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Caution Regarding Forward Looking Statements – This discussion includes statements about our
expectations for the future. We believe that our expectations are reasonable; however, actual
outcomes may differ materially from our expectations due to changes in operating performance,
availability of and prices for raw materials, availability of trained labour, US$/Cdn$ exchange rate
fluctuations, unexpected competition, and other technical, market and economic factors.

Description of Our Business
We, WestBond Enterprises Corporation or the “Company,” are a paper converter that supplies disposable
paper products to many markets. A full description of our business and products is contained in the
Management Discussion and Analysis included in our 2011 Annual Report. A pdf version of the 2011
Annual Report may be downloaded from our web site at www.westbond.ca or from the SEDAR web site at
www.sedar.com. For a printed copy, please contact the Company. Additional information on the
Company is also available on our web site and on the SEDAR web-site.

Discussion of Operations and Financial Condition
You should refer to our interim consolidated financial statements for the three and six month periods
ended September 30, 2011 and our consolidated financial statements for the year ended March 31, 2011
while you read this discussion. Those financial statements provide significant, material information that is
not meant to be, nor is it, included in this discussion. This discussion is meant to provide information not
included in the financial statements and an explanation of some of the financial statement information.
You should also refer to the Management Discussion and Analysis that was included in our 2011 Annual
Report. Information included in that discussion is only up-dated in this discussion. Information that has
not changed materially since July 18, 2011, the date of the Management Discussion and Analysis in the
2011 Annual Report, is not repeated here.
Sales were $1,523,189 for the three months ended September 30, 2011, which is 0.4% higher than for the
three months ended June 30, 2011 and 5.1% less than for the three months ended September 30, 2010.
We realized net income of $20,342 ($0.002 per share) for the three months ended September 30, 2011,
compared to $10,769 ($0.001 per share) for the three months ended September 30, 2010. This year’s
results are better than the same period last year because of increased selling prices, production
efficiencies and foreign exchange gains, which were offset by higher materials prices and increased
factory overhead.
The table and graph on the next page shows the trends over the past eight quarters.

WestBond Enterprises Corporation

7871 – 82nd Street, Delta, BC Canada V4G 1L9
Tel: 604-940-3939 Fax: 604-940-9161
www.WestBond.ca info@WestBond.ca

Summary of Quarterly Results
The following table summarises the results of operations for the past eight quarters. We have extracted
the data from our consolidated financial statements, which are prepared in Canadian dollars and in
accordance with International Financial Reporting Standards (IFRS). Results for each of the quarters
ended December 31, 2009 and March 31, 2011 were previously reported in accordance with Canadian
Generally Accepted Accounting Principles (GAAP). The company’s transition to IFRS effective April 1,
2010 had no effect on net income or comprehensive income for any of the quarters in the year ended
March 31, 2011. The results for the quarters ended March 31, 2010 and earlier have been calculated in
accordance with GAAP. This table has, however, been presented in conformance with the expense
groupings used in the IFRS financial statements; specifically, foreign exchange gains and losses and
interest expense, which were included in general and administrative expenses under GAAP, have been
classified under IFRS outside of operating profit as other expenses (income).

Cdn$ x 1,000

Sales
Cost of sales

Quarters ended
Sep 30 Jun 30 Mar 31 Dec 31 Sep 30 Jun 30 Mar 31 Dec 31
2011
2011
2011
2010
2010
2010
2010
2009
IFRS
GAAP
1,523
1,215

1,517
1,167

1,432
1,192

1,507
1,221

1,604
1,299

1,542
1,227

1,301
1,072

1,559
1,231

Gross profit

308

350

240

286

305

315

229

328

Selling and marketing expenses
General and administrative expenses
Other expenses (income)

139
146
(5)

133
132
5

128
133
7

129
144
12

141
138
11

139
132
(8)

117
125
15

127
127
10

Net income (loss) before taxes
Income tax expense (recovery)

28
8

80
21

(28)
(7)

1
1

15
4

52
12

(28)
(6)

64
18

Net income (loss)

20

59

(21)

0

11

40

(22)

46

0.002

0.005

(0.002)

0.000

0.001

0.004

(0.002)

0.004

0.4

6.0

-5.0

-6.1

4.1

18.5

-16.5

-4.5

79.8
9.1
9.6
-0.3
0.5
1.3

77.0
8.7
8.7
0.3
1.4
3.9

83.2
9.0
9.3
0.5
-0.5
-1.5

81.0
8.6
9.5
0.8
0.1
0.0

80.9
8.8
8.6
0.7
0.3
0.7

79.6
9.0
8.5
-0.5
0.8
2.6

82.4
9.0
9.6
1.2
-0.5
-1.7

78.9
8.2
8.1
0.7
1.2
2.9

Earnings (loss) per share, basic and
diluted - Cdn$
Sales - % change over previous
quarter
Costs, expenses and net income
- % of Sales
Cost of sales
Selling and marketing expenses
General and administrative expenses
Other expenses (income)
Income tax expense
Net income

Sales
Sales for the three months ended September 30, 2011 are 5.1% lower than for the same period last year
and 0.4% higher than the previous quarter, ended June 30, 2011. Sales for the six months ended
September 30, 2011 were 3.4% lower than for the same period last year. Competition from low priced US
and Chinese producers and the cheap US dollar continued to keep sales of our personal hygiene products
at a reduced level compared to the last year. An increase in our prices implemented in June 2011 partially
offset the decreased volumes. The increase over last year in other products during the six month periods
is primarily due to the timing of large orders placed by one of our customers.
Sales
Product Line
Personal hygiene
Clinical and long-term care
Other

Three months ended
September 30
2011
2010
$
$

Change
over last
year$

Six months ended
September 30
2011
2010
$
$

Change
over last
year

591,251
854,548
77,390

663,765
859,577
81,466

-10.9%
-0.6%
-5.0%

1,198,736
1,668,457
173,093

1,338,026
1,667,478
141,011

-10.4%
0.1%
22.8%

1,523,189

1,604,808

-5.1%

3,040,286

3,146,515

-3.4%

Cost of Sales
Direct costs (production labour and materials), as a percentage of sales, were lower in the 2011 periods
than in the 2010 periods due to increased sales prices for our products and to good pricing received on
much of our paper purchases. Overheads and depreciation in 2011 and 2010 were similar.
Cost of Sales

Three months ended September 30
2011
2011
% of sales
% of sales

Six months ended September 30
2011
2010
% of sales
% of sales

Materials
Production labour
Factory overhead labour
Variable overhead
Fixed overhead
Depreciation

54.5%
7.8%
4.0%
2.3%
7.3%
3.9%

54.7%
8.5%
4.6%
2.5%
6.8%
3.8%

53.1%
7.8%
4.1%
2.2%
7.3%
3.9%

54.3%
8.3%
4.5%
2.5%
6.9%
3.8%

Gross Margin

20.2%

19.0%

21.6%

19.7%

Our normal operating range for materials has been 51% to 55% and the average for the year ended
March 31, 2011 was 54.8%. Materials cost fluctuations are due to variations in the yield factors (the
amount of product that a certain weight of paper will produce), paper prices and product mix.
The labour fluctuations, which are also subject to shifts in the product mix, are within our usual operating
ranges. Employee productivity improvements continue to affect our direct labour costs in a positive way.
We increased our wage rates last year in order to retain the more efficient employees and to attract good
machine operators. The inability to hire or retain production employees can result in lost sales.
Selling Expenses
Selling expenses were similar during 2011 and 2010, at 8.9% of sales. Increased shipping and other
costs were offset by lower commissions and employee benefits.
General and Administrative Expenses
General and administrative expenses were similar in 2011 and 2010.
During the six months ended September 30, 2011, the company incurred total short-term employee
benefits of $164,409 (2010 – $159,797) to its key management personnel, comprising the directors and
officers of the company, and incurred $2,145 (2010 – $6,326) of professional fees in the normal course of
operations paid to DuMoulin Black LLP, a law firm in which J. Douglas Seppala, a director of the company,
is a partner. The professional fees are for legal services provided to the Company at rates normally
charged to arm’s length parties.

Liquidity, Financial Position and Capital Resources
Our financial position improved during the six months ended September 30, 2011. We had working
capital of $759,209 at September 30, 2011, compared to $841,510 at March 31, 2011. The working
capital is reduced because we have used surplus cash flows to purchase equipment. Our operating cash
flows were $228,158 during the six months ended September 30, 2011, an average of $38,026 per month,
compared to an average of $22,420 per month during the year ended March 31, 2011, before accounting
for fluctuations in non-cash working capital. The Canada Post Corporation labour strike during June 2011
caused significant delays in the collection of our accounts receivable during June 2011, resulting in a
$375,803 increase in our accounts receivable collections during the three months ended September 30,
2011 as accounts receivable levels returned to normal.
We plan to re-invest our surplus cash flow in new equipment to continue to expand the Company's
product lines and improve efficiency and to pay off bank debt.
We have a revolving bank loan facility of $1,000,000, of which $467,000 was used at September 30, 2011.
The loan outstanding at any time may not be greater than the total of 75% of Canadian accounts
receivable, 50% of US accounts receivable and 50% of inventory, less accounts payable having priority
over the bank, such as to governments and employees. Accounts receivable older than 90 days and
inventory in excess of $700,000 are not included in the calculation. Substantially all of the Company’s
assets are pledged as collateral for the revolving bank loan facility.
We use the revolving bank loan facility primarily to finance operating working capital. Inventory and
accounts receivable levels normally fluctuate by as much as $200,000 and accounts payable by an
additional $200,000. We purchase our paper supplies in relatively large quantities and often have large
shipments to customers on credit, which are the main reasons for these fluctuations.
We also have a $200,000 non-revolving loan facility that may be used to partially finance the purchase of
specific equipment that we have commissioned to be built. The loan is to be fully drawn by November 30,
2011 and will be repayable in 11 monthly instalments of principal of $5,556 commencing 30 days after
drawdown and the final payment of the then remaining principal and interest will be due one year after
drawdown. The loan will bear interest at bank prime plus 1%, payable monthly. A fixed charge on the
specific equipment purchased will be pledged as collateral.
We currently plan to spend a total of approximately $400,000 on equipment expansions and
improvements during the year ending March 31, 2012, of which approximately $300,000 has been spent
to September 30, 2011. We will draw down the $200,000 non-revolving loan at the end of November
2011 to partially finance these expansions and improvements. The rest of the financing will come from
operating cash flows. We may acquire additional equipment, if worthy new product opportunities arise.
Financing for additional equipment would be available through operating cash flow and additional term
loans.

Transition to International Financial Reporting Standards
We adopted International Financial Reporting Standards (“IFRS”) effective April 1, 2011. The differences
between IFRS and Canadian GAAP that had the most significant impact on our financial statements are
described in our management discussion and analysis for the year ended March 31, 2011. The significant
accounting policies adopted on transition are described in Note 3 to the Interim Consolidated Financial
Statements. The effects of the transition to IFRS, including the elections we made, are described in
Note 4 to the Interim Consolidated Financial Statements.

New Accounting Policies
There are no new accounting policies that are effective for our current fiscal year that are expected to
have a material effect on our consolidated financial statements. While we have early adopted IFRS 9
Financial Instruments and its related amendments, this has not had any effect on our financial statements.

Share Capital
The Company has only one class of share capital, common shares without par value. The Company also
has a stock option plan and a shareholder rights plan and has issued warrants to purchase common
shares.
Authorized common shares without par value
Issued common shares
Shares issuable on exercise of outstanding warrants
Shares issuable on exercise of outstanding stock options
Shares available for future stock option grants

November 15, 2011
Unlimited
11,063,800
1,060,000
800,000
1,200,000

The stock option plan permits the directors of the Company to grant incentive options to the employees,
directors, officers and consultants of the Company.
The shareholder rights plan (the “Plan”) is meant to protect the Company’s shareholders from unfair,
abusive or coercive takeover strategies. The Plan will remain in effect until the Company’s annual general
meeting in 2012, subject to further renewal. The Plan, in effect, allows holders of common shares to
purchase additional common shares from the Company at a 50% discount to the prevailing market price
on the occurrence of certain triggering events, including acquisition by a person or group of persons of
20% or more of the shares of the Company in a transaction that is not a Permitted Bid under the Plan.
The rights under the Plan are not exercisable by the acquiring person or group of persons. The rights
under the Plan are not triggered by purchases of shares made pursuant to a take-over bid that is made to
all shareholders on identical terms by way of a take-over bid circular prepared in compliance with
applicable securities laws, and certain other conditions set out in the agreement signed to implement the
Plan.
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Notice to Reader

The accompanying interim consolidated financial statements of WestBond Enterprises Corporation
for the three and six month periods ended September 30, 2011 and 2010 have been prepared by
and are the responsibility of the company’s management. They are unaudited and have not been
reviewed by independent auditors.

WestBond Enterprises Corporation
Consolidated Statements of Financial Position
Canadian Dollars
(Unaudited)

Notes

September 30
2011

March 31
2011

April 1
2010

$

$

$

ASSETS
Non-Current Assets
Plant and equipment
Lease deposits

5

2,685,186
22,433

2,494,728
22,433

2,521,077
22,433

2,707,619

2,517,161

2,543,510

944,981
776,623
31,757
169,195

1,010,150
682,588
15,188
159,186

994,256
454,774
21,999
276,008

1,922,556

1,867,112

1,747,037

Total Assets

4,630,175

4,384,273

4,290,547

EQUITY AND LIABILITIES
Equity
Common shares issued and outstanding
Warrants
Stock options
Retained earnings

2,099,703
32,364
254,510
610,452

2,099,703
32,364
254,510
530,668

2,099,703
32,364
254,510
501,653

Equity attributable to common share holders

2,997,029

2,917,245

2,888,230

Non-Current Liabilities
Deferred tax liability

469,799

441,426

431,015

Current Liabilities
Revolving bank loans
Term bank loans
Trade and other payables

467,000
696,347

337,000
688,602

475,000
39,426
456,876

1,163,347

1,025,602

971,302

Total Liabilities

1,633,146

1,467,028

1,402,317

Total Equity and Liabilities

4,630,175

4,384,273

4,290,547

Current Assets
Inventory
Trade and other receivables
Prepaid expenses
Cash and cash equivalents

Liabilities
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WestBond Enterprises Corporation
Consolidated Statements of Comprehensive Income
Canadian Dollars
(Unaudited)
Three months ended
September 30
2011
2010
Notes
Sales

$

$

Six months ended
September 30
2011
2010
$

$

1,523,189

1,604,808

3,040,286

3,146,515

1,215,184

1,299,325

2,382,677

2,526,116

308,005

305,483

657,609

620,399

9

138,643

141,039

271,049

280,043

7, 10

145,727

138,200

277,790

270,411

Operating Profit

23,635

26,244

108,770

69,945

Foreign exchange losses (gains)
Interest expense

(8,748)
4,265

7,433
3,606

Profit Before Tax

28,118

15,205

108,157

67,053

7,776

4,436

28,373

16,222

20,342

10,769

79,784

50,831

11,063,800

11,063,800

11,063,800

11,063,800

0.002

0.001

0.007

0.005

Cost of sales

8

Gross Profit

Selling and distribution expenses
General and administrative
expenses

Income tax expense
Profit and Comprehensive Income
for the Period
Weighted average shares
outstanding
Earnings per share, basic and fully
diluted

(7,335)
7,948

(4,178)
7,070

WestBond Enterprises Corporation
Consolidated Statements of Changes in Equity
Canadian Dollars
(Unaudited)

As at April 1, 2010
Profit for the period

Common
Shares

Warrants

Stock
Options

Retained
Earnings

Total

$

$

$

$

$

2,099,703
-

32,364
-

254,510
-

501,653

2,888,230

50,831

50,831

As at September 30, 2010

2,099,703

32,364

254,510

552,484

2,939,061

As at March 31, 2011

2,099,703

32,364

254,510

530,668

2,917,245

79,784

79,784

610,452

2,997,029

Profit for the period
As at September 30, 2011

2,099,703

32,364

254,510

WestBond Enterprises Corporation
Consolidated Statements of Cash Flows
Canadian Dollars
(Unaudited)
Three months ended
September 30
2011
2010
Notes

Six months ended
September 30
2011
2010

$

$

$

$

Profit for the period

20,342

10,769

79,784

50,831

Adjustments to reconcile profit to
cash flows from operating activities
- depreciation
- deferred income tax

61,364
7,776

61,892
4,436

120,001
28,373

122,706
16,222

Cash flows from operating activities before
changes in non-cash working capital

89,482

77,097

228,158

189,759

104,957
375,803
(16,186)

(31,589)
11,721
(19,977)

65,169
(94,035)
(16,569)

41,860
(295,672)
(8,356)

12,914

139,094

18,367

249,106

566,970

176,346

201,090

176,697

(303,404)

(33,958)

(321,081)

(74,195)

Operating Activities

(Increase) decrease in
- inventory
- trade and other receivables
- prepaid expenses
Increase (decrease) in
- trade and other payables
Net Cash Flow from Operating Activities
Investing Activities
Purchase of plant and equipment

11

Financing Activities
Repayment of term loans

-

(15,782)

-

(39,426)

(Decrease) increase in revolving
bank loans

(128,288)

1,043

130,000

(113,957)

Net Cash Flow from Financing Activities

(128,288)

(14,739)

130,000

(153,383)

135,278

127,649

10,009

(50,881)

Cash and Cash Equivalents at the
Beginning of the Period

33,917

97,478

159,186

276,008

Cash and Cash Equivalents at the
End of the Period

169,195

225,127

169,195

225,127

4,154

3,515

7,971

7,234

Net Increase (Decrease) in Cash
and Cash Equivalents

Interest Paid

WESTB OND ENTERPRISES CORPORATION
Notes to the Interim Consolidated Financial Statements
September 30, 2011 and 2010
(Canadian Dollars)
(unaudited)

1. GENERAL INFORMATION
WestBond Enterprises Corporation and its subsidiary (together, the company) are a paper converter
that manufactures disposable products for medical, hygienic and industrial uses. The company’s
manufacturing facilities are in Canada and its sales are primarily to Canada and the United States of
America. The company is incorporated in British Columbia, Canada, and has its principal place of
nd
business at 7871 – 82 Street, Delta, British Columbia.
2. BASIS OF PREPARATION AND ADOPTION OF IFRS
The company prepares its financial statements in accordance with Canadian generally accepted
accounting principles as set out in the Handbook of the Canadian Institute of Chartered Accountants
(“CICA Handbook”). In 2010 the CICA Handbook was revised to incorporate International Financial
Reporting Standards (“IFRS”) and require publicly accountable enterprises to apply such standards
effective for years beginning on or after January 1, 2011. Accordingly, the company has commenced
reporting on this basis in these financial statements. In the financial statements, the term “Canadian
GAAP” refers to Canadian GAAP before the adoption of IFRS.
These interim consolidated financial statements have been prepared in accordance with IFRS
applicable to the preparation of interim financial statements, including IAS 34 and IFRS 1. Subject to
the transition elections disclosed in note 4, the company has consistently applied the same
accounting principles in its opening IFRS statement of financial position at the transition date, April 1,
2010, and throughout all periods presented, as if these policies had always been in effect. Note 4
discloses the impact of the transition to IFRS on the company’s reported financial position, financial
performance and cash flows, including the nature and effect of significant changes in accounting
policies from those used in the company’s consolidated financial statements for the year ended
March 31, 2011.
The policies applied in these condensed interim consolidated financial statements are based on IFRS
issued and outstanding as of November 15, 2011, the date the Board of Directors approved the
statements. Any subsequent changes to IFRS that are given effect in the company’s annual
consolidated financial statements for the year ending March 31, 2012 could result in restatement of
these interim consolidated financial statements, including the transition adjustments recognized on
change-over to IFRS.
These condensed interim consolidated financial statements should be read in conjunction with the
company’s Canadian GAAP financial statements for the year ended March 31, 2011. Note 4
discloses IFRS information for the year ended March 31, 2011 not provided in the financial
statements for the year ended March 31, 2011.
3. SIGNIFICANT ACCOUNTING POLICIES, JUDGMENTS AND ESTIMATION UNCERTAINTY
Basis of Measurement
These consolidated financial statements have been prepared under the historical cost convention,
except for the revaluation of certain financial assets and financial liabilities to fair value.
Consolidation
These financial statements consolidate the accounts of WestBond Enterprises Corporation and its
wholly-owned subsidiary, WestBond Industries Inc. All intercompany transactions, balances and
unrealized gains and losses from intercompany transactions are eliminated on consolidation.

WESTB OND ENTERPRISES CORPORATION
Notes to the Interim Consolidated Financial Statements
September 30, 2011 and 2010
(Canadian Dollars)
(unaudited)

3. SIGNIFICANT ACCOUNTING POLICIES, JUDGMENTS AND ESTIMATION UNCERTAINTY
(continued)
Functional and Presentation Currency and Foreign Currency Translation
The consolidated financial statements are presented in Canadian dollars, which is the currency of the
primary economic environment in which the company operates (the “functional currency”). Foreign
currency transactions are translated into the functional currency using exchange rates prevailing at
the dates of the transactions. Generally, foreign exchange gains and losses resulting from the
settlement of foreign currency transactions and from the translation at period-end exchange rates of
monetary assets and liabilities denominated in currencies other than the functional currency are
recognized in the statement of income.
Plant and Equipment
Plant and equipment are carried at cost less accumulated depreciation and accumulated impairment
losses. Cost includes expenditures that are directly attributable to the acquisition of the asset.
Subsequent costs are included in the asset’s carrying amount or recognized as a separate asset, if
appropriate, only when it is probable that future economic benefits associated with the item will flow to
the company and the cost can be measured reliably. The carrying amount of a replaced asset is
derecognized when replaced. Repairs and maintenance costs are charged to the statement of
income during the period in which they are incurred.
Depreciation is charged to earnings using the straight-line method in amounts sufficient to depreciate
the costs of the assets over their estimated useful lives as follows:
Factory equipment
Leasehold improvements
Office equipment

- 5 to 25 years
- 5 to 10 years
- 3 to 15 years

The company allocates the cost initially recognized in respect of an item of plant and equipment to its
significant parts and depreciates separately each such part. Residual values, method of depreciation
and useful lives of the plant and equipment are reviewed annually and adjusted if appropriate.
Depreciation is not charged on assets until they are available for use in the location and condition
necessary to be capable of operating in the manner intended by management.
Plant and equipment are tested for impairment when events or changes in circumstances indicate
that the carrying amount may not be recoverable. For the purpose of measuring recoverable
amounts, assets are grouped at the lowest levels for which there are separately identifiable cash
flows (cash-generating unit or CGU). The recoverable amount is the higher of an asset’s fair value
less costs to sell and value in use (which is the present value of the expected future cash flows of the
relevant asset or CGU). An impairment loss is recognized for the amount by which the asset’s
carrying amount exceeds its recoverable amount. When events or circumstances warrant,
impairment losses are evaluated for potential reversals.
Inventory
Inventory is measured at the lower of cost and net realizable value. Raw materials inventory costs
include all costs incurred to bring the materials to their current state and location, including the
purchase price, duties, non-refundable taxes and freight. Finished goods inventory includes, in
addition to the cost of the raw materials incorporated into their manufacture, the costs of labour
incurred directly in their manufacture and an allocation of indirect variable overhead, fixed overhead
and depreciation on plant and equipment. Costs are assigned to inventory on a first-in, first-out basis.
The overhead allocation is based on the pro-portionate costs of the direct materials and labour costs
included in finished goods inventory to the total materials and labour costs incurred during the period.

WESTB OND ENTERPRISES CORPORATION
Notes to the Interim Consolidated Financial Statements
September 30, 2011 and 2010
(Canadian Dollars)
(unaudited)

3. SIGNIFICANT ACCOUNTING POLICIES, JUDGMENTS AND ESTIMATION UNCERTAINTY
(continued)
Financial Instruments
Financial assets and liabilities are recognized when the company becomes a party to the contractual
provisions of the instrument. Financial assets are derecognized when the rights to receive cash flows
from the assets have expired or have been transferred and the company has transferred substantially
all risks and rewards of ownership.
Financial assets and liabilities are offset and the net amount is reported in the balance sheet when
there is a legally enforceable right to offset the recognized amounts and there is an intention to settle
on a net basis, or realize the asset and settle the liability simultaneously.
At initial recognition, the company classifies its financial instruments in the following categories
depending on the purpose for which the instruments were acquired:
(i) Financial Assets at Amortized Cost: Financial assets are initially measured at fair value and
classified as subsequently measured at amortized cost or fair value on the basis the business
model for managing the financial asset and the contractual cash flow characteristics of the
financial assets. A financial asset is subsequently measured at amortized cost only if it is held in
a business model whose objective is to hold assets in order to collect contractual cash flows and
the contractual terms give rise on specified dates to cash flows that are solely payments of
principal and interest. The company’s cash and cash equivalents and trade receivables and
other receivables are subsequently measured at amortized cost using the effective interest
method less a provision for impairment. Gains or losses on financial assets in this category are
recognized in profit or loss when the financial asset is derecognized, impaired or reclassified.
(ii) Financial Assets at Fair Value: Financial assets not meeting the criteria for subsequent
measurement at amortized cost are initially and subsequently measured at fair value. Gains or
losses arising from changes in fair value are recognized in profit or loss unless the financial asset
is an equity instrument that is not held for trading and the company has made an irrevocable
election at initial recognition to present subsequent changes in its fair value in other
comprehensive income. The company has no financial assets that are in this category.
(iii) Financial Liabilities at Amortized Cost: Financial liabilities at amortized cost include trade
payables, bank debt and long-term debt. Trade payables are initially recognized at the amount
required to be paid, less, when material, a discount to reduce the payables to fair value.
Subsequently, trade payables are measured at amortized cost using the effective interest
method. Bank debt and long-term debt are recognized initially at fair value, net of any transaction
costs incurred, and subsequently at amortized cost using the effective interest method. Financial
liabilities are classified as current liabilities if payment is due within twelve months. Otherwise,
they are presented as non-current liabilities.
(iv) Financial Liabilities at Fair Value through Profit or Loss: A financial liability is classified in this
category if acquired principally for the purpose of selling or repurchasing in the short-term.
Derivatives are also included in this category unless they are designated as hedges. The
company holds no instruments classified in this category.
Financial liabilities in this category are recognized initially and subsequently at fair value.
Transaction costs are expensed in the statement of income. Gains and losses arising from
changes in fair value are presented in the statement of income within other gains and losses in
the period in which they arise. Financial assets and liabilities at fair value through profit or loss
are classified as current except for the portion expected to be realized or paid beyond twelve
months of the balance sheet date, which is classified as non-current.
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3. SIGNIFICANT ACCOUNTING POLICIES, JUDGMENTS AND ESTIMATION UNCERTAINTY
(continued)
(v) Derivative financial instruments: The company has no derivative financial instruments.
Impairment of financial assets
At each reporting date the company assesses whether there is objective evidence that a financial
asset is impaired. If such evidence exists, the company recognizes an impairment loss, as follows:
(i) Financial assets carried at amortized cost: The loss is the difference between the amortized cost
of the loan or receivable and the present value of the estimated future cash flows, discounted
using the instrument’s original effective interest rate. The carrying amount of the asset is reduced
by this amount either directly or indirectly through the use of an allowance account.
(ii) Available-for-sale financial assets: The impairment loss is the difference between the original cost
of the asset and its fair value at the measurement date, less any impairment losses previously
recognized in the statement of income. This amount represents the cumulative loss in
accumulated other comprehensive income that is reclassified to net income.
Impairment losses on financial assets carried at amortized cost are reversed in subsequent periods if
the amount of the loss decreases and the decrease can be related objectively to an event occurring
after the impairment was recognized. Impairment losses on available-for-sale equity instruments are
not reversed.
Cash and Cash Equivalents
Cash and cash equivalents are defined as cash on hand, demand deposits and short-term, highly
liquid investments that are readily convertible to known amounts of cash within ninety days of deposit.
Stock-Based Compensation Plan
The company has a stock-based compensation plan that permits the directors of the company to
grant incentive stock options to its employees, directors and consultants. Stock options generally
vest over eight quarters (12.5% per quarter) and expire after five years. Each vesting block in an
award is considered a separate award with its own vesting period and grant date fair value. The fair
value of each block is measured at the date of grant using the Black-Scholes option pricing model.
Compensation expense for options granted to employees and directors, or the cost of goods or
services acquired in exchange for options granted to non-employees, is recognized over each block’s
vesting period by reflecting a contribution to shareholders’ equity based on the number of awards
expected to vest. The number of awards expected to vest is reviewed at least annually, with any
impact being recognized immediately.
Income Taxes
Income tax comprises current and deferred tax. Income tax is recognized in the statement of income
except to the extent that it relates to items recognized directly in equity, in which case the income tax
is also recognized directly in equity.
Current tax is the expected tax payable on the taxable income for the year, using tax rates and laws
that have been enacted or substantively enacted at the end of the reporting period, and any
adjustment to tax payable in respect of previous years.
In general, deferred tax is recognized in respect of temporary differences arising between the tax
bases of assets and liabilities and their carrying amounts in the consolidated financial statements.
Deferred income tax is determined on a non-discounted basis using tax rates and laws that have
been enacted or substantively enacted at the end of the reporting period and are expected to apply
when the deferred tax asset or liability is settled. Deferred tax assets are recognized to the extent
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3. SIGNIFICANT ACCOUNTING POLICIES, JUDGMENTS AND ESTIMATION UNCERTAINTY
(continued)
that it is probable that the assets can be recovered. Deferred income tax assets and liabilities are
presented as non-current.
Revenue
Revenue is recognized in the period during which the significant risks and rewards of ownership pass
to the purchaser, it is probable that the economic benefits will flow to the company, the amount of
revenue and costs incurred can be reliably measured and the company retains no managerial or
effective control over the goods sold. This is generally when the goods are shipped. Revenue is
measured based on agreed upon prices, net of estimated returns, discounts and rebates.
Earnings Per Share
Basic earnings per share is calculated using the weighted average number of common shares
outstanding during the period. Diluted earnings per share is calculated using the treasury stock
method. This method assumes that common shares are issued for the exercise of stock options and
warrants and that the assumed proceeds are used to purchase common shares at the average
market price during the period. The excess, if any, over the number of shares assumed issued and
the number of shares assumed purchased is added to the basic weighted average number of shares
outstanding to determine the diluted number of common shares outstanding. If the average market
price during the period is less than the exercise price of the stock options, no dilution will occur.
Use of Estimates
The preparation of financial statements requires the company’s management to make estimates and
assumptions that affect the amounts reported in the consolidated financial statements and the
disclosures in the notes to the consolidated financial statements. Actual results may differ from these
estimates. Significant estimates are made in the determination of allowances for doubtful accounts
receivable, the net realizable value of inventories, the useful lives of plant and equipment and the
reversal dates of deferred income tax assets and liabilities.
4. TRANSITION TO IFRS
The company’s transition to IFRS did not have any effect on the net income, comprehensive income,
equity or cash flows for the year ended March 31, 2011 or any of the interim periods in that year. The
following asset reclassifications and adjustments were made on the company’s transition to IFRS:
•

Plant and equipment costs and accumulated depreciation were reduced by $75,700 each at
April 1, 2010 and each subsequent balance sheet date. There was no change to the net book
value. Under IFRS, expenditures on equipment already in service are capitalized if the
improvement is expected to benefit more than the current period, and then depreciated over the
life of that improvement. If the improvement replaces a previous component of the equipment,
the cost and accumulated depreciation related to the replaced component are removed. Under
Canadian GAAP, expenditures on equipment already in service are capitalized only if they
improve the original performance or extend the life of the equipment. Expenditures to repair or
replace original components are expensed and the original cost of the component is left in the
accounts and depreciated over the remaining life of the equipment. This adjustment reflects the
cost and accumulated depreciation of components that were replaced during improvement
projects before the date of transition.

•

Lease deposits in the amount of $22,433 at April 1, 2010 and each subsequent balance sheet
date, have been reclassed as a non-current asset, separate from prepaid expenses, where they
were included in the Canadian GAAP financial statements.
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4. TRANSITION TO IFRS (continued)
The company made the following elections on its transition to IFRS:
•

The order of line items in the Statement of Financial Position has been based on the relevant
importance to the company.

•

The Statement of Comprehensive Income is presented with expenses classified by function as
management believes this provides meaningful information. Disclosure of the nature of the
expenses is included in the Notes to the Financial Statements.

•

The company elected not to apply IFRS 2 Share Based Payments to equity instruments that had
vested before the transition date. All of the company’s stock options outstanding had fully vested
before the transition date.

•

The company has elected to early adopt IFRS 9 Financial Instruments and its related
amendments in order to eliminate the need to reflect another change in accounting policy later.
IFRS 9 is required to be adopted for annual periods beginning on or after January 1, 2013.

•

The company has not provided a reconciliation of equity and comprehensive income as
previously reported under Canadian GAAP to IFRS because there are no reconciling items.

The following information, required by IFRS, was not included in the Canadian GAAP financial
statements for the year ended March 31, 2011:
•

Lease Payments – During the year ended March 31, 2011, the company expensed $310,118 in
minimum lease payments, and $107,947 in additional lease payments for operating costs and
property taxes, on its operating leases for premises.

•

Related Party Transactions – During the year ended March 31, 2011 the company incurred total
compensation, comprising short term employee benefits (including wages, salaries, bonuses,
taxes and perquisites), of $330,360 to key management personnel.

•

Dilution of Earnings Per Share – The potential effect on earnings per share of the warrants and
stock options outstanding during the year ended March 31, 2011 was anti-dilutive, accordingly
they were excluded from the calculation of diluted earnings per share. If the average market
price exceeds the exercise price of the warrants and stock options, the warrants and stock
options will have a potential dilutive effect on earnings per share.

5. FIXED ASSET PURCHASE COMMITMENT
The company has committed to the purchase of equipment in the amount of US$287,000, of which
US$258,300 has been paid at September 30, 2011.
6. TERM BANK LOANS
The date by which the $200,000 non-revolving term loan facility available to the company must be
fully drawn has been extended from September 30, 2011 to November 30, 2011.
7. RELATED PARTY TRANSACTIONS
During the six months ended September 30, 2011, the company incurred total short-term employee
benefits of $164,409 (2010 – $159,797) to its key management personnel and incurred $2,145 (2010
– $6,326) of legal fees in the normal course of operations with a firm in which a director of the
company is a partner.
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Three months ended
September 30
2011
2010
$
8.

COST OF SALES
Materials
Production labour
Factory overhead labour
Variable overhead
Fixed overhead
Depreciation

9. SELLING AND DISTRIBUTION EXPENSES
Shipping
Wages, commissions and other employee benefits
Other

10. GENERAL AND ADMINISTRATIVE EXPENSES
Administration and office
Corporate promotion
Professional fees
Salaries and other employee benefits

11. NON-CASH INVESTING ACTIVITIES
Increase (decrease) in accounts payable related
to purchase of plant and equipment

$

Six months ended
September 30
2011
2010
$

$

830,061
117,971
61,226
35,173
111,082
59,671

878,349
135,701
74,242
40,819
109,846
60,368

1,614,759
236,464
125,389
68,037
221,329
116,699

1,709,682
260,330
139,345
79,874
217,190
119,695

1,215,184

1,299,325

2,382,677

2,526,116

111,781
22,987
3,875

107,295
28,672
5,072

214,381
46,265
10,403

213,118
58,000
8,925

138,643

141,039

271,049

280,043

36,330
1,247
12,584
95,566

30,662
1,699
14,060
91,779

65,140
1,519
22,829
188,302

57,336
2,115
26,880
184,080

145,727

138,200

277,790

270,411

(10,622)

(13,343)

2,646

(3,762)

