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14. INCOME TAXES (cont’d)

b) Income tax rate reconciliation
The Company’s reported income tax rate on operating earnings differs from the combined federal and provincial statutory rates
as follows:

2008 2007

Percentage Percentage
of Pre-Tax of Pre-Tax

Amount Income Amount Income

Income taxes calculated at the
statutory rate $ 83,019 31.05 $ 422,340 33.49

Income taxes adjusted for the effect of:
Valuation allowance (282,671) (105.72) (2,544,946) (201.83)
Impact of rate change on opening

temporary differences 306,646 114.69 459,554 36.45
Non-deductible expenses 9,335 3.49 9,757 0.77
Disposal of investment - - (16,747) (1.33)
Other 5,925 2.22 900 0.07

$ 122,254 45.73 $ (1,669,142) (132.38)

c) Non-capital losses
The Company has non-capital losses of $8,220,666 available to reduce future taxable income the tax effect of which $2,254,601
has not been recorded in these financial statements. If not utilized these losses will expire in 2014.

d) Scientific research and experimental development (SR&ED)
The Company has accumulated a Scientific Research & Experimental Development pool of $454,000 (2007 - $nil) which can be
carried forward indefinitely to be utilized in computing taxable income in future years. The Company has non-refundable SR&ED
investment tax credits of $128,914 (2007 - $nil), the benefit of which has not been recorded on the financial statements. The
SR&ED claims giving rise to these amounts have not yet been processed and approved by the Canada Revenue Agency.

15. COMMITMENTS
Pursuant to a license agreement with the Lawrence Livermore National Laboratory revenues from the sale of TD80 products
manufactured under the license are subject to a royalty of 5% with a minimum annual royalty fee of $25,000 U.S. for the life of
the license. The license remains in force for the life of the last-to-expire issued patent under the agreement which is May 2014.
During the year, these royalties were $107,916 (2007 - $165,936) and were included in the cost of sales.

The Company is committed to future lease payments for office space and manufacturing facilities and automotive and office
equipment under the terms of lease agreements as follows:

2009 $ 276,733
2010 159,664
2011 107,520
2012 87,000
2013 and thereafter 0
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16. SUPPLEMENTAL CASH FLOW INFORMATION
2008 2007

Change in non-cash working capital:

Accounts receivable $ 520,607 $ (539,749)
Inventories 67,578 (778,604)
Prepaid expenses (43,373) (25,423)
Accounts payable and accrued liabilities (176,287) 274,270

$ 368,525 $ (1,069,506)

Non-cash financing activity:

Warrants issued on short form offering [note 11(d)] $ - $ 71,660
Shares issued for corporate finance fee - 64,000
Shares issued on redemption of debentures - 200,000

Interest paid $ - $ 19,818
Interest received $ 53,828 $ 52,003

Cash and cash equivalents consist of:
Cash on hand and balances with banks $ 717,337 $ 628,841
Term deposit 915,810 1,000,000

$ 1,633,147 $ 1,628,841

17. FINANCIAL INSTRUMENTS
The Company’s financial instruments consist of cash and cash equivalents, accounts receivable and accounts payable and
accrued liabilities.

Financial risk management
The Company is exposed to a number of risks as a result of holding financial instruments. These risks include credit risk, liquidity
risk and price risk.

a) Credit risk
Financial instruments that potentially subject the Company to credit risk include cash and cash equivalents and accounts
receivable. The Company’s cash on deposit and short term investments are held with reputable financial institutes, from which
management believes the risk of loss is remote. The Company's exposure to credit risk is as indicated by the carrying amount
of its accounts receivable. The Company has a credit policy and regularly monitors its credit risk exposure and takes steps to
mitigate the likelihood of these exposures resulting in actual loss. The Company carries out credit evaluations of its customers
which receive credit and carries adequate provisions for possible losses arising from credit risk associated with financial assets.
These provisions have not been material.
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b) Liquidity risk
Liquidity risk management involves maintaining sufficient cash and cash equivalents to fund the programs and commitments
that the Company has planned. The Company manages liquidity risk through management of its capital structure in conjunction
with cash flow forecasting including anticipated investing and financing activities.

c) Price risk

Interest rate risk
The Company manages interest rate risk by maximizing the interest earned in excess funds while maintaining the liquidity
necessary to maintain day-to-day operating cash flow requirements.

Currency risk
The Company is subject to foreign currency risk in that it has both current assets and liabilities denominated in foreign currencies.
It is management’s opinion that the foreign currency risk is not significant. The Company does not use derivative instruments to
reduce its exposure to foreign currency risk.

d) Fair value

The fair values of cash, accounts receivable, accounts payable and accrued liabilities approximate their carrying values due to
the relatively short periods to maturity of these instruments.

18. GOVERNMENT ASSISTANCE
During 2004, the Company entered into an agreement with the National Research Council Canada (NRC) under the Industrial
Research Assistance Program (IRAP). Maximum contributions available under the agreement totalled $80,600 and the agreement
terminated December 15, 2005. In June 2006, the Company entered into a second agreement with NRC under IRAP. This
agreement was amended in December 2006, April 2007 and October 2007 whereby maximum contributions available totalled
$235,000. The agreement terminated March 31, 2008.

As at August 31, 2008, the Company had received contributions totalling $315,600. During the current year contributions of
$50,000 (2007 - $176,110) were offset against product development costs and at August 31, 2008 $nil (2007 - $25,057) is
included in accounts receivable. The total contributions available under the current agreement had been claimed as at
August 31, 2008. A breach of the agreement is grounds for suspension or immediate termination of the assistance and will
render the total amount of all contributions made by NRC to the Company pursuant to the agreement immediately due and
payable. The following constitute breaches of the contribution agreement: misrepresentation or the submission of false information
to the NRC; failure by the Company to disclose relevant information which may have a negative impact on the Company’s
financial position; or failure of the Company to satisfy any of the warranties, terms, conditions, requirements or obligations under
the contribution agreement. Obligations of the Company include: acceptable performance of the work to the satisfaction of the
NRC; maintaining of adequate environmental protection; obtaining of NRC approval before commencing any human or animal
experimentation; and maintaining adequate records of the performance of the work.
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19. SEGMENTED INFORMATION
2008 2007

Geographic information:
Sales
Canada and other $ 6,365,438 $ 6,761,496
United States 1,608,693 2,160,890

$ 7,974,131 $ 8,922,386
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