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FYTOKEM PRODUCTS INC. 
Develops and delivers proven natural ingredients to 
leading formulators in the personal care, nutraceutical 
and pharmaceutical industries. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
FORWARD LOOKING STATEMENTS 
This Quarterly Report contains forward-looking statements concerning the Company’s 
activities and prospects in future periods. All statements other than statements of fact 
may be deemed forward-looking statements. Forward-looking statements frequently, but 
not always use the words “expects”, “anticipates”,  “suggests”, “plans”, “believes” or 
“intends”, or similar words and/or include statements concerning the Company’s 
strategies, goals and plans, or state that certain actions, events or results “will” be taken, 
occur or be achieved. These forward-looking statements involve known and unknown 
risks, uncertainties and other factors which may cause the results, performance or 
achievement of the Company, or industry results, to be materially different from any future 
results, performance or achievements expressed or implied by such statements.  Such 
factors include, among others: uncertainties related to early stage of development, 
technology and product development; dependence on future corporate collaborations; 
dependence on proprietary technology and uncertainty of patent protection; management 
of growth; future capital needs and uncertainty of additional funding; intense competition; 
manufacturing and market uncertainties; government regulation; product liability exposure 
and insurability.  These and other factors are described in detail in the Company’s 
reports, releases and other information filed with the Saskatchewan, Alberta and B.C. 
Securities Commissions. Forward-looking statements are based on current expectations 
and the Company is not obligated to update such information to reflect later events or 
developments. 
 

 
PRESIDENT’S MESSAGE 
 
Sales for the first half of this year are up 62% over the same period last 
year. This sales growth follows up on similarly strong overall sales during 
the later months of last year. Strong sales growth is expected to continue 
for the balance of the year. This favorable trend led us to review our raw 
material sourcing, inventory levels and processing capacity. I am 
confident we can meet potential increases in sales volumes. 
  
A closer look at our sales growth reveals an exciting trend. Sales of 
Tyrostat (TS), our skin-lightening line of products, have grown sharply 
this year. TS sales during the first half of 2005 are more than 3 times 
higher than TS sales during all of last year. For the first time TS sales 
made up over half of our total sales during the first six months of this 
year. Canadian Willowherb (CW) sales have grown as well, and several 
mass market customers are conducting trials on CW based products. 
 
We continue to work on improved quality and consistency as well as 
different product formats for our existing product lines to ensure we can 
meet new market trends. One of the strengthening trends highlighted by 
our customers is the concern over the use of synthetic preservatives. We 
are finding ways to reduce the need for such additives in our ingredients. 
We continue to look at other product opportunities that will allow us to 
commercialize new products from our existing research database 
 
Our long-term marketing efforts in India are starting to show some 
positive results. We recently finalized our agreement with Unimarck 
Pharma (India) Ltd. (Unimarck). We met with the head of the Indian Drug 
Authority (IDA) and have worked with Unimarck to submit an application 
to the IDA. Additional information and research may be required, but 
approval here is expected and will result in sales to the pharma market in 
India. 
 
We have recently completed the re-financing of our long term debt with 
Investment Saskatchewan Inc. (ISI). This re-financing reduces our 
interest costs and our short term cash requirements. 
 
I am excited by the combination of strong sales growth within our existing 
markets, and the anticipated approval of our products by the IDA and the 
sales expected to flow from this. 
 
 
Respectfully yours, 
 
Art Hesje 
President & CEO 
August 29, 2005 
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MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS 
 
Second Quarter ended June 30, 2005           
 
The following should be read in conjunction with the audited 
financial statements and management discussion and analysis of 
financial condition and results of operations for the year ended 
December 31, 2004, and the interim unaudited financial statements 
for the period ended June 30, 2005, including the related notes 
therein. This discussion and analysis includes forward-looking 
statements that may differ materially from actual results achieved. 
 
OVERVIEW 
Fytokem Products Inc. develops and delivers proven natural 
ingredients to leading formulators in the personal care, nutraceutical 
and pharmaceutical industries. 
 
The second quarter highlights include the following: 
• Product sales increased by 17% over the second quarter last year.  

Year to date product sales increased by 62% over the same period 
in 2004. 

• The Company showed a net loss. 
 
RESULTS OF OPERATIONS 
The Company experienced a net loss of $104,011 in the second quarter 
of 2005, a $122,861 reduction from the $18,850 income recorded in the 
same quarter of 2004. The net loss per share was $0.01 per share. As at 
June 30, 2005, the Company’s working capital, current assets less 
current liabilities, was ($406,627), a $89,602 reduction from the 
($317,025) working capital at March 31, 2005. Total assets were 
$272,771, $138,839 less than at March 31, 2005.  The capital deficiency 
amounted to $478,239, which includes an accumulated deficit of 
$4,721,939. 
 
REVENUES 
Total revenue was $149,374 in the second quarter, a 32% decrease from 
$218,750 recorded in the same quarter of 2004.  This decrease in 
revenue is due to the fact that no marketing agreement revenue was 
recorded in this quarter, while $90,000 was recorded in the second 
quarter of 2004.  A $22,000 increase in product sales partially offset this 
reduction.  
 
Product sales in the second quarter were $149,339, 17% higher than in 
the second quarter of 2004.  Management remains confident that sales 
growth will continue. 
 
Project revenues were $Nil in the second quarter of 2005 ($1,278 in 
2004) as a result of the company’s focus on commercialization of its 
existing products. 
 
Other revenue, which is mainly comprised of interest and non-product 
sales revenue was insignificant. 
 
The gross margin percentage for the second quarter was 50.5, 20% 
lower than in the 70.5% recorded in the same quarter of 2004, although 
similar to the 55% margin recorded in the first quarter. The lower margin 
experienced in the second quarter of 2005 was due to increased 
production costs and other extra costs associated with a shortage of raw 
material, and to a lesser extent, volume pricing.  This situation is being 
rectified with the purchase of raw material readily available during the 
summer months. It is expected that gross margins will recover in the 
future. 
 
OPERATING EXPENSES 
Total expenses increased by $17,062 in the second quarter of 2005 over 
the same quarter in 2004. Variances over the same quarter in 2004 are 
as follows:  
 
Product development expenses for the quarter remained virtually the 
same at $34,704 as compared to $34,570 for the same quarter last year. 
The present level of product development expenditures is expected to 
continue. 
 
Marketing expenses were 7% lower in the second quarter as 
compared to the same quarter in 2004. This is largely due to the 
 

  
deferred marketing costs related to the Atrium Cooperation and Licensing 
Agreement being fully amortized at the end of 2004. 
 
The current level of marketing expense is expected to continue. 
 
Finance and administration costs rose by 20% in the second quarter of 
2005. This is due to an increase in contracted professional services 
related to investor relations and regulatory compliance.  This higher level 
of expenditure is likely to continue. 
 
A stock based compensation expense of $7,172 was recorded during the 
second quarter 2005, while no stock based compensation expense was 
recorded in the second quarter of 2004.  There is no cash cost to the 
Company related to the stock based compensation expense. 
 
INFLATION AND FOREIGN EXCHANGE 
The impact of inflation on the Company’s operations has been minimal.  
All of the Company’s sales were made in Canadian Dollars in the period. 
The Company anticipates that this will continue. 
 
LIQUIDITY AND CAPITAL RESOURCES 
Since inception, the Company has financed its operations and capital 
expenditures primarily through equity offerings, long term debt and, to a 
lesser extent, third-party (including government-sponsored) research 
grants and marketing agreement revenues.  For the past few years, 
product sales have contributed significantly to the Company’s cash flows, 
thereby reducing the reliance on external sources of capital. 
 
At June 30, 2005, Fytokem had cash and cash equivalents of $71,717 
and accounts receivable of $54,200.  Working capital, current assets less 
current liabilities, was ($406,627), a $89,602 reduction from the working 
capital at March 31, 2005. 
 
Investment Saskatchewan Inc. (ISI) refinancing  
On February 28, 2005 the Company entered into an agreement to 
refinance the Convertible Demand Loan it has with ISI.  The effect of this 
$275,000 refinancing is: 

• The interest will continue to be paid monthly, while the interest rate 
will be reduced from 12% to approximately 7%. 

• The new Convertible Debenture will include the same security as the 
original demand promissory note.  

• Repayment will be scheduled as 24 equal monthly principal 
payments of $11,458, beginning January 1, 2006.  Although no 
principal payments will be made during 2005, for accounting 
purposes, the entire balance will still be reflected as current debt. 

• The term of the loan and the  conversion privileges will be extended 
to December 1, 2007. 

• The Company will issue warrants to the holder, which could lead to 
a further injection of equity investment in the future. 

This refinancing was completed on July 29, 2005 and the effects of this 
transaction are not reflected in this quarter’s financial statements. 
 
Although the Company’s growing sales revenues are expected to fund its 
finance, administration and basic quality control functions, the Company 
is not entirely confident that its existing capital resources, plus anticipated 
cash flows, will be adequate to satisfy its anticipated cash requirements 
for its operations for the next 12 months. The Company expects that it will 
be necessary to maintain its expenditures and/or seek additional debt, 
debt restructuring or equity financing in the near future. It should be noted 
that if financing is not available to the Company on favorable terms, this 
may severely affect the Company’s continued growth. 
 
SUBSEQUENT EVENTS 
The Company finalized its Agreement with Unimarck Pharma (India) Ltd. 
on July 19, 2005.  This Agreement requires Unimarck to seek approval 
from the Indian Drug Authority and once approval is obtained, to use the 
Company’s existing active products in their line of pharmaceutical 
products. 
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FYTOKEM PRODUCTS INC. 
STATEMENTS OF INCOME (LOSS) AND DEFICIT 
(Unaudited) 
 
 
 
               Three months ended                      Six months ended 
                         June 30                      June 30 
 
                  2005                2004               2005               2004 
REVENUE  
 Sales $        149,339 $        127,231 $       372,699 $       229,916 
 Cost of Sales             73,957              37,534          174,034            71,146 
 Gross margin             75,382             89,697          198,665          158,770 
 
 Project revenue                       -               1,278                     -              5,689 
 Marketing agreement revenue                       -             90,000                     -          180,000 
 Other revenue                    35                  241                   40                 242 
               75,417            181,216          198,705          344,701 
 
EXPENSES 
 Product development             34,704             34,570            73,445            70,507 
 Marketing             29,702             32,107            49,540            67,415 
 Finance & administration             86,288             71,943          163,005          136,954 
 Amortization               9,087               9,757            18,198            19,757 
 Interest on debt             12,475             13,989            25,221            30,788 
 Stock compensation expense               7,172                      -            17,394                      - 
             179,428           162,366          346,803          325,421 
  
NET INCOME (LOSS) $      (104,011) $          18,850 $     (148,098) $         19,280 
 
DEFICIT, BEGINNING OF PERIOD        4,617,928        4,599,520       4,573,841       4,599,950 
 
DEFICIT, END OF PERIOD $     4,721,939 $     4,580,670 $    4,721,939 $    4,580,670 
 
INCOME (LOSS) PER SHARE $            (0.01) $              0.00 $           (0.01) $             0.00 
 
See accompanying notes 
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FYTOKEM PRODUCTS INC. 
BALANCE SHEETS 
June 30, 2005 and December 31, 2004 
(Unaudited) 
 
   June 30, 2005  December 31, 2004 
CURRENT ASSETS 
 Cash and temporary investments  $             71,717  $               49,670 
 Accounts receivable                 54,200                 145,475 
 Inventory                 69,613                 114,347 
 Prepaid expenses                   6,165                     6,165 
                 201,695                 315,657 
 
DEFERRED FINANCE CHARGES                   1,114                     1,622 
 
CAPITAL ASSETS                 69,962                   87,053 
    $           272,771  $             404,332 
 
 
CURRENT LIABILITIES 
 Accounts payable and accruals  $           226,603  $             225,665 
 Current portion long term debt               381,719                 381,788 
                 608,322                 607,453 
 
LONG TERM DEBT               142,688                 144,416 
 
SHAREHOLDERS' EQUITY 
 Share capital            3,866,999              3,866,999 
 Preferred shares               244,221                 244,221 
 Equity portion of convertible debt                 63,984                   63,984 
 Contributed surplus                 68,495                   51,100 
 Deficit           (4,721,939)             (4,573,841) 
                (478,239)                (347,537) 
 
    $            272,771  $             404,332 
 
 
See accompanying notes 
 
On behalf of the Board: 
 
“Peter Oliver ”    “John Cross ” 
 
PETER OLIVER    JOHN CROSS 
Director Director 
 
 



 

                                                                                                                                                                                                      Page   6 

 
 
 
 
FYTOKEM PRODUCTS INC. 
STATEMENTS OF CASH FLOWS 
(Unaudited) 
 
             Three months ended            Six months ended 
                         June 30                    June 30 
 
                    2005                2004               2005               2004 
CASH FLOWS FROM (USED IN) 
OPERATING ACTIVITIES 
Net income (loss) $         (104,011) $           18,850 $       (148,098)  $        19,279 
Items not affecting cash  
 Amortization                 9,087                9,757              18,198           19,757 
 Non-cash interest expense                    134                   854                   508             4,645 
 Non-cash marketing expense                         -              15,821                        -           31,643 
 Non-cash marketing revenue                         -            (90,000)                        -        (180,000) 
 Non-cash stock compensation expense                  7,172                        -              17,394                      - 
                (87,618)            (44,718)          (111,998)        (104,676) 
Changes in non-cash working capital 
 Accounts receivable                37,285            (14,423)              91,275               8,961 
 Inventory                40,092              37,174              44,734             71,571 
 Prepaid expenses                15,726              (1,201)                       -             (1,534) 
 Accounts payable and accruals              (40,945)              16,337                   938            24,165 
Cash flows from (used) in operating activities              (35,460)              (6,831)              24,949            (1,513) 
 
CASH FLOWS FROM (USED IN) 
INVESTING ACTIVITIES 
Acquisition of equipment                (1,107)                        -               (1,107)                       - 
Cash flows used in investing activities                (1,107)                        -               (1,107)                       - 
  
CASH FLOWS FROM (USED IN) 
FINANCING ACTIVITIES 
Repayment of long term debt                (1,055)                (678)               (1,795)           (22,155) 
Cash flows used in financing activities                (1,055)                (678)               (1,795)           (22,155) 

  
NET INCREASE (DECREASE) IN CASH              (37,622)             (7,509)               22,047           (23,668) 
 
CASH POSITION, BEGINNING OF PERIOD              109,339             37,119               49,670             53,278 
CASH POSITION, END OF PERIOD $             71,717  $         29,610 $            71,717 $          29,610 
 
 
Interest Paid $             12,341 $            4,407 $           24,714 $          26,144 
 
 
See accompanying notes 
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FYTOKEM PRODUCTS INC. 

 
 

NOTES TO INTERIM FINANCIAL STATEMENTS 
 
Second Quarter ended June 30, 2005           

1. BASIS OF PRESENTATION 
 
 The accompanying unaudited interim financial statements have 

been prepared by management in accordance with Canadian 
generally accepted accounting principles for interim financial 
statements. The accounting policies used in the preparation of 
these interim financial statements are consistent with the 
Company’s most recent audited financial statements for the year 
ended December 31, 2004. These interim financial statements and 
notes may not include all disclosures required for annual financial 
statements and should be read in conjunction with the annual 
audited financial statements of the Company. 

 
 The interim financial statements, which include the use of estimates 

and judgments, contain all adjustments that management believes 
are necessary for fair presentation of Fytokem's financial position, 
results of operations and cash flows. Interim results are not 
necessarily indicative of results for a full year. 

 
2. SHARE CAPITAL 
 Issued and Outstanding 
 a) Common Shares 

 
 

Date 

 Common 
Shares 
Issued 

  
Net 

Proceeds 
Balance, December 31, 2004 
& June 30, 2005 

 
17,863,121 

  
$3,866,999 

 
 b) Series A Preferred Shares 

 
 

Date 

 Preferred 
Shares 
Issued 

  
Net 

Proceeds 
Balance, December 31, 2004 
& June 30, 2005 

 
250,000 

  
$ 244,221 

 
 Stock Options 

Stock option transactions and the number of stock options 
outstanding with respect to the Company’s Stock Option Plan are 
summarized as follows: 

 
  

 
Number of 

Options 

 Weighted-
Average 
Exercise 

Price 
Balance, March 31, 2005 1,301,000  $0.13 
Granted this period               -   
Expired this period            -   
Forfeited this period            -   
Balance, June 30, 2005 1,301,000  $0.13 
Options exercisable at  
June 30, 2005 

 
  751,000 

  
$0.16 

 
  

Options outstanding 
 Options 

exercisable 
Range of 
exercise 
prices 

Number 
 of 

 options 
 Weighted-

average 
remaining  

life 

 Number 
 of 

 options 

$    0.10 920,000  4.01  370,000 
      0.13 185,000  1.07  185,000 
      0.25 170,000  .63  170,000 
      0.60 26,000  .05  26,000 
Total 1,301,000    751,000 
 
 

 
 
Options are exercisable by the holder based on a 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 12 months and 25 % after 18 months. 
 

3. STOCK-BASED COMPENSATION AND CONTRIBUTED SURPLUS 
 

CICA Handbook Section 3870 establishes a fair-value based 
method for accounting for stock-based compensation plans which 
the Company has adopted in 2004 with retroactive effect to 
January 1, 2002. 
 
The fair value of each option grant is estimated as of the date of 
the grant using the Black-Scholes options pricing models.  Option 
pricing models require the input of highly subjective assumptions 
including expected price volatility.  Changes in the subjective 
input assumptions can materially affect the fair value estimates, 
and therefore existing models do not necessarily provide a 
reliable single measure of the fair value of the Company’s stock 
options.  Although there is no cash cost to the Company related to 
these options they represent a deemed expense and may benefit 
both the Company and those who receive them at some future 
date when they are excercised. Stock options and warrants 
generate new stockholders equity for the Company and may 
result in future investment earnings for the option or warrant 
holder. 
 
The following weighted average assumptions were used for stock 
option grants in the year(s): 

 2005  2004 
Expected dividend yield $0.00  $0.00 
Expected volatility 137.1%  133.7% 
Risk-free interest rate 3.40%  3.40%
Expected life of options 5 years  5 years 
Fair Value of Option $0.08  $0.09 

 
The compensation expense is incurred on a prorated basis as the 
options vest and are earned.  The Company accounts for 
forfeitures as they occur. 
 
A summary of the stock-based compensation expense and 
corresponding increase in contributed surplus is as follows: 

 
 

 
Stock Compensation Expense  Contributed 

Surplus 
March 31, 2005 Balance   $61,323 
Q2 2005 Options granted in 2004 5,150   
Q2 2005 Options granted in 2005 2,022   
  7,172  7,172 
June 30, 2005 Balance   $68,495 
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FYTOKEM PRODUCTS INC. 
 
101-110 Research Drive 
Saskatoon, Saskatchewan S7N 3R3 
Telephone:  (306) 668-2552 
Fax:  (306) 978-2436 
Toll Free:  (877) 457-3986 
Email:  fytokem@fytokem.com 
www.fytokem.com 

STOCK INFORMATION 
 
TSX Venture Exchange (TSX) 
Stock Symbol:  FYT 
 
 
 
 
 

TRANSFER AGENT & REGISTRAR
 
CIBC Mellon Trust Company 
600 The Dome Tower 
333-7th Avenue SW 
Calgary, Alberta T2P 2Z1 
Telephone:  (403) 232-2413 
Fax:  (403) 264-2100 
 

INVESTOR RELATIONS 
 
Mr. Art Hesje 
President & CEO 
(306) 668-2552 
Email:  ahesje@fytokem.com 
 
 
 


