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MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL POSITION 
AND RESULTS OF OPERATIONS 

 
The following analysis focuses on the financial position and results of operations of 
CVTech Group inc. ("CVTech" or the "Company"), previously Investissements CVTech 
inc., for the year ended December 31, 2004. These comments aim at helping the reader to 
better understand CVTech's operations as well as the main components of its financial 
results. 
 
This analysis should be read in conjunction with the information appearing in the 
financial statements and notes thereto.  These financial statements are expressed in 
Canadian dollars and have been prepared in accordance with Canadian generally 
accepted accounting principles. 
 
Furthermore, the following information takes into account any significant event that 
occurred up to May 10, 2005, the date on which the audit committee approved this 
management's discussion and analysis. 
 
OVERVIEW 
 
CVTech, which is a management company, has three wholly-owned subsidiaries: 
CVTech-IBC inc., CVTech R&D inc. and CVTech Distribution inc. The company is the 
owner of the building and the land where it exercises its activities. 
 
The subsidiary CVTech-IBC manufactures continuously variable power transmission 
systems ("CVT") serving major manufacturers of recreational and utility vehicles as well 
as minicars.  In addition, CVTech-IBC operates a branch in France in order to serve the 
aftermarket parts segment and to maintain a proper customer service for the European 
market. CVTech R&D is responsible for the design of CVT Systems for CVTech-IBC's 
clients. Its main source of income is derived from royalties paid by CVTech-IBC on the 
sales of products developed by CVTech R&D.  CVTech Distribution offers transmission 
products to recreational and utility vehicles dealers.  CVTech Distribution's operations 
began on January 3, 2005. 
 
CVTech is the owner of the trademarks and CVTech R&D holds the intellectual property 
on products which are part of its technological solutions. 
 
Created in 1969, CVTech presently employs approximately 165 employees at its 
Drummondville plant and 4 employees at its branch in France. 



 2

CORPORATE STRATEGY 
 
CVTech's mission is to manage the assets that have been entrusted to its custody.  The 
company wishes to take advantage of its expertise in the management of manufacturing 
companies. 
 
As regards its subsidiaries CVTech R&D and CVTech-IBC, their mission is to design 
and manufacture CVTs. The company wishes to make its client partners benefit from its 
knowledge and its know-how in order to provide them with quality products at the right 
time and at the best possible price. 
 
The subsidiaries' strategic objectives are as follows: 
 

- to strengthen their position as the global leader in the design and 
manufacturing of CVTs; 

- to find innovative solutions in order to further the setting-up of systems 
designed by CVTech R&D; 

- to diversify their markets so as to maintain a satisfactory annual growth rate; 
- to avoid any economic dependence toward a client or a product. 

 
In order to meet these objectives, CVTech R&D's and CVTech-IBC's strategy is based on 
many elements: to promote CVTech's existing solutions or solutions to be developed, to 
favour the satisfaction level of their clientele, to set up a network of efficient 
subcontractors and suppliers, to develop new operating principles and integrated concepts 
of transmission systems and increase the staff involvement and responsibility regarding 
the fulfillment of the strategic plan. 
 
CVTech's subsidiaries stand out by offering products that are perfectly customized to the 
needs of each client and by acting as a true partner to both their clients and primary 
suppliers. 
 
While CVTech is able to supply all its clients with complete transmission assemblies, 
containing driven pulleys and belts, to date, CVTech has been exclusively involved in 
designing and manufacturing drive and driven pulleys, and in the aftermarket parts 
needed to keep them in good working order.  All CVTech's resources are currently 
focused on this activity, as is the case for CVTech Distribution, whose commercial 
activity deals with the CVTech product line. 
 
CVTech-IBC's primary markets are snowmobiles, minicars, golf carts and all-terrain 
vehicles.  In 2004, the company generated 59% (58% in 2003) of its revenues in Canada, 
37% (38% in 2003) in Europe and 4% (4% in 2003) in the United States. Furthermore, 
CVTech-IBC intends to examine the possibility of selling in Asia in the medium term. 
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RESULTS OF OPERATIONS 
 
The following table summarizes certain financial data relating to the company and should 
be read in conjunction with the financial statements and related notes. 
 

Selected annual financial information 
Years ended December, 31 

 
 2004 2003 2002 
 $ $ $ 
 
Revenues 29,663,473 26,995,414 26,269,529 
 
EBITDA 4,452,316 4,885,017 3,926,423 
 
Net earnings 1,762,270 2,433,140 2,072,223 
 
Basic and diluted net earnings per share 8.87 12.25 10.43 
 
Total assets 19,206,584 17,472,631 17,053,637 
 
Long-term liabilities 6,597,517 7,810,276 3,919,112 
 
Dividend paid per share 7.00 36.86 - 
 
 
EBITDA 
 
Earnings before interest, taxes, depreciation and amortization (EBITDA) is a measure 
that has no standardized meaning prescribed by Canadian generally accepted accounting 
principles and is considered to be a non-GAAP measure.  Therefore, the measure may not 
be comparable to similar measures presented by other issuers. This measure is described 
and presented in this management report in order to provide shareholders and potential 
investors with additional information regarding the company's liquidity and ability to 
generate funds to finance its operations. 
 
For the year ended December 31, 2004, EBITDA stood at $4,452,316 (15% of revenues) 
compared to $4,885,017 (18% of revenues) for the year ended December 31, 2003.  The 
explanations described in the following sections justify the reduction in EBITDA in 
2004. 
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 2004 2003 2002 
 $ $ $ 
 
EBITDA 4,452,316 4,885,017 3,926,423 
 
Depreciation and amortization 1,165,833 900,093 765,002 
 
Financial expenses 527,039 538,995 229,999 
 
Earnings before income taxes 2,759,444 3,445,929 2,931,422 
 
 
Revenues 
 
CVTech's revenues for the year ended December 31, 2004 totaled $29,663,743 compared 
to $26,995,414 in 2003, representing an increase of $2,668,059 or 10% over last year.  
The company's total revenues in 2004 constitute a record in CVTech's history. 
 
This increase is mainly due to the snowmobile market.  In fact, this market recorded a 
growth of 12% in 2004, which is equivalent to 80% of the total increase in revenues. 
 
During fiscal 2004, CVTech-IBC penetrated the all-terrain vehicle market.  Since 
deliveries began during the last quarter of 2004, sales were immaterial for the year ended 
December 31, 2004.  Consequently, revenues generated by this market in 2005 will be 
more significant than those obtained in 2004. 
 
 
Operating, research, selling and administrative expenses 
 
Total operating, research, selling and administrative expenses increased by $3,100,760 
and stood at $25,211,157 for the year ended December 31, 2004.  This 14% increase is 
attributable to the following factors: 
 

- The rise in revenues in 2004 has obviously generated an increase in the cost of 
goods sold.  In addition, the sales structure in 2004 is different from that in 
2003.  In fact, the percentage of manufactured products other than those 
designed by CVTech was higher in 2004 compared with 2003. Both elements 
led to an increase in the cost of goods sold of approximately 12%. 
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- Research expenses, which consist of design, development and prototyping 
expenses, amounted to $1,302,183 in 2004 compared to $1,225,603 last year.  
This 13% rise is mainly due to labour costs in the engineering department.  
CVTech R&D added three employees to its team in order that the numerous 
development projects submitted to its attention may progress more rapidly and 
more efficiently.  Scientific research and development tax credits have been 
applied against research expenses and totaled $557,072 in 2004 compared to 
$356,675 in 2003. Net research expenses stood at $745,111 in 2004 and 
$868,928 in 2003. 

 
- Selling expenses increased from $515,240 in 2003 to $561,573 in 2004, that 

is, a 9% rise. This is mostly attributable to the expenses incurred for the 
setting-up of the new subsidiary CVTech Distribution, whose operations only 
started at the beginning of 2005. 

 
- Administrative expenses increased by $614,353 for the year ended 

December 31, 2004. A significant part of this variance is due to the addition of 
personnel and to higher bonuses paid in 2004 compared with 2003. Insurance 
expense also increased significantly following the subscription of life 
insurance policies for the shareholders. These policies will be cancelled in 
May 2005. 

 
- 2003 results include a credit of $170,442 for fiscal 2002 from the Commission 

de la santé et de la sécurité du travail(CSST) due to a rate decrease following 
a change in classification unit. This credit has been mostly allocated to 
operating expenses. 

 
Depreciation and amortization 
 
Depreciation and amortization increased by 30% for a total of $1,165,833 in 2004 
compared to $900,093 in 2003. This rise is mainly due to acquisitions made in 2004 in 
order to expand the plant and purchase the equipment necessary to serve new markets, 
including that of the all-terrain vehicle. 
 
Financial expenses 
 
Financial expenses remained relatively stable in 2004 for a total of $527,039 compared to 
$538,995 in 2003, or a 2% decrease. Since CVTech's both long-term and short-term debts 
bear interest at a floating rate, financial expenses are affected by interest rate fluctuations. 
Therefore, additional interest generated by the increase in the long-term debt has been 
offset by the decrease in the average prime rate in 2004 in comparison with 2003. 
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Income tax expense 
 
Income taxes for the year ended December 31, 2004 amount to $997,174 (36% of 
earnings before income taxes) compared to $1,012,789 (29% of earnings before income 
taxes) for the prior year. 
 
The increase in percentage is essentially due to the non-deductibility of the life insurance 
premiums taken out for the shareholders in 2004 and to the elimination of the 
manufacturing and processing profits deduction in 2004. 
 
Selected quarterly financial information 
 
Quarterly financial information is derived from the unaudited financial statements of 
CVTech. 
 
Year Ended December 31, 
2004 

1st quarter 
$ 

2nd quarter 
$ 

3rd quarter 
$ 

4th quarter 
$ 

     
Revenues 3,986,336 6,496,910 10,300,529 8,879,698 
Earnings (loss) before income 
taxes (260,650) 399,793 1,856,914 763,387 
Net earnings (loss) (172,811) 265,063 1,231,033 438,985 
 
 
Year Ended December 31, 
2003 

1st quarter 
$ 

2nd quarter 
$ 

3rd quarter 
$ 

4th quarter 
$ 

     
Revenues 3,283,726 5,216,351 9,976,435 8,518,902 
Earnings (loss) before income 
taxes (136,475) 164,982 2,129,841 1,287,581 
Net earnings (loss) (103,452) 125,044 1,446,914 964,634 
 
Fourth quarter of 2004 
 
Revenues for the fourth quarter of 2004 totaled $8,879,698, representing an increase of 
4% over the corresponding quarter of fiscal 2003. Considering the cyclicality of certain 
markets, notably the snowmobile market, revenues for the last quarter are always 
important to CVTech. 
 
Earnings before income taxes for the last quarter reached 8.6% compared to 15.1% for 
the corresponding quarter in 2003. Explanations described in section "RESULTS OF 
OPERATIONS" also apply to the fourth quarter of 2004. Furthermore, the last quarter of 
2003 includes credits for fiscal 2002 ($170,442) and 2003 ($81,203) from the CSST due 
to a rate decrease following a change in classification unit. 
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STATEMENT OF CASH FLOWS 
 
 2004 2003 
 $ $ 
 
Operating activities 3,916,813 2,542,702 
 
Financing activities (755,853) (2,153,532) 
 
Investing activities (2,900,707) (1,018,460) 
 
 
 
Operating activities 
 
Despite a $670,870 decrease in net earnings in 2004, operating activities generated cash 
flows of $3,916,813 compared to $2,542,702 in 2003. This significant rise is mostly 
attributable to the following factors: 
 

- A $170,007 increase in the items not affecting cash, which is mainly due to 
additional depreciation and amortization in 2004. 

 
- The change in non-cash working capital items posted a positive amount of 

$955,882 compared with a negative amount of $919,092 in 2003. The 
significant amounts received with respect to trade accounts receivable at year-
end in 2004 contributed largely to this positive variation. 

 
Financing activities 
 
Cash flows used in financing activities in 2004 totaled $755,853 compared to $2,153,532 
in 2003. The company cashed an amount of $2,886,806 in connection with long-term 
debts contracted and used a total amount of $3,407,386 for the following activities: the 
repayment of the bank loan ($473,677), payments on long-term debt ($1,541,674) and 
dividends paid to the shareholders ($1,392,035). 
 
Investing activities 
 
Investing activities required funds of $2,900,707 in 2004 and were mainly used for the 
acquisition of property, plant and equipment totaling $2,679,969 and to the acquisition of 
intangible assets for an amount of $139,120. 
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BALANCE SHEET 
 
Assets 
 
CVTech's total assets amounted to $19,206,584 as at December 31, 2004 compared to 
$17,472,631 as at December 31, 2003, that is, a 10% rise. This variation is mostly 
explained by the increase in property, plant and equipment following the 32,500 square-
foot plant expansion and by the acquisition of production equipment required by 
CVTech-IBC to penetrate the all-terrain vehicle market. 
 
The amount of $235,273 recorded as government assistance receivable represents a grant 
obtained under the Business Assistance – Immigrant Investor Program. As at 
December 31, 2004, an amount of $313,697 is receivable and will be cashed in equal 
instalments over a four-year period.  
 
 2004 2003 
 $ $ 
 
Current government assistance receivable 78,424 - 
 
Long-term government assistance receivable 235,273 - 
 
 313,697 - 
 
Liabilities 
 
Current liabilities as at December 31, 2004 amounted to $6,412,952 compared to 
$3,836,475 as at December 31, 2003. This increase is mainly due to the current portion of 
the long-term debt which increased from $1,326,672 in 2003 to $4,002,440 in 2004. This 
rise is due to the fact that the long-term loan whose balance was $2,944,436 matured in 
March 2005. This loan will be renegotiated in May 2005 and will then be included in the 
long-term debt from the second quarter of 2005. 
 
Total liabilities stood at $13,010,469 as at December 31, 2004 compared to $11,646,751 
as at December 31, 2003. This variation is essentially attributable to the increase in the 
long-term debt.  In fact, in order to finance the plant expansion and the major acquisitions 
in 2003 and 2004, CVTech obtained term loans totaling $3,200,000 of which an amount 
of $2,886,806 was cashed as at December 31, 2004.  The $313,194 balance was cashed in 
April 2005. 
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Shareholders'equity 
 
Retained earnings stood at $5,671,115 as at December 31, 2004 compared to $5,300,880 
as at December 31, 2003.  Besides net earnings of $1,762,270 of fiscal 2004, dividends of 
$1,392,035 were paid to the shareholders. 
 
As at December 31, 2004, 198,700 Class A common shares were outstanding. 
 
Financial ratios 
 
CVTech is required by the financial institutions to meet specific financial ratios.  It is 
then required by the Business Development Bank of Canada to meet, at all times, a 
current ratio of at least 1.5:1 and a debt/equity ratio of no more than 1.5:1. As at 
December 31, 2004, CVTech's current ratio is at 1.51:1 and the debt/equity ratio is at 
1.49:1. 
 
CVTech is also required by the Royal Bank of Canada (RBC) to meet, on a quarterly 
basis, a debt/coverage ratio of at least 1.75:1 and a debt bearing interest to EBITDA of no 
more than 2.25:1. In addition, CVTech is required to meet, on an annual basis, a fixed-
charge coverage ratio of at least 1.15:1. As at December 31, 2004, the debt coverage ratio 
is at 2.15:1, the debt bearing interest to EBITDA is at 1.92:1 and the fixed-charge 
coverage ratio is at 1.32:1. 
 
 
SIGNIFICANT ACCOUNTING POLICIES 
 
Use of estimates 
 
The preparation of financial statements in conformity with Canadian generally accepted 
accounting principles requires management to make estimates and assumptions that affect 
the amounts of assets and liabilities reported in the financial statements. Those estimates 
and assumptions also affect the disclosure of contingencies at the date of the financial 
statements and the reported amounts of revenues and expenses during the years. 
Significant estimates include the allowances for doubtful accounts receivable, the useful 
lives of property, plant and equipment and intangible assets, the impairment of assets, 
income tax expense and certain accrued liabilities. Management believes its estimates to 
be appropriate; however, actual results could differ from those estimates. A summary of 
significant accounting policies is included in note 2 to the company's financial statements 
for the year ended December 31, 2004. 
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Long-lived assets 
 
Long-lived assets are reviewed for impairment when events or circumstances indicate 
that costs may not be recoverable. Impairment exists when the carrying value of the asset 
is greater than the pre-tax undiscounted future cash flows expected to be provided by the 
asset. The amount of impairment loss, if any, is the excess of the carrying value over its 
fair value.  
 
Foreign currency translation 
 
Foreign currency transactions 
 
Transactions denominated in currencies other than Canadian dollars are translated into 
the functional currency as follows: monetary assets and liabilities are translated at the 
exchange rate in effect at the balance sheet date and revenues and expenses are translated 
at the average rate for the year. Non-monetary assets and liabilities are translated at 
historical rates. Exchange gains and losses arising from such translation are reflected in 
the statement of earnings. 
 
Foreign currency forward contracts 
 
The company has elected not to apply Accounting Guideline (AcG) 13 dealing with 
hedge accounting. Accordingly, foreign currency forward contracts are recorded at fair 
value, and any subsequent variation is reflected in the statement of earnings. 
 
Research and development costs 
 
All expenses related to development activities, which do not meet generally accepted 
criteria for deferral, and research activities are expensed as incurred. As at December 31, 
2004, no development costs have been capitalized. 
 
Income taxes 
 
The company provides for income taxes using the liability method of tax allocation. 
Under this method, future income tax assets and liabilities are determined based on 
deductible or taxable temporary differences between financial statement values and tax 
values of assets and liabilities using enacted income tax rates expected to be in effect for 
the year in which the differences are expected to reverse. 
 
The company establishes a valuation allowance against future income tax assets if, based 
on available information, it is more likely than not that some or all of the future income 
tax assets will not be realized. 
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New accounting standard 
 
In July 2003, the Canadian Institute of Chartered Accountants issued Accounting 
Guideline 13 "Hedging Relationships". This new standard addresses the identification, 
designation, documentation and effectiveness of hedging transactions for the purposes of 
applying hedge accounting. The company has not developed the required documentation 
as of the effective date of this new standard, being January 1, 2004. Consequently, the 
company's foreign currency forward contracts, which are used to hedge anticipated euro-
denominated sales, do not qualify for hedge accounting and are recorded at fair value. 
 
COMMITMENTS 
 
Agreement in principle 
 
On October 13, 2004, an agreement in principle was entered into between Capital St-
Charles inc., a venture capital firm listed on the TSX Venture Exchange, and the 
company in connection with the acquisition by Capital St-Charles inc. of all the 
company's issued and outstanding shares. Capital St-Charles foresees that the acquisition 
of the company will constitute its qualifying operation under policy 2.4 of the TSX 
Venture Exchange. 
 
Pursuant to the October 13, 2004 agreement in principle, Capital St-Charles expects to 
conclude a formal agreement for an exchange of shares with each of the company's 
shareholders as regards all issued and outstanding shares of the company. Concurrently 
with the closing of the qualifying transaction, Capital St-Charles will have to proceed to a 
new issuance of shares (see "Subsequent events"). 
 
Contractual commitments 
 
The total long-term debt as at December 31, 2004 amounted to $9,998,979. The principal 
instalments due on long-term debt over the next five years amount to $4,002,440 in 2005, 
$2,001,397 in 2006, $858,000 in 2007, $858,000 in 2008 and $473,000 in 2009. 
 
The company has committed to purchasing property, plant and equipment and intangible 
assets totaling $254,749. Of that sum, an amount of $108,811 has already been paid and 
accounted for in the financial statements as a deposit on purchase of machinery, 
equipment and software. 
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SUBSEQUENT EVENTS 
 
Qualifying transaction 
 
On April 20, 2005, Capital St-Charles inc. completed a qualifying transaction pursuant to 
which it has acquired all the Class A common shares of Investissements CVTech inc.  
Further to this transaction, Capital St-Charles inc. and Investissements CVTech inc. have 
merged under the corporate name of CVTech Group inc.  This transaction will be 
accounted for as a reverse takeover. 
 
At the same time, the company also made a public offering of securities whereby 
6,000,000 common shares were issued at a price of $0.50 per share for a total of 
$3,000,000.  
 
The company's shares have been traded at the Toronto Stock Exchange since April 22, 
2005 under the symbol "CVT". 
 
 
RISK FACTORS 
 
Customer risk 
 
A large portion of CVTech's revenues is derived from its main customer, Bombardier 
Recreational Products Inc. ("BRP"), representing approximately 56% of the company's 
total revenues for the year ended December 31, 2004. On January 14, 2003, a long-term 
contract was entered into between CVTech-IBC and BRP. This contract expires on 
December 31, 2007. Pursuant to this contract, CVTech has undertaken to provide parts or 
a combination of these constituting a subset or a system, the conception of which is the 
property of BRP, and BRP has reserved the right to compare at any time the 
competitiveness of the parts manufactured by CVTech-IBC. If the price of the parts is not 
competitive and that CVTech refrain from providing competitive costs further to 
negotiations, BRP shall have the right to terminate the contract. 
 
On September 17, 2004, BRP informed CVTech-IBC that it would not place orders for 
product type TRA CVTs in version "Die Cast" as well as product type "HPV" for its 
2006 snowmobiles manufactured in 2005.  This represents a decrease in sales of 
approximately $7,850,000 based on the sales for fiscal 2004. 
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Competition and technological obsolescence 
 
Apart from the fact that CVTech must compete with existing technology, competitors and 
new companies are launching new products.  In order to remain at the leading edge of 
technology, CVTech will have to launch a new generation of pulleys and develop the 
related products and services. Whether the competition comes from new CVT developers 
and/or marketers, or the merger or acquisition of existing companies, competition in the 
CVT industry offering similar solutions than those of CVTech is strong and should 
increase. Most of CVTech's competitors have significantly greater financial, technical, 
distribution and marketing resources.  Technological progress and product development 
may result in the products of CVTech becoming obsolete, or reduce their value. 
 
Growth management and market development 
 
There can be no assurance that CVTech will be able to significantly develop its market, 
thereby affecting its profitability.  The rapid growth of CVTech's field of business will 
put significant pressure on its management, operations and technical resources. CVTech 
anticipates future increases in operating and personnel costs. To manage its growth, 
CVTech may have to increase the number of its technical and operational complement 
and manage its staff while effectively maintaining numerous relationships with third 
parties. There is no guarantee that CVTech will be able to manage its business growth.  
CVTech's inability to put in place coherent management systems, add economic 
resources or adequately manage its expansion will have a significant and unforeseeable 
effect on its operations and operating results. 
 
Pricing 
 
The highly competitive market in which CVTech carries on business and plans to carry 
on its business may force CVTech to lower its prices. If competitors offer substantial 
discounts on certain products and services to recover or increase their market share or to 
sell CVTs, the company might have to lower its prices and offer favourable terms in 
order to compete successfully.  Such changes could reduce profit margins and 
detrimentally affect CVTech's operating results.  Some of the company's competitors 
could offer CVTs that compete with those of CVTech for promotional purposes or in 
connection with a long-term pricing strategy, or offer price guarantees or product 
implementation. Such practices could, over time, restrict the pricing of CVTech's 
products.  If CVTech is unable to offset such price reductions with corresponding 
increases in sales or reduce expenses, the loss of revenues from CVT sales could 
detrimentally affect its profit margins and operating results. 
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Labour 
 
CVTech depends on the services of its technical employees and key management 
personnel.  The loss of any of these persons could have a significant adverse effect on its 
operating results and financial position. CVTech's success largely depends on its ongoing 
ability to identify, hire, train, motivate and retain highly competent management 
employees, technical employees and sales and marketing personnel. Competition for such 
employees may be intense and CVTech cannot assure that it will be able to attract or 
retain highly competent technical and management personnel in the future. Its inability to 
attract and retain the necessary management and technical personnel and sales and 
marketing staff could adversely affect its growth and future profitability. CVTech might 
be obliged to increase the compensation paid to current or new employees, thereby 
substantially increasing its operating costs. 
 
Acquisitions 
 
In the future, CVTech may undertake selective acquisitions or products or businesses that 
are complementary, in its view, to its own products and businesses. It is possible that 
CVTech will be unable to find suitable opportunities for acquisitions at a reasonable 
price, that it will be unable to complete an acquisition or successfully integrate an 
acquired product or business. In addition, it is possible that CVTech may face 
competition for potential business acquisitions from other parties with much greater 
resources. 
 
Product errors 
 
CVTech's products are complex and may therefore contain errors which could be 
detected at any time of the product life cycle. Errors in CVTech's products could have a 
significant adverse effect on its reputation, entail significant costs, delay product 
launching dates and damage its ability to sell its products in the future. The correction of 
a product error may entail significant costs and negatively affect its operating margins.  
Although CVTech plans to continue testing products in order to detect errors and work 
jointly with its clients through its support and maintenance services to track down and 
correct errors, errors might emerge in its products in the future. 
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Intellectual property 
 
CVTech relies on a combination of patents and trademarks laws, trade secrets, 
confidentiality procedures and contractual provisions to protect its proprietary rights. 
Despite CVTech's best efforts to protect its proprietary rights, unauthorized parties may 
attempt to copy aspects of CVTech's products or obtain information CVTech regards as 
proprietary. Policing unauthorized use of CVTech's proprietary technology, if required, 
may be difficult, time-consuming and costly.  In addition, the laws of certain countries in 
which CVTech's products are sold do not protect its products and related intellectual 
property rights to the same extent as the laws of Canada and the United States. There can 
be no assurance that CVTech will be successful in protecting its proprietary rights, which 
may materially adversely affect CVTech. 
 
Uncertainty in the recreational vehicles market 
 
The market for CVTech's products depends on economic conditions affecting the 
snowmobile, all-terrain vehicles, golf carts and minicars markets. In economic 
downturns, companies might delay or cancel proposed CVT purchases, reduce their 
overall budgets or reduce or cancel orders for these products. In this context, clients 
might experience financial difficulties, not purchase or delay budgets for the purchase of 
CVTech's products or cease doing business. This might in turn lead to longer sales 
cycles, delays or defaults in payment and collection and downward pressure on prices 
resulting in lower revenues and margins for CVTech. 
 
New regulations 
 
The company's business is currently subject to laws that regulate credit practices, 
transporting products, importing and exporting products and employment. Such laws, 
regulations and related rules and policies are administered by various federal, provincial, 
municipal, regional and local agencies and other governmental authorities. New laws 
governing CVTech's business could be enacted or changes to existing laws could be 
implemented, each of which might have a significant impact on CVTech's business.  
Failure of CVTech to comply with applicable laws and regulations may subject CVTech 
to civil or regulatory proceedings which may have a material adverse effect on CVTech's 
financial position and results of operations. As CVTech may expand its U.S. and 
European operations in the future, the potential for greater risk due to greater exposure of 
CVTech to U.S. and European regulations would also increase accordingly. 
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Fluctuation in securities prices 
 
The price of the common shares could be volatile and may be subject to large fluctuations 
due to various factors such as: 
 

• actual or anticipated fluctuations in operating results; 
 
• changes in future earnings estimates issued by the company or as a result of 

securities market analysis; 
 

• announcements of technological innovations or new products made by the 
company or its competitors; 

 
• general changes in the CVT industry or related markets; 

 
• other considerations or factors. 

 
In addition, there have been significant fluctuations in prices and securities in financial 
markets which sometimes were unrelated to the earnings of such companies. Large 
fluctuations in the markets and economic conditions in general and in the CVT industry 
in particular could have an adverse effect on share prices. 
 
The securities market 
 
There can be no assurance that an active market can be established and maintained for the 
company's securities. The market price of the company's securities could be subject to 
major fluctuations. Factors such as government regulations, interest rates, movements in 
the share prices of the company's counterpart or competing companies as well as general 
market trends could have a significant impact on the market price of the company's 
securities. Stock Exchanges have from time to time experienced extreme fluctuations in 
prices and volume that were completely unrelated to the earnings of specific companies. 
 
Interest rate risk 
 
The company is vulnerable to any interest rate fluctuations since the bank loan and long-
term debts feature interest rates varying according to the prime rate. 
 
Foreign exchange risk 
 
A portion of the company's sales and purchases is denominated in foreign currencies. 
Consequently, certain assets, liabilities, revenues and expenses are exposed to currency 
fluctuations. During the year, the company used euro forward exchange contracts in order 
to hedge against potential exchange rate fluctuations. The company's policy is not to 
utilize those derivative financial instruments for trading or speculative purposes. 
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Auditors' Report 
 
To the Shareholders of 
Investissements CVTech inc. 
 
 
We have audited the consolidated balance sheet of Investissements CVTech inc. as at December 31, 
2004 and the consolidated statements of earnings, retained earnings and cash flows for the year then 
ended. These consolidated financial statements are the responsibility of the company's management. 
Our responsibility is to express an opinion on these consolidated financial statements based on our 
audit. 
 
We conducted our audit 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 consolidated financial statements present fairly, in all material respects, the 
financial position of the company as at December 31, 2004 and the results of its operations and its cash 
flows for the year then ended in accordance with Canadian generally accepted accounting principles. 
 
These consolidated financial statements of the company as at December 31, 2003 and for the year then 
ended were audited by other auditors whose report dated February 4, 2004 expressed an unqualified 
opinion on those financial statements. 
 

 
 
Chartered Accountants 
 
 
Quebec, Quebec, Canada 
February 11, 2005 
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Approved by the Board of Directors 
 
(signed)  JACQUES JOLY                                    Director (signed)  ANDRÉ LARAMÉE                                  Director
  
  

  
2004 

$  
2003 

$ 
     

Assets     
     
Current assets     
Cash  803,980  543,727 
Accounts receivable (note 3)  5,155,927  6,437,333 
Inventories  2,592,022  2,269,025 
Income taxes and research and development tax credits receivable  273,979  - 
Prepaid expenses  148,149  124,972 
Future income taxes (note 14)  110,803  18,787 
Current portion of investments  604,637  86,270 
     
  9,689,497  9,480,114 
     
Government assistance receivable (note 4)  235,273  - 
     
Investments (note 5)  1,124,294  1,593,344 
     
Property, plant and equipment (note 6)  7,362,274  5,573,964 
     
Intangible assets (note 7)  458,045  383,686 
     
Deferred charges, at unamortized cost (note 8)  337,201  441,523 
     
  19,206,584  17,472,631 
     
Liabilities     
     
Current liabilities     
Bank loan (note 9)  -  473,677 
Accounts payable and accrued liabilities (note 10)  2,410,512  1,771,768 
Income taxes payable  -  20,687 
Deferred revenues  -  243,671 
Current portion of long-term debt (note 11)  4,002,440  1,326,672 
     
  6,412,952  3,836,475 
     
Long-term debt (note 11)  5,996,539  7,327,175 
     
Future income taxes (note 14)  600,978  483,101 
     
  13,010,469  11,646,751 
     
Shareholders' Equity     
     
Capital stock (note 12)  525,000  525,000 
     
Retained earnings  5,671,115  5,300,880 
     
  6,196,115  5,825,880 
     
  19,206,584  17,472,631 
     
Commitments (note 16)     
 
 The accompanying notes are an integral part of these consolidated financial statements. 
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2004 

$  
2003 

$ 
     

Balance – Beginning of year  5,300,880  10,181,057 
     
Net earnings for the year  1,762,270  2,433,140 
Dividend tax refund  -  10,683 
     
  7,063,150  12,624,880 
     
Dividends paid  1,392,035  7,324,000 
     
Balance – End of year  5,671,115  5,300,880 
 
 

The accompanying notes are an integral part of these consolidated financial statements. 
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2004 

$  
2003 

$ 
     

Revenues  29,663,473  26,995,414 
     
Expenses     
Operating, research, selling and administrative expenses  25,211,157  22,110,397 
Depreciation and amortization  1,165,833  900,093 
Financial expenses  527,039  538,995 
     
  26,904,029  23,549,485 
     
Earnings before income taxes (note 13)  2,759,444  3,445,929 
     
Income tax expense (note 14)  997,174  1,012,789 
     
Net earnings for the year  1,762,270  2,433,140 
     
Basic and diluted net earnings per share   8.87   12.25 
     
Basic and diluted weighted average number of shares 

outstanding  198,700  198,700 
 
 
 

The accompanying notes are an integral part of these consolidated financial statements. 
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2004 

$  
2003 

$ 
     

Cash flows from operating activities     
Net earnings for the year  1,762,270  2,433,140 
Items not affecting cash     

Depreciation and amortization  1,165,833  900,093 
Loss on disposal of property, plant and equipment  2,309  12,979 
Loss on disposal of intangible assets  4,658  9,181 
Future income taxes  25,861  106,401 

     
  2,960,931  3,461,794 
     
Net change in non-cash working capital items (note 13b)  955,882  (919,092)
     
  3,916,813  2,542,702 
     
Cash flows from financing activities     
Variation in bank loan  (473,677)  473,677 
Long-term debt contracted  2,886,806  8,000,000 
Payments on long-term debt  (1,541,674)  (3,313,892)
Dividends paid  (1,392,035)  (7,324,000)
Dividend tax refund  -  10,683 
Government assistance  (235,273)  - 
     
  (755,853)  (2,153,532)
     
Cash flows from investing activities     
Short-term investments cashed  -  1,000,000 
Purchase of investments  (49,317)  - 
Proceeds from disposal of investments  -  105,450 
Additions to property, plant and equipment (note 13b)  (2,679,969)  (1,851,186)
Proceeds from disposal of property, plant and equipment  3,817  7,860 
Additions to intangible assets  (139,120)  (88,591)
Proceeds from disposal of intangible assets  1,794  - 
Variation in deferred charges  (37,912)  (191,993)
     
  (2,900,707)  (1,018,460)
     
Net change in cash  260,253  (629,290)
     
Cash – Beginning of year  543,727  1,173,017 
     
Cash – End of year  803,980  543,727 
     
Additional information (note 13b)     
 
 
The accompanying notes are an integral part of these consolidated financial statements. 
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1 Statutes and nature of activities 

The company, incorporated under the Canada Business Corporations Act, is specialized in the design and 
manufacture of continously variable power transmission systems. 

 
2 Summary of significant accounting policies 

Use of estimates 

The preparation of financial statements in conformity with Canadian generally accepted accounting principles 
requires management to make estimates and assumptions that affect the amounts of assets and liabilities 
reported in the financial statements. Those estimates and assumptions also affect the disclosure of 
contingencies at the date of the financial statements and the reported amounts of revenues and expenses during 
the years. Significant estimates include the allowances for doubtful accounts receivable, the useful lives of 
property, plant and equipment and intangible assets, the impairment of assets, income tax expense and certain 
accrued liabilities. Management believes its estimates to be appropriate; however, actual results could differ 
from those estimates.  

 
Consolidation 

These consolidated financial statements include the accounts of Investissements CVTech inc. and those of its 
wholly-owned subsidiaries, CVTech IBC inc., CVTech R&D inc. and CVTech Distribution inc., a subsidiary 
incorporated on November 9, 2004 and a non-operating company in 2004. All significant intercompany 
transactions and balances have been eliminated. 

Inventories 

Raw materials and supplies inventories are valued at the lower of cost and replacement cost. Cost is determined 
on the first in, first out basis. Work in process and finished goods investories are valued at the lower of cost and 
net realizable value. Cost includes raw materials and direct labour costs as well as a fair portion of 
manufacturing overhead. 

Investments 

Portfolio investments 

Portfolio investments are recorded at cost, except in the case of any permanent impairment in value. In such a 
case, the carrying value of investments is reduced according to this permanent impairment in value. 
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Other investments 

The cash surrender value of life insurance policies includes the savings portion of the premiums paid, adjusted 
according to the annual yield. 

Property, plant and equipment 

Property, plant and equipment are recorded at cost and are depreciated using the declining balance method at 
the following rates: 

  
Rates 

%   
     

Land improvements  5   
Building  5   
Molds, matrixes and templates  20   
Machinery and equipment  20   
Office furniture and fixtures  20   
Computer equipment  30   
Automotive equipment  30   
Research equipment  20   

 
Intangible assets 
 
Intangible assets are recorded at cost and are amortized using the following methods, rates and periods: 
 

  Amortization methods  Periods / rate 
     

Patents  Straight-line   17 and 20 years 
Software  Declining balance   30% 
Trademarks  Straight-line   10 to 15 years 

 
Deferred charges 
 
Long-term debt issue expenses are recorded at cost and are amortized using the straight-line method over the 
term of the related debt. 
 
Deferred life insurance premiums are recorded at cost and are amortized by an amount equivalent to the 
increase in the cash surrender value of life insurance policies. 
 
Long-lived assets 

Long-lived assets are reviewed for impairment when events or circumstances indicate that costs may not be 
recoverable. Impairment exists when the carrying value of the asset is greater than the pre-tax undiscounted 
future cash flows expected to be provided by the asset. The amount of impairment loss, if any, is the excess of 
the carrying value over its fair value.
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Foreign currency translation 

Foreign currency transactions 

Transactions denominated in currencies other than Canadian dollars are translated into the functional currency 
as follows: monetary assets and liabilities are translated at the exchange rate in effect at the balance sheet date 
and revenues and expenses are translated at the average rate for the year. Non-monetary assets and liabilities 
are translated at historical rates. Exchange gains and losses arising from such translation are reflected in the 
statement of earnings. 

Foreign currency forward contracts 

The company has elected not to apply Accounting Guideline (AcG) 13 dealing with hedge accounting. 
Accordingly, foreign currency forward contracts are recorded at fair value, and any subsequent variation is 
reflected in the statement of earnings. 

Revenue recognition 

Revenues are recognized when the products have been delivered, title of ownership has been passed to the 
customer, collection is reasonably assured and consideration is fixed or determinable. 

Research and development costs 

All expenses related to development activities, which do not meet generally accepted criteria for deferral, and 
research activities are expensed as incurred. 

Tax credits and government assistance 

Tax credits and government assitance are recognized in the year in which the related expenses are incurred, 
provided the company has reasonable assurance the amounts will be recovered. Tax credits and government 
assistance related to property, plant and equipment are amortized at the same rate than that used for the 
corresponding assets. Tax credits and government assistance pertaining to current expenses are recognized as 
the related expenses are incurred. 

Income taxes 

The company provides for income taxes using the liability method of tax allocation. Under this method, future 
income tax assets and liabilities are determined based on deductible or taxable temporary differences between 
financial statement values and tax values of assets and liabilities using enacted income tax rates expected to be 
in effect for the year in which the differences are expected to reverse. 

The company establishes a valuation allowance against future income tax assets if, based on available 
information, it is more likely than not that some or all of the future income tax assets will not be realized. 
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Earnings per share 

Basic earnings per share are determined using the weigthed average number of participating shares outstanding 
during the year. 

Diluted earnings per share are determined using the weighted average number of participating shares 
outstanding during the year, plus the effects of dilutive potential participating shares outstanding during the 
year. The calculation of diluted earnings per share is made using the treasury stock method, as if all dilutive 
potential participating shares had been exercised at the later of the beginning of the year or the date of issuance, 
as the case may be, and that the funds obtained thereby be used to purchase participating shares of the company 
at the average market value of the participating shares during the year. As at December 31, 2004 and 2003, 
there are no potentially dilutive items. 

New accounting standard 

In July 2003, the Canadian Institute of Chartered Accoutants issued Accounting Guideline 13 "Hedging 
Relationships". This new standard addresses the identification, designation, documentation and effectiveness of 
hedging transactions for the purposes of applying hedge accounting. The company has not developed the 
required documentation as of the effective date of this new standard, being January 1, 2004. Consequently, the 
company's foreign currency forward contracts, which are used to hedge anticipated euro-denominated sales, do 
not qualify for hedge accounting and are recorded at fair value. 

Comparative figures 

Certain comparative figures have been reclassified to conform with the current year presentation. 

 
3 Accounts receivable 

  
2004 

$  
2003 

$ 
     

Trade  5,021,289  6,073,675 
Government assistance receivable (note 4)  78,424  - 
Commodity taxes receivable  15,430  72,614 
Advances to corporate shareholders  -  20,035 
Others  40,784  271,009 

     
  5,155,927  6,437,333 
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4 Government assistance 

The company has entered into an agreement to obtain a grant of a maximum amount of $350,000 under the 
Business Assistance – Immigrant Investor Program. During the year ended December 31, 2004, this 
government assistance has been applied against property, plant and equipment. As at December 31, 2004, an 
amount of $313,697 is receivable and will be cashed in equal instalments over a four-year period. 

  
2004 

$  
2003 

$ 
     

Current government assistance receivable (note 3)  78,424  - 
Long-term government assistance receivable  235,273  - 

     
  313,697  - 
 
 
5 Investments 

  
2004 

$  
2003 

$ 
     

Portfolio investments, at cost     
Guaranteed investment certificates, bearing interest at rates 

ranging from 3.15% to 6.05%, maturing in August and 
September 2005, used as collateral for a loan (note 11)  604,637  674,681 

     
Cash surrender value of life insurance policies (note 11)  1,124,294  1,004,933 

     
  1,728,931  1,679,614 

     
Current portion of investments  604,637  86,270 

     
  1,124,294  1,593,344 
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6 Property, plant and equipment 

   2004   2003 
       

  
Cost 

$ 

Accumulated 
depreciation 

$  
Cost 

$ 

Accumulated 
depreciation 

$ 
         

Land  59,647  -  59,647  - 
Land improvements  286,097  62,951  236,759  52,505 
Building  3,280,082  909,368  3,116,127  788,908 
Molds, matrixes and templates  1,138,719  359,631  746,809  213,848 
Machinery and equipment  4,467,380  1,338,695  2,574,745  793,296 
Office furniture and fixtures  179,041  87,103  136,467  70,461 
Computer equipment  284,941  132,910  183,998  104,453 
Automotive equipment  106,663  51,303  74,085  34,557 
Research equipment  612,429  198,362  367,391  127,117 
Deposit on purchase of machinery and 

equipment  87,598  -  263,081  - 
         
  10,502,597  3,140,323  7,759,109  2,185,145 
         

Less:         
Accumulated depreciation  3,140,323    2,185,145   

         
Net amount  7,362,274    5,573,964   

 
 
7 Intangible assets 

   2004   2003 
       

  
Cost 

$ 

Accumulated 
amortization 

$  
Cost 

$ 

Accumulated 
amortization 

$ 
         

Patents  357,004  47,351  332,167  40,026 
Software  322,331  212,179  255,946  180,545 
Trademarks  27,122  10,095  25,121  8,977 
Deposit on purchase of software  21,213  -  -  - 

         
  727,670  269,625  613,234  229,548 
         

Less:         
Accumulated amortization  269,625    229,548   

         
Net amount  458,045    383,686   
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8 Deferred charges, at unamortized cost 

  
2004 

$  
2003 

$ 
     

Long-term debt issue expenses  91,494  76,456 
Deferred life insurance premiums  245,707  365,067 

     
  337,201  441,523 
 
 
9 Line of credit 

The company has an available authorized line of credit of $5,500,000, bearing interest at prime rate and 
renewable annually. All the company's and its subsidiaries' assets have been pledged as security for the line of 
credit, which is unused as at December 31, 2004. Furthermore, the company has agreed to comply with certain 
financial ratios, which have been met as at December 31, 2004. 

 
10 Accounts payable and accrued liabilities 

  
2004 

$  
2003 

$ 
     

Trade  1,198,540  819,777 
Salaries, vacation and bonuses  958,601  721,037 
Accrued expenses  253,371  230,954 

     
  2,410,512  1,771,768 
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11 Long-term debt 

  
2004 

$  
2003 

$ 
     

Loans for which all the company's assets as well as a guarantee from 
the shareholders have been given as security      
Bearing interest at the Business Development Bank of Canada 

rate less 1%, payable in monthly principal instalments of 
$55,000 plus interest, maturing in May 2009 * **  2,915,000  3,575,000 

Bearing interest at prime rate plus a factor ranging from 0.15% 
to 1.65%, payable in monthly instalments of $55,556 plus 
interest, maturing in March 2005 *  2,944,436  3,611,108 

Of $1,600,000, of which an amount of $1,443,409 has been 
disbursed, bearing interest at the Business Development 
Bank of Canada rate plus 0.65%, payable in monthly 
principal instalments of $16,500 plus interest, maturing in 
June 2012 * **  1,328,403  - 

Of $1,600,000, of which an amount of $1,443,403 has been 
disbursed, bearing interest at prime rate plus a factor 
ranging from 0.15% to 1.65%, payable in monthly 
principal instalments of $16,667 plus interest, maturing in 
June 2006 *  1,343,401  - 

Loans, with no principal repayment, bearing interest at prime rate 
plus 0.75%. Life insurance policies, cash surrender value of life 
insurance policies and guaranteed investment certificates 
(note 5) have been given as security   1,467,739  1,467,739 

     
  9,998,979  8,653,847 
     

Less: Current portion  4,002,440  1,326,672 
     
  5,996,539  7,327,175 
 

* The company has agreed to maintain certain financial ratios, which have been met as at December 31, 
2004. Guarantees are subjected to subordination clauses on certain assets. 

** A hypothec of $1,500,000 on a shareholder's life insurance has also been given as security. 

The principal instalments due on long-term debt over the next five years amount to $4,002,440 in 2005, 
$2,001,397 in 2006, $858,000 in 2007, $858,000 in 2008 and $473,000 in 2009. 
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12 Capital stock 

Authorized 
Unlimited number shares, without par value, of the following classes: 

Class A common shares, voting and participating 
Class I preferred shares, non-voting and non-participating, preferred and non-cumulative dividend of 

0.001% per annum, redeemable at the company's option for an amount of $1,721,656 per share 
plus any declared and unpaid dividends 

Class II preferred shares, non-voting and non-participating, preferred and non-cumulative dividend of 
1% per annum, redeemable at the company's option at paid-up amount plus any declared and 
unpaid dividends 

Class III preferred shares, non-voting and non-participating, preferred and non-cumulative dividend 
of 0.1% per annum, redeemable at the company's option at paid-up amount plus any declared 
and unpaid dividends 

Class IV preferred shares, non-voting and non-participating, preferred and non-cumulative dividend 
of 1% per annum, redeemable at the company's option at paid-up amount plus any declared and 
unpaid dividends 

Class V preferred shares, non-voting and non-participating, preferred and non-cumulative dividend of 
0.0005% per annum, redeemable at the company's option for an amount of $1,721,656 per share 
plus any declared and unpaid dividends 

 
Issued 

  
2004 

$  
2003 

$ 
     

198,700 Class A common shares  525,000  525,000 
 
 
13 Additional disclosures 

a) Statements of earnings 

Earnings before income taxes have been established considering the following items: 

  
2004 

$  
2003 

$ 
     

Depreciation of property, plant and equipment  965,290  726,442 
Amortization of intangible assets   58,309  58,114 
Amortization of deferred charges  142,234  115,537 
Loss on disposal of property, plant and equipment  2,309  12,979 
Loss on disposal of intangible assets  4,658  9,181 
Interest on bank loan  56,357  70,732 
Interest on long-term debt  470,682  468,263 
Exchange gain  (267,174)  (259,187)
Research and development expenses  1,302,183  1,225,603 
Tax credits  (557,072)  (356,675)
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b) Statement of cash flows 

Net change in non-cash working capital items 

  
2004 

$  
2003 

$ 
     

Accounts receivable  1,281,406  (1,930,467)
Inventories  (322,997)  (133,572)
Income taxes and research and development tax credits 

receivable  (294,666)  1,036,755 
Prepaid expenses  (23,177)  21,221 
Accounts payable and accrued liabilities  558,987  (156,700)
Deferred revenues  (243,671)  243,671 

     
  955,882  (919,092)
 

Items not affecting cash related to investing activities 

  
2004 

$  
2003 

$ 
     

Acquisition of property, plant and equipment included in 
accounts payable and accrued liabilities  79,757  - 

 
Supplementary information 

  
2004 

$  
2003 

$ 
     

Interest paid  522,660  530,092 
Income taxes paid (recovered)  1,056,204  (62,723)
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14 Income tax expense 

The reconciliation of the income tax expense, calculated using the statutory income tax rates of the federal 
government and the Province of Quebec, to the income tax expense per the financial statements is as follows: 

  
2004 

$  
2003 

$ 
     

Income taxes at the combined federal and provincial statutory 
tax rate (31% in 2004 and 33% in 2003)  855,980 1,137,845 

Non-deductible expenses and non-taxable income  83,705 11,908 
Federal small business deduction  - (7,699)
Federal manufacturing and processing profits deduction  - (60,048)
Other  57,489 (69,217)

    
  997,174 1,012,789 

 

  
2004 

$  
2003 

$ 
     

     
Income tax expense is represented by:     

Current  971,313  906,388 
Future  25,861  106,401 

     
  997,174  1,012,789 

 
As at December 31, the company's future income tax assets and liabilities are detailed as follows: 

  
2004 

$  
2003 

$ 
     

Provisions and accruals  18,612  - 
Property, plant and equipment  (489,821)  (379,829)
Intangible assets  (126,708)  (104,848)
Financing expenses  15,551  1,576 
Research and development expenses  187,336  57,112 
Research and development tax credits  (95,145)  (38,325)
Capital losses  274,530  274,530 
Valuation allowance  (274,530)  (274,530)

     
  (490,175)  (464,314)
     

Current future income tax assets  110,803  18,787 
Long-term future income tax liabilities  (600,978)  (483,101)

     
Future income tax liabilities, net  (490,175)  (464,314)
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As at December 31, 2004, the company has accumulated capital losses of $1,430,965. These losses can be 
applied against capital gains and can be carried forward indefinitely. A valuation allowance has been 
established against the full amount of this future income tax asset since the company considers that it is not 
more likely than not that this future income tax asset will be realized. 
 
 

15 Financial instruments 

Fair value 

The fair value of cash, accounts receivable, guaranteed investment certificates, accounts payable and accrued 
liabilities and long-term debt approximates their carrying value due to their short-term maturity or to current 
market rates. 

The fair value of life insurance policies amounts to $1,200,825 as at December 31, 2004 ($1,196,261 as at 
December 31, 2003). The fair value of government assistance receivable is $267,750 as at December 31, 2004. 

Credit risk 

Financial instruments which potentially subject the company to credit risk consist principally of cash, portfolio 
investments and accounts receivable. Portfolio investments are issued by high-credit quality financial 
institutions. The company's cash are held with or issued by high-credit quality financial institutions. Therefore, 
the company considers the risk of non-performance on these instruments to be remote. 

Generally, the company does not require collateral or other security from customers for trade accounts 
receivable; however credit is extended following an evaluation of creditworthiness. In addition, the company 
performs ongoing credit reviews of all its customers and establishes an allowance for doubtful accounts 
receivable when accounts are determined to be uncollectible. 

Two customers represent approximately 67% of the company's sales (66% in 2003); one of these customers 
represents 56% of the company's total sales (56% in 2003). 

Interest rate risk 

Cash  Variable interest rate 
Accounts receivable  Non-interest bearing 
Government assistance receivable  Non-interest bearing 
Investments  As described in note 5 
Accounts payable and accrued liabilities  Non-interest bearing 
Long-term debt  As described in note 11 
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Foreign exchange risk 

A portion of the company's sales and purchases is denominated in foreign currencies. Consequently, certain 
assets, liabilities, revenues and expenses are exposed to currency fluctuations. During the year, the company 
used foreign currency forward contracts in order to hedge against potential exchange rate fluctuations. As at 
December 31, 2004, the company held two foreign currency forward contracts to exchange €200,000 per month 
over the next twelve months at an average exchange rate of $1.64495 = €1. 

As at December 31, 2003, the company held two foreign currency forward contracts to exchange €200,000 per 
month at an average exchange rate of $1.6265 = €1. 

The fair value of these contracts amounts to $25,390 ($7,400 in 2003). 

 
16 Commitments 

Agreement in principle 

On October 13, 2004, an agreement in principle was entered into between Capital St-Charles inc., a venture 
capital firm listed on the TSX Venture Exchange, and the company in connection with the acquisition by 
Capital St-Charles inc. of all the company's issued and outstanding shares. Capital St-Charles foresees that the 
acquisition of the company will constitute its qualifying operation under policy 2.4 of the TSX Venture 
Exchange. 

Pursuant to the October 13, 2004 agreement in principle, Capital St-Charles expects to conclude a formal 
agreement for an exchange of shares with each of the company's shareholders as regards all issued and 
outstanding shares of the company. Concurrently with the closing of the qualifying transaction, Capital St-
Charles will have to proceed to a new issuance of shares. A preliminary prospectus was filed on January 21, 
2005 in that regard. 

Acquisition of property, plant and equipment 

The company has committed to purchasing property, plant and equipment and intangible assets totalling 
$254,749. Of that sum, an amount of $108,811 has already been paid and accounted for in the financial 
statements as a deposit on purchase of machinery, equipment and software. 
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17 Segment information 

The company is organized under one single operating segment. Revenues by geographic region are detailed as 
follows: 

  
2004 

$  
2003 

$ 
     

Canada  17,259,556  15,510,562 
United States  1,146,245  950,312 
Finland  3,506,664  2,904,762 
France  6,612,525  6,631,346 
Italy  953,492  815,302 

     
  29,478,482  26,812,284 
 

Almost all of the long-lived assets, which include property, plant and equipment, intangible assets and deferred 
charges, are located in Canada. 
 
 
 
 




