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Notice to Reader 
 
Management has compiled the unaudited interim consolidated financial statements of 
Pacgen Biopharmaceuticals Corporation consisting of the interim Consolidated Balance 
Sheets as at June 30, 2009 and the interim Consolidated Statements of Operations and 
Comprehensive Loss and Cash Flows for the three months ended June 30, 2009.  The 
interim consolidated financial statements have not been reviewed or audited by the 
Company’s auditors.  All amounts are stated in Canadian Dollars.   
 
                                 

 



 
 
 
 

Pacgen Biopharmaceuticals Corporation 
(a development stage enterprise) 
Incorporated under the Business Corporation Act (British Columbia) 
 
 

INTERIM CONSOLIDATED BALANCE SHEETS 
[See Note 1 – Nature of Operations and Going Concern] 

(Unaudited - expressed in Canadian dollars) 
 
 
 June 30, March 31, 
 2009 2009 
 $ $ 
   
ASSETS   
Current   
Cash and cash equivalents 108,881 308,871 
Amounts receivable  5,553 15,155 
Prepaid expenses and other 481,428 515,619 
Total current assets 595,862 839,645 
Deferred acquisition costs 101,043 3,775 
Property and equipment [note 6] 63,931 67,874 
Intangible assets [note 7] 705,986 765,229 
Total assets 1,466,822 1,676,523 
   
LIABILITIES AND SHAREHOLDERS’ EQUITY   
Current   
Accounts payable and accrued liabilities  877,130 911,688 
Other payable [note 8] 609,063 625,423 
Convertible debentures [note 9]  553,086 318,831 
Current portion of deferred leasehold inducement 6,916 6,916 
 2,046,195 1,862,858 
Convertible debentures [note 9] — 213,000 
Deferred leasehold inducement  1,729 3,459 
Total liabilities 2,047,924 2,079,317 
   
Commitments and contingencies [notes 11 and 12]   
   
Shareholders’ equity (deficit)   
Share capital [note 10]   

Authorized:    
Unlimited number of common shares without par value    
Unlimited number of preferred shares without par value    

Issued and outstanding:    
Common shares  13,012,118 13,012,118 

Contributed surplus [notes 9 and 10(d)] 1,446,104 1,415,409 
Deficit (15,039,324) (14,830,321) 
Total shareholders’ equity (deficit) (581,102) (402,794) 
Total liabilities and shareholders’ equity 1,466,822 1,676,523 
 
See accompanying notes 
 
On behalf of the Board: 
 
 
 /s/ Kevin McGarry /s/ Telvin Ju 
 Director Director

 



 
 
 
 

Pacgen Biopharmaceuticals Corporation 
(a development stage enterprise) 
 
 

INTERIM CONSOLIDATED STATEMENTS  
OF OPERATIONS AND COMPREHENSIVE LOSS  

(Unaudited - expressed in Canadian dollars) 
 
 

 

Three Months 
Ended  

June 30, 

Three Months 
Ended  

June 30, 

Cumulative 
from 

Inception to 
June 30, 

 2009 2008 2009 
 $ $ $ 

    
EXPENSES    
Research and development  36,706 881,187 7,819,020 
Research and development expense recovery [note 8] — — (865,287) 
 36,706 881,187 6,953,733 
General and administration  54,481 304,887 6,081,281 
Stock based compensation [note 10(d)] 30,695 58,810 1,118,555 
Amortization 63,186 66,307 860,505 
 185,068 1,311,191 15,014,074 
    
OTHER    
Interest and other income (loss) (3,276) 12,971 260,653 
Financing and interest expenses (70,016) — (122,598) 
Loss on disposal of property and equipment — — (15,609) 
Foreign exchange gain (loss) 49,357 (9,281) (385,696) 
 (23,935) 3,690 (263,250) 
    
Loss before income taxes (209,003) (1,307,501) (15,277,324) 
Future income tax recovery — — 238,000 
Net loss and comprehensive loss for the period (209,003)  (1,307,501) (15,039,324) 
    
Basic and diluted loss per common share (0.01)  (0.04)  
    
Weighted average number of common shares 

outstanding  
 

35,144,693 
 

35,144,693 
 
See accompanying notes 

 



 
 
 
 

Pacgen Biopharmaceuticals Corporation 
(a development stage enterprise) 
 
 

INTERIM CONSOLIDATED STATEMENTS OF CASH FLOWS 
(Unaudited - expressed in Canadian dollars) 

 
 

 

Three Months 
Ended  

June 30, 

Three Months 
Ended  

June 30, 

Cumulative 
from 

Inception to 
June 30, 

 2009 2008 2009 
 $ $ $ 

    
OPERATING ACTIVITIES    
Loss for the period (209,003) (1,307,501) (15,039,324) 
Add items not affecting cash:    

Accretion of convertible debentures 21,255 — 29,532 
Amortization 63,186 66,307 860,505 
Deferred leasehold improvement (1,729) (1,729) (9,798) 
Future income tax recovery — — (238,000) 
Loss on disposal of property and equipment — — 9,089 
Stock based compensation 30,695 58,810 1,118,555 
Unrealized foreign exchange loss (50,858) — 252,012 
Write-off of assets — — 29,887 

 (146,454) (1,184,113) (12,987,542) 
Changes in non-cash working capital items relating to 
operations:   

 

Amounts receivable 9,602 3,128 137,942 
Prepaid expenses and other (3,385) 50,600 (530,019) 
Accounts payable and accrued liabilities 5,015 282,038 568,804 
Other payable 32,500 — 670,155 

Cash used in operating activities (102,722) (848,347) (12,140,660) 
    
INVESTING ACTIVITIES    
Acquisition of IL Therapeutics Inc. — — 1,237,089 
Deferred acquisition costs (97,268) — (101,043) 
Proceeds from disposal of property and equipment — — 5,775 
Purchase of property and equipment — — (179,202) 
Purchase of intangible assets — — (59,743) 
Leasehold inducement — — 18,444 
Cash provided by (used in) investing activities (97,268) — 921,320 
    

FINANCING ACTIVITIES   
 

Issuance of share capital, net of share issuance costs — — 10,018,885 
Issuance of convertible debentures for cash — — 614,500 
Advance from related party — — 694,836 
Cash provided by financing activities — — 11,328,221 
    
Increase (decrease) in cash and cash equivalents  (199,990) (848,347) 108,881 
Cash and cash equivalents, beginning of period 308,871 1,438,691 — 
Cash and cash equivalents, end of period 108,881 590,344 108,881 
 
See accompanying notes 

 



 
 
 
 

Pacgen Biopharmaceuticals Corporation 
(a development stage enterprise) 
 
 

INTERIM CONSOLIDATED STATEMENTS OF  
SHAREHOLDERS’ EQUITY 
(Unaudited - expressed in Canadian dollars) 

 
 

 Common Shares 
Contributed 

Surplus Deficit Total 

 Number 
Amount 

$ $ $ $ 

Balance, March 31, 2008 35,144,693 13,012,118 1,163,776 (12,547,681) 1,628,213

Stock based compensation  — — 58,810 — 58,810

Net loss for the period — — — (1,307,501) (1,307,501)

Balance, June 30, 2008 35,144,693 13,012,118 1,222,586 (13,855,182) 379,522

     

 Common Shares 
Contributed 

Surplus Deficit Total 

 Number 
Amount 

$ $ $ $ 

Balance, March 31, 2009 35,144,693 13,012,118 1,415,409 (14,830,321) (402,794)

Stock based compensation  — — 30,695 — 30,695

Net loss for the period — — — (209,003) (209,003)

Balance, June 30, 2009 35,144,693 13,012,118 1,446,104 (15,039,324) (581,102)
 
See accompanying notes

 



Pacgen Biopharmaceuticals Corporation 
(a development stage enterprise) 
 
 

NOTES TO INTERIM CONSOLIDATED  
FINANCIAL STATEMENTS 

For the three months ended June 30, 2009 and 2008 
(Unaudited - expressed in Canadian dollars) 

 
 

1 

1. NATURE OF OPERATIONS AND GOING CONCERN 
 
Pacgen Biopharmaceuticals Corporation (the “Company”) was incorporated under the Business 
Corporations Act (British Columbia) on April 23, 2004.  The Company is a life science technology transfer 
company focused on the commercial development of novel therapeutic drug candidates up to Phase II, 
proof of concept efficacy in human.  The Company identifies innovative therapeutic drug candidates 
globally, and develops these drug candidates in accordance to the US Food and Drug Administration 
regulatory standards to feed the product development pipelines of the pharmaceuticals industry.   
 
These unaudited interim consolidated financial statements have been prepared in accordance with 
Canadian generally accepted accounting principles (“Canadian GAAP”) applicable to a going concern, 
which assumes that the Company will be able to meet its obligations and continue its operations for the 
next twelve months.  Realization values may be substantially different from the carrying values as shown 
and these financial statements do not give effect to adjustments that would be necessary to the carrying 
values and classifications of assets and liabilities should the Company be unable to continue as a going 
concern.  As of June 30, 2009, the Company has not generated any revenue from its operations and has 
accumulated a deficit of $15,039,324 (March 31, 2009 - $14,830,321).  Therefore, the Company is 
considered to be in the development stage.  The Company has a working capital deficiency of $1,450,333 
as of June 30, 2009 which is not sufficient to sustain operations over the next twelve months and the 
Company may be unable to continue realizing its assets and discharge its obligations in the normal course, 
all of which cast substantial doubt about the Company’s ability to continue as a going concern.  While the 
Company has been successful in securing financings in the past, there is no assurance that it will be able to 
do so in the future.  Accordingly, these financial statements do not give effect to adjustments, if any, that 
would be necessary should the Company be unable to continue as a going concern.  If the going concern 
assumption was not used then the adjustments required to report the Company’s assets and liabilities on a 
liquidation basis could be material to these financial statements.  
 
The recent global financial market downturn has led to an overall tightening in the credit markets and a 
substantial reduction in capital available to companies in the development stage.  Smaller life science 
technology companies which are generally viewed as higher risk investments have been significantly 
affected.  The Company undertook a comprehensive review of its product development programs, 
operations and projected cash requirements with the view of conserving cost and deferring cash outflows.  
As a result, the Company implemented a cost management program, ceased research and development 
activities and focused its operations in business development to secure collaborative partners for its drug 
candidates.  The Company undertook a number of financing initiatives including a small bridge financing 
and negotiation with its major vendors for defer payments in the fourth quarter of the preceding fiscal year.     



Pacgen Biopharmaceuticals Corporation 
(a development stage enterprise) 
 
 

NOTES TO INTERIM CONSOLIDATED  
FINANCIAL STATEMENTS 

For the three months ended June 30, 2009 and 2008 
(Unaudited - expressed in Canadian dollars) 

 
 

2 

1. NATURE OF OPERATIONS AND GOING CONCERN (cont’d.) 
 
The Company has also reviewed strategic alternatives to leverage its technology portfolio and to enhance 
its ability to raise capital.  As part of these efforts, the Company signed a share purchase agreement with 
the shareholders of Xphase Pharmaceuticals Inc. (“Xphase”) in June 2009.  Xphase, a privately held 
pharmaceutical company, has the right to acquire the exclusive global rights, excluding China, of AF-05, a 
novel anti-anxiety drug candidate currently in Phase I clinical trial in China.  Xphase also provides 
consulting and project management services to assist small to medium pharmaceutical and biotechnology 
companies globally.  Pursuant to the share purchase agreement, the Company agreed to issue 3 million 
common shares of the Company to Xphase shareholders in exchange for 100% ownership of Xphase as 
well as management services of Xphase principals.  Upon the achievement of certain pre-defined business 
development milestones, Xphase shareholders will be entitled to an additional 3.5 million common shares 
of the Company.   
 
Subsequent to the quarter ended June 30, 2009, the Company completed the acquisition of Xphase. 
Following the acquisition of Xphase, the Company has positioned itself to become a global life science 
technology transfer company focused on the commercial development of novel therapeutic drug candidates 
up to Phase II human proof of concept. 
 
The Company is currently seeking additional funding to finance its operations and obligations.  
Management is considering all possible financing alternatives, including equity financing, debt financing, 
joint-venture, corporate collaboration and licensing arrangement. 
 
 
2. BASIS OF PRESENTATION  
 
These unaudited interim consolidated financial statements have been prepared on a basis consistent with 
the policies outlined in the Company’s audited consolidated financial statements for the year ended March 
31, 2009 except as described in note 3 below.  These unaudited interim financial statements do not include 
all note disclosures and information required by Canadian GAAP for annual financial statements.  
Accordingly, they should be read in conjunction with the audited financial statements and notes thereto, for 
the year ended March 31, 2009.  The results of operations for the three months ended June 30, 2009 are not 
necessarily indicative of the results for the full fiscal year.  All amounts herein are expressed in Canadian 
dollars unless otherwise specified. 
 
 



Pacgen Biopharmaceuticals Corporation 
(a development stage enterprise) 
 
 

NOTES TO INTERIM CONSOLIDATED  
FINANCIAL STATEMENTS 

For the three months ended June 30, 2009 and 2008 
(Unaudited - expressed in Canadian dollars) 
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3. CHANGES IN ACCOUNTING POLICIES 
  
[a] Goodwill and Intangible Assets 
 
In February 2008, the CICA issued Section 3064, “Goodwill and Intangible Assets”, which replaces 
Section 3062, “Goodwill and Other Intangible Assets” and Section 3450, “Research and Development 
Costs”.  Various changes have been made to other sections of the CICA Handbook for consistency 
purposes.  Section 3064 establishes standards for the recognition, measurement, presentation and 
disclosure of goodwill subsequent to its initial recognition and of intangible assets.  The Company adopted 
these standards commencing April 1, 2009.  The adoption of these new standards did not have a material 
impact on the Company’s consolidated financial statements.   
 
[b] Credit Risk and Fair Value of Financial Assets and Financial Liabilities  
 
In January 2009, the CICA issued EIC 173, “Credit Risk and the Fair Value of Financial Assets and 
Financial Liabilities”.  This guidance requires that an entity's own credit risk and the credit risk of the 
counterparty should be taken into account in determining the fair value of financial assets and financial 
liabilities including derivative instruments.  This guidance is applicable to the Company’s financial periods 
ending on or after January 20, 2009 with retrospective application without restatement of prior periods.  
The Company adopted these standards commencing April 1, 2009.  The adoption of these new standards 
did not have a material impact on the Company’s consolidated financial statements.   
 
[c] New Accounting Pronouncements 
 
In February 2008, the Canadian Accounting Standard Board (the “AcSB”) confirmed that Canadian GAAP 
for public companies will be converged with International Financial Reporting Standards (“IFRS”) for 
accounting periods commencing on or after January 1, 2011.  IFRS uses a conceptual framework similar to 
Canadian GAAP, but there are some significant differences on recognition, measurement and disclosures.  
The Company continues to monitor and assess the impact of convergence of Canadian GAAP and IFRS. 
 
In January 2009, the CICA issued Section 1601, “Consolidations” and Section 1602, “Non-controlling 
Interests”.  Section 1601 establishes standards for the preparation of consolidated financial statements.  
Section 1602 establishes standards for accounting for a non-controlling interest in a subsidiary in 
consolidated financial statements subsequent to a business combination.  These standards are applicable to 
interim and annual financial statements of the Company beginning on January 1, 2011.  The Company is in 
the process of evaluating the impact of these standards. 
 
In January 2009, the CICA issued Section 1582, “Business Combinations” replacing Section 1581, 
“Business Combinations”.  The new section improves the relevance, reliability and comparability of the 
information that a reporting entity provides in its financial statements about a business combination and its 
effects.  The section is applicable to the annual and interim financial statements of the Company beginning 
on or January 1, 2011, with early adoption permitted.  The Company is in the process of evaluating the 
impact of this standard. 
 
 



Pacgen Biopharmaceuticals Corporation 
(a development stage enterprise) 
 
 

NOTES TO INTERIM CONSOLIDATED  
FINANCIAL STATEMENTS 

For the three months ended June 30, 2009 and 2008 
(Unaudited - expressed in Canadian dollars) 

 
 

4 

4. CAPITAL DISCLOSURE 
 
The Company’s objectives when managing capital are to ensure its ability to continue as a going concern in 
order to pursue the development of its drug candidates and the ultimate sale or out-license of these drug 
candidates to pharmaceutical companies.  The Company attempts to maximize return to shareholders by 
minimizing shareholder dilution and, when possible, utilizing non-dilutive funding arrangements such as 
collaborative partnership arrangements.    
 
The Company includes convertible debentures and equity comprised of issued share capital, contributed 
surplus and deficit in the definition of capital.  Other than the recent issuance of convertible debentures, the 
Company has financed its capital requirements primarily through share issuances since inception.   
 
The Company manages its capital structure and makes adjustments to it in light of changes in economic 
conditions and risk characteristics of the underlying assets.  The Company may issue new shares or raise 
debt.  The Company is not subject to any externally imposed capital requirements and the overall strategy 
with respect to capital management remains unchanged from the year ended March 31, 2009. 
 
 
5. FINANCIAL INSTRUMENTS AND RISK 
 
The Company’s financial instruments consist of cash and cash equivalents, amounts receivable, accounts 
payable and accrued liabilities, other payable and convertible debentures.  The fair value of these 
instruments approximates their carrying amount due to their immediate or short-term maturity.  Other 
payable and convertible debentures were recorded at fair value on the date of issuance.  The Company has 
classified its financial instruments as follows: 
 

Financial Instrument Classification Measurement 

Cash and cash equivalents Held for trading  Fair value 

Amounts receivable  Loans and receivables Amortized cost using the effective 
interest method 

Accounts payable and 
accrued liabilities  Other financial liabilities Amortized cost using the effective 

interest method 

Other payable Other financial liabilities Amortized cost using the effective 
interest method 

Convertible debentures Other financial liabilities Amortized cost using the effective 
interest method 

    



Pacgen Biopharmaceuticals Corporation 
(a development stage enterprise) 
 
 

NOTES TO INTERIM CONSOLIDATED  
FINANCIAL STATEMENTS 
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5. FINANCIAL INSTRUMENTS AND RISK (cont’d.) 
 
The Company did not have any held-to-maturity or available-for-sale financial instruments, nor did it 
acquire or hold any derivative products during the there months ended June 30, 2009. 
 
The Company’s financial instruments are exposed to certain financial risks, including credit risk, interest 
rate risk, currency risk and liquidity risk: 
 
[a] Credit risk 
 
Credit risk is the risk of a financial loss to the Company if counterparty to a financial instrument fails to 
meet its contractual obligations, and arises principally of cash and cash equivalents.  The Company has 
investment policies to mitigate against the deterioration of principal, to enhance the Company’s ability to 
meet its liquidity needs and to optimize yields within those parameters.  These investment policies limit the 
investing of excess funds to liquid term deposits with banks and government guaranteed securities with 
maturities of two years or less.  As of June 30, 2009, the Company has cash and cash equivalents consisted 
of cash on deposit with banks. 
 
[b] Interest rate risk 
 
Interest rate risk is the risk that the future cash flows of a financial instrument will fluctuate because of 
changes in the market interest rates.  The Company is exposed to interest rate risk on its convertible 
debentures and other payables which bear floating interest rates.  The Company estimates that one percent 
increase in the interest rate would increase the net loss and cash used in operations for the three months 
ended June 30, 2009 by $1,790.  An opposite impact would have occurred to net loss and cash used in 
operations had interest rate decreased by one percent.  The Company does not use derivative instruments to 
reduce its exposure to interest rate risk.   
 
The Company is also exposed to interest rate risk on its cash and cash equivalents that earn interest at 
market interest rates.  Based on the value of cash and cash equivalents during the three months ended June 
30, 2009, and assuming that all other variables remain constant, a one percent appreciation or deterioration 
of the interest rate would result in an increase or decrease of $414 in the Company’s net loss and 
comprehensive loss.  Fluctuations in the market interest rates had no significant impact on its interest 
income.   
 
[c] Currency risk 
 
The Company is exposed to the financial risk related to the fluctuation of foreign exchanges rates.  The 
Company operates primarily within Canada although a portion of its obligations and expenses are incurred 
in United States dollars (“US dollar”).  The Company has not entered into foreign exchange derivative 
contracts.  A significant change in the currency exchange rates between the Canadian dollar relative to the 
US dollar could have an effect on the Company’s results of operations, financial position or cash flows. 
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5. FINANCIAL INSTRUMENTS AND RISK (cont’d.) 
 
[c] Currency risk (cont’d.) 
 
As at June 30, 2009 and March 31, 2009, the Company had the following assets and liabilities denominated 
in US dollars:   
 
 June 30,  March 31, 
 2009 2009 
 US$ US$ 
Cash and cash equivalents  8,590 14,802 
Prepaid expenses 382,261 382,261 
Accounts payable and accrued liabilities 417,131 413,679 
Other payable 523,763 495,856 
 1,331,745 1,306,598 
 
Based on the above net exposures as at June 30, 2009, and assuming that all other variables remain 
constant, a five percent appreciation or deterioration of the Canadian dollar against the US dollar would 
result in a decrease or increase of $34,688 (March 31, 2009 - $32,319) in the Company’s net loss and 
comprehensive loss. 
 
[d] Liquidity risk 
 
Liquidity risk is the risk that the Company will not be able to meet its obligations as they come due. The 
Company’s exposure to liquidity risk is dependent on purchasing commitments and obligations and raising 
of funds to meet commitments and sustain operations.  The Company manages liquidity risk by 
continuously monitoring its actual and forecasted working capital requirements, and actively managing its 
financing activities.   
 
As of June 30, 2009, the Company had a working capital deficiency of $1,450,333 (March 31, 2009 - 
$1,023,213).  The Company is currently seeking additional capital to meet its immediate obligations and to 
finance its operations.  Management is considering all financing alternatives, including equity financing, 
debt financing, joint-venture, corporate collaboration and licensing arrangement.   
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6. PROPERTY AND EQUIPMENT 
 

 Cost 
Accumulated 
Amortization 

Net Book 
Value 

 $ $ $ 
June 30, 2009    
Computer equipment and software 46,304 34,139 12,165 
Leasehold improvement 41,346 15,643 25,703 
Office furniture and equipment 43,718 17,655 26,063 
 131,368 67,437 63,931 
    
March 31, 2009    
Computer equipment and software 46,304 33,080 13,224 
Leasehold improvement 41,346 14,131 27,215 
Office furniture and equipment 43,718 16,283 27,435 
 131,368 63,494 67,874 
 
 
7. INTANGIBLE ASSETS 
 
  June 30,  March 31, 
  2009 2009 
  $ $ 
    
Technology, licenses and rights    
Cost   1,477,151 1,477,151 
Accumulated amortization  771,165 711,922 
  705,986 765,229 
 
 
8. OTHER PAYABLE 
 
On March 6, 2009, the Company finalized its settlement arrangement with a vendor for its outstanding 
accounts of approximately US$1.3 million.  As part of this settlement, the Company received a credit note 
of approximately US$604,000 and made an initial payment of US$128,000 in the fiscal year ended March 
31, 2009.  The Company agreed to settle the remaining balance by installment payments.   
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8. OTHER PAYABLE (cont’d.) 
 
The minimum installment payments of US$150,000 ($174,000), US$150,000 ($174,000) and US$280,000 
($326,000) are due on July 15, 2009 [note 15], October 15, 2009 and December 30, 2009, respectively.   
Pursuant to the settlement agreement, should the Company successfully complete a transaction or multiple 
transactions which give rise to accumulated proceeds equal to or greater than US$500,000 (approximately 
$582,000), the Company is obligated to make the first payment immediately.  The Company is entitled to 
earlier repayment by giving a 10 days notice.  
 
Unless all minimum payments are made in accordance to the settlement agreement, the Company is 
obligated to pay interest at a rate of six percent above the average daily prime interest rate of a chartered 
bank on amounts due and outstanding from the respective due dates until paid [note 15].  All interest 
payments are due and payable in full on December 30, 2009.  
 
 
9. CONVERTIBLE DEBENTURES  
 
On January 30, 2009, the Company announced that it intended to offer, through one or more tranches of 
closings of a non-brokered private placement, convertible debentures in an aggregate principal amount of 
up to approximately $610,000 (the “Offering”).  The Company closed this Offering in two tranches in 
February 2009 and March 2009 for an aggregate principal amount of $614,500.   
   

Maturity Date 

 Principal 
Amount  

$ 
   
February 3, 2010 (1)  364,500 
April 14, 2010 (2)  250,000 
  614,500 
 
(1) Include debentures of $243,000 held by director or officer of the Company (the “Insiders”). 
 (2) The second tranche of the Offering was closed on March 30, 2009 with final completion on April 14, 

2009. 
 
The convertible debentures will bear interest from the date of issuance at a rate of prime plus 4% per 
annum and will mature one year from the date of issuance.  The principal amount plus any accrued interest 
will be repayable in cash upon the earlier of (i) maturity or (ii) closing of a merger or a financing 
transaction with a value to the Company of at least US$1 million (approximately $1.16 million).  Early 
redemption by the Company is allowed upon 30 days written notice. 
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9. CONVERTIBLE DEBENTURES (cont’d.) 
 
All debenture holders acknowledged and agreed that, prior to maturity, they may not demand from the 
Company payment of the principal amount, interest or any outstanding portion thereof.  At anytime prior to 
maturity, the debenture holders have the rights to convert these convertible debentures into units of the 
Company (the “Units”) at a conversion price of $0.10 per Unit upon 10 days written notice.  Each Unit will 
consist of one common share of the Company (a “Common Share”) and one common share purchase 
warrant (a “Warrant”), each Warrant entitling a non-insider holder to purchase one Common Share at an 
exercise price of $0.10 per Common Share at any time prior to 24 months following the date of issuance of 
the Warrant upon conversion of the convertible debentures.  Each Warrant comprising the Units issuable 
upon conversion of convertible debentures issued to insiders of the Company entitles a holder to purchase 
one Common Share at an exercise price of $0.10 per Common Share and will expire upon the earlier of the 
maturity date of the convertible debentures and the date that is 24 months following the date of issuance of 
the Warrants upon conversion of the convertible debentures.  Prior to conversion, in the event that the 
share capital of the Company has been restructured or a business combination involving the Company has 
occurred (the “Fundamental Change”), the debenture holders are entitled to receive the equivalent new 
securities as if the debenture conversions had occurred prior to the occurrence of the Fundamental Change. 
 
The Company is not restricted to obtaining other financing or issuing shares subsequent to the issuance of 
these convertible debentures.   
 
The Company has classified the convertible debentures into its components being financial liabilities and 
equity components, respectively.  The fair value of the liability component was estimated by discounting 
the future cash stream of debt at a discount rate of 25% which represents the estimated borrowing rate 
available for the Company for similar debentures having no conversion rights.  The residual value was 
allocated to the equity component.  The amount of total proceeds allocated to the liability components and 
equity components (contributed surplus) at the issuance were: 
 

Allocation 
 Amount  

$ 
Face value  614,500 
Contributed surplus   (90,946) 
  523,554 
 
The Company incurred legal and professional fees of $34,005 associated with the financing.  These 
financing costs were charged as expenses during the three months ended June 30, 2009 and the fiscal year 
ended March 31, 2009. 
 
As of June 30, 2009, the convertible debentures had a fair value of $553,086. 
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10. SHARE CAPITAL 
 
[a] Common shares 
 

 
Number of 

Shares 
Amount 

$ 
   
Authorized   
Unlimited number of common shares without par value   
Balance, June 30, 2009 and March 31, 2009 35,144,693 13,012,118 
  
[b] Preferred shares 
 
The authorized share capital of the Company consists of an unlimited number of preferred shares without 
par value.  As of June 30, 2009 and March 31, 2009, there were no preferred shares issued and 
outstanding.    
 
[c] Common share purchase warrants 
  
At June 30, 2009 and March 31, 2009, the Company had 4,656,933 of common share purchase warrants 
outstanding.  Details of the common share purchase warrants are summarized as follows: 
 

Date of Expiry 
Exercise

Price 
Number of 
Warrants 

   
March 16, 2013  $0.30 4,622,733 
March 16, 2010 (1) $0.22 34,200 
Balance, June 30, 2009 March 31, 2009 $0.30 4,656,933 
 
(1) Upon exercise, each Broker Warrant will convert to one common share, and one common share 

purchase warrant exercisable into one additional common share at $0.30 per share until March 16, 
2013.  After giving effect to the conversion of these Broker Warrants, there are 9,233,141 common 
share purchase warrants outstanding, at an average exercise price of $0.72, as of June 30, 2008 and 
March 31, 2008. 
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10. SHARE CAPITAL (cont’d.) 
 
[d] Stock options 
 
On August 22, 2006, the Company adopted a stock option plan (the “Stock Option Plan”) providing the 
granting of options to employees, officers, directors, consultants and scientific advisory board members.  
The maximum number of common shares that are issuable under the Stock Option Plan is an aggregate of 
10% of the issued and outstanding common share, calculated as at the award date of the options.  The 
maximum number of common shares that may be optioned in favour of any single individual will not 
exceed 5% of the issued and outstanding common shares at the date of grant.  The maximum number of 
common shares that may be optioned in favour of directors and senior officers under the Stock Option Plan 
is 10% of the issued and outstanding common shares at the date of grant.  
 
As of June 30, 2009, the Company had 1,403,333 stock options outstanding granted to employees, officers, 
directors, consultants and scientific advisory board members.  Details of stock option transactions during 
the quarter ended June 30, 2008 are summarized as follows:  
 

 Number 

Weighted 
Average 

Exercise Price 
$ 

   
Balance, March 31  2009 1,813,333  0.99 
Granted —  — 
Forfeited or cancelled (410,000)  1.02 
Balance, June 30, 2009 1,403,333  0.99 
 
At June 30, 2009, stock options granted to executive officers and directors, employees, consultants and 
scientific advisory board members were outstanding as follows: 
 

Options Outstanding   Options Exercisable 

Range of 
Exercise 

Price 

Number of 
Common 

Shares  
Issuable 

Weighted 
Average 

Remaining 
Contractual 
Life (Years) 

Weighted 
Average 
Exercise  

Price  
($)   

Number of 
Common 

Shares  
Issuable   

Weighted 
Average 
Exercise  

Price  
($) 

$0.50 - $0.85 393,333 5.79 0.64  349,999     0.64 
$1.00 - $1.05      340,000       4.64 1.05  330,000   1.05 
$1.10 - $1.16 670,000  5.24 1.16   540,000        1.16 

 1,403,333 5.25      0.99  1,219,999  0.98 
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10. SHARE CAPITAL (cont’d.) 
 
[d] Stock options (cont’d.) 
 

Date of Expiry 
Exercise 

Price 
Number of Options 

Outstanding 
Number of Options 

Exercisable 
    
August 22, 2014 $0.50 10,000 10,000 
August 22, 2014 $1.05 210,000 200,000 
August 22, 2014 $1.16 550,000 450,000 
March 6, 2012 $1.05 80,000 80,000 
March 6, 2015 $1.05 50,000 50,000 
March 6, 2015 $1.16 120,000 90,000 
March 27, 2015 $0.65 233,333 233,333 
May 31, 2015 $0.63 150,000 106,666 
Balance, June 30, 2009  1,813,333 1,219,999 
 
 
11. COMMITMENTS 
 
[a] Operating leases 
 
The Company has entered into lease agreements for its office premises in Canada for terms of up to five 
years expiring March 28, 2012.  Future minimum annual lease payments under the leases are as follows:  
 
 $ 
  
2010 76,029 
2011 52,454 
2012 3,537 
2013 — 
2014 — 
 132,020 
 
[b] Clinical research and development agreements  
 
The Company has entered into various clinical research and development agreements with third parties 
which require the Company to fund research and development expenditures of $2,342,219 for the fiscal 
year ending March 31, 2010.  Of these commitments, $452,604 are non-cancellable and $1,889,615 are 
cancellable for fiscal year ending March 31, 2010. 
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11. COMMITMENTS (cont’d.) 
 
[c] License agreements 
 
[i] Pursuant to the Demegen Sublicense, the Company is required to make minimum annual royalty 

payments of US$50,000 for the period until the expiry date of the last patent right and to pay an annual 
maintenance fee of US$50,000 if any of the agreed clinical development milestones are not met.  The 
Company paid $43,000 of the minimum royalty payment of US$50,000 for 2008 and obtained 
acknowledgement from the licensor that the payment for the remaining balance of $7,000 for 2008 and 
the minimum royalty payment for 2009 would be deferred.  

 
[ii] Pursuant to a license agreement between the Company’s wholly owned subsidiary, ILT, and University 

of Saskatchewan (the “US License”), the Company is responsible for up to $510,000 of milestone 
payments linked to successful completion of preclinical proof of concept ($60,000 paid), successful 
filing of investigational new drug application ($25,000) and successful completion of Phase I to Phase 
III clinical studies (amount to $425,000) of the licensed technology.  The Company is also responsible 
for up to $1,070,000 of milestone payments linked to marketing approval in five regions (United 
States, Europe, Japan, Canada and Hong Kong) and another one time payment of $100,000 for an 
added indication in any country.  The Company is further obligated to pay royalties on sales revenue 
and sub-licensing revenue.   

 
Also as part of the US License, the Company has agreed to provide funding to the University of 
Saskatchewan.  The research will cover but is not limited to research related to the licensed technology 
for not less than $500,000 within the first five years of the term of the license agreement, with 
minimum $100,000 per year for the first two years.  $334,907 has been paid to date.  The Company is 
committed to provide funding for the remaining balance of $165,095 by October 15, 2009.   

 
 
12. CONTINGENCIES 
 
The Company has entered into license and research agreements with third parties that include 
indemnification provisions that are customary in the industry.  These guarantees generally require the 
Company to compensate the other party for certain damages and costs incurred as a result of third party 
claims or damages arising from these transactions.  In some cases, the maximum potential amount of future 
payments that could be required under these indemnification provisions is unlimited.  These 
indemnification provisions may survive termination of the underlying agreement.  The nature of the 
indemnification obligations prevents the Company from making a reasonable estimate of the maximum 
potential amount it could be required to pay.  Historically, the Company has not made any indemnification 
payments under such agreements and no amount has been accrued in the accompanying consolidated 
financial statements with respect to these indemnification obligations. 
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13. SEGMENTED INFORMATION 
 
The Company operates primarily in one business segment with substantially all of its consolidated assets 
located in Canada and operations located in Canada.  
 
 
14. RELATED PARTY TRANSACTIONS 
 
There were no related party transactions during the three months ended June 30, 2009 and 2008.   
 
 
15. COMPARATIVE FIGURES 
 
Certain of the comparative figures have been reclassified to confirm with the presentation adopted in the 
current period. 
 
 
16. SUBSEQUENT EVENTS  
 
[a] On August 11, 2009, the Company completed its acquisition of Xphase Pharmaceuticals Inc. 

(“Xphase”).  Xphase, a privately held pharmaceutical company, has the right to acquire the exclusive 
global rights, excluding China, of AF-05, a novel anti-anxiety drug candidate currently in Phase I 
clinical trial in China.  Xphase also provides consulting and project management services to assist 
small to medium pharmaceutical and biotechnology companies globally.   

 
Pursuant to the share purchase agreement among the Company, Xphase and Xphase shareholders, the 
Company issued 3 million common shares of the Company to Xphase shareholders in exchange for 
100% ownership of Xphase as well as management services of Xphase principals. Upon the 
achievement of certain pre-defined business development milestones, Xphase shareholders will be 
entitled to an additional 3.5 million common shares of the Company.  Following the acquisition of 
Xphase, the Company has positioned itself to become a global life science technology transfer 
company focused on the commercial development of novel therapeutic drug candidates up to Phase II 
human proof of concept.   
 
The Company also announced the appointments of Xphase principals to its senior management team.  
Dr. Yiu Chung Lee, Dr. Beverly Incledon, Mr. Joel Cheng, and Mr. Gabriel Lam have been appointed 
as the Company’s Chief Executive Officer, Vice President, Research and Development, Vice 
President, Business Development, and Senior Director, Greater China Operations, respectively. 
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16. SUBSEQUENT EVENTS (cont’d.) 
 
[b] Subsequent to the first quarter ended June 30, 2009, the Company granted its officers and consultants 

options to purchase 1,910,000 common shares of the Company at an exercise price of $0.10 per share.  
These options vest immediately on the date of grant.   Of these options, options to acquire 1,590,000 
and options to acquire 390,000 of common shares of the Company expire on July 28, 2014 and on July 
28, 2017, respectively. 

 
[c] Subsequent to the first quarter ended June 30, 2009, the Company continues to seek additional funding 

to finance its operations and obligations.  The Company’s management is considering all possible 
financing alternatives.  There can be no assurance that such financing will be materialized or be 
completed on a timely basis and on favourable terms.  If the Company is unable to obtain additional 
financing or complete a collaborative transaction, it may have to further scale back its operations, 
consider business combinations or shut down some or all of its operations.   

 
[d] Also subsequent to the first quarter ended June 30, 2009, the Company updated the debtor of other 

payable [note 8] on the Company’s financing progress, and notified that the minimum payment of 
US$150,000 ($174,000) due on July 15, 2009 would be deferred.  Both parties agreed to maintain 
close communication on the Company’s financing progress.  The Company started accrual of interest 
expenses on July 15, 2009 in accordance to the settlement agreement. 
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