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Management’s Responsibilities for Financial Reporting 

Management is responsible for the preparation and integrity of the Company’s financial statements.  These financial 
statements have been prepared in accordance with accounting principles generally accepted in Canada and, where 
appropriate, reflect estimates based on judgment.  Management has determined such amounts on a reasonable basis to 
ensure that the financial statements are presented fairly, in all material respects.  Financial information used throughout 
this Annual Report is consistent with that in the financial statements. 

The Company’s policy is to maintain systems of internal accounting and administrative control designed to provide 
reasonable assurance that the financial information is accurate and reliable and that the Company’s assets are appropriately 
accounted for and adequately safeguarded. 

The Board of Directors, through the Audit Committee, is responsible for ensuring that management fulfills its financial 
reporting responsibilities.  The Audit Committee meets periodically with management and the auditors to discuss internal 
accounting, auditing matters, financial reporting issues and to review the financial statements and the auditors’ report.  The 
Audit Committee reports its findings to the Board for consideration by the Board when it approves the financial statements 
for issuance to the shareholders.  The Audit Committee recommends the appointment of the Company’s auditors who are 
appointed at the Company’s Annual Meeting. 

 

“Art Hesje”  “Mark Pasloski” 
Art Hesje  Mark S. Pasloski, C.A. 
President & CEO  Vice-President 

Finance & Administration. 

 

Auditors’ Report 

To the Shareholders of Fytokem Products Inc. 

We have audited the balance sheets of Fytokem Products Inc. as at December 31, 2002 and 2001 and the statements of loss 
and deficit and of cash flows for the years then ended.  These financial statements are the responsibility of the Company’s 
management.  Our responsibility is to express an opinion on these financial statements based on our audits. 

We conducted our audits in accordance with Canadian generally accepted auditing standards.  Those standards require that 
we plan and perform an audit to obtain reasonable assurance whether the financial statements are free of material 
misstatement.  An audit includes examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements.  An audit also includes assessing the accounting principles used and significant estimates made by 
management, as well as evaluating the overall financial statement presentation. 

In our opinion, these financial statements present fairly, in all material respects, the financial position of the Company as at 
December 31, 2002 and 2001 and the results of its operations and its cash flows for the years then ended in accordance 
with Canadian generally accepted accounting principles. 

 

“Deloitte & Touche LLP” 
Chartered Accountants 
Saskatoon, Saskatchewan 
February 24, 2003 
 

(except for Notes 7 and 18 which are at April 11, 2003) 



 

FYTOKEM PRODUCTS INC. 
STATEMENT OF LOSS AND DEFICIT 

 
  Years Ended December 31, 
  2002  2001 
REVENUE    
 Sales (Notes 12, 14 and 15) $     546,570  $     522,755 
 Cost of sales 168,435  181,114 
 Gross margin 378,135  341,641 
 Project revenue (Notes 15 and 16) 53,062  81,223 
 Marketing agreement revenue (Notes 9 and 16) 30,000  - 
 Other revenue 2,370  10,444 
  463,567  433,308 
     
EXPENSES    
 Product development 345,502  301,745 
 Marketing 202,256  226,903 
 Finance and administration (Note 14) 391,366  504,498 
 Amortization (Note 6) 42,131  43,904 
 Interest on debt (Note 7) 79,956  94,252 
  1,061,211  1,171,302 
     
NET LOSS 597,644  737,994 
     
DEFICIT, BEGINNING OF YEAR 3,858,224  3,120,230 
     
DEFICIT, END OF YEAR $   4,455,868  $   3,858,224 
    
BASIC AND DILUTED 
LOSS PER SHARE (Note 11) 

 
$            0.04 

  
$            0.05 

See accompanying notes. 

 



FYTOKEM PRODUCTS INC. 
BALANCE SHEET 

 
  As at December 31, 
  2002  2001 

     
CURRENT ASSETS    
 Cash and temporary investments $    780,479  $    170,887 
 Accounts receivable (Notes 14 and 15) 37,542  115,805 
 Inventories (Note 4) 285,917  365,416 
 Prepaid expenses 27,233  29,724 
 Current portion of deferred marketing costs 14,023  - 
  1,145,194  681,832 
     
DEFERRED MARKETING COSTS (Note 5) 14,023  - 
DEFERRED FINANCE CHARGES 8,455  8,886 
CAPITAL ASSETS (Note 6) 153,817  188,189 
  $ 1,321,489  $    878,907 
     
CURRENT LIABILITIES    
 Accounts payable and accrued liabilities $    326,015  $    302,923 
 Current portion of deferred marketing revenue 360,000  - 
 Current portion of long term debt 189,606  160,515 
  875,621  463,438 
     
DEFERRED MARKETING REVENUE (Note 9) 360,000  - 
LONG TERM DEBT (Notes 7 and 18) 541,085  273,042 
  1,776,706  736,480 
     
CAPITAL DEFICIENCY (SHAREHOLDERS’ EQUITY)   
 Share capital (Note 8) 3,692,446  3,692,446 
 Preferred shares (Note 8) 244,221  244,221 
 Equity portion of convertible debt (Note 7) 63,984  63,984 
 Deficit (4,455,868)  (3,858,224) 
  (455,217)  142,427 
  $ 1,321,489  $    878,907 

See accompanying notes. 

APPROVED BY THE BOARD 

 
“Peter Oliver” 
Peter Oliver: Director 

 
“Paul Marciniak” 

Paul Marciniak: Director 

 



FYTOKEM PRODUCTS INC. 
STATEMENT OF CASH FLOWS 

 
   Years Ended December 31, 
   2002  2001 

      
CASH FLOWS FROM (USED IN) OPERATING ACTIVITIES   
 Net loss $     (597,644)  $     (737,994) 
 Items not affecting cash    
  Amortization 42,131  43,904 
  Non-cash interest expense 16,701  41,766 
  Gain on sale of fixed assets (380)  - 
   (539,192)  (652,324) 
      
 Changes in non-cash working capital    
  Accounts receivable 78,263  (62,289) 
  Inventories 79,499  (9,458) 
  Prepaid expenses 2,491  (9,729) 
  Deferred marketing costs (Note 5) (28,046)  - 
  Accounts payable and accrued liabilities 23,092  226,732 
  Deferred marketing revenue (Note 9) 720,000  - 
   336,107  (507,068) 
      
CASH FLOWS FROM (USED IN) INVESTING ACTIVITIES   
 Acquisition of equipment (7,759)  (19,278) 
 Proceeds from disposal of equipment 380  - 
  (7,379)  (19,278) 
      
CASH FLOWS FROM (USED IN) FINANCING ACTIVITIES   
 Proceeds from issuance of preferred shares -  250,000 
 Costs of preferred shares issuance -  (5,779) 
 Proceeds from long-term debt (Notes 7 and 18) 340,100   - 
 Costs of financing long-term debt (2,786)  - 
 Repayment of long-term debt  (56,450)   (108,857) 
  280,864  135,364 
      
NET INCREASE (DECREASE) IN CASH 
DURING THE YEAR 

 
609,592 

  
(390,982) 

    
CASH POSITION, BEGINNING OF YEAR 170,887  561,869 
CASH POSITION, END OF YEAR $       780,479  $       170,887 
      
REPRESENTED BY:    
 Cash  $         79,988  $         46,178 
 Short-term investments 700,491  124,709 
   $       780,479  $       170,887 
    
SUPPLEMENTAL INFORMATION    
 Cash interest paid $   63,255  $   47,953 

 
See accompanying notes. 



FYTOKEM PRODUCTS INC 
NOTES TO FINANCIAL STATEMENTS 

 
1. DESCRIPTION OF BUSINESS 

Fytokem Products Inc. (the Company) was incorporated under The Business Corporations Act of 
Saskatchewan on March 25, 1994.  Fytokem Products Inc. is engaged in the discovery and commercialization 
of novel Function-Certified  plant-based substances – extracts, phytochemicals and bioactive molecules – 
for use as ingredients in personal care, nutraceutical, pharmaceutical and bio-industrial products. 
 

2. BASIS FOR PRESENTATION 
The financial statements have been prepared in accordance with Canadian generally accepted accounting 
principles on a going concern basis, which presumes the realization of assets and discharge of liabilities in the 
normal course of business for the foreseeable future. 
 
The Company has incurred significant losses in the years ended December 31, 2002 and 2001. The 
Company’s ability to continue on as a going concern is dependent upon achieving profitable operations and 
upon obtaining additional financing. The outcome of these matters cannot be determined at this time. 
 
These financial statements do not contain any adjustments to the amounts and classifications of assets and 
liabilities that might be necessary should the Company be unable to continue its business. 
 

3. ACCOUNTING POLICIES 
The financial statements have been prepared in accordance with Canadian generally accepted accounting 
principles and include the following significant accounting policies: 
 
(a) Use of Estimates 
The preparation of these financial statements in conformity with generally accepted accounting principles 
requires management to make estimates and assumptions that affect reported amounts of assets and liabilities 
at the date of the financial statements and the reported amounts of revenues and expenses during the year.  
Actual results could differ from those estimates. 
 
(b) Translation of Foreign Currencies 
Monetary assets and liabilities denominated in foreign currencies are translated into Canadian Dollars at the 
year end rates of exchange.  Revenues and expenses are translated at exchange rates prevailing on the dates 
on which such items are recognized in earnings.  Gains and losses arising from the translation of foreign 
currency monetary assets and liabilities at each period end are included in earnings. 
 
Prior to November 29, 2002, substantially all product sales were denominated in foreign currency.  
Therefore, after this date the Company’s exposure to the risk of foreign currency fluctuations declined.  No 
foreign exchange hedges were placed to mitigate this risk. 
 
(c) Inventories 
Inventory consists of raw materials and finished goods.  Inventories are recorded at the lower of cost and 
estimated net realizable value.  Cost is determined on an average cost basis and includes direct materials and 
processing costs.  There are no allocations of internal labour and overhead costs included in the above cost 
values.   
 
(d) Capital Assets 
Equipment is recorded at cost.  The cost of additions, and where useful lives are significantly extended, 
betterments and renewals are capitalized.  Repairs and consumable supplies are expensed as incurred.   
 
Amortization is computed using the straight-line method at rates estimated to amortize the cost of the assets 
over their useful lives. 
 
The Company periodically assesses the amortization period and recoverability of the carrying amount of its 
equipment to determine potential impairment. 
 
(e) Fair Value 
The fair value of financial instruments are generally determined as follows: 
 
Financial instruments included in current assets and current liabilities are all short term in nature and as such, 
their carrying value approximates fair value. 
 
The fair value of the long term debt with fixed rates of interest are estimated using discounted cash flows 
based on current rates of interest for similar lending arrangements. 
 



Unless otherwise disclosed in the notes to financial statements, the fair value of an instrument approximates 
its carrying value. 
 
(f) Deferred Finance Charges 
Deferred finance charges relate to the issuance of the convertible debt and are being amortized over a five-
year period, with the exception of interest, which is amortized over one year. 
 
(g) Deferred Marketing Costs 
In accordance with SEC’s Staff Accounting Bulletin (SAB) 101, which is not materially different from 
Canadian Generally Accepted Accounting Principles (GAAP), the incremental, direct costs of establishing 
and setup of the Cooperation and License Agreement (Marketing Agreement) (Note 16) are deferred and 
amortized over the same period as the corresponding revenue is realized. 
 
(h) Revenue Recognition 
Revenue includes product sales, project revenue and marketing agreement revenue. Revenue on sales of 
product is recognized when the goods are shipped to the customer. Project revenue is recognized over time as 
the projects are completed. 
 
Revenue related to the marketing agreement (Note 16) has been deferred and recognized on a straight-line 
basis over the period December 1, 2002 through December 31, 2004. This is in accordance with SAB 101, 
which is not materially different from Canadian GAAP, which requires that an up-front fee which does not 
represent the culmination of a separate earnings process would be amortized over the contract term or 
expected term of the customer relationship. The Company has determined this period to be the period with 
firm purchase commitments and firm pricing. 
 
(i) Government Assistance 
The Company makes periodic applications for financial assistance under available government incentive 
programs for project funding and Scientific Research and Experimental Development (SR&ED) tax credits.  
Government funding for research and development projects is recorded as revenue in the period the related 
expenditures are incurred, and SR&ED tax credits relating to non-capital expenditures are recorded as a 
reduction of expenses when the related expenditures are incurred. 
 
(j) Research and Development 
Research costs, including research performed under contract by third parties, are expensed as incurred.  
Development costs, including direct legal and other costs related to patents, are also generally expensed as 
incurred unless such costs meet the criteria under generally accepted accounting principles for deferral and 
amortization.  To qualify for deferral, the costs must relate to a technically feasible, identifiable product 
which the Company intends to produce and market, there must be a clearly defined market for the product 
and the Company must have the resources, or access to resources, necessary to complete the development.  
To date, no development costs have been deferred. 
 
(k) Stock-Based Compensation 
Effective January 1, 2002, the Company adopted the CICA Handbook (HB) Section 3870 “Stock-based 
Compensation and Other Stock-based Payments”, which established standards for the recognition, 
measurement and disclosure of stock-based compensation and other stock-based payments made in exchange 
for goods and services. HB 3870 sets out a fair value based method of accounting that is required for certain, 
but not all, stock-based transactions. 
 
The new standard permits the Company to continue its existing policy that no compensation cost is recorded 
on the grant of stock options to employees. Consideration paid by employees on the exercise of stock options 
is recorded as share capital. 
 
HB 3870, however, does require additional disclosures for options granted to employees, including disclosure 
of pro-forma earnings and pro-forma earnings per share as if the fair value based accounting method had 
been used for employee stock options (See Note 8). 
 
(l) Future Income Taxes 
Effective January 1, 2001, the Company adopted the asset/liability method of accounting for income taxes on 
a retroactive basis without restatement.  Under this method, future income taxes are determined based on the 
difference between the carrying value of assets and liabilities and their tax basis using the tax rates expected 
to be in effect when the asset or liability is settled.  There was no change in the financial statements from the 
adoption of this policy. 



 
4. INVENTORIES 

 
 2002  2001 

Raw materials $   185,702  $  205,735 
Finished goods 100,215  159,681 
 $   285,917  $  365,416 

 
5. DEFERRED MARKETING COSTS 
 

 2002 
Opening balance $               - 
Add:  Additions 29,215 
Less:  Amortization (1,169) 
 28,046 
Less current portion (14,023) 
Ending balance $     14,023 

 
6. CAPITAL ASSETS 

 
   2002  2001 

 Estimated 
Life 

  
Cost 

 Accumulated 
Amortization  

  
Cost 

 Accumulated 
Amortization  

Furniture and fixtures 8 years  $     49,341  $       28,090  $     49,341  $       21,922 
Computers and office automation 4 years  81,319  57,993  78,695  50,818 
Lab equipment 8 years  189,216  79,976  189,216  56,323 
   $   319,876  $     166,059  $   317,252  $     129,063 
          
Less accumulated amortization   (166,059)    (129,063)   
   $   153,817    $   188,189   
 
Included in the above cost figures are assets under capital leases as follows: 

 2002  2001 
Computers and office automation $              -  $     25,818 
Lab equipment 75,057  127,775 
 $    75,057  $   153,593 
 

7. LONG TERM DEBT 
 

 2002  2001 
Convertible promissory note $   406,148  $   427,083 
Equity portion of promissory note (37,688)  (41,765) 
Debenture #1 259,407  - 
Debenture #2 60,100  - 
Debenture #3 30,000  - 
Capital lease obligations 12,724  48,239 
 $   730,691  $   433,557 
    
Less current portions (189,606)  (160,515) 
 $   541,085  $   273,042 
 
(a) Convertible Promissory Note 
On February 5, 1999 the Company issued a $500,000 convertible promissory note with monthly principal 
payments of $10,417 beginning April 1, 2001, and a maturity date of October 1, 2005 to Saskatchewan 
Opportunities Corporation (“SOCO”).  The promissory note is collateralized by a general security agreement. 
 
Effective October 8, 2002, SOCO agreed to assign and transfer its rights and obligations under the loan 
agreement with Fytokem to CIC Industrial Interests Inc. (CICIII), an affiliated crown corporation.  None of 
the terms or conditions were affected by this assignment. 
 
CICIII has the option at any time during the term of the loan to convert any portion of the outstanding 
balance of the loan to Common Shares of the Company.  The Company can repay the promissory note any 
time until maturity. 



 
(b) Classification of Liability and Equity Components of Convertible Debt 
The Company has assigned carrying amounts to the liability and equity elements of the above financial 
instrument in accordance with the substance of the contractual arrangement.  The Company has determined 
the carrying amount of the financial liability by discounting the stream of future cash payments of interest 
and principal at an estimated market rate of 20% for a similar liability that does not have an associated equity 
component.  The carrying amount of the equity component of the convertible promissory note is $63,984. 
 
(c) Debenture #1 
On May 15, 2002, the Company received $250,000 from the Agri-Food Equity Fund in the form of a 
debenture due July 1, 2007. Interest is payable on a formula of 6% fixed rate plus 6% of net income before 
income taxes. Interest up to and including June 30, 2003 will be added to the principal balance at that date. 
Annual payments of principal and interest begin on July 1, 2003.  This debenture is collateralized by a 
general security agreement. 
 
Prepayment of the debenture is permitted, subject to an earned interest rate to the Agri-Food Equity Fund of 
15%. 
 
(d) Debenture #2 
On November 27, 2002, the Company received $60,100 from the Agri-Food Equity Fund in the form of a 
debenture due September 1, 2007. Interest is payable on a formula of 6% fixed rate plus 0.902% of net 
income before income taxes. The Company is also committed to paying, on the maturity date of September 1, 
2007, additional interest equal to the percentage increase in the Common Share price from November 27, 
2002 to September 1, 2007. Total interest including the additional interest cannot exceed 60% per year. No 
security was pledged on this debenture. 
 
Agri-Food Equity Fund has the right to demand repayment at any time after September 1, 2004. The 
Company has no prepayment privileges. 
 
On April 11, 2003, the Company and the Agri-Food Equity Fund agreed to convert this debenture into 
601,000 Common Shares at a price of $0.10 per Common Share  (See Note 18). 
 
(e) Debenture #3 
On December 23, 2002, the Company received $30,000 from the Agri-Food Equity Fund in the form of a 
debenture due September 1, 2007. Interest is payable on a formula of 6% fixed rate plus 0.45% of net income 
before income taxes. The Company is also committed to paying, on the maturity date of September 1, 2007, 
additional interest equal to the percentage increase in the Common Share price from December 23, 2002 to 
September 1, 2007. Total interest including the additional interest cannot exceed 60% per year. No security 
was pledged on this debenture. 
 
Agri-Food Equity Fund has the right to demand repayment at any time after September 1, 2004. The 
Company has no prepayment privileges. 
 
On April 11, 2003, the Company and the Agri-Food Equity Fund agreed to convert this debenture into 
300,000 Common Shares at a price of $0.10 per Common Share  (See Note 18). 
 
The principal payments on long-term debt due within the next five years are: 
 

2003 $189,606 
2004 176,882 
2005 208,029 
2006   51,881 
2007 141,981 

 
(f) Lease Obligations 
The capital lease obligation is at a fixed rate of 11%.  The operating lease obligations are primarily for the 
Company’s rented office and lab space at its head office in Saskatoon.  Minimum lease payments are as 
follows: 
 

 Capital leases  Operating leases 
2003 $    13,382  $    63,578 
2004 -  68,752 
2005 -  48,785 

 $    13,382  $   181,115 
Less interest portion (658)  - 

 $    12,724  $   181,115 



 
8. SHARE CAPITAL 

a) Authorized 
Unlimited number of Common Shares without nominal or par value and an unlimited number of Preferred 
shares. 
 
b) Common Shares 

 
Date 

 Common 
Shares Issued 

 Net 
 Proceeds 

December 31, 2001 
& December 31, 2002 

 
Balance 

 
14,462,121 

  
$ 3,692,446 

 
c) Preferred Shares 
The Company amended its Articles of Incorporation on October 15, 2001 to create the “Series A Preferred 
Shares” class of Preferred Shares.  This class of preferred shares is limited to 400,000. 
 
The holders of the Series A Preferred Shares will be entitled to a fixed annual 6% dividend and will also be 
entitled to a participating dividend of 6% of net income, subject to certain restrictions.  These shares are 
redeemable at the option of the Company over a three-year period, with one-third of the shares redeemable 
each year, commencing in January 2005, and are convertible to Common Shares by the holder subsequent to 
the redemption date for such shares, subject to certain conditions.  The fixed annual dividend rate becomes 
10% in the event the Company does not redeem shares when available and these shares are not converted to 
Common Shares by the holder. 
 
On October 18, 2001, the Company issued 250,000 Series A Preferred Shares for cash proceeds of $250,000 
to the Saskatchewan Agri-Food Equity Fund.  Issue costs of $5,779 have been netted against the proceeds of 
their shares. 
 
Cumulative dividends on these shares to December 31, 2002 are $18,041 (2001: $3,041).  These dividends 
have not been declared or paid.  Unpaid fixed annual dividends are subject to a 15% interest rate. 
 
d) Stock-Based Compensation 
Stock Option Plan 
A Stock Option Plan was authorized by the Board of Directors of the Company and approved by the 
shareholders of the Company on June 30, 2000 to provide incentive to qualified parties to increase their 
proprietary interest in the Company and thereby encourage their continuing association with the Company. 
 
The maximum number of shares which can be issued under the Stock Option Plan is 2,400,000 Common 
Shares.  Notwithstanding the above, the maximum number of shares reserved for issuance to any one person 
upon the exercise of Options is limited to 5 percent of the total number of shares then outstanding. 
 
 2002  2001 
 Shares 

(000) 
 Weighted-Average 

Exercise Price 
 Shares 

(000) 
 Weighted-Average 

Exercise Price 
Outstanding at beginning of year 1,105  $0.30      610  $ 0.40 
Granted    375  0.10      170  0.25 
Granted        -  -      325  0.13 
Forfeited (180)  0.36          -  - 
Outstanding at end of year 1,300  $0.23  1,105  $0.30 
Options exercisable at year end    745  $0.26     565  $0.33 
 
  

Options outstanding 
 Options 

exercisable 
Range of 
exercise prices 

Number of 
options 
(000) 

 Weighted-average 
remaining  

contractual life 

 Number of 
options 
(000) 

$    0.10 375  4.86  - 
      0.13 295  3.56  221 
      0.25 170  3.13  170 
      0.26 60  0.94  60 
      0.27 100  1.44  100 
      0.34 153  2.24  153 
      0.60 147  2.55  41 
Total 1,300  3.33  745 
 
Options are exercisable by the holder based on combination of both the performance conditions being met 
and the vesting conditions being met.  The Options under this Stock Option Plan vest after the following time 



has passed from the grant date:  50% after six months; 25% after twelve months and 25 % after eighteen 
months. 
 
On February 6, 2001, the Company granted share options to an officer to purchase 65,000 shares at a price of 
$0.25 per Common Share.  All of these remain outstanding at year end and expire on February 6, 2006.  All 
of these options are vested and exercisable as of year end. 
 
On February 20, 2001, the Company granted share options to consultants to purchase an aggregate of 
105,000 shares at a price of $0.25 per Common Share.  All of these remain outstanding at year end, and 
expire on February 20, 2006.  All of these options are vested and exercisable as of year end. 
 
On July 25, 2001, the Company granted options to the directors, officers and employees to purchase an 
aggregate of 325,000 shares at a price of $0.13 per Common Share.  All of these remain outstanding at year 
end and expire on July 25, 2006.  221,250 of these options are vested and exercisable at year end. 
 
On October 9, 2002, the Company granted share options to an employee to purchase 85,000 shares at a price 
of $0.10 per Common Share. All of these remain outstanding at year end and expire on October 9, 2007. NIL 
of these options are vested and exercisable as of year end. 
 
On November 18, 2002, the Company granted share options to the directors, officers and employees to 
purchase an aggregate of 290,000 shares at a price of $0.10 per Common Share. All of these remain 
outstanding at year end and expire on November 18, 2007. NIL of these options are vested and exercisable as 
of year end. 
 
Fair Value of Stock-Based Compensation 
Pro forma information regarding net loss is required by the new CICA Handbook section 3870 (HB 3870), 
and has been determined as if the Company had accounted for its employee stock options issued subsequent 
to December 31, 2001 under the fair value method. Had the Company determined compensation expense 
costs based on the fair value at the date of grant for stock options under HB 3870, the Company’s loss would 
have increased by $4,608 to $602,252. There would be no change in the loss per share. 
 
The fair value of each option grant is estimated as of the date of grant using the Black Scholes options pricing 
model. The following weighted average assumptions were used for grants in the year: expected dividend 
yield of 0%; expected volatility of 127.17%; risk-free interest rate of 4.25%, and expected life of 5 years. 
 
The weighted average fair value of the options granted in the year amounted to $0.09.  The Company has 
included this value per option in the calculation of its proforma net loss per share. 

9.  DEFERRED MARKETING REVENUE 

 2002 
Opening balance $               - 
Funds received (Note 16) 750,000 
Revenues recognized  (30,000) 
 720,000 
Less current portion (360,000) 
Ending balance $   360,000 
 

10.  INCOME TAXES 

The Company has losses totaling $3,671,245 at December 31, 2002 (2001: $3,811,758) available to reduce 
future taxable income.  The expiration dates for these losses are as follows: 
 

2004 $ 413,375 
2005 702,826 
2006 931,497 
2007 935,286 
2008    688,261 

 
Temporary differences, including the above losses, which would have given rise to a future tax asset balance, 
amount to $4,640,902 at December 31, 2002 (2001: $4,089,879).  Other than the losses discussed above, 
these temporary differences can be carried forward indefinitely.  The potential tax benefit of these items has 
not been reflected in these financial statements. 
 
SR&ED tax credits of $147,186 in 2002 (2001: $104,990) are available to carry forward to the future years 
for offset against income taxes otherwise payable.  The potential tax benefit of this has not been reflected in 
these financial statements. 



 
The expiration date of these tax credits are as follows: 

2005 $  16,877 
2006 16,243 
2007 5,049 
2008 30,510 
2009 38,188 
2010 5,722 
2011 12,180 
2012      22,417 

 
11. LOSS PER SHARE 

Basic loss per share is calculated on the weighted average number of shares issued and outstanding during the 
year ended. 
 
Due to the fact that all potentially dilutive instruments issued and outstanding during each period are anti-
dilutive, the diluted loss per share is equal to the basic loss per share for all periods.  The weighted average 
number of shares issued in each of the periods are as follows: 
 

Year ended December 31, 2002 14,462,121 
Year ended December 31, 2001 14,462,121 

 
12. ECONOMIC DEPENDENCE 

During the year, the Company had sales to one distributor that represented 79% of product sales (2001: 82%).  
The revenue from this distributor represented 69% of total revenue for the year (2001: 70%). 
 

13. SEGMENTED INFORMATION 
The Company’s operations include one reportable segment.  All of the Company’s operations, employees and 
assets are located in Canada.  The majority of the Company’s product sales are made to customers outside of 
Canada.  A breakdown of sales and total revenues by geographical area is as follows: 
 2002  2001 
 Sales  Total Revenues  Sales  Total Revenues 
Canada $       6,765  $     91,212  $     25,377  $    106,050 
United States 191,233  192,218  160,243  171,237 
Europe 348,572  348,572  319,008  319,008 
Asia & Other -  -  18,127  18,127 
 $   546,570  $   632,002  $   522,755  $   614,422 
Total revenues include sales, project revenue and other revenue. 
 

14. RELATED PARTY TRANSACTIONS 
During the year, the Company made sales of $2,752 (2001: $20,245) to a company in which an officer of 
Fytokem has a financial interest. 
 
During the year, it was determined that the $16,379 balance owing from the company was uncollectible.  The 
bad debt expense of this amount is included in the Finance and Administration totals for the year. 
 
These transactions were in the normal course of operations and were measured at the exchange amount, 
which is the amount of consideration established and agreed to by the related parties, which is at fair market 
value. 
 
Trade accounts receivable at December 31, 2002 includes $NIL (2001: $16,786) from the above related 
parties. 
 

15. GOVERNMENT ASSISTANCE 
During the year, the Company recorded as project revenue, government assistance of $51,801 (2001: 
$70,229).  Of this amount, $7,702 (2001: $15,034) was receivable at year end. 
 

16. CONTRACTUAL OBLIGATIONS 
The Company entered into a Cooperation and License Agreement with Atrium Biotechnologies Inc. (Atrium) 
of Quebec City, PQ on October 24, 2002, pursuant to which the Company granted to Atrium the sole and 
exclusive right to distribute and sell all of the Company’s existing products, as well as other products that 
may be agreed upon from time to time, to the personal care industry. The Company received $750,000 (Note 
9) from Atrium for this right. 
 
The agreement is perpetual in nature, subject to Atrium’s performance.  Atrium has committed to firm 
minimum purchase commitments for the first two years of the agreement and Fytokem has agreed to firm 



pricing for this same period. Atrium has also agreed to purchase the Dragoco inventory that Fytokem has 
agreed to repurchase. 
 
The Dragoco strategic co-operation agreement entered into in July, 2000 was terminated, effective November 
29, 2002. Fytokem has agreed to repurchase from Dragoco all product inventory in saleable condition.  No 
inventory was repurchased prior to year end.  Dragoco has agreed to provide Fytokem with market 
information it requires for the transition to Atrium.  Fytokem has also agreed to purchase certain research 
studies from Dragoco at a cost of US $32,200 ($50,876 CDN). 
 
Under the terms of the Dragoco agreement, the Company, in addition to the purchase price paid for product, 
was granted a royalty payment of 5% of the gross sales of all products sold by Dragoco in Canada, the United 
States and Japan during the first three years of the agreement.  The Company has recorded $11,796 (2001: 
$4,271) of royalties in its sales for the year. 
 
On November 19, 2001, the Company entered into a Product Development and Marketing Agreement with 
Lonza Inc. of Fair Lawn, New Jersey.  Lonza Inc.  is a subsidiary of Lonza Group of Basel, Switzerland.  The 
Company has received project revenues of $945 (2001: $10,994) as a result of this agreement. 
 

17. COMPARATIVE FIGURES 
Certain of the prior period’s figures have been reclassified to conform to the current year’s presentation. 
 

18. SUBSEQUENT EVENT 
Conversion of Debenture to Equity 
On April 11, 2003, the Company and the Agri-Food Equity Fund agreed to convert Debentures #2 and #3 
(See Note 7) in the amount of $90,100. The Company agreed to issue 901,000 Common Shares at a price of 
$0.10 per Common Share in full payment for these debentures. This transaction is subject to regulatory 
approval and normal closing conditions. 
 


