted discount rates (per 
above) the range in fair values determined was between £5.6 million and £6.3 million. 
 
The total fair value of the Deferred Obligation and Earnout as of October 30, 2015 is 
£27 million (CDN $54.2 million). 
 

(vi) The following table represents the net deferred income tax liability, based on the 
statutory tax rates of the relevant jurisdictions, relating to the estimated preliminary fair 
value adjustments to assets acquired and liabilities assumed. 
 
For purposes of these financial statements, no adjustment has been made to the balance 
of unrecognized or recognized tax benefits or liabilities, which is based on Clearwater’s 
preliminary assessment and may be subject to change.   

 

7. Pro forma on debt issuance 
 
Clearwater financed the initial cash consideration of $109 million (refer to note 2) through 
existing loan facilities and existing cash on hand.  In October 2015, Clearwater exercised 
provisions on its current Term Loan B and revolver facilities to borrow an additional CDN $75 
million and $25 million, respectively.  Additional debt issuance is as follows: 
 
 

 
 

Estimated 
preliminary fair value 

Deferred income tax impact due to:
   Estimated preliminary fair value adjustment to inventories 485                            
   Estimated preliminary fair value adjustment to Intangibles 2,476                         
   Estimated preliminary fair value adjustment to fixed assets (742)                           
   Estimated preliminary fair value to licenses and quota 14,987                        

17,206                        

Proceeds from Term Loan B facility 75,000      
Proceeds from increase on Revolver facility 25,000      
Proceeds from revolver exisiting facilities 23,000      

123,000    
Financing fees (915)         
Net proceeds 122,085    
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