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Subsequent events (note 16) 

 

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

Note March 31, 2023 December 31, 2022

Assets

Current assets:
Cash $ 4,428            $ 7,409             
Royalty and other receivables 5 5,577            5,591             
Prepaid expenses and other 385               409                
Interest rate swap assets 9 2,176            2,104             

12,566          15,513          

Interest rate swap assets 9 324               1,205             
Right-of-use asset and other 777               801                
Investment in NND LP 6 43,181          42,339           
Intangible assets 398,526        398,592         

$ 455,374        $ 458,450        

Liabilities and Shareholders' Equity

Current liabilities:
 Accounts payable and accrued liabilities  $ 5,157            $ 5,376            

Income tax payable 11 41                 1,486            
5,198            6,862            

Bank loans, net of deferred financing charges 7 145,459        147,905         
Convertible debentures 8 47,867          47,637          
Promissory note 3,558            3,467            
Exchangeable units and other 10 3,741            3,716            
Lease obligation 755               770               
Deferred income tax liability 11 15,388          14,205          

Shareholders' equity:
Share capital 254,181        253,139         
Contributed surplus 40,103          39,776           
Equity component of convertible debentures 5,127            5,127             
Accumulated other comprehensive income 1,117            1,165             
Accumulated deficit (67,120)         (65,319)         

233,408         233,888         

$ 455,374        $ 458,450        
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The accompanying notes are an integral part of these consolidated interim financial statements. 
 
 
 
 
  
 

Three months ended March 31,
Note 2023 2022

Royalty income 4 $ 12,214          $ 9,608            
Management fees  127               134               

12,341          9,742            

Expenses:
Salaries and benefits 485               546               
Share-based compensation 12 330               255               
General and administration 247               166               
Professional fees 160               79                 

1,222            1,046            

Income from operations 11,119          8,696            

Interest expense on credit facilities (2,810)           (1,879)           
Other finance costs, net 14 (397)              (498)              
Fair value adjustment on financial instruments 6, 9, 10 1,281            2,269            

Income before income taxes 9,193            8,588            

Income tax expense 11 2,503            2,392            

Income for the period $ 6,690            $ 6,196            

Other comprehensive loss
Item that may be reclassified subsequently to profit or loss:

Foreign currency translation adjustment (48)                -                    
Other comprehensive loss for the period $ (48)                $ -                    

Total comprehensive income for the period $ 6,642            $ 6,196            

Weighted average number of shares outstanding
Basic  141,533,261 122,662,595 

Diluted  143,049,422 149,549,893 

Income per share
Basic 13 $ 0.05              $ 0.05              

Diluted 13 $ 0.05              $ 0.05              
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The accompanying notes are an integral part of these consolidated interim financial statements. 
 

Note
Common 

shares
Share

 capital
Contributed 

surplus

Equity 
component of 

convertible 
debentures

Accumulated 
other 

comprehensive 
income (loss)

Accumulated
deficit

Total 
equity

Balance, December 31, 2022 141,422,794 $ 253,139      $ 39,776       $ 5,127           $ 1,165               $ (65,319)        $ 233,888  

Common shares issued on DRIP 15 340,494        1,042          -             -               -                   -               1,042      
Share-based compensation -                -              327            -               -                   -               327         
Dividends declared -                -              -             -               -                   (8,491)          (8,491)     
Comprehensive income -                -              -             -               (48)                   6,690           6,642      

Balance, March 31, 2023 141,763,288 $ 254,181      $ 40,103       $ 5,127           $ 1,117               $ (67,120)        $ 233,408  

 

Note
Common 

shares
Share

 capital
Contributed 

surplus

Equity 
component of 

convertible 
debentures

Accumulated 
other 

comprehensive 
income

Accumulated
deficit

Total 
equity

Balance, December 31, 2021 122,559,192 $ 201,972      $ 39,450       $ 2,938           $ -                   $ (52,835)        $ 191,525  

Common shares issued on DRIP 15 277,978        813             -             -               -                   -               813         
Restricted share units settled 23,489          57               (63)             -               -                   -               (6)            
Share-based compensation -                -              252            -               -                   -               252         
Dividends declared -                -              -             -               -                   (6,745)          (6,745)     
Debenture conversion option -                 -              -             2,091           -                   -               2,091      
Comprehensive income -                -              -             -               -                   6,196           6,196      

Balance, March 31, 2022 122,860,659 $ 202,842      $ 39,639       $ 5,029           $ -                   $ (53,384)        $ 194,126  
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The accompanying notes are an integral part of these consolidated interim financial statements. 
  

Three months ended March 31,
Note 2023 2022

Operating activities:
Net income $ 6,690               $ 6,196               
Adjustments for:

Tax expense 11  2,503               2,392               
Depreciation expense 24                    25                    
Share-based compensation 330                  255                  
Fair value adjustments on financial instruments (1,281)             (2,269)             
Interest expense on credit facilities 2,810               1,879               
Other finance costs, net 397                  498                  

Interest paid (2,033)             (1,116)             
Interest received 77                    8                      
Taxes paid (2,765)             (1,961)             
Distributions received from NND LP 1,273               1,246
Distributions paid on Exchangeable MRM Units 10a (35)                  -                      
Changes in non-cash operating items:

Royalties and management fees receivable 23                    62                    
Amounts receivable (6)                    (26)                  
Prepaid expenses and other (70)                  41                    
Accounts payable and accrued liabilities (1,007)             (884)                

Cash flows generated from operating activities 6,930               6,346               

Financing activities:
Proceeds from issuance of debt -                      50,400             
Payment of lease obligations                                                                                                        (26)                  (26)                  
RSUs settled in cash (3)                    -                      

 Payment of dividends (7,449)             (5,932)             
Repayment of debt 7b (2,400)             -                      

Cash flows (used in) generated from financing activities (9,878)             44,442             

Net (decrease) increase in cash (2,948)             50,787             
Cash, beginning of the period 7,409               8,939               

Effect of foreign exchange rate changes on cash (33)                  (1)                    
Cash, end of the period $ 4,428               $ 59,726             
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Diversified Royalty Corp. (“DIV”) is a company domiciled in Canada and governed by the Business Corporations Act (British 
Columbia). The condensed consolidated interim financial statements of DIV as at and for the three months ended March 31, 2023 
are composed of DIV and its subsidiaries (together referred to as the “Company”). The head office of the Company is located at 
330-609 Granville Street, Vancouver, BC, V7Y 1A1. The registered office of the Company is located at the 25 th Floor, 700 West 
Georgia Street, Vancouver, BC, V7Y 1B3. The Company’s common shares are listed on the Toronto Stock Exchange (“TSX”) 
and traded under the symbol “DIV”. 
 

1. Nature of operations: 

The current business of DIV is to acquire royalties from well-managed multi-location businesses and franchisors in North 
America (“Royalty Partners”). The Company’s Royalty Partners and the respective license and royalty arrangements are 
summarized below. 

Sutton Group Realty Services Ltd. (“Sutton”): SGRS Royalties Limited Partnership (“SGRS LP”) (an entity controlled by the 
Company), owns the trademarks and certain other intellectual property rights utilized by Sutton in its residential real estate 
franchise business (the “SGRS Rights”). The Company granted Sutton the licence to use the SGRS Rights in exchange for a 
royalty payment currently equal to $64.614 per agent per month (the “Sutton Royalty Rate”) for the number of agents included 
in the royalty pool (the “Sutton Royalty Pool”).  

Mr. Lube Canada Limited Partnership (“Mr. Lube”): ML Royalties Limited Partnership (“ML LP”) (an entity controlled by the 
Company) owns the trademarks and certain other intellectual property rights utilized by Mr. Lube in its business (the “ML 
Rights”). The Company granted Mr. Lube the licence to use the ML Rights in exchange for a royalty payment currently equal 
to 7.95% of non-tire system sales and 2.50% of tire system sales of Mr. Lube locations in the royalty pool (the “Mr. Lube 
Royalty Pool”).  

LoyaltyOne Co. (“LoyaltyOne”): AM Royalties Limited Partnership (“AM LP”) (a wholly owned subsidiary of the Company) owns 
the Canadian AIR MILES® trademarks and certain Canadian intellectual property rights (collectively, the “AIR MILES® Rights”) 
used by LoyaltyOne in operating the AIR MILES® reward program in Canada (the “AIR MILES® Program”). In accordance 
with the terms of two license agreements with LoyaltyOne (collectively the “AIR MILES® Licenses”), LoyaltyOne has an 
exclusive right to use the AIR MILES® Rights in exchange for a royalty payment equal to 1% of gross billings from the AIR 
MILES® Program. 

Mr. Mikes Restaurants Corporation (“Mr. Mikes”): MRM Royalties Limited Partnership (“MRM LP”) (an entity controlled by the 
Company) owns the trademarks and certain other intellectual property rights utilized by Mr. Mikes in its restaurant business 
(the “MRM Rights”). Prior to June 13, 2022, the Company granted Mr. Mikes the licence to use the MRM Rights in exchange 
for a royalty payment equal to 4.35% of notional system sales of Mr. Mikes locations in the royalty pool, which was comprised 
of 38 Mr. Mikes Restaurants (the “Mr. Mikes Royalty Pool”). As of June 13, 2022, the Company updated the licence to use the 
MRM Rights with a royalty payment based on the actual system sales of the Mr. Mikes locations in the royalty pool, which was 
comprised of 44 Mr. Mikes Restaurants (the “Amended Mr. Mikes Royalty Pool”). 

Nurse Next Door Professional Homecare Services Inc. (“Nurse Next Door”): NND Royalties Limited Partnership (“NND LP”) 
(an entity that is majority-owned by the Company) has legal ownership of the trademarks and certain other intellectual property 
rights utilized by Nurse Next Door Professional Homecare Services Inc. (“Nurse Next Door”) in its premium home care business 
(the “NND Rights”) (note 6). NND LP granted Nurse Next Door the licence to use the NND Rights. The Company, through its 
ownership of NND LP Class A units, is currently entitled to receive a cash distribution of $5.1 million per year, which grows at 
a fixed rate of 2.0% per annum (the “DIV Distribution Entitlement”).  

Oxford Learning Centres, Inc. (“Oxford”): OX Royalties Limited Partnership (“OX LP”) (an entity controlled by the Company) 
owns the trademarks and certain other intellectual property rights utilized by Oxford Learning Centres, Inc. (“Oxford”) in its 
supplemental education business (the “Oxford Rights”). The Company granted Oxford the licence to use the Oxford Rights in 
exchange for a royalty payment currently equal to 7.67% of the gross sales of Oxford locations in the royalty pool (the “Oxford 
Royalty Pool”).  
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1. Nature of operations (continued): 

Stratus Building Solutions Franchising, LLC (“Stratus”) (a US based company): Strat-B Royalties Limited Partnership (“Strat-
B LP”) (an entity controlled by the Company) owns the trademarks and certain other intellectual property rights utilized by 
Stratus in its business (the “Stratus Rights”). The Company granted Stratus the licence to use the Stratus Rights in exchange 
for a royalty payment currently equal to US$6.0 million per annum which grows at a rate of 5% in 2023, 2024, 2025 and 2026 
and 4% thereafter.  

Substantially all of the Company’s operating revenues are earned from the receipt of royalties and management fees from its 
Royalty Partners. Accordingly, the revenues of the Company and its ability to pay dividends to shareholders are dependent on 
the ongoing ability of its Royalty Partners to generate cash and pay royalties and management fees to the Company. 

 

2. Basis of preparation: 

(a) Statement of compliance: 

These condensed consolidated interim financial statements have been prepared in accordance with IAS 34, Interim 
Financial Reporting. Certain information and note disclosures normally included in the annual consolidated financial 
statements in accordance with International Financial Reporting Standards (“IFRS”) have been omitted or condensed. 
Accordingly, these condensed consolidated interim financial statements should be read in conjunction with the Company’s 
annual consolidated financial statements for the year ended December 31, 2022. 

These condensed consolidated interim financial statements were authorized and approved for issue by the Company’s 
Board of Directors on May 10, 2023.  

(b) Basis of measurement: 

The preparation of financial statements requires management to make judgments, estimates and assumptions that affect 
the application of accounting policies and the reported amounts of assets, liabilities, income and expenses. Actual results 
may differ from these estimates. The critical judgments and key estimates and assumptions are the same as described in 
the Company’s annual consolidated financial statements for the year ended December 31, 2022. 

(c) Functional and presentation currency: 

These consolidated financial statements are presented in Canadian dollars (“CAD”). 

The functional currency of Strat-B LP is the United States dollar (“USD”). All other entities in the Company have a Canadian 
dollar functional currency. References to “$” or “CAD” are related to Canadian dollars, while references to “US$” or “USD” 
are related to United States (“US”) dollars. 
 

3. Significant accounting policies: 

These condensed consolidated interim financial statements have been prepared using the same accounting policies as the 
annual consolidated financial statements for the year ended December 31, 2022. 
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4. Royalty income: 

 

 
1) Stratus royalty income for the three months ended March 31, 2023 was US$1.50 million, translated at an average foreign exchange rate 

of $1.3520 to US$1. 
2) For the three months ended March 31, 2023 Mr. Mikes royalty income includes a payment of $0.05 million (2022 - $0.55 million), 

representing payment of deferred contractual royalty fees, which have been recognized as revenue upon collection.  

 

5. Royalty and other receivables: 
 

1)   Stratus royalty receivable was US$0.45 million at March 31, 2023, translated at a foreign exchange rate of $1.3533 to US$1. 

 

6. Investment in NND LP: 

The Company’s investment in NND LP is a financial instrument measured at fair value. The valuation of the financial instrument 
includes an estimate of the discounted cash flow receivable from Nurse Next Door and takes into consideration the likelihood 
of Nurse Next Door exercising the NND Buy-Out Option and the NND Exchange Mechanism. The NND Buy-Out Option and 
NND Exchange Mechanism are embedded derivatives with a negligible value at March 31, 2023 and December 31, 2022. The 
contractual cash flows receivable from Nurse Next Door were discounted at a rate of 14.6% (December 31, 2022 – 14.4%).  

The total fair value of NND LP at March 31, 2023 was $43.2 million (December 31, 2022 - $42.3 million) and a fair value gain 
of $2.1 million was recorded during the three months ended March 31, 2023 (2022 – $0.8 million). A one percentage point 
increase in the discount rate would decrease the fair value by $3.0 million. A one percentage point decrease in the discount 
rate would increase the fair value by $3.5 million. 

For the three months ended March 31, 2023 the DIV Distribution Entitlement was $1.3 million gross and net of expenses 
incurred by NND LP (March 31, 2022 - $1.3 million gross and net of expenses incurred by NND LP).  

  

Three months ended March 31,
 2023 2022
Mr. Lube 5,697$                   4,753$                   
Stratus1 2,034 -                        
Oxford 1,197                     1,020                     
AIR MILES® 1,125 1,530                     

Mr. Mikes2 1,114                     1,279                     
Sutton 1,047 1,026                     

12,214$                 9,608$                   

March 31, December 31,
 2023 2022
Mr. Lube 2,286$                   2,102$                   
AIR MILES® 1,272                     1,641                     

Stratus1 611                        612                        

Oxford 514                        445                        
Mr. Mikes 489                        392                        
Sutton 376                        376                        
Other 22                          16                          
Nurse Next Door 7                            7                            

5,577$                   5,591$                   
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7. Bank loans, net of deferred financing charges: 

(a)  Acquisition facility: 

DIV has a $50.0 million senior secured credit facility (the “Acquisition Facility”) with a Canadian chartered bank, of which 
$3.5 million remains outstanding at March 31, 2023 and amortizes over 60 months beginning April 15, 2023. The 
Acquisition Facility, net of deferred financing fees, is measured at amortized cost with a carrying value of $3.3 million as 
at March 31, 2023, of which $0.5 million is classified as short-term under accounts payable and accrued liabilities on the 
statement of financial position.  

(b)  Term loan facilities and operating lines of credit: 

As at March 31, 2023, the Company had the following term loan facilities and operating lines of credit:  

 
1) Bank loans on the statement of financial position includes $142.6 million term loan facilities plus $2.8 million long-term portion of 

the Acquisition Facility outstanding. 
2) On March 2, 2023, AM LP made a $2.4 million partial principal paydown on its $17.4 million credit facility, reducing the outstanding 

principal balance to $15.0 million.  
 

 

 

As at March 31, 2023, the Company was in compliance with all financial covenants associated with its Acquisition Facility, 
term loan facilities and operating lines of credit.  

 

8. Convertible debentures: 

On March 30, 2022, the Company issued convertible unsecured subordinated debentures (“2027 Debentures”) for an 
aggregate principal amount of $52.5 million at a price of $1,000 per debenture (“the Offering”). The 2027 Debentures mature 
on June 30, 2027 and bear interest at an annual rate of 6.00% payable semi-annually in arrears on the last day of December 
and June in each year, commencing June 30, 2022. At the holder’s option, the 2027 Debentures may be converted into 
common shares of the Company at any time prior to the earlier of the last business day immediately preceding June 30, 2027 
and the date specified by the Company for redemption. The conversion price will be $4.05 per common share (the “Conversion 
Price”), subject to adjustment in certain circumstances. 
 
 
 
 
 
 

Term loan facilities1 Interest rate Maturity date Face value Carrying value

ML LP term loan BA + 2.00% May 1, 2025 67,870$             67,639$             
AM LP term loan2 BA + 1.95% Sep 30, 2026 15,000               14,891               
SGRS LP term loan BA + 1.95% Jun 30, 2026 6,300                 6,264                 
MRM LP term loan BA + 1.95% Jun 24, 2024 10,300               10,265               
NNDH LP term loan BA + 1.90% Nov 15, 2024 14,500               14,436               
OX LP term loan BA + 1.95% Apr 27, 2025 9,000                 8,954                 
Strat-B LP term loan SOFR + 2.11% Nov 15, 2027 20,300               20,178               

143,270$           142,627$           

Maximum Available
Operating lines of credit Interest rate Maturity date available for use

ML LP term loan Prime + 0.25% May 1, 2025 1,000$               1,000$               
AM LP term loan BA + 1.95% Sep 30, 2026 3,000                 3,000                 
SGRS LP term loan BA + 1.95% Jun 30, 2026 500                    500                    
MRM LP term loan Prime + 0.25% Jun 24, 2024 500                    500                    
OX LP term loan Prime + 0.25% Apr 27, 2025 500                    500                    
Strat-B LP term loan SOFR + 2.11% Nov 15, 2027 677                    677                    

6,177$               6,177$               
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8. Convertible debentures (continued): 

The 2027 Debentures are not redeemable prior to June 30, 2025, except upon the satisfaction of certain conditions after a 
change of control has occurred. On and after June 30, 2025 and prior to June 30, 2026, the 2027 Debentures may be redeemed 
in whole or in part from time to time at DIV’s option, provided that the volume weighted average trading price of the common  
shares on the TSX during the 20 consecutive trading days ending on the fifth trading day preceding the date on which the 
notice of the redemption is given is not less than 125% of the Conversion Price. On or after June 30, 2026 and prior to the 
maturity date, DIV may, at its option, redeem the 2027 Debentures, in whole or in part, from time to time at par plus accrued 
and unpaid interest. On redemption or at maturity, the Company will repay the indebtedness of the 2027 Debentures by paying 
an amount equal to the principal amount of the outstanding debentures, together with accrued and unpaid interest thereon. 

The Company may, at its option, elect to satisfy its obligation to repay the principal amount of the 2027 Debentures, which are 
to be redeemed or which have matured, by issuing shares to the holders of the convertible debentures. The number of shares 
to be issued will be determined by dividing $1,000 of principal amount of the debentures by 95% of the current market price 
on the maturity date. 

On initial recognition, the Company valued the liability component of the 2027 Debentures at $49.4 million and the equity 
component at $3.1 million. In addition, the Company incurred transaction costs of $2.6 million, of which $2.4 million was 
allocated to the liability component and $0.2 million was allocated to the equity component. The net amount recognized as the 
equity component of the 2027 Debentures, after deferred taxes of $0.8 million, was $2.1 million. 

The following table reconciles the principal amount of the 2027 Debentures to the carrying value of the liability component:  
 

 
 

9. Interest rate swaps: 

The following table summarizes the interest rate swap agreements the Company has entered into as of March 31, 2023: 

 
1) On January 17, 2023, Strat-B LP entered into a swap agreement with a Canadian chartered bank for 75% of its US$15.0 million credit 

facility or US$11.25 million. The swap agreement has a fixed rate of 3.61% plus credit spread of 2.11% and will mature on November 15, 
2027. 

 

 

 

 

March 31, December 31,
2023 2022

Principal amount - 2027 Debentures $ 52,500                   $ 52,500                   

Equity component (3,074)                   (3,074)                   
Unamortized deferred financing fees (2,058)                   (2,161)                   
Accretion on liability component 499                        372                        

$ 47,867                   $ 47,637                   

Term loan facilities Effective date Maturity date Fixed interest rate Notional amount

ML LP Jul 29, 2022 May 1, 2025 3.75% 39,750$                    

ML LP Dec 15, 2022 May 1, 2025 6.09% 11,250                      
AM LP Aug 19, 2022 Sep 30, 2026 5.39% 8,700                        
MRM LP Jul 25, 2019 Jun 24, 2024 4.05% 10,300                      

NNDH LP Feb 12, 2020 Nov 15, 2024 3.98% 7,500                        
OX LP Aug 26, 2020 Apr 27, 2025 2.96% 4,500                        
Strat-B LP1 Jan 1, 2023 Nov 15, 2027 5.72% 15,225                      
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10. Exchangeable Units and Other: 

      (a)  MRM Units: 

Mr. Mikes is entitled to receive distributions from MRM LP on the Initial Retained Interest on a pro rata basis with the 
limited partnership units of MRM LP (the “MRM Units”) held by DIV. The MRM Units are recorded as a liability and 
measured at fair value. The distributions issued by MRM LP to Mr. Mikes are recorded as an expense in the statements 
of net income. During the three months ended March 31, 2023 MRM LP issued distributions of $0.04 million (2022 - $nil) 
to Mr. Mikes.  

The fair value of the MRM Units is determined at the end of each period by multiplying the number of MRM Units held by 
Mr. Mikes at the end of the period by the closing price of DIV shares on the last business day of the period. As at March 
31, 2023 the MRM Units were valued at $1.1 million (December 31, 2022 - $1.1 million) based on the DIV closing share 
price of $2.99 as at March 31, 2023 (December 31, 2022 - $2.98), multiplied by the total number of MRM Units of 355,032.  

(b)   ML Units: 

A balance of $2.6 million remains in exchangeable units which relates to consideration payable to Mr. Lube. There has 
been no change in the fair value since December 31, 2022. 

11. Income taxes: 

The income taxes recognized in the statements of net income are as follows: 

 

The tax effect of temporary differences that gives rise to the net deferred tax liabilities as at March 31, 2023 and December 
31, 2022 are as follows: 
 

 

The deferred tax liability as at March 31, 2023 is largely associated with the temporary differences on the Company’s intangible 
assets, which have an undepreciated capital cost allowance of approximately $262.9 million (December 31, 2022 - $266.6 
million). In addition, pursuant to NND LP’s limited partnership agreement dated November 15, 2019, its undepreciated capital 
cost allowance of approximately $43.6 million at March 31, 2023 (December 31, 2022 - $44.2 million) is allocated to the 
Company for tax purposes. 
 
Tax attributes are subject to review, and potential adjustment, by competent authority. 

 

 

 

 

 

 

Three months ended March 31,
 2023 2022

Deferred income tax expense $ 1,183            $ 1,271            
Current income tax expense 1,320            1,121            

$ 2,503            $ 2,392            

March 31, December 31,
 2023 2022

Intangible assets $ 208               $ 211               
Financing and share issuance costs 700               775               
Convertible debentures (695)              (730)              
Other (1,036)           (1,281)           
Intangible assets (14,565)         (13,180)         
Net deferred income tax liability $ (15,388)         $ (14,205)         
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12. Share-based compensation: 

(a) Restricted share units (RSU’s): 

The number of RSUs outstanding as at March 31, 2023 is as follows: 

 
 

(b) Share options: 

The following table summarizes the changes in the Company’s share options during the three months ended March 31, 
2023:  
 

  

 
The following tables summarizes information relating to outstanding and exercisable options as at March 31, 2023:  
 

 
 
The weighted average assumptions used in calculating the fair values of options granted in 2023 are as follows: 
 

 
 

 

 

 March 31, 2023
 Weighted
 Number of average grant-
 RSUs date fair value

Balance, beginning of period   550,112                  2.08$                       
Granted   298,390                  3.03                         
Dividends earned   14,644                    3.15                         
Settled   (1,084)                     3.00                         
Balance, end of period   862,062                  2.42$                       

Vested, but not settled   (5,059)                     3.18                         
Unvested   857,003                  2.42$                       

 March 31, 2023
Weighted

Number of average
options exercise price

Balance, beginning of period 1,583,334               2.66$                       
Granted 791,667                  3.00                         

Balance, end of period 2,375,001               2.78$                       

Expiry Date Exercise Price

Weighted average 
remaining life 

(years) Options outstanding Options exercisable
May 6, 2026 2.52$                  3.10 791,667                  527,778                   
January 1, 2027 2.80                    3.76 791,667                  263,889                   
January 1, 2028 3.00                    4.76 791,667                  -                           

Balance, March 31, 2023 3.87 2,375,001               791,667                   

Risk free rate 3.34%
Expected life 5.0 years
Expected volatility 34.59%
Forfeiture rate Nil
Expected dividends 8.05%
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13. Income per share:  

 
1) For the three months ended March 31, 2023, the interest expense on convertible debentures and the effective impact from convertible 

debentures on securities is excluded from the income per share calculation as the impact is anti-dilutive.  
 

14. Other finance costs, net: 

 

 

15. Financial instruments: 

The Company must classify fair value measurements according to a hierarchy that reflects the significance of the inputs used 
in performing such measurements. The Company’s fair value hierarchy comprises the following levels: 

 Level 1 – quoted prices are available in active markets for identical assets or liabilities as of the reporting date. Active 
markets are those in which transactions occur in sufficient frequency and volume to provide pricing information on an 
ongoing basis. 

 Level 2 – pricing inputs are other than quoted in active markets included in Level 1. Prices in Level 2 are either directly or 
indirectly observable as of the reporting date. 

 Level 3 – valuations in this level are those with inputs for the asset or liability that are not based on observable data. 

The carrying value of current financial assets and liabilities approximate their fair value due to their short-term nature. The 
carrying value of the term loan facilities approximate their fair value as these facilities bear interest at floating market interest 
rates. The fair value of the term loan facilities is measured using Level 2 inputs. The fair value of the convertible debentures is 
measured using Level 1 inputs. The fair value of the MRM Units, ML Units and the interest rate swap liabilities are measured 
using Level 2 inputs. The fair value of the investment in NND LP (note 6) is measured using Level 3 inputs.  

 

Three months ended March 31,
2023 2022

Income for the period - basic $ 6,690               $ 6,196               

Interest expense on convertible debentures, net of tax(1) -                      831                  

Income for the period - diluted $ 6,690               $ 7,027               

Weighted average number of shares outstanding - basic 141,533,261     122,662,595     
Effective impact of dilutive securities:

Share options 298,212            178,940            
RSUs 862,917            753,000            

Convertible debentures(1) -                   25,600,326       
Exchangeable MRM units 355,032            355,032            

Weighted average number of shares outstanding - diluted 143,049,422     149,549,893     

Income per share
Basic $ 0.05                 $ 0.05                 

Diluted $ 0.05                 $ 0.05                 

Three months ended March 31,
2023 2022

Finance income  $ 77                  $ 8                   
Foreign exchange loss (31)                (1)                  
Distributions on Exchangeable Units (35)                -                
Fair value adjustment on promissory note (92)                -                
Accretion expense and other (139)              (281)              
Amortization of deferred financing charges (177)              (224)              

 $ (397)               $ (498)              
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15. Financial instruments (continued): 

The following table presents the carrying amounts of each category of financial assets and liabilities as at March 31, 2023: 

 

 

 

16. Subsequent Events: 

(a) On May 1, 2023 the Mr. Lube royalty pool (the “Mr. Lube Royalty Pool”) has been adjusted to include the royalties from five 
new flagship Mr. Lube locations. With the adjustment for these five new locations, the Mr. Lube Royalty Pool now includes 144 
flagship locations.  

 
On April 21, 2023, DIV and Mr. Lube entered into an amendment (the “LP Amendment”) to the amended and restated limited 
partnership agreement (the “LP Agreement”) of ML LP to confirm the terms on which the five new locations would be added to 
the Mr. Lube Royalty Pool on May 1, 2023. The initial consideration paid to Mr. Lube for the estimated net additional royalty 
revenue from the five new locations is $4.7 million, representing 80% of the total estimated consideration of $5.9 million. The 
initial consideration of $4.7 million was elected by DIV to be paid in cash. The initial consideration is based on the forecast 
system sales of such locations for year ending December 31, 2023.  
 
As a result of the LP Amendment, the remaining consideration payable for the additional royalty revenue of the five new Mr. 
Lube locations added to the Mr. Lube Royalty Pool on May 1, 2023 will be paid to Mr. Lube on May 1, 2025 (as opposed to 
May 1, 2024), and will be adjusted to reflect the actual system sales of these five new locations for the year ending December 
31, 2024 (as opposed to the actual system sales for the year ending December 31, 2023).  
 
 

  

As at March 31, 2023
FVTPL Amortized Level 1 Level 2 Level 3

cost
Financial assets:

Cash $ -              $ 4,428          $ -              $ -              $ -              

-              5,577          -              -              -              
     Interest rate swap assets 2,500          -              -              2,500          -              
     Investment in NND LP 43,181        -              -              -              43,181        

$ 45,681        $ 10,005        $ -              $ 2,500          $ 43,181        

Financial liabilities:

$ -              $ 5,157          $ -              $ -              $ -              

-              145,459      -              -              -              
Promissory note -              3,558          -              -              -              
Lease obligation -              755             -              -              -              
Convertible debentures -              47,867        47,867        -              -              
Exchangeable units and other 3,741          -              -              3,741          -              

$ 3,741          $ 202,796      $ 47,867        $ 3,741          $ -              

Carrying value Fair value hierarchy

Royalty and other receivables

Accounts payable and
     accrued liabilities
Bank loans, net of
     deferred financing charges



DIVERSIFIED ROYALTY CORP. 
Notes to Condensed Consolidated Interim Financial Statements 
(Unaudited) 
(Tabular amounts expressed in thousands of Canadian dollars) 
 
For the three months ended March 31, 2023 and 2022 
 

 

15 
 

16. Subsequent Events (continued): 

On May 1, 2021, the Mr. Lube Royalty Pool was adjusted to include royalties from 13 new flagship Mr. Lube locations. The 
initial consideration previously paid by DIV was $7.7 million, which represented 80% of the total estimated consideration for 
those 13 locations, which estimate was based on the forecast system sales of these 13 locations for the 2021 fiscal year. The 
remaining consideration payable for the net additional royalty revenue related to 7 of the 13 locations of $1.6 million was paid 
by DIV to Mr. Lube in cash on May 1, 2022 based the actual system sales of these locations for the year ending December 
31, 2021. The total consideration payable to Mr. Lube for the net additional royalty revenue of these 2021 True-Up Locations 
based on their actual system sales for the year ended December 31, 2022 is $6.7 million. After taking into account the $3.9 
million previously paid by DIV to Mr. Lube on May 1, 2021 for the 2021 True-Up Locations, DIV paid Mr. Lube the remaining 
$2.8 million of cash consideration for the net additional royalty revenue of these 2021 True-Up Locations on May 1, 2023. 
 
On May 1, 2022, the Mr. Lube Royalty Pool was adjusted to include royalties from six new flagship Mr. Lube locations (the 
“2022 True-Up Locations”) and to remove two locations that had been permanently closed. The initial consideration previously 
paid by DIV was $3.4 million in the form of 1,083,063 Common Shares. The initial consideration represented 80% of the total 
estimated consideration for those 2022 True-Up Locations, which estimate was based on the forecast system sales of these 
2022 True-Up Locations for the 2022 fiscal year. 
 
The actual system sales for the 2022 True-Up Locations added to the Royalty Pool on May 1, 2022 was determined for the 
year ended December 31, 2022 to be $10.0 million. The total consideration payable to Mr. Lube for the net additional royalty 
revenue of these 2022 True-Up Locations based on their actual system sales for the year ended December 31, 2022 is $6.1 
million. After taking into account the $3.4 million previously paid by DIV to Mr. Lube in the form of 1,083,063 Common Shares 
issued to Mr. Lube on May 1, 2022, DIV paid Mr. Lube the remaining $2.6 million of consideration for the net additional royalty 
revenue of these 2022 True-Up Locations on May 1, 2023, in the form of 832,848 Common Shares of DIV on the basis of the 
2022 Share Price. In accordance with the terms of the LP Agreement, ML LP also made a cash payment to Mr. Lube of 
approximately $192,000 representing the amount of the dividends of DIV that would have been received by Mr. Lube had the 
832,848 Common Shares been issued to Mr. Lube on May 1, 2022. 

 
(b) On May 1, 2023, DIV amended its Acquisition Facility to allow for a one-time advance of up to $7.5 million to be used to fund 

the initial consideration paid by DIV to Mr. Lube for the five new Mr. Lube locations added to the Royalty Pool on May 1, 2023 
and to partially fund the remaining true-up consideration paid by DIV to Mr. Lube on May 1, 2023 for the 2021 True-Up 
Locations. 

 


