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LXRandCo, Inc. 
 
MANAGEMENT’S DISCUSSION AND ANALYSIS  
Third Quarter Ended September 30, 2019 

November 12, 2019 
 
The following management’s discussions and analysis (“MD&A”) dated November 12, 2019 is intended to 
assist readers in understanding the business environment and financial performance of LXRandCo, Inc. 
(together with its consolidated subsidiaries, referred to herein as “LXRandCo” or the “Company”). This 
MD&A should be read in conjunction with the unaudited interim condensed consolidated financial 
statements of LXRandCo for the three-month and nine-month periods ended September 30, 2019, and the 
MD&A for the year ended December 31, 2018. The accompanying interim condensed consolidated 
financial statements have not been reviewed by the Company’s independent auditors. 
 
Basis of Presentation 
 
The interim condensed consolidated financial statements of LXRandCo have been prepared in accordance 
with International Financial Reporting Standards (“IFRS”), as issued by the International Accounting 
Standards Board (“IASB”), using the accounting policies described therein. All amounts are presented in 
Canadian dollars, unless otherwise stated. LXRandCo’s fiscal year ends on December 31. 
 
The interim condensed consolidated financial statements and notes thereto for the three-month and nine-
month periods ended September 30, 2019, and this MD&A were approved by the Board of Directors on 
November 11, 2019. 
 

Non-IFRS Measures 
 
This MD&A makes reference to certain non-IFRS measures. These measures are not recognized 
measures under IFRS, do not have a standardized meaning prescribed by IFRS and are therefore unlikely 
to be comparable to similar measures presented by other companies. Rather, these measures are provided 
as additional information to complement IFRS measures by providing further understanding of LXRandCo’s 
performance and results of operations from management’s perspective. Accordingly, these measures 
should not be considered in isolation nor as a substitute for analysis of LXRandCo’s financial information 
reported under IFRS. Management uses non-IFRS measures including: “EBITDA,” “Adjusted EBITDA,” 
“Adjusted EBITDA Margin” and “Adjusted Net Loss.” These non-IFRS measures are used to provide 
investors with supplemental measures of LXRandCo’s operating performance and thus highlight trends in 
LXRandCo’s core business that may not otherwise be apparent when relying solely on IFRS measures. 
Management believes that securities analysts, investors and other interested parties frequently use non-
IFRS measures in the evaluation of issuers. Management also uses non-IFRS measures in order to 
facilitate operating performance comparisons from period to period, to prepare annual operating budgets 
and forecasts and to determine components of management compensation. For a definition of “EBITDA,” 
“Adjusted EBITDA,” “Adjusted EBITDA Margin” and “Adjusted Net Loss,” and a reconciliation of these non-
IFRS measures to IFRS measures, see “How Management Assesses the Performance of LXRandCo” and 
“Selected Consolidated Financial Information of LXRandCo” sections of this MD&A. 
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Caution Regarding Forward-Looking Statements 
 
Certain statements in this MD&A are prospective in nature and constitute forward-looking information or 
forward-looking statements within the meaning of applicable securities laws (collectively, “forward-looking 
statements”). Forward-looking statements include, but are not limited to, statements concerning the 
financial results and condition of the Company, expectations regarding market trends, overall market growth 
rates and the Company’s growth rates, future objectives and strategies to achieve those objectives, 
including, without limitation, new store openings, store productivity, margin improvements, e-commerce 
penetration and future acquisitions, as well as other statements with respect to management’s beliefs, 
plans, estimates and intentions, and similar statements concerning anticipated future events, results, 
outlook, circumstances, performance or expectations that are not historical facts. 
 
Forward-looking statements generally, but not always, can be identified by the use of forward-looking 
terminology such as “outlook,” “objective,” “may,” “could,” “would,” “will,” “expect,” “intend,” “estimate,” 
“forecasts,” “project,” “seek,” “anticipate,” “believes,” “should,” “plans” or “continue,” or similar expressions 
suggesting future outcomes or events and the negative of any of these terms. 
 
Forward-looking statements reflect management’s current beliefs, expectations and assumptions and are 
based on information currently available to management, which includes assumptions about continued 
revenues based on historical past performance, management’s historical experience, perception of trends 
and current business conditions, expected future developments and other factors which management 
considers appropriate. With respect to the forward-looking statements included in this MD&A, management 
has made certain assumptions with respect to, among other things, the Company’s ability to meet its future 
objectives and strategies, the Company’s ability to achieve its future projects and plans and that such 
projects and plans will proceed as anticipated, the expected growth of the Company’s e-commerce revenue, 
the expected number and timing of store openings in North America, entering into new or expanded retail 
partnerships in North America, the Company’s ability to source products, the Company’s competitive 
position in the vintage luxury industry, and beliefs and intentions regarding the ownership of material 
trademarks and domain names used in connection with the marketing, distribution and sale of the 
Company’s products as well as assumptions concerning general economic and market growth rates, 
currency exchange and interest rates and competitive intensity. 
 
Readers are cautioned not to place undue reliance on forward-looking statements, as there can be no 
assurance that the future circumstances, outcomes or results anticipated or implied by such forward-looking 
statements will occur or that plans, intentions or expectations upon which the forward-looking statements 
are based will occur. By their nature, forward-looking statements involve known and unknown risks and 
uncertainties and other factors that could cause actual results to differ materially from those contemplated 
by such statements. Factors that could cause such differences include, but are not limited to, those factors 
described under the headings “Risk Factors” and “Management’s Discussion and Analysis of LXR – Risk 
Factors” in LXRandCo’s Annual Information Form dated April 1, 2019 (the “Annual Information Form”), and 
as described from time to time in the reports and disclosure documents filed by the Company with the 
Canadian securities regulatory agencies and commissions. Such list of risk factors is not exhaustive of the 
factors that may impact the forward-looking statements. These and other factors should be considered 
carefully, and readers should not place undue reliance on the forward-looking statements in this MD&A. As 
a result of the foregoing and other factors, there can be no assurance that actual results will be consistent 
with these forward-looking statements.  
 
All forward-looking statements included in and incorporated into this MD&A are qualified by these 
cautionary statements. Unless otherwise indicated, the forward-looking statements contained herein are 
made as of the date of this MD&A, and except as required by applicable law, the Company does not 
undertake any obligation to publicly update or revise any forward-looking statement, whether as a result of 
new information, future events or otherwise.  
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Overview 
 
LXRandCo is a North American omni-channel retailer of branded vintage luxury handbags and accessories. 
LXRandCo sources and authenticates high-quality pre-owned products and sells them through: a retail 
network of “shop-in-shop” stores located primarily in major department stores in the United States and 
Canada; wholesale operations primarily in the United States; and its own e-commerce website, 
www.lxrco.com, as well as the e-commerce platforms of its retail and digital partners. LXRandCo offers pre-
owned products from iconic brands such as Hermès, Louis Vuitton, Gucci and Chanel, among others, at 
attractive prices and seeks to appeal to the aspirational lifestyle needs of women of all ages. As at 
September 30, 2019, LXRandCo’s retail network consisted of 81 stores with 69 in the United States and 12 
in Canada. LXRandCo has offices in Montréal, Canada, and Tokyo, Japan. 
 
LXRandCo’s mission is to connect consumers with pre-owned branded luxury handbags and accessories 
and inspire a new pride in “vintage luxury” by making sought after luxury products accessible to a broader 
audience. Management believes that its curated offering of branded pre-owned vintage luxury products 
addresses a growing demand by aspirational buyers who seek luxury products and accessories that might 
otherwise be unavailable to them due to price and accessibility. LXRandCo offers an integrated omni-
channel buying environment and authenticated and condition-graded products that are attractively priced 
compared to new products. 
 
History 
 
LXRandCo was founded in 2010 as a reseller of pre-owned branded luxury products primarily through 
wholesale channels. In 2013, the Company launched its e-commerce business and later that same year 
launched its first retail presence in Beverly Hills.   
 
Thereafter, recognizing the opportunity to position itself uniquely in the vintage luxury landscape by 
establishing a broad retail presence, LXRandCo began expanding its store network and transitioning to a 
capital efficient “shop-in-shop” model under which it partnered with premier mid-tier department stores and 
off-price retailers. LXRandCo provides retailers with a compelling value proposition by offering the world’s 
most coveted brands, to which they would not otherwise have access, at price points that are accessible to 
their customers. Typically, the LXRandCo offering drives increased foot traffic and repeat customers while 
delivering significant above-average revenue productivity as compared to their total store productivity. In 
2014 and 2015, the Company established partnerships with a number of department stores and by the end 
of 2015 had expanded to 15 locations. 
 
By the end of 2016, prior to the Company going public in 2017, LXRandCo had grown its retail network to 
46 stores (32 in the United States, eight in Canada and six in Germany). Total revenue for 2016 was 
$21.9 million, with a gross profit margin in excess of 30%, and the Company was profitable on an adjusted 
EBITDA basis. 
 
In 2017, in an effort to meet the considerable demand from retail partners, the Company embarked on an 
accelerated growth plan. In June 2017, LXRandCo raised $25 million in gross proceeds through a public 
offering of shares and became a publicly-traded company on the Toronto Stock Exchange. 
 
In 2017, LXRandCo opened 90 stores, nearly all in the second half of the year, essentially tripling the size 
of the retail network to 131 by year-end and substantially expanding its network into Europe. This rapid 
expansion placed a significant burden on the Company and led to a negative impact on gross margin and 
corporate costs, which resulted in a substantial use of cash from operating activities. While revenue grew 
to $32.4 million in 2017, gross profit margin declined to 26%.  
 
In 2018 and following the challenges of pursuing an aggressive growth strategy, LXRandCo implemented 
initiatives to achieve more disciplined revenue growth and to regain margin expansion. These included 
refocusing the Company’s physical retail network presence with certain retail partners in the U.S. and 
Canada, which resulted in the closure of all its European stores and certain locations in the U.S. and 
Canada. Revenue in 2018 was $39 million and gross profit margin was 26%. At the end of the year, the 
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retail network consisted of 86 stores. In August 2018, LXRandCo initiated a strategic review process aimed 
at unlocking the value of the Company’s omnichannel platform. 
 
In March 2019, pursuant to the strategic review process, the Company completed a non-brokered private 
placement for gross proceeds of $5.0 million. 
 
In May 2019, the Company began the transition from a founder-led board and to a more professionally 
managed organization. It appointed two new independent directors —Eric Graveline and Nicolas Topiol— 
to the Company’s Board of Directors and named Valerie Sorbie as Chair of the Board. 
 
Discontinued Operations 
 
As mentioned earlier, during the year ended December 31, 2018, the Company ceased the operations of 
its European based subsidiaries—LXR&Co Germany GmbH, LXR&Co UK Limited, and LXRandCo 
Netherlands B.V. As a result of the closure of its European stores, the results of the European based 
subsidiaries have been reclassified and presented separately as discontinued operations in the 
consolidated statements of loss and comprehensive loss and the consolidated statements of cash flows. 
Comparative periods have also been reclassified.  
 
On June 5, 2019, LXRandCo Netherlands B.V. was dissolved, on June 18, 2019, LXR&Co UK Limited was 
dissolved, and on September 29, 2019 LXR&Co Germany GmbH was dissolved. Investments in these 
companies were de-recognized in the parent company and a loss of $382,846 on disposition of subsidiaries 
was recognized in the consolidated statements of loss and comprehensive loss.  
 
The net loss from discontinued operations is detailed as follows: 
 

 
For the three-month period 

ended September 30, 
For the nine-month period ended 

September 30 
 2019  2018 2019 2018 

 $ $ $ $ 
     
Net revenue - 188,011 - 2,021,974 
Cost of sales - (53,962) - (1,402,002) 
Gross profit - 134,049 - 619,972) 
Selling, general, and administrative expenses - (499,387) - (3,365,274) 
Loss from operating activities - (365,338) - (2,745,302) 
Other expenses - 13,171 - (13,138) 
Net loss from discontinued operations - (352,167) - (2,732,164) 

     
Loss per share from discontinued operations     
Basic and diluted (0.00) (0.03) (0.00) (0.20) 
 
 
There were no income tax effects related to discontinued operations for any of the three-month and nine-
month periods ended September 30, 2019 and 2018. 
 
Financial and Operating Highlights 
 
Please refer to the section entitled “How Management Assesses the Performance of LXRandCo” in this 
MD&A for the definition of items disclosed below and, when applicable, to the section entitled “Selected 
Consolidated Financial Information” for a reconciliation of non-IFRS measures with the most directly 
comparable IFRS measure. Unless otherwise stated, the results below refer to the continuing operations 
of the Company. 
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Overview of Results for the Three-Month Period Ended September 30, 2019, compared to 
the Three-Month Period Ended September 30, 2018  
 

Selected financial highlights include the following: 
 

 The retail network at September 30, 2019 consisted of 81 stores compared to 95 in the prior period. 
This decrease was mainly the result of the closure of two stores, and the transition of 12 retail stores 
to a wholesale arrangement as part of the Company’s retail partner model optimization strategy.  
 

 While net revenue decreased during the period by 17.5% to $8.3 million from $10.0 million due to 
fewer stores, gross profit increased 19.0% to $2.6 million from $2.2 million. 

 
 E-Commerce revenue increased to 11.9% of net revenue from 5.8%. 

 
 Gross profit margin increased to 31.4% during the period compared to 21.8%. 

 
 Selling, general and administrative expenses decreased 9.4% to $4.0 million, or 48.3% of net 

revenue, from $4.4 million, or 43.9% of net revenue. 
 

 Net loss decreased to $2.3 million from a net loss of $3.0 million. 
 

 Adjusted Net Loss (a non-IFRS measure) decreased to $1.7 million from an Adjusted Net Loss of 
$2.7 million. 

 
 Adjusted EBITDA (a non-IFRS measure) improved to a loss of $1.3 million versus a loss of $2.1 

million in the prior period. 
 

 Cash used in operations over the period decreased to $2.8 million from cash provided from 
operations of $0.9 million. 

 
 Cash balance at the end of the quarter was $2.0 million. 

 
Overview of Results for the Nine-Month Period Ended September 30, 2019, compared to 
the Nine-Month Period Ended September 30, 2018 
 

Select financial highlights include the following: 
 

 While net revenue decreased during the period by 9.0% to $25.6 million from $28.2 million due to 
fewer stores, gross profit increased 26.2% to $7.6 million from $6.1 million. Excluding the impact of 
two sample sales to liquidate slow-moving inventory in the first quarter of 2019, normalized gross 
profit would have been $8.0 million. 
 

 E-Commerce revenue increased to 9.9% of net revenue from 6.8%. 
 

 Gross profit margin increased to 29.8% compared to 21.5%. Excluding the impact of two sample 
sales referred to above, normalized gross margin would have been 32.6%. 

 
 Selling, general and administrative expenses decreased 19.6% to $13.0 million, or 50.8% of net 

revenue, from $16.2 million, or 57.5% of net revenue.  
 

 Net loss decreased to $8.3 million from a net loss of $15.6 million. 
 

 Adjusted Net Loss (a non-IFRS measure) decreased to $5.8 million from an Adjusted Net Loss of 
$12.0 million. 

 
 Adjusted EBITDA (a non-IFRS measure) improved to a loss of $4.6 million from $10.0 million. 

 
 Cash used in operations over this period improved to $6.1 million from $7.9 million. 
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Factors Affecting Results from Operations 
 
Management believes that the performance and future success of LXRandCo depend on a number of 
factors that present significant opportunities. These factors are also subject to a number of risks and 
challenges, some of which are discussed under the headings “Risk Factors” and “Management’s Discussion 
and Analysis of LXR – Risk Factors” in LXRandCo’s Annual Information Form dated April 1, 2019 (the 
“Annual Information Form”), and as described from time to time in the reports and disclosure documents 
filed by the Company with the Canadian securities regulatory agencies and commissions from time to time. 
 

LXRandCo Brand 
 
LXRandCo sources and authenticates branded pre-owned luxury vintage products that the Company sells 
through its North American omni-channel sales network. Management believes that growing customer 
awareness and trust in the LXRandCo product offering has been important to the success of LXRandCo 
and that maintaining and enhancing the important attributes of the LXRandCo brand, including product 
authenticity and an attractive price to value relationship, are essential to LXRandCo’s continued success. 
Any loss of brand appeal may adversely affect LXRandCo’s business and financial results. 
 
Product Mix and Merchandising Strategy 
 
LXRandCo believes that its ability to determine which products and brands to offer its addressable market 
is a key driver of its net revenue growth. LXRandCo gains an understanding of market demand for pre-
owned vintage luxury products by analyzing general demographic data, data provided by retail partners on 
product sales and location-specific traffic. LXRandCo’s merchandising is continuously refined to ensure that 
LXRandCo offers an attractive value proposition to its targeted demographic, with the right product, at the 
right time, at the right price and across all channels. LXRandCo’s continued success will depend on, among 
other factors, its ability to properly assess demand in its targeted markets and to continue to implement a 
disciplined merchandise planning strategy that allows it to maintain optimal inventory levels, product 
assortment and pricing 
 
Sourcing and Authentication 
 
LXRandCo sources its merchandise primarily from third-party suppliers in Japan and to a lesser extent other 
supplier including consumers. LXRandCo contracts and maintains direct relationships with a diversified 
base of independent third-party suppliers which provide the Company with the flexibility to source specific 
high-quality vintage luxury products at competitive costs in significant quantities. It is management’s 
intention to increase the amount of product it sources directly from consumers in order to improve margins 
while still maintaining the benefits of better inventory control achieved through purchases from third-party 
suppliers. Significant disruptions in LXRandCo’s current and planned sources of product supply could affect 
LXRandCo’s ability to address market demand, achieve future revenue growth targets and store productivity 
objectives. LXRandCo will continue to diversify its sourcing alternatives by increasing the proportion it buys 
directly from consumers through LXRandCo’s retail network and through its web channel at www.lxrco.com.  
 
In addition to authentication guarantees provided to it by suppliers, LXRandCo maintains a rigorous internal 
authentication process whereby all products sourced from suppliers and customers are inspected by highly 
trained teams of product experts. Any loss of trust in the authenticity of LXRandCo’s products could 
adversely affect LXRandCo’s business and financial results. LXRandCo will continue to maintain 
uncompromising standards in product authentication in order to provide an authenticity guarantee on all 
product sales. 
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Retail Network Expansion 
 
LXRandCo will continue to prudently expand its retail network across Canada and the United States. 
LXRandCo’s ability to successfully expand its retail network will depend on numerous factors, including its 
ability to minimize closures of existing stores, securing new retail partners and expanding existing 
partnerships in targeted geographies and generating the anticipated financial performance for LXRandCo 
and its retail partners. Management anticipates leveraging the success of its current retail partner 
relationships into new store openings and developing new retail partner relationships through outbound 
business development effort. 
 
Retail Network Productivity and Scalability 
 
LXRandCo’s “shop-in-shop” store model is designed to be productive and rapidly scalable. LXRandCo 
believes that its store productivity depends on, among other factors, being present in department stores 
that target a demographic that has a potential affinity for pre-owned vintage luxury products, obtaining 
choice space and placement within the department stores, its ability to offer an attractive value proposition 
to its consumers, and creating an exceptional buying experience for its customers. LXRandCo will continue 
to manage its sourcing and merchandising functions in order to offer attractive value to its customers. In 
addition, LXRandCo will continue to invest in the training of its sales associates and the presentation of its 
stores so as to emphasize and reinforce LXRandCo’s brand values. 
 
E-Commerce Growth 
 
LXRandCo’s launched its e-commerce offering in 2013, and management believes there is an opportunity 
to meaningfully grow its e-commerce business over time. LXRandCo plans to leverage business intelligence 
and behaviour data to further enhance its understanding of customer preferences and buying behaviour. 
This includes optimizing its online operations to enhance personalization, which LXRandCo believes will 
drive higher conversion rates and increased customer loyalty for itself and its retail partners. Management 
also believes there is an opportunity to develop a mutually positive relationship between its retail network 
channel and www.lxrco.com, with the success of each benefiting the other through increased brand 
awareness and affinity. As LXRandCo expands its retail network, management believes that its e-commerce 
business will benefit from the increased awareness of the LXRandCo brand resulting from the larger and 
more expansive retail network. 
 
Consumer Trends 
 
Demand for vintage luxury handbags and accessories is subject to shifts in consumer trends, preferences and 
consumer spending, and LXRandCo’s revenue and operating results depend, in part, on its ability to respond 
to such changes in a timely manner. Management believes that LXRandCo’s diversified brand and product 
mix provides LXRandCo with the flexibility to optimize its offering as needed to address changes in consumer 
demand and market trends. In addition, the iconic nature of the brands offered by LXRandCo also provides 
a more stable source of demand over time that is less susceptible to be affected by short-term fashion 
trends. LXRandCo’s revenue is also affected by discretionary spending by consumers, which is affected by 
many factors that are beyond LXRandCo’s control, including, but not limited to, general economic 
conditions, consumer disposable income levels, consumer confidence levels, consumer debt, the cost of 
basic necessities and other goods and the effects of weather or natural disasters. 
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Seasonality 
 
As set forth in the table below, LXRandCo’s business has not demonstrated material seasonality to date, 
with an only modestly higher proportion of net revenue generated during the second half of the year, with 
an emphasis on the fourth quarter. The days leading up to Valentine’s Day and Mother’s Day in the first and 
second quarters of the year, respectively, are important sales-generating periods as well as the Christmas 
holiday season in the fourth quarter of the year. Based on the net revenue generated by those stores open 
for a full year ending December 31, 2018, the quarterly share of annual net revenue for the year was as 
follows: 

 
First fiscal quarter .…………………………………… 23% 

Second fiscal quarter .............................................. 25% 

Third fiscal quarter .................................................. 22% 

Fourth fiscal quarter ............................................... 30% 

Yearly total ............................................................. 100% 

While LXRandCo’s business has not demonstrated significant seasonality to date, seasonal or cyclical 
variations in business may become more pronounced over time as its retail network expands. Most store 
openings typically occur in the fall season which could lead to more pronounced variations in LXRandCo’s 
results in years with significant new store additions. 

 
Weather 
 
Severe weather events in geographies where our stores are located could adversely affect our business and 
financial results. For example, frequent or unusually heavy snowfall, natural disasters, or other extreme weather 
conditions over a prolonged period could make it difficult for our clients to travel to our stores and thereby reduce 
our revenue. This is potentially mitigated by our clients’ ability to buy our products through lxrco.com and our 
retail partner websites.  
 
Competition 
 
LXRandCo operates in the pre-owned branded vintage luxury accessories industry in North America. 
LXRandCo competes on the basis of several factors that include its mix of products and brands, more 
affordable product price points relative to new branded luxury products, pricing relative to other retailers of 
comparable pre-owned branded vintage products, its ability to source specific products more consistently 
and with greater depth, its omni-channel sales network capabilities, its guarantee of authenticity, its retail 
partner relationships, its focus on providing exceptional customer service and its market positioning within a 
growing demographic for its products. Management believes the industry is evolving to benefit players like 
LXRandCo that can leverage omni-channel capabilities. 
 
Foreign Exchange 

 
LXRandCo reports in Canadian dollars. The majority of LXRandCo’s net revenue is derived in U.S. dollars 
while most of its cost of goods sold is sourced in Japanese yen. Future fluctuations in the exchange rate of 
the Canadian dollar versus the U.S. dollar, and the Canadian dollar versus the Japanese yen could 
materially affect LXRandCo’s gross profit margins and operating results. At present, LXRandCo is not using 
any hedging strategies to mitigate the risks associated with adverse currency fluctuations in either the 
Japanese yen or the U.S. dollar.  
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How Management Assesses the Performance of LXRandCo 
 
In assessing the performance of LXRandCo’s business, management considers a variety of financial and 
operating measures that affect its operating results. LXRandCo conducts its activities in a single industry 
segment as an omni-channel retailer. The single operating segment includes all sales channels accessed 
by LXRandCo’s customers, including sales through LXRandCo’s retail network, wholesale operations and 
online through its website and partners’ websites.  
 
Net Revenue 
 
Net revenue primarily reflects the sale of merchandise, net of discounts, rebates, estimated returns and sales 
taxes. Net revenue from retail stores is recognized at the point of sale, when the merchandise is delivered 
to the customer. Net revenue from wholesale and e-commerce sales is recognized when merchandise is 
delivered to the customer.  
 
Gross Profit 
 
Gross profit reflects net revenue less cost of sales. Cost of sales includes product purchase cost, production 
costs, inbound logistics costs and duties. Cost of sales also includes retail partner licensing costs and credit 
card fees. LXRandCo’s cost of sales may include different items compared to that of other retailers. Gross 
profit as a percentage of net revenue (gross profit margin) is impacted by the components of cost of sales. 
 
Selling, General and Administrative (“SG&A”) Expenses 
 
SG&A expenses consist of selling expenses that are generally variable with net revenue, and general and 
administrative operating expenses that are primarily fixed. Management expects the variable component of 
SG&A expenses to increase as it continues to expand its retail store network, grow its e-commerce business, 
increase brand awareness and invest in its infrastructure. LXRandCo’s SG&A expenses may include 
different expenses compared to other retailers. 
 
Net Loss 
 
Net loss reflects gross profit less SG&A expenses, amortization and depreciation expenses, and impairment 
of goodwill to arrive at results from operating activities. It then further reflects the deduction of finance costs, 
foreign exchange loss (gain), loss on disposition of assets, and loss on disposition of subsidiaries to arrive 
at loss before income taxes from which income tax expense is deducted to arrive at net loss. 
 
Adjusted Net Loss 
 
Adjusted Net Loss is a non-IFRS measure that management believes is a useful measure of LXRandCo’s 
performance, as it provides a more relevant picture of results by excluding the effects of expenses that are 
not reflective of underlying business performance, and other non-cash or non-recurring expenses. 
Management uses Adjusted Net Loss to facilitate a comparison of its performance on a consistent basis 
from period to period and to provide for a more complete understanding of factors and trends affecting 
LXRandCo’s business. Adjusted Net Loss is reconciled to Net Loss, its nearest GAAP measure, on page 
12 for expenses that management considers to be not representative of LXRandCo’s ongoing operating 
performance, net of related tax effects. 
 
EBITDA 
 
EBITDA is a non-IFRS measure that management defines as net loss before amortization and depreciation 
expenses, finance costs and income tax expense. 
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Adjusted EBITDA 
 

Adjusted EBITDA is a non-IFRS measure that management believes is a useful measure of operating 
performance in that it excludes the effects of financing and investing activities from operating results by 
removing the effects of amortization and depreciation expenses, finance costs, expenses that are not 
reflective of underlying business performance, and other non-cash or non-recurring expenses. Management 
uses Adjusted EBITDA to facilitate a comparison of its operating performance on a consistent basis from 
period to period and to provide for a more complete understanding of factors and trends affecting 
LXRandCo’s business. Adjusted EBITDA is reconciled to Net Loss, its nearest GAAP measure, on page 12 
for expenses that management considers to be not representative of LXRandCo’s ongoing operating 
performance. Because Adjusted EBITDA excludes non-cash items, management believes that it is less 
susceptible to variances in actual performance resulting from depreciation, amortization and other non-cash 
charges. 

 

 

 



 

 

Key Financial and Operating Information 
 
The following table summarizes LXRandCo’s recent results for the periods indicated:  
 
LXRandCo, Inc.         
Condensed consolidated statements of loss and comprehensive loss     

(in Canadian dollars, except per share amounts)        

         

   
 For the 3-month period ended 

September 30, 
 For the 9-month period ended 

September 30, 

   
 2019 2018  2019 2018 

         
Net revenue     8,314,615 10,075,502  25,629,115 28,154,267 

Cost of sales    5,707,183 7,883,710  17,983,306 22,094,692 

Gross profit    2,607,432 2,191,792  7,645,809 6,059,575 

    

         
Operating expenses         
Selling, general and administrative expenses     4,011,816 4,425,971  13,007,248 16,187,540 

Amortization and depreciation expenses    254,467 400,826  762,171 1,009,753 

Impairment of goodwill     — —  — 3,683,987 

Results from operating activities    (1,658,851) (2,635,005)  (6,123,610) (14,821,705) 

Other income and expenses         
Finance costs    125,764 147,940  352,044 922,314 

Foreign exchange loss/(gain)    (138,402) 264,474  1,008,248 (137,305) 

Loss on disposition of assets    295,121 —  427,898 — 

Loss on disposition of subsidiaries    363,304 —  382,846 — 

Loss before income taxes    (2,304,638) (3,047,419)  (8,294,646) (15,606,714) 

         
Income tax expense         

Current   6,154 1,404  54,357 40,065 

Deferred   — —  — 44,000 

    6,154 1,404  54,357 84,065 

Net loss from continuing operations   (2,310,792) (3,048,823)  (8,349,003) (15,690,779) 

Net loss from discontinued operations   — (352,167)  — (2,732,164) 

Net loss for the period    (2,310,792) (3,400,990)  (8,349,003) (18,422,943) 

 
 
 



 

 

 
  

 For the 3-month period ended Sept 30,  For the 9-month period ended Sept 30, 

   
 2019 2018  2019 2018 

         
Reconciliation of net loss to Adjusted 
EBITDA         

Net Loss    (2,310,792) (3,400,990)  (8,349,003) (18,422,943) 

Add: Amortization and depreciation expense    254,467 400,826  762,171 1,009,753 

Add: Finance Costs    125,764 147,940  352,044 922,314 

Add: Income Tax Expense     6,154 1,404  54,357 84,065 

EBITDA    (1,924,407) (2,850,820)  (7,180,431) (16,406,811) 

         

Adjustments to EBITDA:         

Foreign exchange loss (gain)    (138,402) 264,474  1,008,248 (137,305) 

Loss on disposition of assets    295,121 —  427,898 — 

Impairment of goodwill    — —  — 3,683,987 

Stock-Based Compensation Expense    41,309 87,817  178,229 102,315 

Loss on disposition of subsidiaries    363,304 —  382,846 — 

Professional fees related to strategic review and private placement   — —  474,853 — 

Store closing costs    75,626 —  105,944 — 

Loss from discontinued operations    — 352,167  — 2,732,164 

Adjusted EBITDA    (1,287,449) (2,146,362)  (4,602,413) (10,025,650) 
 
 

Reconciliation of Net Loss to 
Adjusted Net Loss         

Net Loss    (2,310,792) (3,400,990)  (8,349,003) (18,422,943) 

Adjustments to Net Income:         

Foreign exchange loss (gain)    (138,402) 264,474  1,008,248 (137,305) 

Impairment of goodwill    — —  — 3,683,987 

Loss on disposition of assets    295,121 —  427,898 — 

Stock-Based Compensation Expense    41,309 87,817  178,229 102,315 

Loss on disposition of subsidiaries    363,304 —  382,846 — 

Non-recurring professional fees    — —  474,853 — 

Store closing costs    75,626 —  105,944 — 

Loss from discontinued operations    — 352,167  — 2,732,164 

Adjusted Net Loss    (1,673,834) (2,696,532)  (5,770,985) (12,041,782) 
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The following table provides selected retail network data for the periods indicated:  
 

 For the three-month 
period ended 

September 30, 

 For the nine-month 
period ended 

September 30, 
        

Selected retail network data 2019 2018  2019  2018 
        

Number of stores, beginning of period 84  119  86  131 

Store openings 4  18  5  41 

Store closures    7  42  10  77 

Number of stores, end of period 81  95  81  95 

 
 
 

Results of Operations 
 

Comparison of the Three-Month and Nine-Month Periods Ended September 30, 2019 and 2018.  
 

Net Revenue 
 

LXRandCo’s retail network consisted of 81 stores as at September 30, 2019, compared to 95 stores as at 
September 30, 2018 (which excludes 12 European stores closed in 2018 and subsequently classified as 
discontinued operations). These store openings and closures were within the confines of the Company’s 
objective to prudently expand its retail network and implement a more profitable, and mutually beneficial 
retail partner model across its network. 
 
Net revenue decreased 17.5% to $8.3 million in the three-month period ended September 30, 2019 
compared to $10.0 million in the three-month period ended September 30, 2018 primarily as a result of 15% 
fewer stores during the period. E-Commerce revenue increased to 11.9% of net revenue from 5.8%. Net 
revenue decreased by 9.0% to $25.6 million in the nine-month period ended September 30, 2019 compared 
to $28.2 million in the nine-month period ended September 30, 2018, with e-commerce revenue increasing 
to 9.9% of net revenue from 6.8%. 

 
Gross Profit 

 
Gross profit increased by 19.0% to $2.6 million in the three-month period ended September 30, 2019 
compared to $2.2 million in the three-month period ended September 30, 2018 and increased by 26.2% to 
$7.6 million in the nine-month period ended September 30, 2019 compared to $6.1 million in the nine-month 
period ended September 30, 2018. Excluding the impact of two sample sales to liquidate slow-moving 
inventory in the first quarter of 2019, normalized gross profit would have been $8.0 million for the nine-
month period ended September 30, 2019. 
 
Gross profit margin increased to 31.4% in the three-month period ended September 30, 2019 compared to 
21.8% in the three-month period ended September 30, 2018 and increased to 29.8% in the nine-month 
period ended September 30, 2019 compared to 21.5% in the nine-month period ended September 30, 2018. 
The three-month and nine-month periods ended September 30, 2019 reflect an improvement in gross 
margin from the previous year as a result of reduced licensing fees with two major retail partners, more 
efficient product sourcing, a decrease in inventory obsolescence provisions from the liquidation of slow-
moving inventory in the first quarter of 2019, and a significant reduction in inventory shrinkage and freight 
expense. 
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SG&A Expenses 
 

SG&A expenses decreased by 9.4% to $4.0 million in the three-month period ended September 30, 2019, 
compared to $4.4 million in the three-month period ended September 30, 2018. SG&A expenses decreased 
19.6% to $13.0 million in the nine-month period ended September 30, 2019, compared to $16.2 million in 
the nine-month period ended September 30, 2018. The improvement in SG&A expenses is attributable 
primarily to the operation of fewer stores throughout the period, which resulted in decreased store and 
corporate headcount, and lower store closure costs. 
 
Including retail partner employees, the number of employees decreased to 300 as of September 30, 2019, 
compared to 350 as at September 30, 2018. The number of employees hired directly by the Company 
decreased to 171 as of September 30, 2019, compared to 225 as at September 30, 2018. This significant 
decrease in headcount is mainly the result of a reduced retail network, including the impact of the 
discontinued operations in Europe. 
 
 
Net Loss 

 
Net loss decreased to $2.3 million in the three-month period ended September 30, 2019, from a net loss of 
$3.0 million in the three-month period ended September 30, 2018. Net loss decreased to $8.3 million in the 
nine-month period ended September 30, 2019, from a net loss of $15.7 million in the nine-month period 
ended September 30, 2018.  

 

Adjusted Net Loss 
 

Adjusted net loss decreased to $1.7 million in the three-month period ended September 30, 2019, from an 
adjusted net loss of $2.7 million in the three-month period ended September 30, 2018. Adjusted net loss 
decreased to $5.8 million in the nine-month period ended September 30, 2019, from an adjusted net loss 
of $12.0 million in the nine-month period ended September 30, 2018.  
 
 
Adjusted EBITDA 
 
Adjusted EBITDA improved to a loss of $1.3 million in the three-month period ended September 30, 2019, 
from a loss of $2.1 million in the three-month period ended September 30, 2018. Adjusted EBITDA improved 
to a loss of $4.6 million in the nine-month period ended September 30, 2019, from a loss of $10.0 million in 
the nine-month period ended September 30, 2018.  

 
Selected Quarterly Financial Information 
 
The following table summarizes the results of LXRandCo for the most recently completed quarters for which 
financial statements have been prepared since the Company has been a reporting issuer. This unaudited 
quarterly information has been prepared in accordance with IFRS. Due to the Company’s change in strategy 
and factors such as seasonality, the results of operations for any quarter are not necessarily indicative of 
the results of operations for the full year.  
 

 2019 2018 2017 
Consolidated 
statements of 
loss: 

Q3 
$ 

Q2 
$ 

Q1 
$ 

Q4 
$ 

Q3 
$ 

Q2 
$ 

Q1 
$ 

Q4 
$ 

Net revenue  8,314,615 8,558,435 8,756,063 10,864,627 9,945,707 9,286,767 8,791,998 13,582,409 
Loss before 
income taxes  (2,304,638) (2,170,321) (3,819,691) (3,789,714) (3,093,027) (9,002,510) (3,556,785) (3,455,060) 

         

Net loss  
   

(3,657,520) (3,138,142) 
   

(2,310,792) (2,209,055) (3,859,556) (10,695,550) (3,600,785) (3,786,524) 
Net loss per 
share  

        

Basic  (0.09) (0.08) (0.21) (0.28) (0.21) (0.75) (0.28) (0.38) 
Fully diluted (0.09) (0.08) (0.21) (0.28) (0.21) (0.75) (0.28) (0.38) 
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Liquidity and Capital Resources 
 

Overview 
 

LXRandCo’s primary uses of funds are for operating expenses, working capital requirements, capital 
expenditures and debt service requirements. Management believes at this time that its capital structure 
provides adequate financial flexibility required to allow it to pursue its future growth strategies. LXRandCo’s 
ability, however, to fund operating expenses, working capital requirements, capital expenditures and future 
debt service requirements will depend on, among other things, its future operating performance, which will 
be affected by general economic, financial and other factors, including factors beyond its control. See 
“Factors Affecting Results from Operations” and “Risk Factors” sections in this MD&A for additional 
information. LXRandCo also reviews acquisition opportunities in the normal course of business and may 
make select acquisitions to implement its business strategy when suitable opportunities arise. Management 
expects that the funding for any such acquisitions would come from cash balances, cash flow from operating 
activities and/or its credit facility. 
 
Working Capital 

 
Working capital includes cash, accounts receivable, sales taxes receivable, inventory, prepaid expenses 
and deposits, accounts payable and accrued liabilities, deferred revenue, sales tax payable, income tax 
payable and the current portion of long-term debt. 

 
LXRandCo’s need for working capital occurs at different points in the year, with peak inventory sourcing 
requirements commencing weeks before Valentine’s Day in February, Mother’s Day in May and the December 
holiday season. In addition, since store openings tend to be greater in the fall season, working capital 
requirements will be more pronounced leading up to and during that period. As at September 30, 2019, 
LXRandCo’s inventory was $10.6 million. 

 
Historically, LXRandCo’s main sources of liquidity have been from cash on hand, cash generated from 
operating activities, the sale of equity securities and borrowings under the Company’s revolving credit 
facilities. As at September 30, 2019, LXRandCo’s working capital was $2.1 million. Cash on hand at 
September 30, 2019 was $2.0 million. 

 
Credit Facilities and Other Indebtedness 

 
The following summarizes the indebtedness incurred by LXRandCo as at September 30, 2019. This 
summary should be read in conjunction with the interim condensed consolidated financial statements of the 
Company for the three-month and nine-month period ended September 30, 2019. 

 

Credit Facilities 
 

On June 14, 2017, the Company entered into a credit agreement with a Canadian chartered bank, which 
provided the Company with a new credit facility to finance its growth (the “Line of Credit”). The Line of Credit 
consists of a revolving credit facility for an authorized amount of up to $25,000,000, subject to a maximum 
draw based on a borrowing base calculated as a percentage of eligible accounts receivable and eligible 
inventory as defined in the credit agreement. 

 
The Line of Credit bears interest at (a) the bank’s prime rate (3.70% as at September 30, 2019, and 3.95% 
as at December 31, 2018) or U.S. base rate if denominated in U.S. dollars (5.00% as at September 30, 2019, 
and 5.50% as at December 31, 2018) plus an applicable margin of 0.50%, or (b) the banker’s acceptance 
rate (1.95% as at September 30, 2019, and 2.25% as at December 31, 2018), plus an applicable margin of 
2.00% or LIBOR (2.04% as at September 30, 2019, and 2.52% as at December 31, 2018) plus an applicable 
margin of 2.00%, at the Company’s option. A commitment fee of 0.25% of the unused portion of the Line of 
Credit is also due. The Line of Credit matures on June 14, 2020. 

 
The Line of Credit is collateralized by substantially all assets of the Company and its subsidiaries. The Line 
of Credit requires the Company to meet certain financial and non-financial covenants, which were all met 
as at September 30, 2019. 
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The Company’s line of credit is subject to a maximum draw based on a borrowing base calculated as a 
percentage of eligible accounts receivable and eligible inventory as defined in the credit agreement. As per the 
terms of the arrangement, in an event of default, the bank may, at any time, take possession of the collateral. As 
at September 30, 2019, the amount drawn from the Line of Credit amounted for $7,078,735 ($5,789,656 as at 
December 31, 2018).  

 
Cash Flows 
The following table summarizes LXRandCo’s cash flows for the periods indicated: 

 
 

 For the nine-month period 
ended  

September 30, 
Cash Flow Data: 

2019  2018  

Cash flows used in operating activities..................... (6,131,134) (7,864,214)  

Cash flows used in investing activities ..................... (13,883) (1,841,216)  

Cash flows provided by financing activities .............. 5,884,129 12,310,241  

Cash flows used by discontinued operations………. (26,413) (2,335,468)  

Effect of exchange rate changes on cash……………... (23,032) (39,314)  

Net (decrease) increase in cash during the period   (310,333)  (230,029)  
Cash, beginning of period......................................... 2,315,160 4,015,025  

Cash, end of period................................................. 2,004,827 4,245,054  

 
Analysis of Cash Flows for the Nine-Month Period Ended September 30, 2019, compared to the 
Nine-Month Period Ended September 30, 2018 

 
For the nine-month period ended September 30, 2019, cash used in operating activities was $6.1 million, 
compared to $7.9 million for the nine-month period ended September 30, 2018, a net decrease in use of cash of 
$1.8 million. This decrease in cash burn was primarily attributable to the Company focusing on cost reduction 
measures, optimizing the efficiency of its operations, and the pursuit of disciplined growth as compared to 
the Company’s significant use of capital to fund its rapid expansion in early 2018. 

 
For the nine-month period ended September 30, 2019, cash used in investing activities was almost nil 
compared to $1.8 million for the nine-month period ended September 30, 2018, a net decrease in the use 
of cash of $1.8 million. The positive change was primarily due to a decrease in capital expenditures in 2019 
as a result of a smaller retail network. 
  
For the nine-month period ended September 30, 2019, cash provided by financing activities was $5.9 million 
compared to $12.3 million for the nine-month period ended September 30, 2018, a net decrease in cash 
raised of $6.4 million. The change was primarily attributable to the Company’s drawing more on its credit 
facility offset by it raising less equity financing over this period. In March 2019, the Company raised $5.0 
million in equity capital as compared to the $14.3 million equity raise completed in February 2018.  

 
For the nine-month period ended September 30, 2019, the net decrease in cash was $0.3 million, compared 
to a net increase in cash of $0.2 million for the nine-month period ended September 30, 2018, which resulted 
in an ending cash balance on September 30, 2019, of $2.0 million compared to $4.2 million on September 
30, 2018. 

 
Significant Accounting Judgments, Estimates and Assumptions 

 
The preparation of the consolidated financial statements in conformity with IFRS requires the Company to 
make judgments, apart from those involving estimation, in applying accounting policies that affect the 
recognition and measurement of assets, liabilities, revenues and expenses. Actual results may differ from 
the judgments made by the Company. Information about judgments that have the most significant effect on 
recognition and measurement of assets, liabilities, revenues and expenses are discussed below. 
Information about significant estimates is discussed below. 
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Critical Judgments in Applying Accounting Policies 
 
Leases 
 
The Company is required to make judgments and estimates that affect the measurement of right-of-use 
assets and liabilities in the application of IFRS 16. To determine the lease term, the Company must consider 
all facts and circumstances that create an economic incentive to exercise renewal options or not exercise 
termination options. Estimates and assumptions are required to determine the appropriate incremental 
borrowing rate used to measure the right-of-use assets and lease liabilities. 
 
Key Sources of Estimation Uncertainty 
 
Inventory valuation 

The Company records a write-down to reflect management’s best estimate of the net realizable value of 
inventory which includes assumptions and estimates for future sell-through of units, selling prices as well as 
disposal costs, where appropriate, based on historical experience. Management continually reviews the 
carrying value of its inventory, to assess whether the write-down is adequate, based on current economic 
conditions and an assessment of sales trends. 

 

As at September 30, 2019, the provision for inventory valuation and obsolescence amounted to $68,096 
($521,945 as at December 31, 2018). The decrease in this provision is mainly the result of the Company’s 
initiative to liquidate slow-moving inventory, which resulted in the inventory clearance events in the first half 
of 2019.  

 
New Accounting Standards Adopted in 2019 

 

IFRS 16 Leases (“IFRS 16”)  

 
In January 2016, the IASB issued IFRS 16, which replaces IAS 17, “Leases” and related interpretations. 
This standard provides a single accounting model for leases, requiring the recognition of assets and 
liabilities for all leases and abolishing the current distinction between finance and operating leases. Certain 
exemptions will apply for short-term leases and leases of low-value assets.  

 

The Company has adopted IFRS 16, Leases on January 1, 2019, retrospectively with the cumulative effect 
of initially applying the new standard recognized on December 31, 2018, as permitted under the specific 
transition provisions in the standard.  Comparatives have therefore not been restated and continues to be 
reported under IAS 17 and IFRIC 4.  

 

IFRS 16 introduces new or amended requirements with respect to lease accounting. It introduces significant 
changes to the lessee accounting by removing the distinction between operating and finance lease and 
requiring the recognition of a right-of-use asset and a lease liability at commencement for all leases, except 
for short-term leases and leases of low-value assets. In contrast to lessee accounting, the requirement for 
lessor accounting has remained unchanged.  

 

The associated rights-of-use assets were measured at the amount equal to the lease liability of $956,141, 
adjusted by $18,826, the prepaid lease recognized in the consolidated balance sheet as at December 31, 
2018. Property and equipment increased by $974,967 on January 1, 2019.  
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Risk Factors 
 

LXRandCo is subject to a variety of financial risks in the normal course of operations including foreign 
exchange, interest rate, credit and liquidity risk. LXRandCo’s overall risk management program and 
business practices seek to minimize any potential adverse effects on its consolidated financial performance. 
The forgoing risk factors are only a summary of certain risk factors and are qualified in their entirety by 
reference to, and must be read in conjunction with, the detailed information appearing under the headings 
“Risk Factors” and “Management’s Discussion and Analysis of LXR – Risk Factors” in LXRandCo’s Annual 
Information Form dated April 1, 2019, and as described from time to time in the reports and disclosure 
documents filed by the Company with the Canadian securities regulatory agencies and commissions. 

 
Evaluation of Disclosure Controls and Procedures and Internal Control over Financial Reporting  
 
The implementation of the Canadian Securities Administrators National Instrument 52-109 requires a 
continuous improvement process, for which the Company needs to formalize existing processes and control 
measures. Disclosure controls and procedures and Internal Control over Financial Reporting refer to 
controls and other procedures designed to ensure that information required to be disclosed in the reports 
the Company files or submits under the Toronto Stock Exchange (“TSX”) is recorded, processed, 
summarized and reported within the time periods specified in the rules and forms of the TSX and that such 
information is accumulated and communicated to the Company’s management, including the chief 
executive officer and chief financial officer, as appropriate, to allow timely decisions regarding the required 
disclosure. In designing and evaluating the Company’s controls and procedures, management recognizes 
that any controls and procedures, no matter how well designed and operated, can provide only reasonable 
assurance of achieving the desired control objectives, and management is required to apply its judgment in 
evaluating and implementing possible controls and procedures.  
 
Management conducted an evaluation of the Company’s controls and procedures and internal control over 
financial reporting under the supervision of the chief executive officer and the chief financial officer. Based on 
that evaluation, management concluded that the Company’s controls and procedures were not effective as of 
September 30, 2019 and identified material weaknesses. A material weakness is a deficiency, or a combination 
of deficiencies, in internal control over financial reporting, such that there is a reasonable possibility that a material 
misstatement of the Company’s annual or interim financial statements will not be prevented or detected on a 
timely basis. A significant deficiency is a deficiency, or a combination of deficiencies, in internal control over 
financial reporting that is less severe than a material weakness, yet important enough to merit attention by those 
responsible for oversight of the Company’s financial reporting. The following material weaknesses were identified 
in the design and operation of its internal controls:  
 
(i) Lack of integration of the Company’s information technology systems and lack of access restrictions; 
(ii) Lack of segregation of duties within accounting functions and systems; and 
(iii) Limited capabilities of Company’s accounting software and consolidation process that involves highly manual 
processes. 

 
Due to the Company’s size and significant growth, segregation of all conflicting duties may not always be possible 
and may not be economically feasible and management has not been able to take steps to improve and formalize 
the Company’s internal controls over financial reporting during the quarter ended September 30, 2019.   
 
To remediate the material weaknesses identified in internal control over financial reporting, during the three-
month period ended September 30, 2019, the Company hired additional personnel with sufficient knowledge and 
experience in IFRS, such as a qualified external financial reporting consultant and a financial controller to 
increase available resources in consolidation and financial statements reporting processes.   

 
The management team will continue to monitor and evaluate the effectiveness of internal controls and procedures 
and internal controls over financial reporting on an ongoing basis and is committed to taking further action and 
implementing additional enhancements and improvements. As necessary and as funds and other resources 
permit, management will focus on improving its accounting system to a more robust software that will enable 
management to improve its financial statements reporting oversight and consolidation process. 

 
Additional Information 
Additional information relating to the Company is available on SEDAR at www.sedar.com.  


